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PREFACE

his document was written as pare of the final of u six-
mullion institutional strengthening and dlm“pmhtum mrl:rl'ﬁ::
wats funded by the Canadian Intemational Development Agency
(CIDA) and administerad by Calmeadow.  The project wis designed in
1993 to support the Foundation for the Promotion and Development of
Micmenterprise {Prodem ) in ies efforts to diversify into less populared areas
of Bolvia and to develop new tinancial services for the country’s informal
sector. The project concluded at the end of 1999 and this document was
commissioned 1o shire some of the lessons learmed during Prodem 'scapacity
building process.
Calmendow 15 » registered  Canadian  not-tor-profic  chariable

onganization based in Toronto, Canada. Founded in 1983, the organization
T been actively involved in microfinance since 1985 here in Cantdi und
abroad, specifically Latin Amertica and Africa,
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FOREWARD

he idea of reducing the gap between the rights and responsibilité

ol those who have too much and those who have too little is a0
as civilization. History deals with nothing else. Actually, nothis

meaningful was accomplished 10 reduce these inequalities until th

consolidation of democratic thinking well into the 20th century. Howeve
true democracy, n practice, touched only a few, while a large portion of e
world's population staved and continues to sty behind. Most of the
remains underdeveloped and enger to carch up. The extrordinary p ire
in communication and education ure heightening the awareness of th
reality, but humankind ks still divided between the haves und the
nots. This gap seems 1o be widening, not closing.

Poverty, marginality, dependency, participation, initiative, opportu
wlidarity, democracy, charity, and sustamability.. these are some of |
many ideas that inspired the creation of Prodem. Nearly rwo decades lag
the Prodem idea (s now a successful reality. OF all these conceprs, twa:

the most fundamental: poverty and opportunity. In s nutshell, the prim

mission of Prodem 15 1o enhance opportunities as @ means (o fedi
poverty.

Poverty defines the problem
simplest and the cruelest expression of inequality. For some people sl
the poverty problem is a simple act of charity, but for those who are
concermned and rruly commitred to finding solutions, it s
responsibility. 11 it i not properdy and etfectively addressed, there
neither real pesce nor o sustuninable answer 1o the problems
«lv\'clnpmml

Poverty is # keyword, an uncomfort

1]

able word. Tt is the lens

which one should see the problems of economic and human developimes

1Y

Toxday muny scademics use poverty w demonstrate the conse _
fiatled uttempts to achieve credible development. However, overise of |
term generstes confusion because it s too eanily forgotten thar :
the result and not the cause of m.::l Jc;ml(mwm shortcomings.
Opportunity is another keyword. 1t Is an attractive concept foed
lme?l:smnl community but. curiously, it is mostly used h'f u _ 4
problem solvers. 1f all problems were considered opportunities, there wi
be fewer problems. [n the case of poverty, it will never be reduced unl
thmmmdnmmmmbcmddudmm. The po
thse victms of poverty and, unless they are given the opportunity to get o
il “n POTEY M

1\
(Y

v

It ulso presents a challenge. It it

o DUILIENCE INSTITUTIONAL CAPACITY
Bt history, the most frequent and recurming error of judgment
M arempts to reduce inequalities has been to try to solve the
someone el Doors can be opened. distances can be
Noone can assume someone else’s responsibility. *1 can hold
how youu, even carry you on my shoulders, but | cannor walk
o o it you will always stay behind® Unfortunately, this
ctlly tmportant concept {s often forgotten.
ol probilem i half of the solution. We defined poverty not
money. but » problem of secess 1o money. This was step one
then emsier: how to develop access to funds, instesd of
moat the problem! Access to credit was the answer. Prodem’
eredit to fight poverty was o significont lindmark
i how and why the ongmal mussion of Prodem was
d por this institution 1o step into the fascinuting world of
A seed wos planted and many followed the example. This
M i whole new industry where several hundred initintives are
I around the world. Nothing succeeds m well as success,
pinence does not and will not necessanly solve paverry, ns
ith unguestionable and increasing,
1% never risk free
BB money; It ks access o money.  Easy money 1 not an
b O the contrary, it cuan be very destructive. Unfortumarely,
makes the distinction. Those who think thar easy money will
ae wrong. When these people are supported with lots of
i the whole industry in danger.  Easy money, either o
Lmlerolinunce institutions, is the number one threw 1o the
I i We need 1o rethink how funding should be used to
the delivery of financinl services 1o the poor.
many tmimtons and opportunists,  Some  imitatons
el contribute positively 1o the development of the
, thete ure others, seeking personal gain, who retand the
i olwious opportunists are the politictns who view the
' s an iresistible temptanon.  After coay money,
menace 1o the sustunable success of microfinance.
which had waned but is now dramatically
W the coatmnlls  of microfinance  and s
& Politicians are not alone. Many other opportunists are
waion andd trytng to et rich quick and/or boost thetr public
e of -tk Soccess munt be safeguarded 1o ensure its
here are and will wlways be many threats, but

|

A
A

)
;
i
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microfinance—with protection from ey money, bad mitarons and
opportunists—cin stund well on its own s long as it doesn’t stand still.

The spectacular growth of microfinance, aside from providing tangible
and messurable benefits, has also revealed new realities: credit alone (s
effective and significant, but not sufficient. A whole world of new
challenges now emerges. Credir as a0 tool was mitally chosen because i
was simple and fast. however it deftnitely does not cover the whole
distunce. Prodem is satistied with its contribution to microfinance, but w
fulfill its original vision and mission, the onganization now faces the
challenge to protect ity accomplishments while developing new
oppartunities, such w non-financial services, thar will open doons for poor
entreprencurs. Access 1o funds is one thing, but the capacity 1o use those
tunds well and competitively is another. Prodemn is now enthusiastically
entering this new universe.

At its start there were many people behind the Prodem initiative. First,
there were the pumeers, thinkers and innovatons who were fortunare
enough 1o come together with then creanvity perhaps by accident.
Secondly, and more important, ate the doers and the opetarons, who were
identified, recruited and organized by the ploneers, and made the idea
work. 1t s to the latter that success is owed, and s to them, in particular,
that this book should be dedicated.

Fernando Romero
Chatr, Prodem Bowrd of Divectors
Lat Paz, Bolivia

My introduction to Prodem in 1987 was o personil watenshed moment und
an opportunity to participate in o potentially historic event. The concept
of eredit as a ool of economic iImprovement for the poor was at the heant
of Prodem.  Bar this was not a new concept or idea. What made Prodem
o unigue wan the amalgam of pesonalities, an invigormung marketplace,
an encouraging environment, and a strong sense that this was the time and
the place for bold new steps.

Microfinance, us we know i, s indebted 1o Priclem.  The lessons
learned and those still emerging from it will continue to influence the
evolution of the sector around the world for years 1o come. At the heart of
this incredible success story are three giants of the Bolivia microfinunce
community, Eduardo Bazoberry, Pancho Otero und Fernando Romero.
Their viston, drive and leadership have both propelled and sustained ir. |

Vo DUILDING INSTITUTIONAL CArACITY

ina dematically different way and the evolving microfinance movement
would be in a different and lesser place than i is today,

I recommend this publication s o helpful and inspiring puide and
companion 1o those n the field of microfinance who, with thetr own
distinet blend of visionary passion and determination, are advimeing on
their own challenging path to success.

Martin P Connell
President, Calmeadow
Toromn, Canada
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@ INTRODUCTION cw

*The birth and matwration of Prodem and BancoSol illustrate how tw create
an outstandmg microfmance msteution. The achievements of Prodem in
bath uts meamations, and of BancoSol, have amply vewarded the efforts of
their founders and contributed enormonsly 1o the development of
micmfinance, both in Bolivia and intermationally

- Elivsheth Rhyne . Mamotreaming Micefinance

uch has already been written about microfinance in Bolivia, »
: country whose microfinance mdustry 1s considered by many to be
i the most advanced in the world.  The number and variety of
Wtiturions present, the extremely competitive environment, the degree of
ket saituration, and the relatively progressive reguliatory environment
i, _lhc country one of the industry’s favorite case studies.

The institution that has been most consistently on Bolivia’s inovaring
# s Prodem. It wos the first organization to boild sustainable
Erlending operations i both urban and rurl areas of the country. It
e Lutin: America’s fist microenterprise bank, Banco Solidurio,
. which continues to be the langest microlending institation in Bolivia
i It created the country’s first ruml-based privare financial fund,
o Oporrunidad, FFE. which was the first, und thus far the only
vian microfinance nstitution to introduce smart cards and sutomatic
i mnchines. Together with FIE, it nearly concluded the industry's fiest
t. Today, while BancoSol and Prodem Oportunidad continue 1o
Ml thetr finuncial services, the Prodem Foundation is entermg o
yentures with microentrepreneurs in an atempt o open up their
w 1o increasingly global and competitive markets.

M this document seeks o add 1o the avallable microfinance
ure ix an in-depth look ar how Prodem managed 1o achieve such
tion. In particular, how did it develop the capacity  create three
il institutions in st over a decade! What were its stentegies, its
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tricks of the trade, so 1o speak? And how did its stegies have to change
over time in response to i changing external and internal environment!
Prodem’s stoey is shared here in a fairly technical manner. The text is filled
with specific examples of the ecconomic, social, structural and
progrummatic challenges that Prodem fuced and the processes through
which it dealt with them. The purpose of the analysis is not to provide a
wser's suide for replicating the Prodem experience because, ceearly, it
cannot be replicated. Every microfinance institution develops in s own
unique environment und. ulumately, muse find s own way forward.
Rather, the purpose of telling the story is o shed some light on the capacity
building process through which Prodem became such a strong mstiturion.
By relling Prodem's story from this pesspective, the document aims to
provide readers with msight, ideas and strategies that they can apply within
their own institutions regardless of the specific circumstances in which
they operate.

The text divides Prodem’s story into three parts. Part | provides an
averview of Prodem’s history and its achievements over time. It introduces
the actors and 1ssues mvolved in the story and describes the events that
charscterize the institution’s development.  Part 1] beging the process of
picking Prodem’s history apart. It examines how Prodem designed and
developed 1ts institutional culture, structure and human resources 1o
provide the sold foundation it needed for growth. Pan 111 then analyses
how Prodem built upon that foundation. It explores some of the processes,
systems and relutionships throagh which Prodem provided its clients with
o valuable service in o sustainable fashion. To conclude, w final chapter
offers some closing thoughts on the future prospects of the Prodem
Foundation and the two financial institutions that it created.

@ PART | o
Making History

“At Prodem. paradigms are broken.*

=Victor Coronado, Branch Manager, Sucre

hen Prodem opened its doors in 1987, the idea of creating
sustainable financial services for poor microentrepreneurs was
ridiculed.  Popular opinion held that microentrepreneurs in
like Bolivia were stmply too poor and too poorly educated 1o
# loan responsibly.  They were cemainly oo poor o save.
liticins smirked when Prodem said thir the lack of financial services
vail ble 1o poor microentreprencuns actually contributed to therr
Wl lopment and that if such services were accessible. borrowers
ikl and would make use of them. They just about fell over luughing
phen Prodem msserted that the provision of such services could be
st ble, and then became outraged when Prodem proposed o charge
o clients 4 rate of interest that covered the cost of its service.
M the fuce of this opposition, Prodem went ahead with it
" ary idea and in less than five yeans it proved popular opinion
. Poor microentrepreneurs did need sccess o finuncial services, they
. :capuble of managing them, und they were willing ro pay market rates
s ices that were of high-quality and were provided over the long-rerm.
' February 1992, Prodem had created an operanionally self-sufficient
i microcredit program and had transformed that program into
ercinl bank, Banco Solidurio, S.A. (BancoSol).' BancoSal was the

A of Docember 31, 191, Prosdem wan operationally self-sutficient in the wne that i1

T
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n Latin America and the largest
' Client served.
the viability of microlinance in
Ll ding similar services in rural
SN mw‘ hmmm‘
populution densities. Bolivia
i the workd and was the poorest

s of providing credit in that
sapporters had their doubes

> CHAPTER 1 o
Prodem’s Story

o tell Prodem’s stary is to describe the history of not one bur three
institutions. That history becomes confusing if it is told in a strictly

chronological manner, since separate events in different (nstitutions
place simultancously.  Thus, the story & Jescribed here in phases.
anizing the chapter in this manner makes it possible 1o view at @ glance
8 stages of development throngh which Prodem passed during its
fetime. It also makes it easy to identify some of the lessons leamed during

ich stage and to explain Prodem's rransitions from one stage to the next
hile the chapter provides some insight into the ecomomic, political und

atory environment in which Prodem developed, these references are
nerally kept to a minimum since they are explored thomughly eliewhere.’
he vanous phases of Prodem’s development are introduced below in the
der in which they ocourred, although their dates often overdap. To help
atify the overall timeline, Figure | summarizes the key milestones from
ach phase and provides a useful tool for understanding Prodem’s peosition

ny particular moment in ume.

Founding of Prodem

dem’s origin lies In a series of conversations between two friends:
mando Romero, an influential Bolivian businessman and president of
e Bolivian bank, Banco Hipotecario Nucional, and Jack Duncan, an
merican businessman who was founder and president of Accidn
ternationil. o US-based, non-governmental organization that by 1984
s sponsoring microenterprise credit and training programs in eight Larn
merican countries. Duncan and Romero discussed the idea of creating a
! terprise program - Bolivia and in 1985, Accion sent Robent
to Bolivia to assess the feasibility of such a program.

| built o fully seli-sutficient

1 branches in secondary

¥ odem’s 50 branches
arrfoho of $24 million.' It
livin, 'v H d* m
BancoSal* On December

2 itx branch etwork tully covered i
comt of capial of 134 peroent

et were taken from the institution's monthly

‘ mlkmmlwumﬂumumlmudmhhﬂmdnﬂnpdmh
d in Elisaberh Rhyne's recent book, Mainstressing Microfinance: How Lending 1 the
por Begin, Cirew, and Came of Age in Bolivia { Bloomsfickd, Cone Kuniariun Prese, 2004 ).

Boletin Finunciero (La Paz), no 3
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first commercial microenterprise bank in Latin America and the largest
bank i Bolivia in terms of the number of clients served.

Once Prodem succeeded in proving the viability of microfinance in
arbian areas, it turmed its arention o providing similar services in il
aress. Again, popular opinion expected Prodem 1o fail. In other parts of
the world, the only sustainable microfinance programs serving rural
populations operated in countries with high population densities. Bolivia
had one of the lowest population densities in the world and was the poorest
country in South Amenca. The challenges of providing credit in that
environment were s great thit even Prodem’s supporters hixd their doubes
about the feasibility of what it wanted o achieve.

Nevertheless, by January 1997, Prodem had built a fully self-sufficient
network that mcluded 22 rural branches and 11 branches in secondary
cities iund semi-urban aress.* As of December 1995, Prodem’s 50 hranches
served mote thian 46,000 clients with an sctive porrfolio of $24 million." It
wits the largest il microcredit provider in Bolivia, uand had the second
largest client base n the country, second only to BancoSal.! On December
31, 1999, Prodem successfully concluded the process of creating its second
reguluted financial mstrution, Prodem Oportunidad, FEP, after which time
it shifted it artention to the development of non-financial services for
microentrepreneurs.

Prodem broke numerous pansdigms in its relatively shon lifetime, and
succeeded on several fronts in schieving what hid previously been thought
impossible. In thar respect, it made history. This section of the document
explires that history by summarizing the story of Prodem’s wnstitational
development and by analyzing its achievements compared 1o those of arher
microfinance institutions, 1t provides the background necessary 1o
undenstanding how Prodem made a habit our of breaking paradigms, and
how 1 developed and implemented new approaches o replace the

paradigms it debunked.

@ CHAPTIR | o
Prodem’s Story

istitutions, That history becomes contusing if it s told in o strictly
cltnnglkngmnl manner, snce separate events in different institutions
took place simultancously,  Thus, the story & described here in phases.
Organizing the chapter in this manner makes it possible 1o view ar a glince
the stages of development through which Prodem passed  during its
liferime. [t also makes it easy to identify some of the lessons leamed during
each stage and to expluin Prodem’s transitions from one stage 1o the next.
While the chapter provides some insight into the economic, political and
:ngucl:;'wkmvtnmmt in which Prodem developed, these references are
¥ kept toa minimum since they are exploted thoroughly elsewhere.’
- The variows phases of Prodem's development are introduced I’v.clnw in the
onder in which they occurred, although their dates often overlup. To help
clurify the overall timeline, Figure | summartzes the key milestones from
gach phase and provides a useful tool for understanding Prodem’s position
At any particular moment m time.

T) tell Prodem's story 15 to describe the history of not one but three

The Founding of Prodem

. “‘ e "'“ t;:x“llu ll: a‘u] mt:s“"; ;'nnvct:uunu between two friends:
Fernu v an influent divian businessman and president «
{ ‘ Bphwan bank, Banco Hipotecario Nacional, and Juck r;?ncan.'a:
werican businessmon who was founder and president of Accion
Inte wional, 4 US-based, non-govermmental organization that by 1984

Aponsoring microenterprise credit and training programs in cighr Latin
America countries. Duncan and Romero discussed the wea of creating a
icroenterprise program in Bolivin and i 1985, Accion sent Robert
Ehristen to Balivin to assess the feasibility of such o program.

»y Yy
Ar wh of the extenal envionment in which Prodem eveloped can be
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Figure 1t Prodem’s Timeline

Prodem’s Story 7

15 of Chrsten's study were eventually presented o a group of
with which Romero was affilinted, the Federation of Private

The resul

ntrepre: of Bolivia. Afrer a persussive presentation by Duncan and
Aechin's Steve Gross, ss well as some enthusiastic arm-twisting on the part
# Romero, a handful of busmessmen commirred $80.000 to the
mblishment of the non-profit foundution that would become Prodem. *
Although the initiative was delayed for more than & year by the
ty and hyperinflation thar characterized the Bolivian economy
e mid- 980y, by September 1986, the economy began 1o stabilize and an
kitional $560,000 m grants and local currency loans was pledged by
ISAID in support of the project. In October, Accion hired Prodem's first
pcutive direcror, Francisco (Pancho) Otero. A US-educated, Bolivian
I with significant rural credit experience and an activist’s
mmitment to social change, Otero possessed a powerful vision for the
gitution and quickly recnuted and mortivated @ team 10 luunch the
dation’s mninal activities.
With leadership, staff, financial resources and technical support in
pee, the Foundation for the Promotion and Development of
iroenterprise (Frodem) became a legal reality on November 17, 1986, e
s recognoed by the Bolivian Government as u noneprofit. non-
ernment organtzation whose mission was to enhance the quality of life

‘Bolivien  microentrepreneurs through support of their productive

he First Five Years of Operation

pedem 1ssued 1t first loans in February 1987, three years after the process
creating the microenterprise program began, Twenty market women
m # neighborhood in La Paz organized themselves into four groups and
eived a total of Be. 2,000 in loans (an average of $51 per pesson). The
iing technology used 15 now well known s the solidarity group
thodology. It wis introduced to Prodem by Accion based on i
es i other Latin American countries.”

usedd the solidarity group lending methodology to provide loans
two types of clients. In February 1987, it began lending to small traders
0 needed working capimal to purchase consumer goods such as fruit,
etables. clothing, or basic household staples that they would sell for »

i dollar smounts peovided in this decument refier 1 United Seases dollas wnibess
whcared.

t of Bolivia, Resolucion Saprema 201782 (La Pae, November 17, 1986) 1
ndormuation on the solidarity group bendmg methodology, see Mans Orero, The
ity Group Concepe: I Characteristics and Significance for Urban Informal Sector
e, Accion Monograph Series No. | (New York: PACT, 1988)




&  Makmng Histony

profit.  Inital loans to these bomowens were generally for 100 Bs.
(approximately $30) and had a two month repayment term; subsequent
loans were scaled up almost automanically, progressing first to 200 Bs. with
i two und a half month term, then to 300 Bs. with a three month term, and
SO 0N

In June 19587, Prodem began lending to small manufacturers, such as
shoemikens, rallors and bakers. These borrowers generally needed larger
amounts of il working capital. bur would add 50 percent or mare value
to their raw materials through the production process. The loan terms for
these borrowens were modified taking into account their different cash flow
Inttial loan amounts were up to 300 percent larger than those of small
traders, payment periods were up to 30 percent longer and instllmenus
were payable monthly mstead of weekly. The procedure tor accessing
subsequent loans was similar to that for small traders in that loan terms and
amounts were sciled upward with time, but the amounts were generally
based on need and did not follow an automatic procedure.

During its fust five years of operation, Prodem’s portiolio grew at an
average annual rate of 134 percent by offering only one product—=the
sailidarity group loan—to these two types of clients. This high growth rute
was facilitated by the pent-up demand for, and lack of supply of, financial
services in Bolivias informul economy Juring the late 19808 and early
19905, bur it was also due to the lending rechnology’s built-in capacity ro
provide finuncil services quickly ar a relutively low cost ro borrowers, and
to Prodem’s early investments in its own systems and human resource
capacity,

By the end of 1991, Prodem was managing an outstanding loan portfolio
of $4.5 million, serving a rotal of 22,743 clients with an average loan
outstanding of $284. It had 116 emplovees with regional offices in the
country’s four major cities. Irs porefolio quality was high, with & 30-day
portiolio at risk of 0.18 percent und a mere $1,650 in loan losses since 1987.
The institution’s growth during its fist five yeans of operation s
summanzed in Table |.

Besides facihitaung rapid operational growth, the solidarity group
lending rechnology helped Prodem to build & unigque relationship with its
clients that was based on mutual accountability, trust and respect. This
relationship wis grounded in Prodem’s institutional culture, bur the
lending rechnology provided an appropriate means through which the
mstirurion'’s cultural ideals could be put into practice.  This coherence
between culture and methodoligy was important 1o Prodem’s institutional
development and will be discussed further in subsequent chapters.

When Prodem began lending, it faced a number of conceprual obstacles.
Among these were a prejudice against the informal sector and a negitive

wards mucrolending ing
s, It was generally bel
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de towards microlending inittatives because of previously fatled credit
ts. |t was generally believed thar the poor did not need working
and, even if they did. they were mcapable of effectively munaging »
Of those who believed in microentreprencurs’ ability to manage
lit, many expected that the poor should not have 1o pay market rates
inancial services because of their poverty status

le 1: Results from Prodem's First Five Years

[ 1987 1988 1989 1990 191
gmber of branches I I 2 3 -
ther of active clients 1L737 3830 7995 15735 22.74)
imber of loans dishursed thisvesr 4,133 9160 15287 34000 51116
of loans disharsed this yr (S0004) 462 1607 2982 7714 14817
ietage loan size dishursed ($) 112 175 195 227 184
portfolio at year end ($0005)  I58 414 933 1443 45625

ptiolio growth over previous yr (%1 ofs 161 126 162 87

iy portfolio ar risk * (%) 000 040 019 02y s
ting self-sufficiency™ (W) nfa 63 92 117 114
il selfsufficiency 7 (%) nla 40 42 i 76
mber of employess 19 24 35 7 116
fuctive botrowers per lan officer 85 316 269 367 164
gfolio per loan officer ($) 69090 29791 28793 47,156 55115
st per Jollar lent 121 QI0 DIy 01z o

e Frodem Financial Sustements and Monthly Program [diceston

During its first five years, Prodem made significant progress in
roming these conceptuml obstacles and proved o many Bolivian
sptics thit the previous paradigms about the poor and the informal sector
e misguided. Tr showed that a significant demand for working capital by
feroentrepreneurs did exist, that microentrepreneurs, both men and

fpedems includes i this category the total cutstanding balance of sy loan with » payment
e than thirty days overdue
perational sell-sufficiency is defined in this doctiment an financial income | (Gnancial
= vperatng expense = loan loss provision expremc)
fal self-sufficiency i defined in thi docwment s fimanceal mcome 1 (financal
* operational expenses « loan ke provision experme + milation adjismmeny =
tted cont of capiral) Data on financial incomse, finimeial expense, operational expemme,
N low provison experse and inflution expense were taken from Prodem's end of yesr
pncaal warements. The imputed cost of capital for ench yeur was estimated s follows:
the toeal sum Prodem spent on miteress fees was divided by the total smount of finds
This yeeldedd an wvernge nterest taze paid by Frodem for iy borrowed funds
the average interest rate pukd by Prodem wis compared to the IMF deposir eate fix
Aivia, which was used w4 shadow price fie the interest zate Prodem woukl have b 1o
gy # it had horrowedd all of 1 funds on strictly commereial terme. Thind, the actual inter-
rate paid was subrracred from the shadow price. Fourth, the diffetence between the rwo
ot ates, mubtiphied times the toal amomnt of funds borrowed by Prodem i that vear.
etldexd the inputed cont of capieal,
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women, were creditworthy, and that they were willing and able to manage
loans under non-subsidized conditions.  Prodem demornstruted its own
ability o make mstitutonal credit avatlable w thousands of families who
hid never hud uccess to it before, either because they could not meet the
traditional bunking system's requirements or because the costs of doing so
were too high ' Tt also showesd that it could supply services in 4 sustainable
manner; e that it could generate sufficient revenue to cover its costs, By
removing many of the bamen that had mbubited the provision of
microfinance in Bolivia, Prodem not only paved the way for its own
expansion, but also opened the door for the participation of many more
actors in the future.

The Creation of BancoSol"

The next stage of Prodem’s development began in much the same way a
the first. It grew out of a friendship between two businessmen. this time
Martin Connell and Fernando Romero. Accidn's Executive Director, Bill
Burrus, introduced Romero and Connell in 1987, Romero was serving as
Charman of Prodem’s Board and Connell was the President of Calmeadow
Foundation, # Canadian NGO he founded in 1983,

Connell and Romero hit it off fumously and before long the two were
brainstorming ways for Prodem to expand its operations. The estimated
one million owner-operated microenterprises In Bolivia provided
employment and family income for up to 75 percent of the population, yet
by the end of 1990, Prodem was reaching less than 3.5 percent of thar
potential marker.” Since demand for its services was strong, Prodem was
psychologically ready to grow, but it found itself constrained by irs limited
access to capital for on-dending.  Even though it operated efficiently and
was successful in cultivating a loyal group of donors that fimded 1ts current
activities, these resources were finite and could support only minimal
expansion.

Connell was among the first to recognize that Prodem’s legal statys most
severely lmited its opportunities for growth. As long as it remained a non-
profit organization without private ownership, Prodem would have
difficulty accessing the capital markers. Investors would find it too nsky,

" Bormawen faced physical, emotional, firancial and opportunity costs to bosrowmg

" Much of the information kncluded in this section was taken from Amy Gloser's esssy,
The Crestion of BancoSal in Bolivia” which can be found in The New World of
Microenterprse Fmance, edited by Mara Otero and Elisabeth Rbyoe (West Harttord, Conn.
Komanan Pres, 1994) 129.150,

* Prodem, “Firancial Propesul and Intreductory Description for & Commercial Micro-
Credir Banik i Bolivia” (Lu Paz, May 1990). Others have estimated the mumber of owner-
operated  mictoenterptises to be considenubly less than ane million  See Rhyne.
‘Maywrreanung,” 19

it would open up 4
in Bolivia. Thq,!

ge into the formal fine
o INStitutions
lhe marker and
thc quality and
pancial services
the poor. By
matket-driven
md climinating s
e an donor funds,
W and  Acclon
@t Prodem could
jong-term  economic
o what  had
¥ been o social

¥k
an
o
the

these factors i mind, q
Bourd  agreed 1o
special team in ¢
e 1988 to study the possibil
t would serve microentrep
lhe study was presented to tf
nitiative was not only possibl

*Crean

of BancoSol,” 233,



bey were willing and able o manage
s Prodem demonstrated it own
w thousands of families who
gaise they could not meet the
lnnmc the costs of doing so
: services in a sustainable
enue to cover its comts. By
W the provision of
P\nd the way for its own

of many more

> AI'J

ch the same way as
men. this time
Director, Bill
) WAS Serving as

nt of Calmeadow

long the two were
L in Bolivia provided
cent of the population, yet
-dm 3.5 percent of thar
strong, Prodem was
erained by its limired
ated efficiently and
) that funded its current
suld support only mimimal

gt Prodem’s legal status most
hultmminulnmm
p. Prodem would have
s would find it too risky,

.L.Qw& .

apponunity costs to bortowing

ection was taken from Amy Glosset's esay,

b can be found in The New World of
Elsabeth Rhyne ( West Harfond, Conn.-

. Diescription for » Commercidl Micro-
I ERbers have estimated the nuber of owner-
pbly lew than one million.  See Rhyne,

Prodem’s Story 11

ks would demund ymartaimable levels of collaveral in exchange for
g, and legal restrictions would prohibit it from accepting deposits
i the public. In light of this, Connell argued that Prodem should
psider creating a regulated financial institution, or a subsidiary of such an
, that would remove some of these restnctions and give it more
w for financing growrh. It seemed like a tar-ferched idea in the
nning, but Connell placed his organization’s support behind the
pess of exploring it
urrus was thinking along the same lines and Accidn had even prepared
bility study for creating a similar institution in Peru.  Romero was
pechinrely intngued, although convincing the rest of Prodem's leadership
|lu idea metited attention proved more difficult. Clearly, it would be
, complicated and ambitious undertaking, but it would open up
prmous possibilities for raising and leveraging funds, and for offering
: a:ldmoml services.  Acaion and Calmeadow argued thar the
on of a bank would be a major step forward in the pursuit of Prodem'’s
because 1t would open up an avenue for massifying sccess to
icial services in Bolivia. They believed that if Prodem could move
eofinance into the formal financial sector and Jdemonstrate s
itability, other institutions
d enter the marker and

both the quality and *The management and board of
of financial services  divecors of Prodem have considered all
to the poor. By the options available for structuring
a mth:t-dnvm and finameing future grouth and have
foach and climinaning s concluded that the creation of a
,,;'mw“:":'.&’“m' commenrcial bank is the option which
jeved that Prodem could lwld;drmm[ .”Im
B [oitee, Doonamic th:prmnionofm:—cwh:mahmc
Bon © what had scale m Bolivia. "
pusly  been o social
. v = Except from the Proposal for a Commercial
B i oo i it Micro-Credit Bank in Bolivia

sdem’s Board agreed 1o
pch a special team in
pember 1988 to study the possibility of creating a private commercial
that would serve microentreprencurs.  In March, a prelimimnary
o of the study was presented to the board: expressing the opinion that
b an mitiative was not only possible, but was ulso viable. In late 1989,

et "Creation of BancoSol,* 233
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with the financial and institutional support of Accidn and Calmeadow, the
board formed a separite steering committee called COBANCO (Comite
Promotor del Banco pum s Microempresa) thar was responsible for
transforming Prodem’s lending operations into a commercial bank. The
commiittee existed for two years and four months and spent nearly
$560,000 making BancoSol u reality ™

COBANCO tckled three main rasks: 1) ratsing the necessary capital;
2) fultilling the legal and rechmical requirements for entry into the formal
financial sector; and 3) demonstrating operational capubility o the
Superintendent of Banks and Financial Institutions. ™

To satisfy Bolivian Government guidelines for incorporation as a bank,
COBANCO had to maise at lewst $3.2 million tn equity. Early feasibility
studies envisioned thar this funding would come from concessionary loans
und donutions, but by the fourth and final study, it was decided thar the
bank would be constituted on purely commercial terms. Its $5 million in
initial equity was ultimately raised from three types of sources: Prodem’
lown porrfolio (35 percent), foreign institutions (46 percent), and Bolivian
mstitutions and individuals (19 percent). The rotal sum was $1.8 million
muore than the mintmum required.”

Raising the requited capital was hardly easy, but it was o walk in the park
compared 1o the process of fulfilling the legal and technicil requirements
for incorporation as a bank. COBANCO had to elaborate o feasibility
study and business plan thar could convince the Supenntendent’s office
that the bunk would generate a positive return within three vears by
providing credit to a non-traditional clientele using a lending methodology
that lacked traditional guarantees. COBANCO met this challenge largely
becase of Prodem’s successful track recond, and because influential
businessmen, politicians and instunional investors lobbied for the
proposal on Prodem’s behalf. The cure with which Prodem assembled i
board and cultivated transparent relationships with its donors and
technical partners was key in enabling these strategic actors 1o support
Prodem mn accomplishing its goals.

To demonstrare thar it was capable of operating as a bank. Prodem had
to develop new reporting, taxation and security svstems, design additional
computer software, train s staff, and in general, formalize i1 operating
procedures 1o conform with regulatory requirements.  Prodem began

* Gloser, "Creation of BancoSol,* 242
Rachel Rock, "Bolivia” in Regudation and Sepervision of Microfitance bneitutions: Case

Studies, edived by Craly Churchill. Occmsional Paper Now 2 (Topotita The Micrfinancs

Netwotk. 1997) 50.

* Rack. “Balwm,” 50
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iy for these changes well in advance of BancoSal’s opening When
¢ decision was made to create @ bank, Prodem wok over the reller
muons from the two banks it had been contmacting to provide these
This enabled it to offer better service to its clients and gave it
e to devise systems, train personnel and prepare teller operations for
eoSals biunch. Prodem designed a series of seminars for all statf aimed
pereasing their skill levels since most of the bank’s employees did nor
e uny expertence working in a regulated financial entity. Prodem also
pested substantially in the ideological and psychological aspects of the
gitlon.  Two-day transitlon seminars were held for all perssonnel 10
n why the NGO decided to convert its lending operations into a
Many employees were uncertamn and some were hostile about the
i of becommg employees of a for-protit institution.  The transition
pinars played o vital role in helping Prodem’s leadership build consensus
und i1 decision.”

In March 1991, COBANCO submitted the necessary documentation o
Superintendent for incorporation of the bank: In October it received
coSol's charter und was given ninety diys 1o prove the bank was ready
ommence operations. By January e had met this requirement and on
1, 1992, the Superintendent gave BancoSol the authorization ro

OpeTAtions.

¢ Prodem/BancoSol Symbiosis

hen the decision was made to create BancoSol. Prodem's Board
arily questioned whether the foundation should continue to exist
t the transition. If its lending activities were to be taken over by
mncoSol in o commercinl manner, was there any reason for the NGO o
mrnue providing credit? Should it reonent iself to providing some other
¥ice for microentrepreneurs! Or should it be closed!?

‘ gh Prodem’s future objectives were far from clear in the early
ges of the mansformation, by 1990 it was Jecided that Prodem should
i close, bur rather, should dedicate itself 1o one or more of the following
Vibies:

Developmg methodologies for lending in rural and secondary cities
where microcredit programs had not yet been proven sustainable;

11

W, Fucher, Jeffrey Poyo, und A Beasley, “Evaluation of the Micto and Seall Enterprise

3 t Progeet m Bolivia,” Technical Report No. 42 ( Bethesdn, Maryland: GEMINI,
02) 10
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1) Researching and developing new financial products andjor bank in exchange for the initial transter and would receive dividends
training services for the microenterprise secton Pihiose shares just like any other investor. It would be free o pursue its
4)  Providing support services tor BancoSol in areas such as staff fonal mission by moving into more solated areas of Bolivia,
development, borrower onentation or peniodic  socioceconomic that i it succeeded in developing w service thar mer the financial

evaluation. of bormowers i those areas, BancoSol would provide i channel for
The new bank would need to devore itself strictly to banking tunctions ity thar service.
o be commercially viable. It could not asume the development risk This symbiotic model, depicted in Figure 2 , was seen by microfinance

tutlons aroundd the workd as an innovative and exciting way to capture
rees from the formal sector and direct them toward the mformal
linking the two secron in the process.

inherent In meeting other needs of the informal sector. The NGO,
however, could perform development tasks from which both the bank and
the informal sector could benefit.  Thus, very clise ties were initinlly

nvisaged between the two institutions, even though the detuils of their
cooperation were unclear,

Once BancoSol opened its doors, presure win placed on both Figure 2: The Symbiotic Model

mstitutions 1o define o tansparent relatiomship that avoided passing Sorw & Cobs

subsidies from one entity to the other. Donors did nor want to support an | 1

NOO that was providing special benefits to o commercinl entity, and’ Basnsd ——

investors did not want o support 4 bank that was not commercially viable ™ Ao i P

Prodem began to question its ability o perform research and development 3 (:ll skt PR s i v m@
activities for the bank when it lacked day-to-day access o the bank's ke g o ————

clients, and when 1ts NGO status prohibited i from experimenting with [ i

many of the services it would have liked to test. -y

Because of these and other factom, Prodem decided o focus on only one
of the three nctivities described above: expanding microlending o the rural
areas and secondary cities of Bolivia, 1t planned to gradually transter s
exmting lending opemtions to BancoSol while it initiated new operation
i outlying areas. If it succeeded in making o new technology, branch or y 994 to create o solid foundation for the bank.  Overlapping board
service profitable, it would sell that ssset 1o the bank at some agreed upon bers and investors made it possible for the rwo instiunions
percentuge above book value o compensate for its research and fhinate their staregies and resolve potentinl conflicts.  Pancho Otero
development costs, and use the revenue to finance its continued activities, . umlmnumlv as the Executive Ditector of Prodem and the CEO of

In this way, » symbiotic relavonship developed between BancoSol and oSl for eight months before moving to the bank full time.  His
Prodem: Esch orgarization had an interest in working with the othes Bhip, together with the fact thut BancoSols staff, clients and
becawse it believed the relationship would be mutually beneficial and Bodology all had Prodem roots, facilitated the transinon. Policies and
nourishing over time. BancoSol would receive an initial transter of client: ol were coordinated, and a single human resources departiment
undd porttolio from Prodem that would guarantee it an immediate source of d and tined stafl for both imstirutions
revenue, an experienced and highly motivated staff, and an imfrastructure e transition began with the first transfer of Prodem'’s portfolio o
buse from which to expand future operations. It could then look forwar '7':'- mm 1, 1992, A $2.1 million portfolio, $400,000 in other
to future transfers of rechnology wnd operations at o futt cost without wd $1.9 million in debt from Prodem'’s La Paz branch were assumed
having to assume any development risk. Prodem would re wres (n

kcause of their symbiotic relationship, BancoSol and Prodem had o
il interest in effectively mannging the transfer of operations from one
tion w the other, and Indeed, worked well together between 1992

" Clalmseadow, "Prodiim: mlw
MMJM)’.

.

'
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by the bank.” In exchange, Prodem received approximately $600,000 in
BancoSol shares, an amount that represented the difference between the
value of the nssets rransterred und the associared Habilities. This transition
continued over the next 15 months, resulting i the mmnster of Prodem’s
four original branches, 134 stuff, more than 25000 clients and a §5.8
million partfolio to BancoSol. The conversion was implemented in stuges
to ense the process.  Transferrg branches one at a time involved fewer
people and fewer tansactions: it allowed for mare adequate training of
personnel and the testing of new software in each office: and 1t enubled
BancoSol to improve the process over time using lessons leamed from
carlier transters

Prodem began opening new branches in secondary cities and in rural
arcis of the country in 1992 with the mrention of mansterrmg the new
brunches to BancoSol once they hud become sustuinable. By the end of
1004, Prodem had opened 12 new branches, tour of which had been
mansferred to the bank (see Table 2). The symbiotic model was working
and seemed 1o validare the equation “Prodem + BancoSol = musstfication.”

Table 2: Summary of Transfers from Prodem to BancoSol

Year _ Portfolio (USS) “Clients Saff  Branches Ehacachi. 130 kil '
202 #9560 11,569 3 R VERRELETS. R
1992 {, t.*“ ! : \Kf methodology through & proces
1993 1,106,513 4,188 18 ! 1 it knew best. It first louns
). Y 378§ - 20 R ) A .
1994 :.\-?*."“4 At A 4 ially the same technology use
Toeal 8,311,011 34,1658 154 5 pat immediately, Prodem began
Sowrce Prodem, Twehe Yoors Promeemg ared Developg the Micraentorprise Secte™ [La Paz Welivery did not meer client m
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pdingly. [t leamned, for example

ed could sustain, longer il
aluation torms were develog
et cycles of rural enterprises. L
Having succeeded m crenting the country’s Lirgest urban microfinance gd from this new type of ew
program and then transtormung thar program mso @ commerns ! bank e schedule m 1994 Rathesr
Prodem found itsell facing a different chullenge: to sturr all over agun-— i equal installments, it becan
this time in rural areus ment plan according to its cash

When Prodem made the decision to enter Bolivia’s rural areas, it was iths and interest plus capial n ¢
not the fiost o do so. A few NGOs and o weak credit union system were
already operating in certain purts of the country, but not in a sustamable

Changing Track: Prodem Reinvents Itself
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a significant scale. Three government banks were present in the
until 1991, bur two were shut down und one withdrew without
any parncularly successful or efficient model behind.”  Prodem
pted that 90 percent of the rural population was employed in the
Bl sector and believed it could serve this market, but knew it would
easy tusk. With a population Jdensity of just two imhabitants per
tlometer, a weak infrastructure, shallow economies, socio-cultural
barriers, and a lustory of povernment loan forgiveness,
rursl areas provided a ditficult envitonment for microlending.”
iting its operations to serve borrowers in that environment would be
gt and more expersive for Prodem than its arban microlending
mm had been, pamicularly since it had no intermanional model
gare and would have to destgn its own way forward.

® were three components o Prodem’s process of retnventing iself:
Btlonal, structural, and institutional. From an opetational perspective,
em needed 1o familianze itself with the raral environment, design an
gpriate methodology, and adapr its structure and systems to support the
ted methodology.  Its strutegy o uchieving these ends requived
te and complete immernsion. In May 1992, when the transfer of
ollo to BancoSol had just begun, Prodem opened irs first rural branch
Achacachi, 130 kilometers north of the capital, La Paz. It designed i1
f methodology through » process of mal and emor, sunmng with the
| it knew best. lts first loans were structured and delivered using
mittally the same rechnology wed in the BancoSal branches.

it immediately, Prodem began to leam which elements of its product
i delivery did not meet client needs and it adapted the methodology
wdingly. Ir leamed, for example, that the rural marker demanded, and
eed could sustamn, longer initial loan terms und higher loan amounts.
W evaluation forms were developed to analyze the different types and
et cycles of rural enterprises. Largely us a response to the information
from this new type of evaluanon, Prxlem mmoduced a new
ment schedule m 1994, Rather than require each group o repay its
b in equal mstullments, it became possible for a group to structure its
ment plan according to i cash flow, paying interest only i certam
aths and interest plus capital in others

Whe Banco Agncola and the Banco Mineto were closed iss 1991 and the Banco del Bk
e resructueed. See David Lucock, "The Contmg of Rusal Frnancial Services in Balivis"
ington, DC: Development Altermatives, Inc.. July 1993) Armachmens A |

& Prodem. "Welcotne to Prodem.” Presentution, | 998

Succem wones wch o those of Grameen Bank and Bank Rakyat Indonews were
meptratioval for Prodem bur were of lmated ntility since they were developed iy & rural
nest with 2 significantly more dense population




A0 VARV DAY hmo’ su"’ '9
Structurally, Prodem discovered that its infrastructure requirements at wiv. The plan was X el
the branch level were too onerous and needed to be streamilined.  Rather mmuam:n m“hnd:.ic"j':: :::: ':,‘: :u&u:m;l«l:l(';‘al . fmwt;:
than provide ench branch with an accountant, o systems manager and a Lnadian International Development  Agency uwnn!edwi:n Jul '1;993
chauttfeur (ax was the case in urban offices), it gave loan officers houns from the Inter-American Develsmm'Bunk and Fuu‘l: Pre ‘
resporsibility for all branch activinies and they romed ks among private Bolivian foundation that provided second-tier lendin 72 "l:,
themselves 1o provide itemal control and continuiry.  In- mid-1993, wtedd Prodem during the first two years of the plan’s imﬂ&“:‘ t'.u
Prodem established o Systems Department independent of BancoSol and These initial steps created significant momentum, and ‘;?y th l,'m;md
completely rewrote its loan portfolio and sccounting software so it could be 1994, Prodem could repont progress on many fronts l!;e Titble 3 : t, had
more easily managed in the field  Prodem conducted research into hired and truined more than 200 new employees. It had ¢ . '*n’
relecommunications thar would improve the efficiency and reduce the hruniches: six in secondary cities, three in scml-ml;m arcan ::] n” ncu"
costs of sending Informartion between agencies, tegional offices and the Despite. the (ncreased cost of lending in 'hmo o :‘d nu':ac
head office. By 1994, Prodem also began testing altermatives 1o the full- gnificant client, staff and porrfolio transfers mude 1o BancoSol "Pmdl
time agency model of service provision. It experimented with mobile arreans low throughour the period and its branch network Wim\]ca:
operations and credit outlets that were apen only on marker days. ational self-sufficiency.  As an institution, Prodem also achieved
Prodem faced a steep leaming curve with respect o the reorientation of ncinl self-sufficiency thanks o its partici ;ilm #s o sharcho n
its activities towands the rural aress, but its mose ditficulr challenges during BancoSol. By the end of 1994, it was clear thﬂ'?f’nnlcm :nd " c;,;l 4
this period were institutional. Ax it emerged from the creation of BancoSal einventing itself, but it was not yet cermin thar its new rural '}cc 'uui:}
with a small staff and lmited fixed assers, Prodem seruggdled with an be snstainable. == o

identity crisis and o weakened spirit. Staff that had not been invited 1o s 31 Resul i@t
rranster 1o BancoSol, either because they lacked skills or because it was felt _ = e s Rural Reorientation™
they wonild be more effective helping Prodem enter 1s new phase, in many 1991 1992 1993 1994
cases felt rejected and demoralized. They were sent to rural areas far from £ ":;"'m“";"‘“("}d‘ n 20743 7622 12221 9974
their families and friends with dilapidated furniture and equipment t r of em luw.:- [( llhm'l : ': thiat year 0 21,569 4,188 8411
BancoSol did not want, and they were asked to strr re-building - ,m:.,-m“l b RisnncaSil chis ll(: - 128
institution largely from scratch. At the time, Prodem still lacked clon ber of beanches (Dec 1) ol . % 18 50
‘ | (Dec 1) 4 LA | I I
with respect to its new mission and it relavionship with BancoSol. s Major urban nteus 4 | 0 )
plins for the future were almost totally eclipsed from the public eye by the Secondury cities 0 2 3 ;
exciting but immense shisdow of BancoSol, Semi-uthan urcas 0 ) 2 |
Prodem’s first major step in confronting these institutional challenge Rural ureas 0 2 o I3
was the consohdation of » new management team.  In November 1992, ches transferred 10 BancoSal tiat yeur 0 | | 4
Sergio Prodencio and Juime Burgos came on board as Prodem’s n '_"’""""’ at year end (S0004) 4562 L1788 e80 2.
Holio cnsterted 1o BancoSal ($0004) 0 469 1,107 2.529

Operations Manager nnd Finance Manoager.  In February 1993, Eduarde W aor o T 6
Bazoberry, the former Manager of Operations and Finance, was asked te R m“ m:;k'lrm( ) 018 067 085 083
. tn Diikse - ; ey (%) 114 90 6
serve as the new Executive Director. Miguel Lopez was hired as the 1l self-sufficiency (%) > a4 uz 12 .
Systems Manager in April, ive borrowens per loan officer 164 260 ‘;, ;:;
This new team ook Prodem’s second mmor step rowards rebirth b unding portfolio per loan offices (3) 55315 40087 47 54; 55 lh(.)
detining # 6-year plan for institutional strengthening and divernsiticaric g Joan ($) 284 '230 'w ',w
which included the research and development of new lending e Praudom Fioancid Stasements and Monthly Program Indican :
methodologles and other finuncial services for the informal secton
strategies for the expansion of operations and the attainment o
selfsufficiency, thvestments i infrastructure developments snd nmpace " Nes

v
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i Growth and its Effects

Huving established itsell as o rural microlending institution, Prodeny
entered o growth phase in 1995, Growth was driven by two main fict
1) an internal desire to broaden access to financil services i undererved
areas of the country; and 2) the externul competition emerging in arcas
where Prodem already operated.  The combination of these fuctons led
Prodem to expand it lending operations as quickly ws possible whil
simultaneously developing new produces and delivery mechantsms tha
could respond 1o its clients' changing beeds and desires.
Prodem’s strategy during this period was straightforward. [t fueled e
growth through a policy of aggressive branch expansion, an increase in
maxtmum mival loan amount, methodological mnovations that enabled
mote efficient delivery of its solidanty group product, and the introduction
of an individual lean product.  As a result of these mwmnves, Prodem!
portfolio grew 73 percent in 1995, 83 percent in 1996, and 121 percent in
1997, In those three years, it quadrupled the number of active clien
increased the average loan size from $319 1o $505, and opencd 23
branches (see Table 4).

TR 3 Ny &)

challenge for Prodem during this peod was to manage its growth.
mdeavored o meet this challenge through # variety of initiatives. |y
anoul and gquarterly strategic planning sessions. 1t evaluared freld
B ro weess their undenstanding of Prodem’s methodology and the quality
ith which they were implementing . It made adjustments (n s
ton systems o monitor individual branch progress towardy self-
tency and to compare the results from one branch o others In «
bar ke It also carried out market studies 1o deepen its general
wledge of rural financial murkers, client cash flows, and the
tiveness of its current methodology m sitistying client needs.

In 1995, Prodem integrared iis instimtional and human resource
lopment efforts by crearing o Department of Osganizational
lopment. The new department played o crivical role in identifying
M rectifying institutional weaknesses, Then, in 1997, Prodem introduced
pew level of regional management into its omanzanonal structure and
e managens ar that level a grear deal of sutonomy in thetr decision-
king, This move substantially improved the guidance and oversight
to individusl branches and increased the flexibility with which
e could respond 1o ench region’s operational needs.

Together, these inititives enabled Prodem o manage its growrh while

Table 4: Prodem Statistics 1995-1998 g costs and arrenrs low.  Loun officer productivity increased

1995 1996 1997 ; ghour the period, both in term of the number of clients served and
Number of active clients IB309 27484 38248 471 @ size of the portiolio managed, yer the institution’s 30-day portfilio ar
Number of employees 134 161 i B remained below one percent, At the end of 1997, 95 percent of
Number of branches i i ¥ Mem’s branches were covering both their local costs and their allocarion
Mttty uthan aress 0 o 4 peglonal and head office costs: 78 percent wete alko contributing their
Secondary cities 5 i o Lallocation of real financial costs.  The institution as 4 whole was
Semi-arban areas 2 B 8 g all of its operational and financial costs, including o 13,4 percen
T 0 1 n puted cost of capital,
Akl eceslolia ot yasi o LOO0K) 4517 K284 15280 e Inittatives to manage growth provided Prodem with maore than jus
lov sy urban aress (%) 0 \ 19 apacity to expand; they alwo enhanced 1s capacity 1o respond quickly
I scconulary citics (%) pre “ 3 b performance began to wenken.  During the second bl of 1996,
e ; » 14 | began 1 rise.  Although they never reached alarming levels, the
: =) 51 o ' ‘ ‘wdluurhing. particulisely since it was accompanied by stugnation in
lurmn areas ‘ A o o pstitution’s portfolio and client base.  During the fist six months of
0-day portfollo at risk (%) 00 ¢ ¢ i 1y Prodem’s portfolio contructed by one pereent and s client base grew
Opermting selfsufficiency (%) 108 165 I were 2 percent when, during the same time period of the previous year,
Financial selfsutficiency (%) €u 135 i tholio und client base had grown by 35 and 32 percent respectively,
Cost per LISS lent 0.18 (U DI A [
Active borrawers pet loan officer 126 ’

by the end of 1997, natwmnl management's atrention was divided among forty

Outstanding portfolio per loan officer (§) 55,760
. 347 MW‘mudmdlolmu‘omm

CAFERAES VLRSS L4

P ! \4'?"1? "HWW‘WTW‘ v




RIS VY &7

In lure 1996, Prodem hired o Bolivian firm, hinpulse SRL, 10 conduct o |

market research study at a national level in both urban and rurl areas,
Together with Prodem’s methodology review and other omgomg initiatives,
the study helped determine several possible sources for the sagnation and
arrears: client  dissatisfaction with the solidarity  group  lending
methodology, high levels of client desertion in some brunches, incressing
competition that put pressure on staff and pricing, and an overestimation
of the marker potenual in certun ancas,

With this information, Prodem took several actions 1o respond 1o the
dtuation. It redesigned its salidurity group product by introducing
personalized repayment schedules for group members based on each client’s
cash flow and repayment capacity. It lowered interest rates in competitive
murkers, expanded the avinlability of its individual loan product to all
branches, and turgeted new branch openings in urban and secondary cities
oaly, since most of the problets were concentrated in rural uress.

The market’s response to these initiatives was overwhelming In 1997
Prodem’s portfolio grew 121 percent and the number of active client
increased by 39 percent.  These year-end figures completely masked the
challenges posed 1o the institution earhier i the year.  They also hid &
growing portfulio quality problem that by mud- 1998 would cause Prodem
lendership to take a step back once ugain and analyze the situation.

This time, they found amears concentrated in select agencies, most of
which were urban.  The mpid shift of portfolio from rural to urban ures
coincided with the opening of several urban branches i major cities wit
field staft who had either recently jomned Prodem or had been recrinired
from rurl branches and were not yet experienced in judging the churcrer
of urban borrowers, who were more credit savey than most rural cliene
and 1 many cases, alrendy heavily indebted. Prodem’s portfolio shifr als
coincided with the emergence of fierce competition i urban areas, ot just
among NGOs but from private financial funds, cooperatives, commercial
banks, and consumer credit operations us well

Prodem realized that it needed 1o pursue slower growth and implement
nghter controls. In the short term, it worked 1o consolidare its operation
and developed u strategy for resolving the arrcars problem. It updated it
procedure for opening new brunches so that it incorporared greaver anal
of the potential market, existing infrustructure, and competition. It ulsa

refocused ity expansion on ol aress, now that reforms had  beet T i
mplemented successtully in its solidarity group prodduct. In the medium ’ kh:l d:'m‘" of agencies until 1997 For Prodem, the
and long term, however, Prodem realized tht its environment, its client A h‘:’:ﬂ, apportunity to focus more interscly on opening
and its competition were driving it into anather phases onethur woul i & muﬂmd\:‘: secondary cities, since rural operations

jire it to develop new strategies tor capruring market niches rather than
pr 1o compete in ulready saturated markers.

I'h Symbiotic Model Breaks Down

Althougl Prodem and BancoSol worked well together during the initial
d of branches, the relationship between the two institutions began to
weaken just o year after the bank was creared.
- Having realized thar s rural operations required an  information
frastructure thut was fundamentally different from that maintained by
funcoSol, Prodem established its own Systems Department in May 1993,
A move that made it more difficult for the two institutions to share
formation. In 1994, the joint Human Resources Deparrment also began
0 split as BancoSol and Prodem developed increasingly distinct priorities
0r their recruitment, trining and stalf development programs. The bank,
example, sought employees with strong financial backgrounds and
unted 1o stress issues of accountability and control in its ongoing training,
While Prodem sought staff who could speak local languages such as
Nechua and Aymara and wanred 1o stress motivational issues in s
mpoing training. The different objectives of the two institutions
. nmlly led Prodem to create its own Human Resources Department in
The splitting of these Departments decremsed the operational ties
: BancoSol and Prodem and contributed to the growing separation
I the two institutions. Fernundo Romero had resigned ws chairman of
ancoSol’s board in 1993 in order to assume # cabinet post in the new
plivian government.  With his depurture, Prodem’s influence on
ncoSol's governance declined.  Rivalry between Otero and Bazoberry
o created distance between the institutions.
A prominent Bolivian businessmun and banker, Julio Leon Prado, took
jer from Romero us chairman of BancoSal and began to gulde the bank
A8 mare commercial direction.  Having expanded rapidly during ies first
e years of operation, BancoSol decided m 1995 1o consolidare ity
ting network of branches and build additional management and
capacity before growing further.  Believing it would not be
tal to buy Prodem branches during this period it requested «
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The symbiotic relationshup berween BancoSol and Prodem was officially
kept intact during the suspension, but unofficially, it was already moetally
wounded. For the relationship to have remained mutually beneficial, the
transfer of agencies would have had to resume at a pace and with a strateys
thar made sense to both mstitutions. Yer, the suspension of agency transfen
had the unintended consequence of
encouraging BancoSol and Prodem tw ‘
develop on independent trajectories, so that a Growth changes things
:‘:t‘l:;t.(m pace and strategy were never again - foue Bocerea: K |

Fram 1995 to 1997, BancoSol pursued a ¥t of Cpnizioons
policy of consolidation and vertical growth.” 8 could undermine |
It hired a new General Manager from the " dﬂehped its rural' ¥
traditional banking sector, Hermann Kritzfeldt, who had & more :
conservarive philosophy than his predecessor. He steered BancoSol awy ster. the n:mmnlng e
from geographic expansion, particularly in rural areas where operations -
were undeniably riskier.

During the same period, Prodem pumsued a policy of ageressive
horzontal growth and institutional strengthening, which resulted in the
creanion of a mature and independent nstitution with a five-year plan tha
continued to focus on expansion. By the end of 1996, Prodem anticiputed
that it would need nearly $10 million to finance its next three yearns of
growth and it saw only two realistic options for obtaining this financing: |
by selling a large number of branches 1o BancoSol; or 2) by incorporting
us a Privare Financial Fund (Fondo Financiero Privado, or FFP),

In muny respects. Prodem found itself in a situation similar to that o
1989, when its legal status as a non-profit foundation made it impossible o
raise the funds necessary for its future growth and led w the creation of ‘
BancoSol.  Prodem had livde desire w put iself through anothes B Both instivitions wil
conversion process, but given the detenorating relationship with Bis group saw grear valise
BancoSol, felt this was the only altemative. The FFP legal entity hud BancoSol and consides
recently been created by the Superintendent in response to BancoSol’s o to the dilemms
trailblizing and the recognized need to provide 4 more appropriate vehicle it would duplicate n
for regulating microfinance institutions.”  This new legal form provided and it would deny B
Prodem with an option for scquinng the status of a regulated financial Beonomies of scale. THE
institution without becoming a full-fledged commercial bank. As an FFT 80l to take advantage of
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BancoSal und Prodem was otticiul |
it unofficially, it was already mortall,
pve remained mutually beneficial, the
20 resume at a pace and with a stratey
Yet. the suspension of agency transfers
ot

d be able to accept deposits from the public and have easier access
bunik loans, two important sources of financing

7. when BancoSol and Prodem should have resumed
, the path forward was not us clear as it had been in 1993
utions now possessed  different growth strategies, different
w different timetables for arriving at their goals. Prodem was

—

;r

m to A s mnsfer at lewst ten branches to the bank and wanted to do so
o that 4 "Growth changes thing o finance ity furure growth.  BancoSol no longer considered the
o AgaIn s Bacaach of many Prodem branches as a desirable expansion strategy. The
0 O o 0:;:::: wl ) jeredd to buy a few select branches, but this option was undesirable

Rrsued a Detelopment i since it worked against the goal of bullding a sustainable ruml
owth, ™ nd could undermine Prodem’s own institutional viability
fom the d developed its rural branches in clusters, each of which was

Kruzfelde, who had o more
or. He steered BancoSol away
in tural areas where operations

. md a policy of aggressive
Te g, which resulred in the
STITUTIO \mh a five-year plan thar

If BancoSal were to purchase only the most successtul branch
gh cluster, the remaining units would not be sustainable.
eteriorating nature of the relationship was revealed most clearly by
pement over the valuation of the assets Prodem was offering for sale
ol and Prodem sumply could not agree on a murually accepmble
gach institution pluced a value on the assets and neither “needed”
jer so hadly that it wes willing to accept what it believed was an
be enxd of 1996, Prodem anticipared price just to maintain the partnership “Better,” so the saying went,
'ﬁm:umt three years of it alone.”
s for obtaining this financing: 1) rde] ence rapidly gave way 1o competition.  As transfers
w or 2) by mcorporating ped to stull and the relutionship between the two institutions
0 Privado, or FFP). 8 more contentious, Prodem begun to pursue incorporation as an
hutlmnﬂm similur to that of ind the leadership of both institutions tried to resolve their
. W‘m made it impossible 1o pwn I cooperation.  Two options for the future emenzed.
l'““"h and led 1o the creation of e subser of the Prodem/BancoSol leadership. most notably those who
o put ielf through another kes in both institutions, was alarmed by Prodem’s pursuit of ies FFP
deteriorating relanionship with . This group saw great value in a continued relationship between
native. The FFP legal entity fmd pm and BancoSol and considered the creation of an FFP as a less than
Eendent in response to BancoSol’ | solution to the dilemma.  The mnsiton proces would be
80 provide 4 more appropriate vehicle sive, 1t would duplicate resources, it would ten allies into
ons™  This new legal form provided petitors, und it would deny both institutions the benefits of their
a!l status of a regulared financial ped economies of scale. This subser proposed a merger of Prodem
eddged commercial bank. As an FFE. Sol 10 take advantage of what it saw as a unique opportunity to
e & narional microfinance mfrastructure with unparalleled marker
ration.
he other subset of the Prodem/BancoSol leadership felt it would be
Hfor the two institutions 10 go their sepamte ways. Each had become a

>~
e

h that i concentrated in un nstitution » cxint
e thewr clicor or portiohio base, or introduce
—lb that results from the expansion of an
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strong, profitable institution providing o valuable service in o distince
market with a distinct strategy.  This subset believed the resulting
competition would greatly strengthen the microfinance sector in Bolivia
and ultmarely offer o better deal 1o chens. The prospect of building =
national microfinance institution was attractive, but the merger was
considered too risky, The process of integrating such different cultures,
management styles and information systems, among other things, would be
difficult and would ke years o accomplish. The memben of this group E
were not at all cerruin thar the benefits of # memer would outweigh s Towards a Private Financial Fund

COStS, | _ Prodem began the FFP application process from a fairly strong position.
Tor fucilitate discussion between these two subsets, Calmeadow proposed s of December 31, 1998, 1ts outstanding portfolio of $24 million l'md “ ‘]0-

and ultimately arranged for a study 1o be underraken by an independent olio nt risk of 2.8 . :

third party ro assess the costs and benefits of the two options, The goal was m. tuking into uccu:::clc::l‘llauz\.:m::t‘? m"':‘ivt;rl:;
to put an objective document on the mble with numbers and facts thar the imputed cost of capital, and v produced & return on assets of 10.2
could help the group muke an informed decision. Toronto Dominion: grcent. As shown in Table 5 , it was delivering microcredit at ‘“ ml
Securities, 1 Canadian Investment bunking firm, conducted the study on o - d by few other institutions ac the time -
pro bono basks and, In Junuary 1998, submitted a report which concluded ‘
that the value of o combined entity would be significantly greater than t
value of wwo smnd-alone competitons.  Despite the report, 1t
BancoSol/Prodem leadership vored against @ merger and the two
institutions went their separte ways in March 1998,

Why was this decision taken? Each person who participated in the
discussion has o different perspective on the answer. Essentially, the
Toronto Domimion report analyzed the “real” costs und benefin of the two.
options, but not the costs and risks of the two options us perceived by the
various actors involved. Many of the decision-mukers had personal and/or
institutional agendus, prejudices and priorities that influenced theie
wsessment of the process and their participation in it. Most felt there was )
much more at stake than an objective analyss of the sitvanion would: :
suppest.

Power struggles also made it difficult for cooperation to be realisticall
considered, There wis o great risk that the merger would not be ed
in a way that would enable all parties to reap its benefits, and no «
wanted to be left holding the short end of the stick. It was difficult for
stakeholdens to uccepr this risk given the positive status quo. Borh Prodenm
und BancoSol wete performing well and had promising strategies tor funure
growth. Their owners controlled ar least some piece of a profitable pie, and
accepting » merger would huve meunt risking the loss of that control,

The breakdown of the symbiotic model was a complex and in certain

respects painful process. Some stakeholdess were frustrared by wh
satisfied that their best interests and the best interests of Both stitric m y ol asets mé‘" " 'mﬁ
‘ il e "._‘-“-‘ o, S J ., Spanar

) 1 et votl wmets

fere sibeguanded. What no one denies &s that Prodem came into it own
W result of the process. In October 1998, it submirted ity application to
Become i Privare Financial Fund, and in November it sold 43 percent of its
ares in BancoSol to chunge 1t position from o majority to a minority
holder.  Prodem relinguished its seat on BancoSol's board, and with
i, virtually all control over BancoSol's future decision-making,

5: International Performance Comparison 1998
Avernge  Average of

of 14 10 Lurge  Average of
othes Latin 32 Fully

‘ Balivien  Amencan Sustainuble
dicaror Prodem * BancoSal®™  MFIs* MFlL MFls

Autive porfolio ($000s) 24,188 4068 7897 17222 8144127
Active borrowers 47,130 81,555 14882 274 15,632
loan balance (§) 513 908 531 714 509
usted ROA™ 10.2% 2% 1.9% 5.5% BA%
of iatitution (years) 12 8 8 1 9
mcwl self-sutficiency  117% na n/a 116% 1%
Ing expense tatio”  26% 2% n/n 2% 2%
dumber of branches 50 45 1 20 13
\orre per sl 153 n/n n/n 119 126

¥, Predem Jinancial sistements for Decomber 31 1008 T Swre. Hodeiin Foamears
' CNT3 Al 1999, ¢ Sourve: MemBlanking Bulletsn, July 1999
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Its loan portfolio and client base were nearly three times as lange as the
norm for sustainable microfinance institutions and (s branch network was
more than four times as broml. It was more proficable than the uverage
sustainable MFI despite having an almost identical average loan balance.
It was also more efficient. Ity operating expense mtio was lower than
average, even for its Latin American peers, and its staff producrivity was
significantly higher. This wis particulutly impressive given that most Latin
American MFls operated in urban arcas where it should have been casier
w be productive and efficient.  Even at the national level, Prodem
distinguished self as one of the most influential microfinunce institutions

adem completed its feasibility study and submitved an FFP application tw
Superintendent just six months after deciding to proceed in this
hection. Because of its phased-in plan for recruiting private investment,
i the fact that it had been building relationships with potential investors
it quite some time, Prodem was able o amass $4.7 million of pudon
pital for the new FFP, four tmes the amount required by Bolivian law.
te investors committed $1.3 million, or 28 percent of the total, and
he NGO committed the remaining 72 percent.

- Marketing the ransition intemally was

important but relatively straightforward often not change itself

in the country. 1t had the largest porrfolio and served more clients than any soess. Partly becimme of the institution's i A
other microfinance institution operating (n Bolivia's rural arcas. wltare, and partly due to the steady and nected and ‘:{
In many respects, the process of creating an FFP was familior to Prodem pnstant  flow  of  information  from u:,: Ao ibias Jooref

since many senlor managers were involved in transforming Prodem's urban

ment, the staff was mentally oo depends
lending progmm into BancoSol.  The experience gained during that = i 7

for and saw the value inherent in message that is sent

tranaition greatly enhanced the present leadership's ability to guide Prodem ang a change.  With several examples before a change. "
through a second trnsformation. of formalized microfinunce institutions to - '
In preparation for the conversion, Prodem implemented chianges, such . from,  ond  with  competition Daysi Orosco, Brmch

as creating internal audit and treasury departments. It hired 4 new finance
munager, Marcello Maclla, who had worked for the Banking'
Superintendent and helped dmft the FFP legislation,  Prodem invested
significantly in the development and testing of new products thar could be
offered once the license was approved. It designed a new SQL-based
information system that could Incorporate those new products while
offermg additional security, speed and reporting features.  Among other
things, it also enhanced the institution's image by designing a new logo and’
standardizing the presentation of its branch offices across the country,

As was the case in the creation of BancoSol, the most difficult element
of the preparation was the development and marketing of the feasibility
siudy that outlined the future structure and strategy of the Private
Finunctal Fund. With technical assstance from Calmeadow and suppx
from local duts collection experts, Prodem analyzed ws current market
position, (s competitive ndvantage, and the potential demand for new
firancinl products. With this information, it created o multi-year financial
projection with detalled capital budgets, staffing, and financial and
portiollo projections for each of s branches. It also created an offering
memorandum to murket the FFP w potential mvestors. The memorandum
wsed both the research and projections to present the FFPs business plan
and demonstrate its viability,

Once Prodem’s Board offictally decided 1o convert the NGO' lendin
sctivities into n Privare Financinl Fund, the process moved quickly,

Ihcreasing throughout the country, staff anager

pognized  that the FFP nalmmwmlld e

it the oganzation o diversify 1ts

unding sources and its services. They knew the mansition would be o
hullenge, but believed it would provide new opportunities for the
titution, for themselves, and most importantly, for clients.

In April 1999, six months after it submitted its application, Prodem was
fiven permission to constitute wn FFE 1t spent the rest of 1999 fulfilling
legal requirements necessary to obtuin its operating license, and
nsolidating its operations in preparation for the FFPs lunch.
| Prodem'’s greatest challenge in the consolidation of its operations was
_ y management.  The cumulative effects of Bolivia’s economic
weession, unfavorable climatic conditions, border restricrions, and
wver-indebredness made it increasingly difficult for clients to repay their
on time. Prodem’s 30-day portfulio ar risk rose to 6.9 percent by the
of October 1999, with the contaminated porrfolio in some branches
aching more than 30 percent. While hardly surprising given average
pmmercial bank arrears during o similar period of 6.6 percent, the rend
wwed the institunion’s leadership to place severe restrictions on new
enidiy particularly in problemutic branches, und to design an entire
amp tn resolve the delinguency problem before transferring portfolio
~ Prodem worked hard, together with its clients, w find solutions m their
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others wanted to pay and could not. Prodem believed that the majority of
these borrowers were in o temporary period of difficulty.  As long-time
participants in the informal sector, they had already proven themselves 1o
be resilient and resourcetul and would no doubr adapt to the new economic
environment. To allow them the time o do so, Prodem rescheduled loans
for the first time in it history, By the end of 1999, it had rescheduled 59
percent of its portfollo according vo strict guidelines. With the minority of
clients who showed no willingness to repay their debt, Prodem applied

forgiveness and loan reprogramming. Arrears rose. Among the 28
microtinance institutions in Bolivia, portfolio-at-risk averaged 12.2
percent at the end of 2000; among banks, the rate was nearly as high, at
116 percent.” Local economists predictel that the economic situation
would not improve unnl ar least 2002

The environment gave Prodem Oportunidad, FFP an acid test during its
very fisst year of opemtions. How did it fare!

strong pressure, ultimately taking them o court or, when relevant, Figure 3: Unadjusted Return on Figure 4: Portfolio ar Risk,
repoOssessing cu"u[cn.l Ml' BancoSol and FFP.. tkc 2000 lantoSol “ m‘. Do: 2000
Thie cost of these etforts was significant. Loan officers spent the majority I %

™~

m~
BLY
A
A%
”~
Ao~
A

of their time and energy in 1999 collecting mther than dishuming funds.
Legal and provisioning expenses incressed.  The portfolio shrank by 10
percent for the year, and income fell as a result. Despite the considerable
challenges. Prodem managed to cover i1ts costs in 1999, including the cost
of inflation and the imputed cost of capital. It also remained the largest
microcredit provider in rural Bolivia in terms of the size of its portfolio and
in terms of geographic outreach, although not in terms of the number of
clients served.

On Frday, December 31, 1999, Prodem Oportunidad, FFP recerved its
operuting license, and on Monday, January 3, 2000 it began operations.
The Prodem Foundation Laid off the vast majority of its staff, who were
subsequently hired by the FFP, and it transferred the administration of it
portfolio to the FFE Until the end of May 2000, the Foundarion paid the
FFP # commission for the management of its active portfolio equal 10 95
percent of the interest tees collected. The FFP returned 100 percent of the
loan capital recovered 1o the Foundation on o monthly basis  For iy
delinquent portfolio, the Foundation paid the FFP a commission equal 1o
60 percent of the loan capital and interest recovered. On June 1, 2000, the
Prodem Foundation sold it remaining portfolio net of provisions to the
FFP for $5,620,705.

%

All things considered, it fared well. Figure 3 and Figure 4 illustrare that
ulthough Prodem was not the most profitable institution in 2000, it
managed to keep its nose above the water and lowered its pordfolioat-risk
to just 4.8 percent of its gross portfolio. 1t remained » serious competitor
in the Bolivian microlending market, even though it was not the leader in
that market, us shown in Figure 5 and Figure 6. An attempred merger with
FIE would have given the new entity the second largest marker share in the
gountry  next o BancoSol.  However, despite approval by the
Superintendent of Banks and Financial Entities, the merger did not
materialize. The reasons for its failure are explored m Chaprer 8,

Prodem Opartunidad, FFP remained, nevertheless, in u relatively strong
position at the end of 2000, 1ts network of 52 branches was far lnrger than
Ahar of any other microfinance institution. It was the only financial
Institution to have branches in all nine regions of the country. BancoSal
'rlud the next lurgest network with 37 branches, but it was present in only
8 regions of the country and 84 percent of its branches were located in

uthan arcas”,

An Auspicious Beginning!

It was hoped that by Launching its activities on the first business day
the new millennium, Prodem Oportunidad, FFP would get a fresh start, but
the already poor economic situation in Bolivia only worsened.  As the
recession deepened, so did cliems' repayment problems.  ln September,
political conflicts resulted in strikes und Blockades that nearly paralyzed the
country, making it impossible for most rural munmuwpcmlnw :
goods and services 1o marker. Debtor associations lobbied In favor of debt

Y Asoline Cipame, and Finnesl, Microfinansss: Boletin Financieto (s Paa), oo, 7
(w &“’o )
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Figure 6: Market Share by
Number of Clients, Dec 2000

Figure 5: Market Share by Size
of Active Portfolio, Dec 2000
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It was significant that Prodem managed to keep all of its brunches open,
and even lmmch one new brunch i 2000, despite the difficult external
environment. Prodem puid a price for mamnmining that network, as the
relatively low efficiency indicators in Figure 7 demonstrate, but its network
now provides the FFP with & competitive advantage in financial
intermedintion at the nattonal level, More than any other Bolivian
financinl instiunion, i his the capucity 1o serve as o pomnt of integmtion
between urbun and rural aress, the formal and informal secror, and the
point of production und the paint of sale

Figure 7: Efficiency Comparison, Dec 2000
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Figure 81 Prodem's Branch Nework, December 2000

Prodem Oportunidad, FFP introduced seversl new products in the year
2000 including domestic wire tmmnsfers, intemational wire transfers, fixed
ferm ll("‘ wils, and SIVINES accounts It also mrroduced an innovative new
technology for Bolivin - smarr cards with digital fingerprint sccess. The
cards operate with a microchip, not with the magnetic band thoat is
characteristic of debit and credit cands, so they have the capacity 1o store
dista about o cllent’s accounts and recent transuction history. In 2001,
Prodem is introducing a mongage product, an insumance product, and
wutomated teller machimes thar speak indigenous languages. Iv s launching
two new businesses, o software development company and an internutional
comsulting company.  Soon, these two companies and the FFP will be
manged by o holding company, which is part of Prodem’s larger strategy of
diversitying the risk inherent in the financial sector.  Obwviously, Prodem
Oportunidad, FEP 1s not lerting the stagnant economy dampen its ambition
OF 1S Inovation.
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attonal markets for microentrepreners in o particular industry, By
ating local demand for » quality poduct, the businesses aim 1o
otivate microentrepreneurs 10 make nvestments in improving the
lity of their goods and services, thus making them more competitive in
¢ longer term.

* Prodem refers 1o this fint strategy as “macrocapitalization.” Irs second
tegy, by contrast, is known as “microcapitalization” and 15 essentially o
t venture.  Prodem will identify successful rural microentrepreneurs
i solid business plan, and it will muke an equity investment in their
isiness. This strategy has been more difficult to put into sction due to the
ek of appropriate legal fstruments and Prodem, once again, has had to
W creative about the way it adapts to existmg legislanion. Nevertheless, in
Apcil 2001, i1 enrered into ies first agreement, which involved an equity
estment of $1.500 in the business of u woman who mises larmas.

The microcapitalization and  macrocapitalization  strategies are
unnected, since it s microentrepreneurs who will supply the goods and
tces to be marketed by the langer companies. Prodem anticipares being
o support groups of microentrepreneurs that want to form new
nesses 1o specialize in o particulsr component of the production
cess, lor example, the cutting of lama fiber. Tt also plans 1o provide
prketing services through which microentrepreneuns can  access
rmation -.nhmt thcir customers, cam certification for Ormnc ﬁlm\mﬂ.

The Prodem Foundation Reinvents ltself Again

As Prodem Oportunidad, FFP opened its dooes. the Prodem Foundation artem
to reinvent (tself yet aguin. Not surprisingly, it chose to maintin it focus of
entreprencurial development. but this tme it sought 1o muke an impact throug
non-credit initiatives.

This process of reinvention is » cycle the Foundation has been through
before, Drawing lessons from past experience, (t planned its transition we
in advance of the FFPS acuml lmnch, It identified seaft membens
would remain with the Foundation after the FFPY% creation and the
individuals began working on a new operational strategy more than u ye
before the transition took ploce. The Foundation even managed to recru
one of Prodem’s original tesm members, Maria Elena Querciaru, to run t
institution in its new phase. Querefazu moved from Prodem to Banc:
in 1992 as part of Prodem’s fisst transformation and experienced a unigue
homecoming when she returned 1o Prodem eighr years later,

The Foundarion took it fiest major step toward o new mission in e
1999 when it commissioned a study of the market for non-credit servic
wmong Bolivian microentrepreneurs.  As part of the study, a sophisticated
computer database was  developed o map Bolivian  economig
demographic.  environmental,  human  development, and  bas
infrastructure stutistics at the national, stare, and local levels, somethin
that had never been done before in Bolivia, The database enabled Pre
to view the human, economic and natuml resources of each of the country!
112 provinces. This mformation helped it undenstand why certain areas of
the country developed while others did not, and 0 begin designiny
interventions that could improve nccess to resources that were lacking in
given urea.

With this information, and with data collected on the supply and
demand for non-credit services among microentreprencurs, Proden
identified two straregies for improving mural entrepreneuns’ competitivene
and thetr sccess to increasingly global murkets. The fiest strategy nims
create model enterprises that will show potential investors that working
with microentrepreneurs can be an attractive business opportunity,
2000, Prodem launched two pilots in this aren: Llamactiva, which is §
company that commercializes products made from Hamas; and Aguact
i company that supplies water services for agncultural production. Prodem
s also negotinting o business agreement with o major marketer
distributor of organic food prodocts in Bolivia.

The tea behind all three of these initiatives bs to e

compunies, managed by professionals, that will open links to ¢ 7

Prodem’s ultimate goal, using o favorite slogan of people ssociated with
the Foundution, is to launch initiatives thar generate viruoos, rather than
jous, cycles of development by making microentreprencuns active
purticipants in their own advancement. That was the goal in 1987 when
Frosdem began developing credir services and it continues 1o be the goul
kay o8 it shufes 1o providing non-credit services. Using the lessons learmed
capacity built during its fint fourteen years, Prodem intends to
atinue pursuing mutually beneficial, sustuinable relationships with
oentreprencurs, and  through  those relationships, make 11s
bution to Bolivian development.  With an equity base of nearly $13
lion. which can be wsed 1o levetage additional funds for its new
elopment initiatives, there will certinly be more to Prodem’s story in
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The Prodem Foundation Reinvents ltself Again

As Prodem Oportunddad, FFP opened its dooes, the Prodem Foundation artempted
1o reinvent bsell yer wguin, Not surprisingly, it chose to maintain ity foan «
entrepreneurial development, but this time it sought o moke an impact through
non-credit nithatives.

This process of reinvention is a cyele the Foundation has been throuw
before. Drawing lessons from pust experience, it planned {ts transition well
i advance of the FFPS actual launch. It identified staff memben whe
would remain with the Foundation after the FFPs creation and th
individuals began working on a new operational straregy more than o vear
before the transition ok place. The Foundation even managed to rec
one of Prodem’s original team members, Maria Elena Querefuzu, to run t
institurion i its new phase. Querejuan moved from Prodem to BancoSol
in 1992 as part of Prodem’s first tmnsformarion and expenienced a uniue
homecoming when she returmed to Prodem eight years later.

The Foundation took its first major step toward o new mission in earl
1999 when it commissioned a study of the market for non-credit service
among Bolivian microentrepreneuns. As part of the study, o sophisticared i
computer database was  developed W map Bolivian  economicy \
demographic, environmental, humin  development, and  basic
infrustructure statistics at the national, state, and local levels, somethiny
thist busd never been done before in Bolivia. The database enabled Prode
to view the human, economic and natural resources of each of the country
112 provinces. This information helped it understand why certain areas of
the country developed while others did nor, and w begin designi

attonal markets for microentreprencurs in o particular indusery ™
ating local demand for o quality product, the businesses mim 1o
vare microentrepreneuns o moke investments in tnproving  the
lity of their goods and services, thus muking them more competitive In
he longer term.
Prodem refers to this first strategy as "macrocapitalization.”  Its second
rategy, by contrast, is known as “microcapitalization™ and w essentilly a
t venture,  Prodem will identify successful rumal microentreprencurs
with i solid business plan, and it will make an equity investment in their
ess. This strategy his been more difficult to put into action due to the
ek of appropriate legal instruments and Prodem, once again, has had 1o
creative about the way it adapts to existing legislation. Nevertheless, in
April 2001, it entered o s fisst agreement, which involved an equity
investment of $1.500 in the business of a woman who raises limos.
The microcapitalization and macrocapitalization  strategies are
pmnected, since it s microentreprencurs who will supply the goods and
ices to be marketed by the langer companies. Prodem anticipares being
to support groups of microentrepreneurs that want to form new
inesses o specinlize in u particular component of the production
process, for example, the cutting of Hlama fiber. Tt also plans o provide
wrketing services through which microentrepreneurs can  access
information about their customens, eam certification for onganic farming,
Prodem’s ultimate goal, using u favorite slogan of people associated with
he Foundation, is to launch initistives that generate virmuous, rather than

interventions that could improve access to resources that were lacking in ws, cycles of development by making microentreprencurs active
given area. reicipants In their own advancement. Thar was the goal in 1987 when

With this information, and with data collected on the supply and R FTodem began developing credit services and it continues w be the goal
demand for non-credit services among microentreprencars, Prodem y as it shifts to p'“‘"f'"‘“ non-credit services. Using the lessons learned
identified two strategies for improving rutal entrepreneurs’ competitiven Ml capacity built during its fiest fourteen years, Prodem intends 1o

and their access to increasingly global markets. The fist strategy atms tontinue punuing mutually beneficial, sustainable relationships with
create model enterprises that will show potential Investon that working croentreprencurs, and  through  those  relationships, make ity

with microentreprencuns can be an attmuctive business opportunity.  Ind ‘umh""‘;::;: Bolivian development.  With an equity hase of nearly $15
2000, Prodem Jaunched two pilots in this arem: Llamactiva, which is @ million. which can be used 1o levernge additional funds for its new
company thut commercinlizes products made from Hamas; and Aguacn llevelopment initiatives, there will certainly be more to Prodem’s story in
u company that supplies water services for agricultural production. Prodem future.
is also negotiating o business agreement with o major marketer
distributor of onganic food products in Bolivia.
ﬂw‘dwbchindnllthmn(duemtmﬂvautom
companies, managed by professionals, thar will open links to ne

It b worth noting thie alihy Mnmwnudﬂmndum
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Figure 9: The Components of
Organizational Architecture™

aving chironicled Prodem’s story and summuarized its achievements

it s now possible to explore how Prodem buile the capacity

envision and implement such achievements. Part 1| begins with »
look at some of the ways in which Prodem’s mstitutional design facilimared
the capacity building process.

In his 1997 study on munaging growth, Craig Churchill introduced the
concept of organizational architecture #s a ol for understanding the
design framework of microfinance institutions.  Drawing from  business
management literature, he wdentified instirunional culrure, human resource
development and organizational structure us the three components tha

* Craig Churchill, Managing Growth: The Organisational Architecture for Microfinance

¢ : A more In h discumion of the
Institutions (Wmhingron, DC Development Alternatives, Inc. May 1997) 1 | Sy

pill, Managing Growth  Chuarchill be
fromn twn sources: Nadler et al. O
mizutions (San Franciscor Jomey-Bass
mking the Cormporation: The Aschi
pent Awocuanion, 1993)




Structure

story and summuarized its achievements,
how Prodem built the capacity o
it such achievements. Part 1] begins with
eh Prodem's institutional design facilitared

growth, Craig Churchull introduced the
ture as A tool for understunding the
institutions, Drawing from business
ified institutional culture, human resource
il structure as the three components thar

_Tht Ornizational Architecrure 1or Microfinance
it Alvernatives, e, May 1997) 3
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un institution's design. Culture provides the spirit and vision that
an institution's activities and motivate its staff.  Structure provides
and channels through which employess apply their skills and
ces (n an effore to make the mstitution function. Human resource
ent derermines the extent to which staff can move the institution
direction of its vision.'

concept of organizational architecture is a wseful tool becawse it
design holistically, emphasizing the interconnectedness of
e, human resources and structure m defiming what an mstirunion will
(ke and how it will function.  In Prodem's case, it was clearly the
n of these three elements that created a strong framework for the
m's activities and a solid foundation for its growth.

following three chaptens explore how Prodem defined these
s and wove them together to create an onginal design thar
both innovation and efficiency. [t also considers some of the
es Prodem faced as it adapred this design to facilitate growth.

o moee indepeh discussion of the concepr of organuanonal architectute. see
echill. Munaging Growrh. Churchill borrowed the metaphor of onpmoational srchs
wre froen owo sources: Nadler et ul. Organizational Architecture: Designs for Changing
atione {San Franciscor Jomey-Base Publishers. 1992): and Robert M. Tomako,

tng the Corporation: The Archiecture of Change (New York: American
ment Asociation, 1993)
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W the culture worked. They frequently adopted the Spanish word
Btica,” u term wsed by many Prodem staff, to describe the culture
: they thought it captured that special, intangible element for which
e English Linguage seemed to have no word. Translated into English, “la
fica” means “the mysucal,” and it described fairly well the almost
ical feeling thar visitors experienced when they got caught up in

mﬂ“:‘d"':::;k::: pdem’s dynamic, committed, and collsborative environment
Mortunately, the term also gave the impression thar the cultural
mework built by Prodem was somehow mysterious and unexplainable.
i made it easy for observers 1o conclude that it simply could not be
derstood. Even though they recognised its importance, they dismissed
relevance as o model for other microfinance institutions because they
' its success and influence were dependent on some unigue

* that could not be replicated

Prodem’s cultural model may or may not be replicable, but the elements
gave 1t shape, and the processes through which those elements were
peloped, can be identified. Examining them sheds some light, not on
W to copy what Prodem did, but on how 1o supporr the process of
peliping a powerful corporate culture in other mictofinance institutions.

» . e
) 2 1

* Interestingly,
etlort to
informally by
in occasional

¢ seeds of Prodem's culture were sown
¢ before the institution came into
gence.  They were planted by a "Nothing in life comes
pdful of development theonss into from scrarch.”
minds of social activists who tossed

m around, pulled them apart, ane put - Pancho Oteru, former

Bt back together again in an effort 1o

Exectitive Divector, Prodem

out how to make grassroots
Hopment happen. Pancho Orero was one of those activists.
Bring a dynamic period of Bolivian history preceding the dictatorships
the 1970s. Otero was introduced 1o the ideas of vanous development
on exactly prists s & teenager. One of these theorists, Paolo Freire, made »
ticularly strong impression on him. and on many of Prodem’ first
iployees.  Freire's seminal work, Pedugogy of the Oppressed, was already
uencing development practitioners around the workd, but rwo decades
% his ideas would also have 4 major impact on Prodem
0 credits Freire with having inspired Prodem’s most important cultural
et: the belief that “people are worth what they can do and not what they
B According to Otero, this ides *flies bang, right in the face of

7
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traditional finance, and is the basis for a well-applied solidarity guarantee
scheme™ It values the human potential of mictoentrepreneurs and the
economic potential of thetr businesses rather than the financial value of
the physical assers they can offer as collateral. The ides was the
comerstone of Prodem’s operational philosophy

Freire made his second contriburion by focusing Otero and his team on
the micro level. Paraphrasing Freire, Otero comments, “Development is
what happens when the smallest, most marginal, most humble guy off the
street prospers, and not when roads and hydroelectric plants and big
buildings are constructed.” While Otero recognizes the importance of
infrastructure projects in creating the

preconditions for development, he insists “From Freire came our
that such projects are not in themselves 000 important wea: people
development.  Development happens at 0 oob Ghar they can do
the level of the individual and within thar )
indivichuals tamily. This focus is reflecred
in Prodem’s mission statement and its
institutional commitment to “work for the
development of marginalized Bolivian
tamilies.”

Freire’s third contribution was his faith in participatory processes. In
building Prodem, Otero and his team were guided by Freire's belief that
“development 1» when the Weas of all are taken mto account.”™ They
designed Prodem’s organizational structure and 1ts communication
channels so that all employees would have the opportunity and means to
participate in the institution’s decision making  They made it an
institutional priority to listen to clients and found ways of incorporating
chient feedback into the product development process.

Interpreting  “ideas” w mean “the
economic ideas or projects™ of ench
individual, Otero and his colleagues restated

“Development is when Freire 1o define Prodem'’s own philosophical
evervbody has a chance mantra: “Development s when everybaody
t0 make théir economic has o chance 1o make their economic idea a

idea a reality." reality.” They set out to bulld an imstitution
. that would support thar kind of development
and were encouraged in their effort by
another  important  theorist, Abmham
Maslow. Through Maslow’s hierarchy of
needs, Prodem staff came to  view

and not what they oun.”

- Pancho Ohtero

= Pancho Ciero

" Otero paraphisasing Frofte in an interview held on Apell 27, 2000

development as a step-by-step
microenterprise promotion. If
working capital loans, it could supg
eeonomic ideas a reality. Thar wuu" ‘
the strategy with which it would cones

Consolidating a Culture

All of these ideas were part of Otero's
project. They were also in the minds 8
unce Otero purposefully recruited i
practice discussed in more detadl in CN
likeminded employees, rather than
rechnical profile, was the first step in e

The second critical step involve
Accion.  Gross had developed
communication skills using in ‘
during his time at Accion and as 4 fon

employees in the small rown of
Bolivia's capital city of La Paz. Accond
“hit [‘.mdm over the head like ll

impression on Otero  because
reflected ideas with which he and B
teamn were already familiar. Since Gn
had also been influenced by Frefre as
Maslow, his materials contained ide
that Prodem could relate to and o

sense of ~ ideas it already believed i
Gross confirmed the \’ﬂl‘ditv of
wheas, but even more importantly, B
presented technigues and strategies
rumning the theoretical ideus into m
Before Orero met Gross, he knew th
Prodem thar wis radically Jiffuﬂn
expeniments m Bolivia, and
commercidl bank. He wanted
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lopment as u step-by-step process that could be tacilitated by
jeroenterprise promotion. If Prodem provided access to small, sequential,
gking capital loans, it could support microentrepreneurs in making their
momic idews a reality. That would be the instinution’s mson d'étre and
strateyy with which it would contribute w Bolivia's development

o a well-applied solidarity guarantee
ential of microentreprencurs and the
mather than the financial value of
‘m collateral.  The wlen was the
Y.
by focusing Otero and his team on
g Orero comments, “Development i
margmnal. most humble guy off the
ps and hydroelectric plunts und big
E Ditero recognizes the lmportance of

solidating a Culture

of these ideas were part of Otero’s psyche before he began the Prodem
pject. They were also in the minds of many of Prodem’s early employees
Otero purposefully recruited individuals who held these beliefs, a
mctice discussed in more detall in Chapter 3. Otero's decision to recruit
Reminded employess, mther than o recruit people who met a specific
ghnical profile, was the first step in consolidating Prodem®s culture.

The second criticul step mnwvolved the assistance of Steve Gross of
geion. Uross had developed a courmse on management and
ammunication skills using information and experiences he had gathered
ring his time at Accidn and as a former Jesuit priest in Honduras. In the

“From Fremre came our
most important idea: people
are worth what they can do

and not what they oun.”

- Panche Orero
loyees in the small wown of Coroico, about four hours drive from
livin's capital city of La Paz. According to Steve, the Ideas he presented
Mt Pancho over the head like a 2 x 4" He understood them implicitly
knew then and there that they were whar would make Prodem
fxdem. Orero recounts the event in a similur manner, saying that *Steve’s
it fit us like a glove and we undenstood it like that (clicking his fingers),”
The materials Gross presented at the Coroico training made a powerful
ipression on Otern because  they
flected idess with which he and his
were already familiar. Since Gross e .
i also been influenced by Freire and Freire's complex ideas

, his matetials contained ideas down to management
Prodem could relate to and make techniques.”

of ~ ideas it already believed in

confirmed the validity of these

a8, but even more importantly, he = Pancho Orero

ted techniques and straregies for

ming the theoretical idens into management practice.

Hore Overo met Gross, he knew thut he wanted to create a culture within
modem that was radically different from that of previous microcredit
periments in Bolivia, and completely opposite thar of « typical
pmmercial bank. He wanted Prodem o treat poor people with respect

s faith in participatory processes. In
gam were guided by Freire's belief that
K all are taken into account.™ They
structure and s communication
i kave the opportunity and means to
: making. They made it an
s and found ways of incorporating

“Steve Gross broughe

“tdeus” to mean “the
Meas or projects” of each
Otero and his colleagues restated

*Development s when everybody
to make their economic idea o
They set out 1o build an institution
support that kind of development
encouraged in their effort by
important  theorist,  Abraham
Through Maslow’s hierarchy of
Prodem staff came 10 view

held on Apnl 27, 2000
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wnd deal with them as parmers in development, not as beneficinries of
someone else’s generosity or o risk to be avoided. He also wanted 1o create
un institution in which employees considered themselves part owners and
geninely cared about their work. Otero believed he could creare this kind
of institution by building & culture thar was based on trust and service
mther than on collateral or handouts.

Gross empathized with Otero's vision and, with input from Prodem,
designed a series of management and communication seminars that helped
make that vision & reality. The seminars introduced Prodem staff 1o a set
of tour principles for accomplishing thesr institunional gouls.  Topether,
these four principles focused Prodem on creating a culture of excellence

-

Table 6: Four Principles of Excellence

I The task s of such magnitude that only an excellent organization
can adequately respond

An excellent organization is composed exclusively of excellent

personnel

3. People can aspire to excellence w the extent thar they feel thar
they are om the voad to satisfying their personal and professional
needs

4. The responsibility for creating, maintaiming and strengthening such
a productive working environment must be bome by each and every
persom m the orgaruzanon,

‘e

Source: Accion Internadtional

I 1987, excellence was not a part of Otero's vocabulary, although the
principles Gross presented mide complete sense 1o him. The concepr of
excellence brought together muny of the dens he was already commitred
to and provided o mechanism for applying them. By practicing excellence,
Prodem could simultaneously strive to provide a valuable service and build
self-esteem in both it clients and staff.  In Otero'’s words, “the pride thae
comes from a job well done vied in very well with our need to be proud and
our need ro instill pride in poor clients to whom society had been saving for
0 long, ‘you are a basket case.™
The management seminars explored these four principles as well as the

concepts that lny behind them, such as self-actualization, responsibility and:

commitment. They strengthened employees’ interpersonal skalls, and
unproved their ability to work a8 4 team. The seminars ulso playved an
important role in motivating staff to value Prodem’s culture. By explaining
the interdependent impact that methodology and motivation have on an
institution’s health, the seminars encouraged employees 1o place as much
emphasis on creating an empowenng work environment as they did on

making loans. It was thoughe that
they do. but how and why they

mstitutional strength that would ensl
Figure 10)

Figure 10 : The Two

METHOLOLOGY ]
Whitt we do —

Hard rechnology
Resules —
Financial
Methodology

e Avcxin Insermationad

The final and perhaps most im
of Prodem’s culture were the examples
Prodem staff members. Orero not
described above, he pructiced them
msues on the table, and allowed decisi
» great deal of effort into m'.lhluhlll' :
hes staft.  In his dynamic and
greative ways of solving problems
of solutions. Thus, before cmployees
o d‘

“If you have the leader of
an mstituoon buying in
totally, living [the
culture], evervome else
will see that it can work
for them too,”

Jtdve Lirods,
Accidn Intervationud



B development, not as beneficiaries of
: bm\mded He also wanted to create
: themselves part owners and
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Ring loans. [t was thoughr thar by paying attention not only to what
do. but how and why they do i, stuff could create the kind of

itutiondl strength thar would enable Prodem to achieve its poals (see
10)

Figure 10 : The Two Pillars of Institutional Strength

METHODOLOGY

MOTIVATION

What we do o= > Why we do what we do
Hard technology  @——— Sofr rechnology
Results - = Wik environmert
Financial Non-financial

”I

Methw \]ulnc\ Ideolk wy

e Acoim Internatsonad

e fmal and perhaps mose imparmant factor in the early consalidation
m’s culture were the examples set, first by Orero and later by other
pdem staf members. Otero not only valued the cultural principles
pribed above, he practiced them. He gathered his staff vogother, pur
on the table, and allowed decisions 1o be made by consensus. He put
pat deal of effort into establishing rels sttonships of erust and respect with
stafl.  In his dynamic and determined way, he pushed staff to find
tve ways of solving problems and to cooperate in the iImplementation
plutions. Thus, before employees had any formal trining or exXposure
tor the four principles, they were absorbing
Prodem’s culture through the mstitution’s
lender. His enthusiasm was contagionus
When Gross came into the picrure,
he helped  cvervone  systematically
intermnalize the core set of beliefs that would
become

If you have the leader of
#n institution buying in
totally, living [the
eulture ), cvervone else

Willl see that it can wark
I.m' them two.”

Prodem’ culture.  As Gross
explained, “The idea was o smrr with
concepts and then move 1o artitudes. [y

- Steve Giross, wisn't enough o

understand  whut
Accuin Internations)

teamwork and communication were: you
had o muke it an attitude. Then n, the
attitudes had to become habirs, not only
onal habits but institutional habits, Once mstrunional habirs are built
b It's casier for new employees 1o go along with them than to fight them ™
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Culture became an extremely powerful force within Prodem because I
woven into the everyday processes through which the institution operated
It was passed on from one staff member to another through training and I
example

ts: a) the external client (the borm
icagues), and ) the personal client |
Upon the foundation of service,
Har of commumicution represented the i
wing and receiving feedback, questionin
way that treated othens with respes
mbolized the attitude of openness and b
its tisks 10 order 1o build truse
be pillar of self-management characte
lity of staft members 10 complete
ality, wsing their own initiative,
wed by these three pillars :
tory even though the way they were &
I tor an example).
The three pillurs supported the secon
' made it possible for members of
wrids & common objective, not by
ther, by cuch person doing his or hes p

Baking a Cake

Prodem had been defining and refining its culture for more than six =
betore anyone endeavored to describe 1t on paper.  After BancoSol
created, the joint Prodem/BancoSol human resources department looke
for ways to hire and train staff more efficiently and decided to dingram t
key elements of Prodem’s culture as a training tool. Led by Eliana Otondd
and Jose Becerra, the department peoduced the finst visual rendition
Prodem’s culture in 1993, It became known as the “tona,” or cake, and
lustrated in Figure 11.

Figure 11: Prodem's First Cultural Model

(Y 8SELEg, gured  direction.  Prodem  believed o
«99\\' ) kk‘t‘ Mution’s ability 1o operte efficiently,
é\ ( ’%‘ peablish strong relationships among ity

& ' 3 The third layer of the cake, motal g
s ‘ meated by the clements described 2
' pommitment to excellence and to & conta

TOTAL QUALITY quality of its operations.  Finally,
= — resented self-sufficiency. It o;:lchtawd_
TEAMWORK ' salts over the long term by operating offi

TNE [0 COVET 1y COSTA
|

TION

' -

ultural Revision

Prodem and BancoSol matured 2
tured.  Cloncepts were reinterpreted, |
xe than they had been before and ot
Frodem continued to descnibe it culture

‘hen Prodem created its own human g
Sed 4 detailed re-evaluation of Prodem’
medefining the institution’s identity. As 8
was created, this time in the form of 8 b
sccurntely reflect the culture thar

THANSHABENCY
BELF

| CLIENT SERVICE ‘

In the cake, one can identify all the major elements of the institution
culture. The first layer represented the dedicanion 1o service. Everythi
the organtzation did depended upon s ability to serve three types ¢
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to another through training and by
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it on paper.  After BancoSol was
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efficiently and decided to diagmm the

8 4 maining tool. Led by Eliana Otondo
produced the firt visual rendition of
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tts ability to serve three types of
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it a) the external client (the borrowers), b) the intemal client (one’s
), und ¢) the pesonal client (oneself)

Jpon the foundanion of service, three pillars were constructed. The
of commumication represented the importance of sharing information,
g and receiving feedback, questioning and listening, and doing this in
gy that treated others with respect.  The pillar of ransparency
olized the attitude of openness und honesty with which the institution
sl 1ts tasks in order 10 build trust and be accountable to its ¢lients
ipillar of self-management chamcterized the institution's belief in the
by of staff members o complete their own tasks o the best of their
by, using their own initiative, skills and creativity.  The values
gesented by these three pillans remained important throughout Prodem's
even though the way they were expressed chunged over time (see
I for an example)

(he three plllars supported the second layer of the cake, reamwork
By made it possible for membens of the institution o work rogether
Rds & common objective, not by completing all tasks together, but
ger, by each person dotng his or her part to move the institution in the
ited direction.  Prodem believed that teamwork was key to the
fitution’s ability to operate efficiently, generate creative solutions, and
iblish strong relationships among its many stkeholders.

fhe third layer of the cake, wial quality, rested upon the foundation
ed by the elements described above. It represented the institution’s
imitment to excellence and to a continuous process of improvement in
quality of its operations.  Finally, the candle on top of the cake
pesented self-sufficiency. It celebrated the mstitution’s ability o achieve
Its over the long term by operating efficiently and generating sufficient
OMe (O Cover (1S COsts.

ral Revision

Prodem and BancoSol matured as institutions, their cultures also
fured. Concepts were reinterprered, some elements were emphasized
e than they had been before and others less. Despite the changes,
fem continued to describe its culture using the cuke model until 1995,
ben Prodem created its own human resources department, Jose Becerra
& detailed re-evaluation of Prodem’s culture as part of the process of
fining the institution’s identity. As a result. & new conceprusl model
ereated, this time 1n the form of o house, which was thought to more

purntely reflect the culture that Prodem had developed
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Box 1: Revising the Concept of Self-Management Figure 12 : Prodem’s

One of the most interesting developmens m Prodem’s matitunional culture was
the evolution of the concept of self-management.  As shown in Figure 11, selfs

management wis one of the three core pillars in Prodem's early cultural fmmework. PR

It was an important value that was grounded in the high degree of tmse thar the m=

institunon placed i ity employees. Prodem’s leadership believed in the ability of ; =

employees to work together to achieve the institunion's objectives and encournged A

them o rake the minative to solve problems.  Staff members were asked 1o work G Agcm"‘.“c}r.1

w 4 team in Jeciding the best way forward and 10 distribure responsihilities . ‘ -

accordimgly.  There were no nime clocks and no rnd job descriprions.  Seaff fely o | PROFITABLE s

empowered to accomplish just abour anything and everything . whaddiinl ]
As Prodem grew. however, the concept of seli-management wos called o l TOTAL QUALITY

duestion.  This happened tor two muin reasons.  Finst. the concept begun 1o be | INTERNAL

misinterpeeted by individuals who viewed it as o license to upproach their work |

1

ways thur suited their pesonil needs.  Losing tuck of the tact thatr selis
minagement wik execirted in o context of team responsibility. these staft members
begin to keep theit own hours, break instivutional policies. and make decisonss

rency

without conmuliing their colleagues

Second. s Mrodem grew, it was not possible tor u field worker in a rural branchy
in the south 1o know what was best for a semi-urban agency in the west. The she
volume of employees and the distance between them made communication
difficult. Teams had to be broken down into smaller groups und processes had 1ol
be established to détermine what were the best interests of the Institution. These
processes resulted in policies that were distributed o ull tesms to guide thed
Jecisbon-making  Undesstandably, it was difficult for staff to accept
coexistence of self-tnunagement as a guiding principle with an incresstng numbe
of rules and regulutions that placed limitations on their ability o manages
themaelves

Because of these two trends, Prodem’s new tramework replaced self§
munagement with the pillar of values und introduced the concept of peronal
integrity. The message shifted Prodem tried to convey that the values behi

VALUES
Honesty - Responsibility

T

Trust - Commitment

COMMUNICATION

THINKING

Thr 'll"l‘t muh" nvnt;unrd most (‘
well as several new ones. A com
m explore some of the chunges
amed.  In general, the revision
demolition of what came before. The
mportant in 1987 remain impormnt
stements are berter understood, and
more richly concetved.  This
Prodem’s culture and enhanced its

self-management remained an important part of the institurion’s ientity. but t
concept needed to muature just as Prodem was maturing. Self-management was 1
wistainable given the level of growth, and the changing shape and needs ot t
institution. What was sustainable, and what was most important, Prodem srgoeds
were the concepts of trust, responaibility and personal integrity. Prodem would
trust its staff 1o mansge their own tasks, but it would ulso hold themn responsible tog
doing s in 2 way that fulfilled the best interests of the institution.

Prodem's new message was fairly well received by its stuff, but not without
sigh. The shift in conceptunl frumeworks built institutional capacity tor growt
but it also slrered the relationship between Mrodem and its statf. Many viewed
increasing controle and changing rules as o sign of decressing truse by ¢
inatitution in its staff, and led emplivees to put same distance between themsel
and Prodem. This trend from o personal to & more professional relationshy
| between organization and its staff is discussed luter in this document s one of ¢t

Service

[ re-examining its culture, Prodem
the services it rendered, but mther, the
hose services. Institunional excellence
Thus, Prodem made personal integrity

more complex factors contributing to Prodem's overall strength
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Concept of Scli-Management Figure 12 : Prodem’s Institutional Culture 1998

s i Prodem's institutional culture was

manaeement. As shown In Figure 11, self | , |
pillars in Prodem’s early cultural frameword Smmo'
putided in the high degree of tnust thar the | Margnaized Boivan Famites |
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hing and everything — s
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. Losing track of the fact thar sell -3 ’ | ‘
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pdems new framework replaced self
e and introduced the concept of personal
gem tried to convey thar the values behind
gt of the tnstitution’s (dentity, but the
was maturing. Self management was not
s and the changing shape and needs of thy
d what was most important, Prodem angoed
and personal uvegnity.  Prodem would
B bt it would also hold them responsible for
Bt iriterests of the institution

8l received by its staff, b not without o
% built institutional capacity for growth -
0 Prodem and its staff, Many viewed the Eeee

he house model contained most of the elements of the cake model, as
Hl s several new ones. A comparison of the rwo models 15 worthwhile
gexplore some of the changes Prodem made in response to lessons
med.  In general, the revision was not a radical renovation or
polition of what came before. The elements that Prodem considered
portant in 1987 remain tmportant today, but in most cases those
s are better undenstood, and thetr relavionships with each other are

tichly conceved.  This improved undenstanding strengthened
lem's culture and enhanced its ability to manage growth,

& 8 sign of decremsing trust by the idn re-examining its culture, Prodem realized thar its foundation was not
10 put some distance between themselves B services it rendered, but rather, the members of its staff who provided
il 10 9 more professional relationshiy e services.  Institutional excellence depended on personal excellence.

later in this document as one of the s, Prodem made persanal integrity the comernstone of its culture in

Prodems overall wrength

an
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eftort 1o encourage employees to strive fur excellence as human beings and
not just as employees. It wanted its employees to be conscious of theit
thoughts, feelings and actions and 1o seek coherence among them. Ig
believed that people who sought such coherence would constantly be
improving themselves, and therefore. constuntly be improving their work
performance.

Prodem also believed that when individuals with personal inte;
pursued their daily tasks with the values, tansparency and ream spirig
espoused by Prodem, they would enable the institution to provide # toty
quality service to both its mrermal and external clients. Prodem's decisic
to combine what used to be two separate cultural elements—rotal quali
and customer service—illustrates how the institution’s approach man
Service and quality ure now scen as integrally linked processes. (
cannot be provided withour the other

Values

Prodem recognised that one of its strengths is the “moml authority
provided by its culture. Situated in a country thar has consistently ranked
among the top twenty percent of the world's most corrupt countries i
studics by Transparency International, it s no small accomplishment 18
have established & financial institution thar prides itself on it
sccountability, transparency, and honesty.* This image attmacts employees
to the mstitution because they see Prodem as a place where things are do
differently, u place where values exist.

Unlike many commercial enterprises that shy away from defining
value-based statement of their acrivities, Prodem emphasizes that its s
ts possible precisely because of its values and stresses from the begimni
that all employees must uphold those values. Staff are expected o b
honest tn their relationships and in their treatment of the institutio
resources. Any act of dishonesty or fraud, no matter how small, is cause fos
Employees must commit themselves w the work of 1
institution and o the long-term pursuit of its mission. They must respect
each other and the clients they serve, regardless of any difference I
opmion, culture, sociul or economic stan

This value-based strutegy is demanding, but it appeals to staff because §
i a two-way street. The institution expects a great deal from its employess
but in retum, employees can expect a grear deal from Prodem. They cat

dismissal,

.

Iy 1998, Bolivia ranked 69 out of 85 countries listed i the Cormuption Peeceptions In
compiled jintly by Transparency International and Cottingen University.  In 1999
rantked 88 aut of 99, and in 2000, it anked 71 out of 9. Additional dats can be found of
the Tramsparency Intemanional web ute, www.transparency,omn
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to be trusted, 1o be given responsibility. to be dealt with honestly, to
nvested . and to be respected. Prodem's employees claim that when
joined the institution they not only signed a legal contrct: they also
1 into an informal social commcer that often carries more weight
the legal comtract itself

‘ Communication and Teamwork

Communication and teamwork were the two elements of Pradem's

fural framework thar changed lesst over time. Pamdoxically, they were
B0 the two most difficult elements o mantam as the institution grew.
The larger Prodem became. both in terms of the number of personnel
 the number of miles scross which they were scattered. the more
picult it became for staff to communicate with each other and to
pperate with each other in the resolution of problems and the making of
tony, It was expensive and time consuming to bring all of Prodem’s
i together. It was physically impossible for nutional managers to visit
branch even once o month

In response to growth, and to prepare for additional growth, Prodem

ted heavily

in mechanisms to facilitate und

Lannmuncatim

pboration on a  larger scale Ir
prganized 1t structure 1o credte smaller
0 teams and it enhanced ite  “He who does not work

m a team does not

work m Prodem”

terized information system, processes
Bt are discussed in more detadl in Chaptens
gand 6. It also placed heavy emphasis on
values of mmnsparency, participation
work and communication
Senior management (nsisted thar the
pstitution would never achieve its misston 1f its statf did not work together
i pursuit of that mission. It was unnecessary. they argued, tor evervone in
e institunion 1o sit around the same table solving the same problems, but
Was vital tor everyone to work towards a common set of objectives and
feel they were an important part of the Prodem ream. They challenged
Mt to find creative ways of making this happen within the new
tonment. Some of the responses by staff can be found in sul
haprers.
Paradigms
The final pillar holding up Prodem’s cultural house represents
mitment to challenging the status quo. [t questions assumptions and it
tively searches for new ways of solving problems, of mteracting with the
Avironment, and of serving clients' nesds. Understunding that the secret
psurvival for any business lies in its ability 1o adapr and innovate, Prodem

Staff Slogen

wequent
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made it an early priority to become @ leaming organization and challenged
its staff to use thewr expenences to constantly improve their own and the
mstmnon's performance

Although Prodem had long taken pride in breaking paradigms, it did not
include this element in the first visual rendition of its institutional cultures
Its inclusion in the second model wis Largely the result of lessons learmed
when creating BancoSol. Growth und transformation necessarily required
changes in the way the institution conducted its business, but since the
institutional culture of the early 1990 did not include an expectation ¢
change, introducing new values or ways of doing things proved difficuln
Staff members were suspicious, and sometimes even fearful. By including
change as a positive and central component of its culture, Prodem helped
prepare Its staff for the unexpected and encouraged them to be opens
minded about new concepts and decisions, This change in culture was at
least partly responsible for the smoother transinon expenienced by Prodem
in crearing it FFP.

Mission and Vision

Comparing the candle on the cake and the roof of the house m the twa
rendinions of Prodem's culture, one can see changes in how the instunon
conceptunlized und conveved 1ty mission and vision. The latter scheme
more richly describes what was always important to Prodem, the delivery of
a quality service that enabled: 1) the institution to be sustainable; 2) the
staff to find fulfillment in their work; and 3) microentrepreneurs to receive
long-term access o the fimancial system.  Being able 1o provide this access
s whar made it possible tor Prodem to progress towands s ultimate
vision—the development of Balivian families,

As the gulding framework for the organiztion’s work, it was importang
that Prodem’s culture always stressed the mterdependent relationshipy
between these elements and sought @ balance berween them.  Although

Meodem's ultimate vision was socinl, it could not achieve thar vision)

without empowering its staff and without being profitable.  Prodem’s
misston, which in 19586 was stimply stated as “supporting and enhancing the
quality of life of Bolivian microentrepreneurs by offering non-subsidized

credie.™ was retined and expanded over time 1o convey more explicitly the

institution’s multitaceted objective
Through self-motivated personnel and the constant search
for total quality, Prodem commits itself to introducing
financial services primanly in the rural areas and secondany

Prodem. "Twelve Years Promoting snd Develaping the Microenterprise Sector”™ (La Pl
1IN S

cities of the country; lhﬂvb"!
services through viable and

working for the developmens &
commirment ts long term.®
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placed everything the institution did, E
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Jrs'clnpmcm context and did not
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Figure 13 ¢
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cities of the country; thereby massifying access to these
services through viable and permanent operations;
working for the development of Bolivian families. Our
‘ commitment 15 long rerm.*
Prodem's vision—the sustainable development of Bolivian families-
everything the institution did, and everything it aimed to be, in »
| context. It was a grand vision, particularly in 2 country ranked
poarest in the hemisphere, where the majonity of the population
access to health and education services, to the judicial system, o
€ intrastructure, and to economic resources.”  From Prodem’s
tive, each of these deficiencies constituted & barrier to o family’s
belopment, and therefore, 10 the development of Bolivian society, As an
tion, it chose to address one of the barners, the lack of access to
ic resources, but it did so with u consciousness of the larpet
lopment context and did not trear credit as the unique solution w
via's development problems
For years, Prodem used the illustration provided in Figure 13 1o explain
iston and mission within ths broader context. It emphasized that there
an entire wall of barmers, represented by bricks in the dingram, which
marginalized tamilies from developing. By providing sccess to
al services, Prodem aimed to chip away at a few of the bricks in that
but there were hundreds more bricks, and knocking them down would
the cooperation of a whole range of different actors and efforts

Figure 13 1+ Development Barriers
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Prodem’s recognition of the complexity of development assisted it in

achieving ite objectives. It enabled the institution to build relationships
with clients that were not based solely on economics, and motivared
Prodem to experiment with new ideas and products for serving its clients’
viried needs. Once 1t had succeeded in massifying sccess 1o financial
services through BancoSol and Prodem Opontunidad, FFP. the Prodem

Foundation was able to refocus itself with relative ease on other wavs of

supporting its clients’ development. In 2001, the Foundanion redefined it
mission, but its vimion remained constnt:
Mussiom To promote the modemization of the small entreprenewr and
microenterprese, particulier in el areas . assuring o guontitasive
and qualitanve fmprovement i its instizutionalization process. i
competitiveness and access 1o more dynamic smarkets
Visiom w that as & whole, it con comeribute sgnificantdy 1o the s
tamable development of the counery

Built to Last!

Prodem’s culture remained very strong throughout the 19905 In mang®

respects, It was the ulm- that held the msotunion tnm‘lh(‘r It pru\'u’l\i the
vision that employees mllied behind and the ideas thar inspired their hard
work and dedication. It provided standards of excellence that guided, and
ften compelled, the institution’s work towaed the fulfillment of s
mission. It encouraged employees to be innovative in meeting those
standards, to constantly seek ways of doing things better, and to not be
iftad 1o leam trom thewr mustakes

For years, Prodem’s culture provided .
' e Provided “Omne cannor see the corporate

such @ strong center of gravity that
. culruere. It is not a budget line
new employees were simply sucked
; HSia wem. and it does not have a
into the mstitution’s way of domng

things. Even if they did not tiv exsctly monetary value. But it does

into the Prodem mold, it wits easier for
them to wdopt the institution’s habits successful msutunons, culture

have an ecomomic value. In

represents one of the most
mmportant assets of the
organization,”

than to reject them

By crenting o culture based on trust
und excellence, and by making the
continued strength of that culture an

institutional priority, Prodem created |

~ Cratg Charchill
menvitonment that  encouraged in “Managmg Grouh'

people 10 be the best they could be,

and not Just do the best they could &
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those dreams. This was a competitih
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been exposed to a little bir of magics
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B ot just Jdo the best they could do. 1t created an environment in which
ople felt empowered.  Empowered employees ended up building an
itution that knew how to dream and had the nudacity to implement
Bose dreams.  This was a competitive advantage for Prodem, and it helps
expliin why so many visitors left the institution feeling as if they had
exposed to a little bit of magic
By the end of the Jdecade, however, Prodem’s external environment
n to change quite dramanically, and this had a major impact on the
iution’s  culture As  external  competition  intensified,
srindebtedness grew, and the economy weakened, Prodem found itself
ing fires on a number of fronts. It
responding 1o Jelingquency levels
t  had betore  been
penienced by the institution, it wis
1t ""m New systems JJIJ prepanng
B lsunch new products as part of the
" ranstomuition, It was negotiating
merger with FIE, and 11 was
pugeling to combar the politicul
\ 1 being generated by debtors

“There was no room to
breathe. There was always an
emerpency that got in the way

of the non-technical side of
human resource development

never

Sevpio Prdenciiy, National
Operations Munager
In facing these challenges, Prodem had o chunne! ity limited resources
e that required the most urgent attention.  Since its culture was
acly strong, it directed few resources in that direction. In fact, resources
were routinely devoted wo maintaining the culture were diverred into
arcas.  Beginning in mid-1999, all cultural training courses were
med, i were the introductory onentation courses provided to new
The Department of Organizational Development focused its
burces on developing and implementing technical training courses that
uld help loan officers improve their delinguency management and
gonomic evaluation skills, provide branch mumnagers with additional
pidership training, and bring everyone in the institution up to speed on
new intormanion system.
It should come as no surprise that Prodem’s culture weakened us a result
this shift in priofities.  Since new employees receved no culturul
Rining and those employees who had been with the institution for only
BE or two years did not recerve any reinforcement of their initial triining,
ibcultures emerged. New employees had no way of understanding
sodem’s past, its traditions or its values, and this created schisms with old
mployees who based <0 much of their identity an their history with the
mstitution. Tumover increased and the number of cases of corruption rose
e employee went so far as to say that “Prodem’s spirit had disappeared ”

v
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Clearly, one of the most important lessons to be deswn from Prodem's
fecent experience is that culture must be constantly and deliberarely
nurtured if it is to remain strong.  Yet to draw the conclusion that the
weakening of Prodem’s culture was simply due to the lack of atrention i
received during the last two years would be both naive and miseuided

The external challenges of 1999 and 2000 put presure on Prodem's
culture in more direct ways, three of which are worth mentioning here.
Fitst, the harsh environment wore down the institution's cultural reserves.
During this period, Prodem was able to manshal its resources in incredible
ways to pull the institurion through the peak of crisis. This was in Large
purt due 1o the strength of its culture and s ability to motivate sta
through deeply-held values. Having been pushed to their limirs, however,
employees needed to recharge.  Yer with the external environment still
looking grim, with clients in continued difficulty and the institution not
growing, there were few sources of energy from which to recharge. Even
eaff in the Department of Organizational Development were buming outy
and this made it extremely tough for Prodem to mamtam s culture
through normal operations

Second, Prodem had fartened s
organtzational structure o supporn gr.w.!h "Hl’fﬂff l (0““ WEs
that never came, so that by mid-1999, layoffs up and get traming;
became necessary. It was the first tme in now | mess up and |

Prodem’s history thar employees were get frred ”
dismissed en masse and it naturally damaged
the soctal contract with staff. Previously, staff ~ Prodierh embloves

members were assured that if they made
commirment to Prodem, Prodem would make a commitment 1o thems
After the layoffs, employees became more insecure about their relationship
with Prodem. They became more risk-averse and more afraid 1o make
mistakes. In the short-term, this negatively affected the institution
culture because it made seaff less rmusting, less innovative and less willing o
imtate change

Third, Prodem needed a new business strategy to compete effectively in
its changing environment and the launching of that strategy required some
changes to the institution’s culture in order to create a solid fit between it
and the new strategy. For example, sharcholders needed 1o be incorpornred
into the scheme and the social contruct between Prodem and it st
neceded to be redefined. Essentinlly, Prodem had to distinguish between the
core and peripheral elements of s culture, being careful to retain the
former and adapt the latter as necessary to recreate a culture that could
provides competitive advantage in the new external and mrernal
environment. Prodem Oportunidad, FFP has been engaged in that process

tor several months now, but the

i mstitunon define and promote 8%
externul environment are still ¢l
Foundation, the process has been
hallenges to respond to in the shom n

The culture m both mstitutions i
how to keep it strong in the midse of
2 challenge they now share with mari
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severnl months now, but the gomng has been tough. Afrer all, how does
mstiturion define and promote & new culture when its internal and
rerrutl environment are still changing so much so fast? For the Prodem
tion, the process has been much easier, since it has had far fewer
llenges to respond to in the short term
The culture in both institutions 1 necessarily evolving.  Figuring out
1o keep 1t strong in the midst of a constantly changitie environment is
ullenge they now share with mature institutions everywhere




“ (CHAPTER 3 o
Human Resource Development

o build an institution with the culture described in Chapter 2,
Prodem brought together a very spectdl, high-caliber team of
people.  Again, it distinguished itself early on by recognizing the

careful and constunt efforr this would take, and by designing a ngorous
recruitment and tnuming process. Prodem made human  resource
development the comemstone of its institutional development. It put
programs in place that enabled employees to build their capacity and
motivated them to maximize the wse of rtheir skills in
pursuit of the mstiturion'’s growth,  This chaprer takes a look ur Prodem's
approach to human resource development and its ability to withstand the!
rest of fime

Hiring the Right Staff

Prodem’s first employees were hired directly by
Pancho Otero and they were hired on the basis of

. . “An instieution is
their belief in the core idens upon which Orero An institutic

built by the people

within it "

wunted w balld Prodem. He recruited youny
people with high hopes and creative energy, who
relished the opportunity mo break paradigms and
prove skepticy wrong. Mose importintly, he hared
people who he thought would be committed o

- 'll'." R"L oTa

the new institution

Before coming to Prodem, Otero worked with a number of revolvi
joan funds. Each year. duning the harvest and planting scasons, he had 10
find 2 few extra pairs of hands to help him with disbursements. Throu
trial and error he leamed that the best recruits were landless men with
peasant background, who knew the region well, worked odd jobs and,
Orero puts it, “had made some kind of commitment to the Virgin Mary,
He found that the only people he could really trust were those who w
totully committed to some case.  Initinlly. it he thoughe it hud to be

religious cause, but later, he found H
did not marter whether someone E
Erassroots organizing or microent

of commitment, or the potential for

When it came time for Orero
Prodem’s first employees, he looked
with a commitment. He found it, one
Mano U.\r\.m.u Monica Vc[a,;("
Patricia Gallardo, Judith Fuentes,

Luis Geng, German Sanchez, Carlos |
and Johnny Ugarte.  These ten peoplt
Prodem’s core. Together with Ol
detined Prodem in its early vears, 1

When Prodem began 1o expand
reglons of Bolivia, it sought new tﬂJ
those regions who fit the com
profile. At fint the process was hit
Urero recalls one city in which it was g
all six people and start over again.
who fit the profile, the rest became
recruited other employees with similar
core team for that region.

As Prodem grew, it needed w
emplovees quickly and in large numbes
places that either attracted or culti
smilar o those of Prodem. In El A

“When we finally got some righe
person in a particular city (something
that was rmmediately evident to us
when tt happened) we drilled them:
where do you come from; what did
your father do: who are your friends;
where were you rramed; who were
your teachers’’ Then we said, ‘Are
there more like you where you come
from’ Bring them all tomorrow.™

- Pancho Otern
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I Oof commitment to the Virgin Mary”
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fHigious cause, but later, he found thar the cause could also be political. It
i not matter whether someone was committed to development,
iroots orgunizing of microenterprise. What mattered was the presence
commitment, or the potential for commitment.
When it came time for Otero to hire
pdemn’s finst employees, he looked for people
th » commurment. He found it one by one, in
Usnayvo, Monica Velssco, Lidia Calle,
ricia Gallardo, Judith Fuentes, Edgar Medina,
i Geng, German Sanchez, Carlos Villaroel,
B Johnny Ugarte. These ten people formed
mxdem'’s core,  Together with Otero, they
med Prodem in its early years.
When Prodem began to expand o other
s of Bolivia, it sought new employees in
regions who fir the commitmenr-based
le. A first the process was hit or miss.
Rero recalls one city in which it was & complete dissster, They had to fire
baix people and start over again. But once they identified one person
b fit the profile, the rest became easy.  Through thar person, they
gruited other employees with similar backgrounds and soon estabilishied
team for that region
As Prodem grew, it needed to identify and hire the right kind of
aployecs quickly and in Large numbers. |t did this through incubarom—
kes that either arracted or cultivated people with artitudes and beliets
milar to those of Prodem. In El Alto, Prodem's incubator timed out 1o
e the Schoal of Social
Communication at a fairly radical
university; in Sanmm Cruz. a
grassroots street theater company;
in Cochabamba, a church group
that did community organizing
Prodems most  surprising
v incubator  was  the Patrice
Lumumba University in Russia.
Otero still remembers the day he
realized there were 14 peaple on
his staff who had received
scholarships and studied there.
Once Prodem identified an
incubator, it focused its recruiting

*"Who else could you
trust with saddle bags
full of money in a mule
tram to walk some
thirty miles through the
jungle and not arvange
a in)uck, or for that
mater o not put thetr

hands m the ull?”

- Pamcho Otorn

o

“When we fmally got some night

in a particular city (somethmg
that was mmediately evident to us
hen it happened) we drilled them:
do you come from; whar did
r father do; who ave your friends
were you tramed; who were
teachers!" Then we said, ‘Are
fre move like you where you come
om? Brmg them all omorrow,**

— Pancho Owero
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efforts there. It also used the incubaror as an important screening devices
For example, Prodem found that although the incubators were quite
distinct, all of them seemed to have one thing in common—the presence
of » charismatic or lucid leader who had a powerful influence as a reacher
or organizer. If Prodem identified with a given
leader, and if an applicant mentioned thar he
or she had been strongly influenced by that
leadet, Prodem felt fairly safe in concluding
thut the applicant and Prodem would make
pood march

By 1990, Prodem had 80 employees and
wis  growing at  an  impressive  rate
Coordinating the recruitment, hiring, and
training of so many people was becoming
increasingly difficult, so Prodem hired a
professional from outside the institution to
manage its human resource development activities. It recruited Manuel
Cuevas, a psychology professor from the Catholic University,  Oterg
comments, “We were lucky to have found him.  After just a few monthsy
he and his hive grnduare assistants had everything down pat and they began
1o systematize all that we hod been doing helter skelter for the tirst three

“Fimance can be lea
but commitment, or ¢
ahility to become
committed, ome cannot)
buy or teach or
improvise. It (s a gift
that one s bormn with.®

Pancho (hent

years. After that, everything was cookie cutter.”

Cucvin and his team Jefined o ngorow procedure that formalized
Prodem’s recruitment and hinng process,. The fist step in that procedure
was the definition of a profile for each job vacancy that needed 1o be filledd
The profile specified the kind of person that Prodem wanted 1o hire and
the basic skills and abilities he or she should possess. The rtechnicalf
requirements of each profile vanied depending on the nuture of the position
bemng filled, bur the cultuml requirements remamed constant. Prodem!
consciously sought individuals who identified with its mission und
objectives, who could empathize with its clients, who would work hard a8
part of i team, who had the potential for growth and, of course, who would
make a commitment to the institution. By including soctal and not juse
technical requirements  its professional profiles, Prodem mcreased the
likelibosod thar 1t would recruit new emplovees who possessed both the
aptitude and the attitude necessary 1w be able excel in the Prodem
environment

Once a job profile wis defined, Prodem began identifying candidutes
who met the profile. Advertisements were placed in the most imporaang
mutional newspapers announcing the open position.  Thirty-five to fifty
CVs were received for each position, of which seven or eight people were

4
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ted to participate in the next step of the recruitment process. They
e brought together and two exams were admimistered.  The first was a
»technical exam thar rested candidates’ abilities in the sreas of
fitinl, mechanic and numeric reasoning, verbal logic, and comprehension
second exam  consisted of group simulations that  tested
dickates’ ability to work in teams, interact with others, and exercise
gership.  If relevant, a third exam was given m assess whether the
pdidate possessed the rechnical knowledge necessary to carry out the
ponsibilities of & particular position.
Results of the exams were tallied and finalists were chosen competitively
b the basts of their averuge scores. Each exam was weighted equally, but
ginimum score was required on each exam in order to pass: there was also
imir on the acceprable difference between the scores of the different
This helped to ensure that future employees were relativels
ed in all of the areas Prodem identified as important
Un the last step of the recruitment process, approximately three
pdidates per position were interviewed ro nssess their abiliry to do the job
pguestion and thetr affinity with Prodem's culture.  Since Prodem was
e concerned with the potential of the person being interviewed than
Bth his or her past accomplishments, many of the questions asked
Molved hypothetical situations. The interviews were genemlly conducred
# pane! that included the supervisor for whom the new employee would
working and a representative of the Human Resources Department
Besides fucilitating the recruitment of qualified staff. Prodem's rigoroms
ting process helped established & culture of merit and integrity within the
tution. Because the process was so intense, and involved so many
jes and people, there was no single mdividual to whom an employee
ed o N.‘(" lﬂ\';l' once hc or shc was |||n~.l lvn\-.nll\ ..-u“ " Riven o
institution that had sponsored the process and to all of the other
pdividuals who had survived it Knowing that everyone had passed
frough the same quality check mude employees feel like they were part of
fhigh-caliber team, and thar morivared them to perform as a high-caliber
The mechanisms employed in the recruitment process, and the njpor
ith which they were applied, enabled Prodem to hire the kind of
iployees who would work well within the institution. [ts success in this
is demonstrated by the low staff tumover rates enjoyed by the
titution until ies housecleaning in 1999, and by the fact that its

hinng
cedure remains essentially unchanged to this day
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Training

Since Prodem wanted to create & fundamentally different kind of lending
institution with employees who had little or no financial background,
training had to be a pnonty. It quickly became the primary mechanism

through which Prodem promoted and preserved its culture, staff gained

new skills, and the institution pursued excellence
Between November 1986 and August 1987, Prodem receved six

technical assistance visits from senior staff ar Accion headquarters and

from Accion afhiliates in Costa Rica, Puraguay, Guatemals and Panama.
Prodem staff also traveled to Honduras and Colombia for training courses
and observed the Accidn affiliates there® Besides these exchanges,
Prodem staff received intense hands-on training by spending a grear deal of
their ume in the enches. Although hired for munagement positions,
Pancho Otero, Mario Llsnayo and Monics Velasco filled the shoes of loan
officers for the first three months of the Institution’s operations. They were
the ones who identified Prodem’s first clients, made the first loans, dealt
with the first defaulters, and made the first mistakes. They leamed through
trinl and error how to apply and adapt the solidarity group methodology to
the locul context and, in the process, they leamed » great deal about theie
clients, their clients’ businesses and the market for financial services. Asa
result, once Prodem began to hire full-time loan officers i May 1987, its
managers had a solid understanding of every facet of the nsttution’s
operations

Prodem’s orientation and training package was shaped by these carly
experiences,  Beginning in 1988, each new employee went through an
orientation process that ncluded technical training, cultural taining and
fieldwork traming. The onentation began with a week-long sesstion of
classroom  presentutions and group activities that introduced new
employees to Prodem’s history, operations and motivations.  lis various
mindules covered everything from “what does it mean to work in a team™ w
“how does the solidanity group methodology work”™ to “what was the vision
of Prodem's founders.” Ultimately. the onentarion mmed w0
indoctrinate new employees into Prodem’ culture, to explain why the
institution did things they way it did, and to solicit a commitment to being
a part of that endeavor

After a week in the classroom, employees spent approximately one
month receiving handeon maming in the otfice where they would work.
When possible, this training was conducted on a rotating basis with

Y Henry Jackelin, Robert Blayney, and John H. Magill, "Evalustion and Prelusinasy Projece
Design for the USAID/Bolivis Micto and Small Enterprise Development Program®
(Washitwron, DO Developitient Alternatives, Inc.. Septesber 1987) [1-2
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Mferent stafl members sery INg a8 mentors at various times so the new
miployee could find a style thut worked best for him or her, and also
peive feedback from a vaniety of different perspectives

Once they completed the onentation period, staff members arrended a
Blow-up semmar each year tor the nexr five years. The seminar for first
employees differed from the session for fifth year employees, but the
pics addressed all dealt with aspects of the
titution’s culture. In addition, all employees
other training
rrunity each yeur. Employees knew they
g this opportunity and, topether with their
ipervisors and  the Department  of
deganizational Development, they decided
type of maming they would pusue
When Prodem wentified an instiurion-
fide weakness or when there was a frequent request for a particular type of
ining, the Department of Organtzational Development generally
povided an in-house course, dmwing on external CXPETTISG @ NCCesslry
Bor cxumple, s a direct response to the rise i arrears m 1998, all loan
e were given classroom and hands-on triining in economic

“At Prodem you have
the opportunity to
develop vyourself.’

e given at least one

lnh.' ,"(‘"ﬂsl.

Repiomal Mimaper

Baluation. In 1999, branch managers requested and received a training
in leadership
feular position or person, Prodem wsually armanged for employees o
fiend specialized courses elsewhere. In several cases. Prodem designed
ance-learming modules 10 respond to the difficulties for numal saff w

When the requested training was unique to o

atterwd training courses in the city
SWhen we were mrying to figure out In addition to formal training,
B to improve our cashier services,  Prodem always encouraged its statt
Pancho had all the national leyel 10 create  informal  traning
Bff spend at least ome day a month  OPPOftunities. Managens involved
B cashier. By watching clients thetr staff in participatory decision-
Gount their coins and attempt to making processes, m part (o ensure
giten out their crumpled bills, e l"\.‘ll everyone understood
) committed
g o wnderstand who our clients
were and begam to build a
relattonship with them '

4

and

themselves 1o the

decisions beinng made, but also 1o
create a forum within which staff
other.
discussed
problems with clients in 2 main
room rather than in a closed office
so that loan officers could leam

leamn from each

managers

Lﬂllld

- Elana Orondo former Human Branch

Resovrces Manager, Prodem/BancoSol
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problem solving and conflict resolution skills.  The Department of
Organizational Development had a library of reference materials available
to anyone who was interested in learming abour a particular theme. It ulso
published a bimonthly newsletter, El Informal, which disseminated helpful
hints, lessons learned, and articles on relevant technical or themitic topics.
Organizing and facilitating these training opportunities was expensive,
but like the investment made in building the institution's culture, i1 was
strbtegic. By investing in human resource development. Prodem
mwtitutionalized o capacity building process that was essential for future
growth. It cultivared employees with 4 common cultural foundation and &
core set of skills, and it improved those skills over time, which helped the
institution prepare tor anncipared opportunities and challenges. When
unexpected changes ook place. Prodem’s well-lubricated capacity building
machine helped the institution quickly design and implement truining that
enabled its staff to respond to the changes. The fact that Prodem’s training
steategy, like s hiring steategy, changed so little over time demonstrates
the extent o which Prodem believed thar i investment was worth it

Motivating Performance and Commitment

Once Prodem had hired and touned its employees, its next challenge
was 10 keep them mtetested in being o part of the institution and
encourage constant improvement in their performance. Prodem met this
challenge primanly by creating a work environment that valved and
encouraged human development—the development of both clients and staff,

A Development Focus

Through o constunt stream of formal and informal training, Prodem’
employees could improve their rechnical knowledge and their interpersonal
skills,. They were entrusted with responsibility and decision-making
authority. They were given the freedom o leam by doing, 1o experiment;
and to come up with creative ways of

"Being a part of
something bigger than
ourselves and b

somethimg that can

outlast ourselves are
important cravings.”

accomplishing tasks. Staff appreciated these
opportunities and the confidence the
mstitution placed in them, and they worked
hard w prove thar they deserved such
treatment.  They remamned committed o
Prodem at least in part because they
expected similar opportunities would be

made avarlable to them in the future
- Robert Tomasko
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in “Go For Growth
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domg so. They feel like they're
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« Juan Josd Balderrama . Dieputrtsnens
of Orgunizational Development



pon skills.  The Department of
library of reference materinls availuble
' about a particular theme. It ulso
Informal, which disseminated helpful
redevant technical or thematic topics
EERININE OPPOTTUNITICS Was expensive,
\ the institution’s culture, it was
resource development, Prodem
process thar was essential for future
a commuon cultural foundation and a
pose skills over time, which helped the
wpportunities and challenges. When
dem'’s well-lubricared capacity building
design and implement training that
The fact that Prodem’s taming
ed so little over time demonstrates
that its investment was worth it

Commitment

o its employees, its next challenge
g & part of the institution and to
i their performance.  Prodem met this
b work environment that valued and
g development of both clients and staft

anwd informal training, Prodem’
knowledge and their interpersonal
respanmbility and  decimion-making
1o learn by doing. to experiment.
ways of
these
the

*Bemg a part of
something higwer than
ourselves and bulding

somethmg that can
outlast ourselves are
important cravings.”

Robert Tomasko,
m “Uo For Growh”

Human Resource Development 63

typical banker would not have been motivated by such an offer, but
pdem did not hire typical bankers. 1t hired activists, sociologists, former
ts, and others who were committed 1o social change. For them, it was
iremely motivating to be employed by an institution thur helped its staff
i, in particular, its clients to develop. By
iding microentreprencurs with access 10

pital and supporting their efforts 1o make
their cconomic a reality, Prodem's
loyees believed they were making a

1

“Instructions didn't
fust armve ar my
desk savmg, “you have o

lllt'.h

thution that would have an importan fire so-and-so." | was
lusting impact always part of the
OF course, it was not sufficient for Prodem decision. | felt
simply provide opportumities; it had w mportant.”

wge staff o mke advanmge of those
pportuniities.  On a professional level,
podem Jid this by recognizing and rewarding
thievement. When employees did a job well,
were complimented and given a chance @ shure whur they leamed
were often given addinonal responsibility and some were promored
tuse theit etforts were recognized, Prodem’s employees developed pride
th:u waork and were motivated 1o rake advantage of opportunities that
mild enable them o continue contributing 1o the excellence of the
titution

Also important was Prodem's attitude towards failure. When emplovees
ed. they were allowed to leamn from their mistakes.  Managers
aged stuff 1o wse their errors o Kentify institutional or personal
paknesses und to strengthen those areas to avoid similar mistakes in the
piture. [n general, employees were not fired for making mistakes: they were
& tor refusing o learn from them, or for refusing to make an effore o
jeceed tn the tirst place

Elama Owondo

Another strategy  for
encouraging statf was to cmphasize
the impact that their pedformance

had on the institution and its
clients

“Employees give extra because
pers make them feel pood abow
d‘.ﬂng $0. They feel like they're
gkmg an important contribution "

Led by Otorn's vanmple,
managers regularly commented on
the importance of each employee’s
contribution.  They pointed out
what a big difference their work
made in the lives of individual
clients and genemlized abour the

= Jusn José Balderrama, Deparmen:
of Organezational Deselopment
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impact that Prodem was having on Bolivian development in general. They
made sure staff knew that they were an integral parr of thar success.

Managers also conveyed to their employees thut being an integral pats
of something implied a degree of responsibility. Each staff member had the
power to act and to make decisions that either furthered or hindered
Prodem’s mission. Understanding thetr potential 1o mmpact the course of
events, employees were motivated to protect the
institution’s best mterests, 1o care for its needs, "Almost evervone at
and to contribute to its development Prodem enjoys

On a personal level, Prodem encouraged its themselves — and they
staft by creating a work environment that people '
enjoyed, It celebrated birthdays and
anmiversaries, organized sporting events and
sponsored holiday dinners to give staff and their
families an opportunity to interct on a soctal
level The membens of individual branches and
otfices often gathered informally o share an
empanada (a meat pie) in the moming or a cup
of tea and a local pastry in the afternoon. It helped as well 1o have leaders
like Orero and Bazoberry munning the show, both of whom were an awful
lot of fun. Their enthusiasm and good humor rubbed off on staff
throughout the mstitution

Prodem alo worked hard to create 4 work environment in which
individuals felt comforrable taking risks and making difficult decisions
Taking a tip from Maslow, it recognized that employees needed 1o satisfy
their basic needs and family requirements before they could pursue other
goals, so it offered benefit packages thar included & competitive salury,

pay us to enjoy
ourselves.”

Javier Bascope
COperanions Manager
Southern Regron

health insurance, famuly and vacation leave time. It gave employees up o'

one day per month to attend to personal tasks that could only be
accomplished during business hours or in more major cities of the country,
It abo clearly outlined the rerms of employment so staff members could
expenience a sense of job security.

As part of its ihvestment in an institutionsl culture based on truse,
respect, and openness, Prodem took care in building relattonships with staff
that embodied that culture. For example, every once in awhile managers
took individual employees o lunch so thar they could ger 1o know each

person’s interests und aspirations and understand better their strengths and |
limitations.  This one-on-one time incressed communication and trust

between employees and their mentors, and made it easier both for problems

to be discussed and for solutions to be found. Prodem’s institurional

culture provided a supportive
employees at all levels to consider

4
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passing om the For the 7
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provided & supportive environment that made it much easier for
yees at all levels to consider and pursue development opportunities.

Overcoming Obstacles

Using these strategies, Prodem morivared 115 staff and sustained
stitutional momentum throughout most of its history.  Even during the
ansition period after the creation of BancoSal, the decline in morale was
more to the temporary withdrawal of

ational elements than to a change in the “When you see
tivational strategy.  Employee expectations  Prodem as yours you
mained constant: stff wanted to be part of a take care of it."
peessful team, they wanted a clear vision of

Mere their institution was headed, and they ~ Jorge Anas

nted 10 be rewarded for their work. When a
leadership team was consolidated in 1993, Prodem regained
tum by applying the same motvational strategies it had used
ously. It promoted a new executive director from within the
pstitution who was already familiar with these strategies and knew how o
ke them work.

As alluded 1o in previous chaprers, however. Prodem’s motivational
trategies were rested over time.  What is interesting for the outside
bserver s how Prodem responded and what it learned as a result of its
xpe! tation and adaptation process.

Adjusting the Incentives

The first of a series of challenges came in 199495 when Prodem began
pidly expanding in rural areas. Being isolated, with poorer infrastructure
nd greater distances to travel between clients, rural branches provided less
welcoming environments for employees than arban branches. This reality
led Prodem to seek new ways of encouraging staff to
“How did | remain committed to the institution in those new

ntivate others? B)‘ circumstances,
- passing om the For the first time in its history, Prodem
lture just as [ had  €*penimented with an incentive scheme for staff in
learned it.” rural arcas. The program was originally designed as
' a monthly bonus to award individuals who met
~ Eliana Owondy certain performance standards, but Prodem quickly
learned that this type of incentive had a negative
mpact on team performance and encouraged a shore-term outlook. As a
ult, n 1996, it made the incentive an annual bonus awarded for branch
e. All members of a branch received 4 bonus if their branch
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met certain performance targets. Thclatplbmunwwmhrm
month’s salury.
dd'l?:;::mnve system was generally successtul in motivating staff, und the
majonty of rural branches consistently met thetr m&a nml.lu'
Nevertheless, the system continged to have negative side effects.
discouraged statt mmuﬂw&udcmwmhmtuwcmbnndusm
wiwqtetdwqrndnmemahmmhmthpuhkmsm!
their chances of obtaining a bonus. There was an increase in the m':mbct ol
aff fired becamse of corruption or for repentedly breaking .kn\icm‘u:
methodology and rules. Since some branch envitonments were e, -
developed, or mote solared than others. the incentive system also generat
tension hmmthmtwhommmvdmhnve mivdahmmbemmm
ﬂmwmkdlnapdcnvummemmddxnwb&tledwumn :
even though they worked extremely hard w0 improve the mlmmm‘
their brunch.  In such cases, the incentive system discouraged rat
Pnﬁ-“l::lcdup decided o eliminate the branch bonus program
and instead offer incentives for the performance of the whollruimml:u:xh:
Ower the next three years, it raised the salanes of rural emp yml o
amount of the incentive and decreased the bonus amount. lovlees »
announced plans to design a reward system that mnM allow erap
share in the annual profits genemred by the institution.

Promoting from Within’

A secm{;chullcnge arose 1in 1997 when Prodem reorganized m,;mmuxe
o manage its aggressive growth. It created a new layer ¢ mhkilc‘
management at the regional level that it filled primanly with tndmdunl’:
from outside Prodem. The decision to fill the newly-created positions with
“oursiders” rather than “insiden” deeply affected the mstitution's
relationship with its staff. Employees expected that their opportunities
within Prodem would grow as the instmunion grew. When Pralcrn mnuina&l
NEW MAnAZEmEnt Positions and chose not to fill them from mth.m. s h'
their soctal contmct with the institution wcnkmed Individuals who
thought they were next in line for & promotion leh'bchayd Many began
1o doubt whether they had a furure within the institution. el

Prodem's leaders recognized their employees’ dismay h:
dummhnpnctlhumhlvu\gmmﬁmoa!e. myrupmded
explaining the reorganization in 4 manner that simultaneously ‘mmdd
mﬂ'mlmmndmndd\cdccnumandphmdnm'mmm u;
institution’s motivational stmregy. They stressed that pmuwﬂuttl.:I
opportunities sl existed and always would exist. They also made it ¢
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they peeferred 1o recruit managers from within the mstturion’s rnks,
t emphasized thar they could only do so with employees' cooperation. In
b case, Prodem had been forced 1o hire from the outside because it could
find individuals with the skills it needed within the institution. I
ployees wanted to be promoted, they

uld have to develop the skills necessary to~~ Prodem doesn't give
‘ the responsibilities of a new you things;

. Even m existing posttions, job it gives you

ponsibilities and standards would grow as responsibility. "
nstitution grows, and employees would

e to take the initative to grow as well, or ~ Javier Bascope

- make themselves obsolete

The new motvational approach nvolved both positive and negative
ntives.  Opportunities were available, but promotions—and even job
" ed on employees’ willingness to improve their performance.
Mem adopted this carrot and stick strategty 1o encourage employees 1o be
® intermally driven and 1o set hugher goals. It hoped to inspire an
e among 1ts staff that would provide the institution with a more
ent foundution for growth. It attempted to shift staff expectations
By from assumptions about what was owed 1o them based on their close
onal relationship with the institution, and rowards an understanding that
ortunities are eamed through a professional relationship between
hers striving for a common goal.  The new approach was faicly well
ived, but there was some concern that by professionalizing its
tonship with employees, Prodem created distance that did not exist
we. The distance might succeed in motivating performance. bur it could

mode the loyalty and truse thar previously motivated commirment,

1 - b

) )

itive Environment

A third challenge 1o Prodem’s motivational strategy, an increasingly
ipetitive environment, began brewing in the mid-1990s. For years, o

labor marker offered few alternative professional opportunities 1o
Klem's employees. Tumover was practically nil during the first five years

idem’s existence and it remained below ten percent until 1995. This
y in part, due 1o the way the institution motivated its staff, but it was
due to the lack of opportunities elsewhere.  As competition in the
ofinance sector increased. more jobs became available 1o Prodem’s
ly trained employees. As u result, the institution had to work harder
ptain its human resources and o safeguard the investment it made in
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Most employees remained with Prodem,

but an increasing number

chose to leave. According to exit interviews, employees resigned most often
ml::th::utcw a promotion o 4 better salary and benefir package
from 4 competmg microfinance iNstitution. Some left to go back to school.
A few left becase they disagreed with changes taking place inside Prodem.

Table 7: Turnover Statistics

Total # of personnel at yearend 85 141 129 134 159 237 W9
Number of personnel contracted & W01 4 il 33 | ;: I‘I:
mover ) 7 9 b
oo Resignations P4 4 i 9 14 18 8
Disrmissals | 6 9 I8 16 6

7 13 W 14 14

% of total 4
mmmnm:nm&»mnmm‘ ﬂﬂwwbﬁmwcmmﬂnw

BuncoSal, Sowrca: Prodem

As seen in Table 7, an increasing number of employees were also asked
10 leave the institution. While acts of fraud. no marzer how small, had

always led o dismissal, poor

performance only recently became a

' A ularly at the branch level, an increasing numbet of
mu?lfm‘::( ':::‘: :mfed t::auu: of their inability to fulfill their
responsibilities. This reflected the institurion’s increased expectations as
well as its difficulty in motivating staff to meet those standards. The
competitive envimnment exacerbared both these trends by putting upward

on the expectations and by offering altematives to managers who

would rather work for another instimution

Prodem.

than have 1o go the extra mile at

With the armrival of economic crisis in 1999, and the resulting
restructuring and bumout, tumover within Prodem Oportunidad, FFP rose
considerably in 2000 o an estimated 32 percent. Clearly, human resources
were not being developed as anticipated, but how was the FFP to motivate
performance and long-term commitment when so much about the future
seemed uncertain and, from many perspectives, downright depressing!

The FFP has not yet defined a clear
answer to this quandary, but a few
planks of its game plan ure already clear
and are worth sharing. First, Prodem
created a new logo, and its leaders plan
to use that logo to promote a culture
thut is inspired simulraneously by old
values and a new vision. While
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hecause this is the only place
that gives me the chance to

make a difference.”

~ Prodem employee
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“I'm not here because of
what they pay me; I'm here
because this is the only place
thar gives me the chance 1o

make a difference.”

= Prodem employee
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taining its tradittonal focus on reamwork, the new culture defines the
gam to include employees, clients and shareholders, each of which
presented by a figure in the logo's swirling circle. Eduardo Bazoberry calls
e philosophy behind the logo, “participative capitalism.” and when asked
p explain what it means he replies using an old Prodem sayving, *for me to
everyone must win" Bazoberry believes that a more participatory
ersion of capitalism is not
possible, but is the only
me that is sustainable in the
png term. It s the vision
: which Buzoberry hopes
5 rally his organization,

If the first part of the plan is
as the “mistica,” or
ptangible inspiration, the second part of the plan provides the “mistica,”
bt tangible rewards for a job well done. Prodem has long recognized the
to balance tangible and intangible incentives and this is reflected in
complex and creative matrix of incentives that it has crafted 1o help
mployees fulfill a variety of needs mnging from shelter and security 1o
cceptance and self-fulfillment. The matrix includes financual incentives,
as profit-sharing and murket-responsive salary adjustments, and an
rray of non-financial incentives, such as health benefits, achievement
wards and the opportunity ro take a sabbatical after ren years of service.
Last year, staff members from the five best performing branches received
«day vacation on the beach m Argentina for themselves and their
For  Prodem, however, the
jomerstone of its new plan 1s the
mployee fund, a benefit offered by no
sther financial institution in Balivia.
en percent of the FFP is indirectly
: by employees through that fund,
which serves both s a pension fund
and, if employees remain with Prodem - Eduando Basoherry

pr twelve years or more, an avenue fot '

direct participation in the ownemhip of the company. Prodem’s
n t believes that the best way to motivate long-term commitment
B to make employees long term parmens i the institution's development,
and that is why it fought so hard for the fund's creation. Will the individual
ownership stake be large enough and tangible enough 1o serve that purpose?
Dine can only wait and see.

“It makes all the sense in the
warld to make your employees
your partners; they're the best

resource you have.”
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00, It consisted of n Members'
@ (CHAPTER 4 o» bl an - Adminismr  “Continuts innovation occirs

. . Councll, and Executive largely becawse a few key execuuves
Organizational Structure i, e L oud ot of kot Gl

The Members' Assembly wis  organizations can accomplish for the

he third and final component of an organization’s architecture s | \;icm . ""“hc“ ‘k‘:“'““':"““"“ world and lead therr encerprises
I structure. By providing the physical framework within which f ﬁv ‘"“l was responsible for - oward it, n“’)“""“"“‘f the f""‘
institution pursues its mission and develops its human resource ' '"i““ e ‘m“:l“:."'" l““f-‘“ of mnovaton m achieving their
structure links the elements of design together 1o create o foundation ‘ }:"":'!""“'" “';:m - "":""”‘"“ goals and consciously manage their
institutional development. Prod Rets. p ndml e '":c comcerns, value systems and
Prodem’s ability ro susoun mtense levels of growth durmg much of i ' c:‘n - h‘m FF?’ lg:::d: y atmospheres to support it.”
history reflects the degree to which its organizational structure succeeda une ”"'_ t ";u 5 "‘ ¢ n3
in fulfilling this mundate.  Its structure organized staff in o manner th A“';:v_ e | : """“"; - Jawnes Eiviany Cninm, “Hnmovation and
reflected Prodem’s cultural values and enabled its employees to effective pembers: :‘;'e':; ldml:‘m::l Corporate Serategy. Managed Chaos™
and efficiently carry out their fimctions, 1f this structure had been weak 8 stitutions o | ividuals @
the governance level, Prodem’s operstions would never have benefit 0':" 'l':cm“""‘?" 'ma:"(;z:‘m‘ bers dod i Tuble § and
from the quality of lesdership that has direcred the institution thus far. ‘ clc: "h "c;""d: i COMpIER it oF mem m‘ “J“‘ ';‘ e itls
it had been weak at the operational level, the ambitious plans that we ¥t “"ud ‘l '"“‘"’*‘“d""‘l *'V*'g“‘;:!"" l‘;ﬁ u:“ a . ':‘" uential r'"'vm'
linkdd out by Prodem’s leadership could never have been implemented. Tt wy ;:"" e \ - “im’ ‘;‘ me “'“"m':d ol an f“ ot u‘j“"‘“‘*‘* severs
Prodem’s ability to develop capacity at both levels that resulted in i ' lgh-rrmk ing political appointoes and even 4 former president,
scchitocrurhl. svensth: This kind of backing wis nor necessarily o good thing, If members had

wed the institution ax o tool for palincal gain, Prodem’s gouls would never
Prodem’s Leadership Juve been met. Since, however, members served Prodem primarily s
When Prodem's founders decided to launch o microenterprise program

businessmen and advisors, they symificantly enhimced the institution’s
_ ability to achieve its goals. Their expertise, experience and influence were
Bollvia, they chose to do so by creating an institution, not by funding particularly useful in helping the Foundation rise funds and gain the
project.  This decision proved critical for Prodem because it focu polivical und regulutory support necessary for the creation of BancoSol and
attention on the need o define a strong, independent and sustainak Prodem Oportunidad, FFP. This is not to say that the individuals who
lendership structure from the beginning:  Prodem wis bom as o Bolivia became involved in Prodem did not have a personal interest in doing so.
non-profit, non-governmental foundation with an independent board ¢ They did.* But personal agendas were kept in line by other actors in the
trustees and a professional manager that together provided the sol Jeadership structure and by o general willingness among members o accepr
gutdance Prodem needed 1o pursie its challenging goals. the long-term benefits of participation in lieu of short-term gains.

At the G o Tl . Once o yeur, Prodem’s Assembly designated the seven members of .lb
, . Administrative Council, which served as o boand of mustees. The fimst

Although different individuals have been involved over time, Proden Council sed I Okvober 1085 with Femacdo: Re ‘
4 o structure remained essentinlly unchanged between 1987 an RERERNES WPpteg Ly O ahiaediiy Ay corprndhing
IR t. Prodem has had only one other premdens since thar nme.
\ Capriles assumed the responsibility trom 1989 until 1994, when
Romero returned to the chaie Prodem's Administrative Councll had two

“For an ieresting analyss of the factom motvating Prodem s members 10 scton, see
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main hinctions: to serve as the institution’s legal representative, and | EOVIAE - e for meetings with the Council and Assembly and
oversee its performance. It reviewed and approved the executiv played a key rle in directing the activities and discussions of those
administrative and operational actions proposed by management, ae pneetings. ‘

ensured the efficiency and adequate development of the institution, * Prodem clearly benefited from a well-defined governance structure and
the participation of extrordinary individuals in that structure. There
an additional factor, however, that made its governance strong over the

Table 8: Members of Prodem’s Assembly g term, and that was the presence of o leader within the structure who

Lnstitutional Members Reprosentatives championed the institution’s cause and motivated everyone else to stand
Banco Induserial S.A Julios Ledn Prado, President behind it That leader was Fernando Romero.  Romero envisioned
Ranco Boliviano Americanco Duvid Blanco, President (and former Prodem’s potential during his conversations with Jack Dvmcan and Bill
BN, Madiibas M"""‘"‘g‘“‘"‘“"‘m‘&n Burrus in the mid-1980s and he has now spett more than fifteen years

S Fernando YII R iding Prodem toward that vision. He brought together the group of
:} Nivien Confedderation of Private Jose Luks Camacho, President; and Juvd &nmmm that heard Accion’s presentation in 1985, He cajoled them
SErprises Murillo, Executive Secretary (current

into lmching an institution. He then got in touch with USATD's mission
m Bolivin and convinced it to help fund the wea.  Since Prodem's
tounding, Romero has been present at the dectsion-making table every step
ol the way, pushing the institution to remain taithtul to its mission and to

serving s Minister of Foretgn Relation
Chamber of Industry and Commerce  Lus Fernando Termz, Presudent
of Sanm Cruz (CAINCO)

Internmaco Fernando Romero, President P2 I ble. It} et
Crutinss Jakine Utiel; Gonsilo Sanches de pursve its ‘huuv? in the most strategic way possible. 1f there was a threw
Batndes Castis Tnrmlde; President that wove Prodem’s governance together over the years, it wis Romero,
Accion Intemational Bl Burrus, Executive Divector
. Michael Chu, President At the Muanagement Level
Calmesdow Martin Connell, President The other half of Prodem’s leadeship was provided at the
Individual Members Affiliation management level, prmanly through the professionals hired o serve as
Luts Eduardo Siles Board Chair, Banco Boliviano America Prodem’s executive director. The executive director was responsible for the
Femando Romen: :’3'?"'"" Inversiones Bolivianas S.A Institution’s doy-to-day operations and answers directly to the Membery'
G “:dm‘:“m““ of Planning and 'anemlyly.' &57 w“,::] '}E%M;MLN&"" lurl unl;;lwn ‘:mun.w xllmu-:!:
Fe 1o 1l tween i L Fancho Utero fune the Institution
G - ixm:‘zt::;m. Fingyons Bstiviey remained its guide until he became full-time CEO of BancoSol in 1993,
Gonmlo Senchies de Lasada Former Prosidenit of Balivia atd Co Edunrdo Bazoberry led Prodem from 1993 until the launching of the FFP.
founder of Cormsr Prodem was both wise und fortunate to recruit highly qualified
Carlos Iturmalde President, Estalsa, and former Ministe executive directors who not only
Foretm Relations fulfilled  their  operational YEduardo (s a born leader.”

responsibilities, but also knew

how to guide the development of “Sergio makes things happen.”
the institution's culture.  Both ,

IDwero and  Bazoberry ate "Pancho motivates you so much you
Whereas the Administrative Council and Members' Asembly met w renowned for  their  vision, have to stop yourself sometimes from
management only twice per year, the Executive Committee was in consta charisma, commitment, and the acting o vashly "

tm“zcch with Prodem’s Executive Director. [t mude decisions and addresse respectful way they reated all

policy issues that had been delegared to it by the Council. It also atuff. They easily motivared the Prodens employees
Institution o o tum Ry

The Executive Committee was a  threesperson  subset of
Administrative Council, elected by the Councll once o year to
management with the oversight and support necessary on a diy-to-day b

* Prodem, “Twelye Years,” 10,
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those dreams into reality, and to make every staff member feel like
important player in that process. They set examples for employees throug!
thetr artitudes and actions, and they focused everyone's energy on strategc
priorities for the future.

Orero and Bazoberry had something else in common, and that was their
ability to identify and hire talented individuals t suppore them within the
mstiunon. Chapter 3 discussed Ortero’s strategies for recruiting staff in
some detail; 1t 1s worth noting the extent o which Bazoberry continued m
the same vein. Both men had an eye for people. They knew the kind ot
person who would succeed within Prodem and they knew the kind of
manager Prodem needed to succeed. They rook great care in finding jus
the night person to sit in the office next door. Once they found thar person,
they convinced him or her to jom Prodem and then worked hard to build

4 managetnent team.
Amazingly, the spirit that Otero,

"Each leader has w make Velasco and Usnayo had in 1987 seems
sure he has a solid base present still in Bazoberry, Prudencio and
below him " Maella.  Despite the growth of the

institution, the increased complexity of
operations, and the more complicared
external environment, Prodem’s
management team works together like the
gears of a clock. They rely strongly on the
different skills, perspectives and approaches
that each one brings to the table. Sergio Prudencio, Prodem’s Operations
Manager, is an optimist, a doer, a guy who can make things happen. He is
the one who jumps into the lake when he gets wind of an idea that he
thinks will work. Before Product A is our the door, he s already alking
about Products B and C. Sergio knows Prodem mnside and out.  He has
crawled under just about every rock the institution has to crawl under.
With a background in ruml development and a very down-to-earth
personality, he has established excellent relationships with employees
throughout the mstitution.

Marcelo Muella, Prodem'’s Administration and Finance Manager, s o
realist and a4 pragmatist. He s more cautious. Before he jumps into o lake
he measures to see how deep it is, calculates whether he can make it 1o the
other side, investigates to see if he can obtain financing to build a boat 1o
carry Prodem across. Maella comes from a regulatory and financial
background. He is well-spoken and level-headed, and has builr very strong
relationships  with  Prodem’s  external  stakeholders, with  the
Superintendent’s Office, with commercial banks and donors. He provided

- h‘w&t&l M. Namml
Admemustration & Finance
Manager
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institutional growth.  This policy helped make the nsururion strong an

abso provided stability because it meant that lesdership vacuums were rar
As long as someone wis always groomed for leadership, a manager could b
absent due 1o mraming or sickness and his office would still run relativels
smoothly. There was always someone else to step in and fill his or hes
thoes.

Powerful Interaction

Prodem's governors and managers each provided the institution with an
imporrant element of leadership. That leadership would not have been
strong or as effective, however, were it not for the ability of the acton
involved to interact with each other in a productive and fluid manner. |
i« worth taking a look st some of the factors thar facilitared thew
comstructive interaction.

First, each member of Prodem’s leadership was tied to at least one othes
through » personal relationship that existed prior to the founding of the
institution. Some of the connections were business-related, others were
political, and some dated back to university. These personal relationships
facilitated a level of trust, understanding and risk taking that would not
have existed among strangers.

Second. the lenders realized, somewhat begrudgingly, that they needed
ench other. The businessmen sirting on the Administrtive Council and the
activists running the institution’s operations would not normally associare
with each other. They had different interests and priorities and not a whole
lot of respect for the way the other camp looked at things. Nonetheless, in
the context of the Prodem experiment, they knew they would have w
depend on each other 1o make it work. Bankens had no intention of rolling

stity and provided accountability
ftor's performance was checked b
gutive Commitree’s performance
ncil. Even the Members' Asseml
. by legal suthoritses, and to a |
th, Prodem’s leaders created, in §
ed the perspectives, argume
d and discussed before decision
plent environment.  Proder
, strong charncters with stro
heard, but it was their det
nd ssues would be debated.

med decision-making process wil
Iy, Prodem’s leadership understox
e. Rather than fight it or tr
ibilizing effccts, they incorpora
ture and systems.  Prodem couk
n as BancoSol were it not for tf
e transformation process. Their
od make Prodem’s paradigm brea

onal Structure
hile Prodem's leadership stroct

gears, its operational structure €
fof growth experienced, partict

up their shirtsleeves and heading out to the markets to make $50 loans, while hges. Prodem could not continue
activists had no desire to spend their days in an office trying to figure out than a grown man could wear
where they could come up with financing for their loans. Yet everyone hal e and organization to meet its o
an nrerest in figuring out whether it was possible 10 jumpstart Bolivia’s pesting s how it adapted and how
economic development through microenterprise promotion.  Thus, they pare for and respond 1o growth

agreed to sit around the table and make a reasonable effort o communicate
The fact that actors with money, social sympathies, political weight, and .
technical expertise all gathered ogether to launch Prodem was critical to i
SUCCESS.

Third, each component of the leadership structure knew and, for the
most part, tespected its roles and responsibilities. Governoms governed and
managers managed.  This is not to say there was an absence of power
struggle within Prodem, but rather, that the structure provided checks and
balances that avoided a total concentration of power in any one individual

Started

in Chapter 3, Prodem’s ¢
t two employees ventured in
ats. There was no visible structs
his employees were persanal, di
me funcuions. Once they fou
n to grow, more people were b
Otero played more of 8 manag
Bt access to him,
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ped make the institution strong w

nt that leadership vacuums were rur
med for leadership, & manager could b
d his office would sull run relacivels
ne else to step in and Al his or hes

and provided accountability within the institution. The executive
tor's performance was checked by the Executive Committee and the
ative Committee’s performance was checked by the Administrative
heil. Even the Membens' Assembly had s performance checked—by
by legnl authorities, and to u lesser extent, by management.
, Prodem’s leaders created, in geneml, an envitonment of openness
lowed the perspectives, arguments and insights of different actors 1o
i each provided the institution with s ard and discussed before decisions were made. [t was not an entirely
That leadership would not have been w plent environment.  Prodem’s leaders were. almost without
it not for the ability of the acton tion. strong characters with strong opimions who were determined to
n 4 productive and fluid manner Iy heard, but it was their determination that ensured ideas would
s of the factors that facilitated thes sues would be debated,  This kind of debate led to & more
i med decision-making process within the institation,
Prodem’s leadenship understood the importance and positive role of
. Rather than fight it, or try to protect the institution from its
ing effects, they incorpomted it into the institution’s culture,
gure and systems.  Prodem could not have produced the innovation
i s BancoSol were it not for the strong supporr that all leaders lent
he trunsformation process. Their constructive attiude toward change
edd make Prodem'’s paradigm breaking possible.
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dership was tied to at least one other
ar extsted prior to the founding of the
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v . These personal relationships
-ul risk mking that would noe

har begrudgingly, that they needed
dﬁcl\dmtnhtmm- Council and the

o s woukl not normally associare
and priorities and not a whole
peamp looked ar things. Nonetheless, i

onal Structure

le Prodem’s leadership structure remained remarkably stable over
ears, its operational structure changed significantly.  The scale and
L of growth experienced, particulurly after 1992, necessitated these
ages. Prodem could not continue operating in its original structuse any
¢ than a grown man could wear a child’s clothing. It had to adupe it
je and organization to meet its changing needs. What makes the story
: 1 how it adapred and how the changes enabled the institution
for and respond to growth.

mt, they knew they would have w
sk Bankers had no intention of rolling
gt to the markets to make $50 loans, while
&w in an office trying to figure o
nCEr therr loans. Yet everyone had
5 wis poutblc 1o jumpstart Bolivias
' se¢ promotion.  Thus, they
lmhlc effort to communicate
ekl sympathies, political weight, and

Ber oo | i Diodern sins coltical 60 i As nored m Chaprer 3, Prodem’s operations got rolling when Otero and

two employees ventured into the field to recruit Prodem’s first
fts. There was no visible structure. The relationships between Otero
s employees were personal, direct and informal. They all performed
fsame functions. Once they found a market niche and the program
n o grow, more people were hired, but the structure remained the

Orero played more of a management role, but his staff had equal and
£t nccess to him

ship structure knew and, for the
sponsibilities. Governors governed and
o uy there was an absence of power
it the structure provided checks and
ptration of power in any one individual
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Expansion and Specialization
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Figure 15: Prodem’s Operational Structure 1987

This structure was no sccident. Orero deliberately set up this type o
interaction to encourage development of the cultuml values described =
Chaprer 2. Decision-making was decentralized and policies were formed by
consensus whenever possible.  Employees did not adhere to ngd jols
descriptions, but rather. organized themselves (nto teams and distribut _
rasks based on esch employee’s abilines and the particular challenges i B tion | o .
hand. At the branch level, field workers were mramed (n all of the branch Bl city. (uhla'cnhtamglhmwu o
functions and rotated tsks among themselves.  Loans were approved o B i becaie peccnail
credit committees, which served as both a mechunism tor collective

; served the be

Jecision-making and a check on the individual power of any one e 1990, each be
1ber " ofticers and tf
mrgc sides being flat and flexible, Prodem’s initial structure was also fie e to (:U"lt disbursemenl
based. Its offices were located in the arcas whete its clients lived » ok later. thetnsciat
worked. and information largely flowed from the outside tn. Being 1 , administratio
wade it much easier to build relationships with its clients, to get to ko na O processing m
their environment, needs, hopes and expectations. It helped o found az G
institution build a methodology that was appropriate for that environmers ._h\‘el sl contifised to wotlis
and indeed, to become part of that environment. ' . staff, there was a great deal of in
The flar and flexible stucture, correctly positioned, gave Prodem h staff were in the field, and &

framework it needed o experiment. It facilitated intellectual as g-cll ——r—

operational flexibility, allowing problems to be salved through trial s ime, the branch structure ch
error, with the input of anyone and everyone who had a creative idea a B penson joined the branch]
a plan for implementing it. Having direct access to the execunve direcs Bing the new Prodeny/Ban
and a concrete role in decision-making processes both empowered made sense in branches thar

motivated staff. d not make sense lor new by

e position was eliminated ar



|

Tesuemg
(M=
AR
41 »f Structure 1987

O:m deliberately set up this type of
d thc cultural values described in
d and policies were formed by
2 did not adhere o ngd job
selves into teams and distributed
,l," es aned the particular challenges »

hers were trained in ull of the branch s
: elves.  Loans were approved in
&ﬂl a mechamsm tor collective
individual power of any one stafi

[ 3

N

xdenm’s initial structure was also field-
8 the areas where its clients lived and
pwed from the ourside in.  Being thete
ps with its clients, to get to know
lnd expectations. It helped the
y Wum: for that environment
t.
X pomloned gave Prodem the
i e facilitared intellectual as well a
blems to be solved through trial and
feveryone who had a creative ides and
ect access to the executive director
paking processes both empowered and

. W
A v,

Tl

Organuzanonal Seructure 79

m and Specialization
hr number of clients grew,
em's structure  expanded. It
ped flar and fairly flexible, but

When asked what Prodem's
emparuzational stscture koked
lke dvermg tas frest years, Oterns
did nan offer an orpaminstional

started  to  specialize,
larly i the areas of gt el s and
.,-. thon, accounting, systems and rattled off the names of
resource development. Prodem's first core grongy of

s were contracted to work in o emplnsess. He assigned them no

i aren, but they were expected to tithes and placed them i no
in wherever Prodem needed them pearticudar ovder  He pust
gson could be hired to work in commmentzd that those were the
p resources, bur if a long line People who bult Prodem m s
to form in fromt of the cashier, varly years.

prson would step in and help serve

at the cashier’s window. If a client came ro the door and no field
s were around, he (or she) would serve that client the best he could.
jould need 1o know Prodem and its services well enough to answer the
its questions and concerns.  Employees were still expected o be

ecialization increased gradually as Prodem opened branches outside
pital city. Once branches were opened in El Alto, Sants Cruz and
ba, 1t became necessary to distinguish between officers that
served the branch and the national levels. By
1990, each branch employed 4 manager and field
officers and that was it. They romted collection,
disbursement, cashier und marketing tasks among
themselves. The credit und accounting manager,
administration and personnel manager, data
processing manager and their assistants were
found at the national level. However. since
el level staff continued to work in the same office space as the La Pas
ch staff, there was a great deal of interaction between them. As before.
ganch stuff were in the field, and a client came to the door, national
staff responded.
dver time, the branch structure changed remarkably lictde. In 1992, a
entry persan joined the branch level staff as part of the process of
menting the new Prodem/BancoSol information system.  This
mude sense in branches that were about to be sold 1o BancoSol,
it did not muke sense for new branches opening up in rural areas.
b the position was eliminated and Prodem’s newly-created systems
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department designed an information system that could be operated direct

by field officers. In 1995, some of Prodem’s branches experimented win
the addition of an sccounting and administration officer, but this positics
wis also eliminated. By 1996 sufficient advances were made m Proden
systems technology that it became unnecessary for branches 1o bear the
expense of a full-time officer.

Figure 16: Prodem's Operational Structure 1992
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Specialization at the brnch level was largely unnecessary as long
Prodem’s products remained relatvely homogeneous., When indivih
loans were intrduced in 1997, some branches chose 10 have one los
officer specialize in that product, but doing so was not instituttonal polic
Only mn 1999, as part of the preparations for launching the FFF, ¢
specialization begin 1o wke oot at the branch level. All branches
have o full-time cashier and some have a commercial officer who taks
responsibility for marketing and administening Prodem’s non-cre
products.

The maujor changes in Prodem’s operational structure occurred abvow
the brunch level. As the number of employees and the physical dista
between them prew, it became mcreasingly difficult, if not logistical
impossible, for Prodem’s national staff to provide branches with the level ¢
support they needed. 1t also became harder for management to collect tf
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thon system that could be operated direct)
t of Prodem’s branches experimented wit)
ad mcdministration officer, but this positi ¢
ent advances were made in Prodem s
unnecessary for branches o bear the

mation it needed to effectively run the mstitution. At the same tme.
her cost of lending in rural areas und growing competition put
under pressure to operate more efficiently. It attempted to respond
Bl of  these challenges
aneously, finst by hiring more

pecia i “Having somebody who can du a
a t'mz::ld level z WU e it e s Ay
Structure 1992 s management becomes more
g mmportant when youy profits ave
B fecser towth made it possible for squeesesd by competition and
! p to hire individuals ar the YOu ¥E trying 10 get your rates
1 " level who possessed down as low as possible.”
Revewrch & jence n @ specific functional
lh'“"'rw ind could use that knowledge 1o ~ Elsabeth Rhyne,
%D the institution’s operations Conversations With the Experts”
Offaex the country. In 1993, Prodem
| ed a systems department and
~on p hinng information rechnology specialists.  In 1995, it created o
A resources depirtment; in 1998, o legal department and an internal
department. In 1999, it hired & marketing expert. These rechnical
1 1 alists worked closely with the executive managers, providing them
m Bearch 4 ithe skills, resources, and exim manpower 1o serve individual branches
nd 1o monitor the institution’s perdormance us a whole. By focusing
- »...l:.m pecific technical areas and processes, these specialists helped Prodem
st rﬂ"‘“ iy and implement ideas for operating more effectively and efficiently

dding Another Layer

i & second structural response to growth, Prodem incorporated a
. e layer of support and management between the national and branch
el was largely “““"“\;{T’" "’;]':"3 ", In 1993, it created offices in each of Bolivia's nine geographic
- ‘m":":: iz h::c nn: h:; prments staffed by a departmental manager, an accounting officer, an
P mh":‘““ o instirutional. policy finistrative officer and an mformarion officer.  Unfortunately, these
o 1 the FFR, dil pmental offices proved to be weak. Since the departments varied in
. . hlcvumhmhu = nd population concentration, the number of branches in each was not
. mh"d‘ b cllions b cularly well balanced.  Their organization did not supply sufficient
8 oummcrc:a‘-’ s, mdo pomies of scale 1o enable each office o provide a sustainable set of
sdministering Prodem’s non-credit funcrions. Departmental managers were promoted from within the
and often lucked the experience and skills to manage both the
hl und service side of the institution’s operations. As a result,
nal level staff continued to play a significant role in supporting both
{7 P tal offices and individual branches.

ms operational structure occurred above
employees and the physical distance
sasingly difficult, if not logistically
SLar NWWlde branches with the level of
sme harder for management to collect the
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Leamning trom this expenence, Prodem reorganized its operations agii-
in 1997 to create four relatively balunced geographic regions in the nortt
south, eust and west of the country. Each regional office was staffed with .
regional manager, an information officer, an accountant, an administrarive
officer, and two or three operations managers at the departmental leve!
Each office was charged with supporting the branches within its region and
collecting and analyzing information for use by the natonal level. The
regional managens played the mentoring, motivating, problem-solving
monitoring role previously played by the national managers.  Branches
received stronger and more continuous support and follow up. Expansios
could occur at o fuster rate. The reduced demands on national level stas
left them free to focus on broader mstitutional needs such as stratege
planning, competitive market analysis, and building strang relationshigs
with external partners.

The reorganizanion, however advantageous, was difficult to implement
Prodem had to analyze carefully which services would be provided at the
nathonal and regional levels 1o avoid o costly and possibly contlicrive
duplication of services. It organized the regions anticipating the
institution's future growth and made investments in infrastructure and stalf
before the volume of ity operations actually warranted it.  This wa
expensive and risky, but it was also strregic because when Prodem Jud
grow, its structure was ready to support that growth.

Perhaps the most difficult part about implementing this change was
selecting the personnel who would become regional managers.  Although
Prodem had » tadinon of promoting from within, it could only identity
one employee who possessed the combination of skills, leadership potential
and personal drive necessary to fill the regional position. [t hired the
remuining three managers from outside the institution: two BancoSal
employees who had worked with Prodem before the creation of the bank
and were therefore quite familiar with its operations and culture, and one
professional from the commercial banking sector. Each was hired for »
specific technical expertise (Le. credit analysis, arrears management. and
marketing) in addition 1w their general professiondl and managerial
abilities i an effort to strengthen the institution’s knowledge in thosw
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Becilem haifito sock linilioe silll ifia Fcrantin. | Desgi vertical, but that did nor m

explanations and sales pitches by the mstitution’s leadership. employees " -Ehml :]“ trasc each'othie By
were reloctant 1o accept the change The transition was particularl ven though there was less I8
n national management and bra

difficult for departmental managers who were essentially demoted and sis
much of their authority usurped by the new reglonul managers. In one case.
a deparrmental manager left in protest of this decision and ook 15
employees with him, leaving entire branches almost complerely un-statted
Two years after the reorganization was implemented, the institution had
largely recovered from the backlssh and employees were speaking
positively about the change. Regional managers were finally gaining
employees’ trust. They had demonstrated the value they were capable of
adding and were playing a eritieal role in preparations for the launch of the
FFP.

Interestingly, while the addition of a regional layer of management
proved effective for Prodem, the original idea of creating & more ambitios
structute of support at the regional level proved mefficient.  In 1999,
Prodem was still experimenting with decentralization, moving all bur one
of {18 human resource staff to the regiotul level in attempt to make them
more accessible to employees and more sensitive to regional needs. The
decentralization was not very effective, however, because it weakened the
human resources team and fueled the rendency toward regional
solationism rather than strengthening nstitutional commitment w
Prodem. [t was also costly, and when the recession entered its second year
the human resources function was re-centralized. In 2000, the finance and
admmistration functions that had been carried out ar the regional level
were either centralized ar the nanonal level or decentralized 1o the branch
level Duoing so was cost-effective given recent advances in Prodems
information technology, and it supported Prodem’s strategy of encouraging
branches to perform more like business units.

Making it Fit

Comparing the three organizational charts provided in Figure 15 . Figure
16 and Figure 17 , it is clear that Prodem created o more formal an
vertical structure over time. The clash that could have occurred betwees
the organization’s vertical channels of authority and its horizontal culture
of teamwork and partcipatory  decision-making largely did not occws
because Prodem’s leadership did a good job of mrroducing structursl
change in a traditional cultural package. Senior managers emphasized thae
reamwork, participation and growth were all important elements of the
mstitution’s culture, and staff had to be creative about how they made off
of the elements a reality a1 the same nume. Indeed, Prodem was beconm
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p vertical, but that did not mean that
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Mstitution through the crises of 1999 and 2000, Staff were supportive

th other and did find crearive ways to collaborate. In Prodem's western

B, for example, five neighboring branches grouped themselves

her as a “block”™ to assist one another with marketing campaigns and

rion efforts.  They found the informal collaboration 1o be quite

| lml other branches formed id hoc blocks as a result.

¢ prolonged recession put presure on both the organizational
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p be luid off tn the full of 2000. The move was demoralizing for staff,
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it collections. Gaps began to emerge between Prodem's stated
, ity actunl culture, its structure, and s human resource

mitments. The emergence of such gaps 15 hardly surprising and does
scessarily bode il for the strength of Prodem’s design framework, but

mean that the institution will have o devote more attention

pg sure that there is coherence among the elements of its

izational architecture in the near future.
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get 1o (s approach to informati

utilization of technology to n
s are explored in this chapter.

e Approach

finance institutions often ad

- Alan Mossman, The Innovation Jowemal

Prodem’s onmnizational architecture provided it with a framework and 4
foundation. It defined whar the institution wanted to achieve, with whas
resources, in what kind of structure and according to what values. Tha
secthon of the document explores how Prodem opplied that framework
pursuit of its goals. It aims 1o demonstrate that Prodem’ succes w
hreaking paradigms required more than just a new vision and a visionan
leader: it tequired strategies of implementation that brought that vision
down to earth and made it valuable in concrete terms for all of the
institution’s stakeholders.

The following three chapters examine the key processes, systems and
relationships  through  which  Prodem  effectively identified and
implemented new ideas. They explore the development of thes
mechanisms as well as the capucity they contnibuted 1o the mstutnion
Chapter 5 begins with a focus on Prodem’s use of information to inform and
integrate its operational, financial, administrative and strategic plinning
activities. Chapter 6 examines the approach that Prodem used to design
and deliver effective financial services. Finally, Chapter 7 considers the
strategic alliances that supported Prodem over tume and facilitated 1
access o both knowledge and furnds
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ation has always been o valuable resource, but in today's Internet
mvironment, the processing of information is also of major importance.
{Organizations must be able to discern what information i importan: o
pm, collect it efficiently, organize it effectively, and distribure it so that it
B into the hands of those who need it as quickly as possible. On this
eme, Prodem offers an interesting example In two areas, first, with
pect to its approach to information processing, and second, with respect
ity utilization of technology to make that process more efficient.  Both
Mes are explored in this chaprer.

ity. Creativity is about generatimg
ey to vesult m mnovaton, the

crofinance institutions otten adopt & narrow approach to information
focuses on the specific data they want t collect and monitor. They
cally bulld their information systems around thetr loan tracking
are and combine that software with « financial or accounting package
tack of funds. Prodem. by contrast, adopted & more expansive
to information based on the way duta flows—into, out of and
h e Institution.
By focusing fiest on flow, rather than on the specific data it wanted w
pet, Prodem built channels of commumication thar ensured a well-
ficated information machine. Some channels carried information
the mnsttution, for example, from those involved in finance
fivities to those involved in operational activities, or from branches 1o
national office. Othens distributed duta und messages to stakeholders
Side the institution, such as clients, donors, and suppliers. Still others
data from the external environment for use within Prodem.  This
otk of communication channels encouruged both teamwork and
ticipation becauwse It focused on the flow of information, not the
pcentration of information in any one place. Everyone involved with

gre provided it with a framework and »
'. ution wanted to achieve, with wha
and according to what values Thi
: applied thar framework
that Prodem’s success w
han just a new vision and » visionan
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e In concrete terms for all of the
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ces.  Finully, Chapter 7 considers the

m over time and facilitated in
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Prodem had the opportunity and the responsibility to contribute to the Table 9: Mechanisms Facil

information flow. It was one of the primary ways in which Prodem brought
its horzontal culture to life. tentis | Unduistimd
The initial focus on flow mther than on data also helped Prodem clarify Muter | P
Enuv sorvment
why it wanted to collect and disseminate information. The open channels
of communication facilitated dialogue about what kinds of information =
different parties needed and for what purposes. Essentially, Prodem bt she cv—
managed information for six ressons: 1) 1o determine client needs; 2) o ——=3
understand the market environment; 3) to montror nstitutional | S—
performance; 4) 1o communicate dats: 3) to minimize risk; and 6) 1w
manage the institution's financial, physical and human resources. =
D

Once stuff membens understood the purpose of gathering of
Jisseminating & certain type of information, they had relatively little
difficulty idenufying, applying, and even developing mechanisms that
could serve that purpose creatively and efficiently,. Mechanisms were
employed in different combmanons and technologies were constantly
improved upon in an effort to better serve a particular function. This
approach built flexibility into Prodem's information system, which was
important given the changing internal and external environment.

Table 9 illustrates some of the different mechanisms used by Prodem w Chiarenden Seath
gather and channel information m fulfillment of a particulir institutionsl e
function. For example, Prodem used 1mpact studies, focus groups, exit

Ham mmwrvore wirh chents

rernemance
incdicameny

—

remeztzh

interviews with clients, staff evaluations, CAMEL and SWOT analyses, T
regulsr mectings and » computerized information system to monitor ondiles Ry
performance. It did not rely on any one mechanism to do the job, nor did -
it use all of the mechanisms all of the time. it employed a combination of ‘,
mechanisms to ensure that the institurion could momitor s performance -
in the most effective and efficient way possible given a specific set of —
circumstances. Dt | SRS
One might think thar with so many mechanisms available tor seudies _S:?I
indiscriminate application, Prodem would spend an exorbitant amount of 4
rime chasing after information and sending it from one place to another
In fact. the opposite occurred because employees were free to choose the it did not matrer whethera
mechanism or mechanisms that they believed would be most useful in » ter Of 4 training session. |
particular situation. They were rewarded not for their choice of Hage acToss.
mechanism, but for the degree to which thetr choice of mechanism enubled Table 9 presents 4 4
the institution to fulfill a given tuncrion efficiently and effectively. In other found two 1o be pmt
ation: the dynamic feed
Prodem introduced thes

have been applied continuo

o CAMEL bs # hanking analysis thut looks a five categones of quantitative and qualitative
mdicators of healih: Capital adeguacy, At quality, Management, Earntings. and Ligguidity
SWOT i o strutegc planning analyss thist uses participatony methods to summane =
institurion's Serengths, Weakneses, Opportunities, and Threats.
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Table 9: Mechanisms Facilitating the Flow of Information
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or a raning session. What mattered was whether he got his
HCTOSS.

sugh Table 9 presents a vartety of different mechanisms, it is clear
Prodem found two to be particularly valuable i facilitating the flow
wm: the dynamic feedbuck loop and computerized informurion
Prodem introduced these two mechanisms early in its history und
have been applied continuously ever since. Their importance to the
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institution warmnts & more careful look at their development and
implementation.

Dynamic Feedback Loops

Prodem's first step in encouraging a productive flow of information within
the institution was to foster dynamic feedback loops. A dynamic feedback
loap is @ two-way flow of information that feeds off itself. It is an open and
informal channel of communicarion through which one party shares
informarion while the second party listens, and later responds. These loops
existed among staff, between staff and management, and between staff and
clients. Individuals chose with whom they communicated, when and how
they communicated, and what they communicated about.

Dynamic feedback loops grew out of trust-based relationships. Pancho
Ottero never described them as such, but he brought dynamic feedback
loops to Prodem. He inmroduced them by building trusting relationships
with his staft, by encouraging them o share their ideas, problems ar
questions, by listening to what they had 1o say, and by offering feedback
He also made himself accessible to his staff, always left his door open, called
staff members into his office when he came up with a new idea and asked

them for their feedback
1 e
Trew

D L

L oottt svm—

More communication led to mote trust and more crust led to more
As Prodem grew, its original team followed Orero’s
example and built relationships with new staff members in the same win
similar relationships with clients,

eventually establishing feedback loops with many of the nstitution’s
ol m
identifving client needs, monitoring changes, and developing products thas
could meet them. They facilitared the flow of ideas and lessons from the
field to the national office where they could influence the definition o
appropriate policies and strategies. They also served an oversight function
and client petformance. Clients who trusted
Prodem and believed that the institution valued their opinions told credn

communication.

that he had with them. They built

borrowers.  Feedback loops became Prodem’s most imporrant
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gers what they liked and disliked abour 1ts service. Credit officers who
eloped dynamic feedback loops with their clients were better able to
the level of risk inherent in offering them a particular set of loan

lecognizing the impormance of its
sck loops, Prodem made »

cerred effort o keep them operating
the vears. Supervisors actively explain our need for a worksheet

od opinions from their staff, and 10 TeRtSter the buying and selling
made an effort to be physically @f cwrrency. He wld me to fax
ssible to all personnel, either  Nim a suggested template. In

“| called Victor Céspedes 1o

pugh frequent trips to the field, ome week that form had been
pugh an open door policy at the  distributed to all of Prodem's
,;- or bath.  Although dynamic agencies.”

loops do not require formal

grings, monthly meetngs ar the - lovser Bascope

onal level and weekly meetings at
branch level did help to keep channels of communication open. In
, all of Prodem’s offices have a kitchen or common area where
3 meet informally over a cup of tea or coffee, and field officers
e one office, which also encourages interaction and discussion.
Cne interesting development in the use of dynamic feedback loops was
dem’s recognition that the mechanism requires a certain amount of
er to function well on a large scale, even though it functions informally.
e of the reasons behind the new organizational structure in 1997 was 10
e more order to the nformal flow of information that was leaving some
ployees “out of the loop.” Before then, dynamic feedback loops were
pouraged s a general concept; employees were free to establish feedback
ships with anyone in the institution they desired. This meant that
. f built relationships with those whom they mmusted, for whatever reason,
it resulted in @ very random network of information channels.
t clear chunnels of communication and accountibility, messages
sometimes lost or not shared with everyone: there were
mderstandings, and sometimes a lack of follow up.
taff members are now expected to build feedback loops first and
emost with thewr immediate intemal and external clients  Dynumic
edback loops with colleagues in another branch or with & national
1 ger are not prohibited, but they are considered secondary. It will be
geresting to see whether Prodem’s feedback loops can be s effective
tn the parties involved have been rold with whom they must
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ers what they liked and disliked abour irs service. Credit officers who
loped dynamic feedback loops with their clients were better able to
the level of risk inherent in offering them a particular set of loan

Recognizing the importance of i
Bback loops, Prodem made =
- effort 1o keep them operating
# the years.  Supervisors actively
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agers made an effort to be physically
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h level did help to keep channels of communication open. In
all of Prodem’s offices have a kitchen or common area where
yees meet informally over a cup of tea or coffee, and field officers
e one office, which also encourages interaction and discussion.
On mtmmg development in the use of dynamic feedback loops was
fem's recognition that the mechanism requires a certain amount of
it to function well on a large scale, even though it functions informally.
e of the reasons behind the new organizational structure in 1997 was 1o
mare order to the informal flow of information that was leaving some
loyees “out of the loop.” Before then, dynamic feedback loops were
ouraged as u general concept, employees were free to establish feedback
L ips with anyone in the institution they desired. This meant that
built relationships with those whom they trusted, for whatever reason.
it resulted in & very mndom network of information chunnels.
thour clear channels of communication and accountability, messages
fe sometimes lost or not shared with everyone: there were
! tandings, and sometimes a lack of follow up
ptaff members are now expected o build feedback loops first and
most with thenr immediate intemal and external clients.  Dynamic
k loops with colleagues in another branch or with & national
inager are not prohibited, but they are considered secondary. It will be
presting 1o see whether Prodem’s feedback loops am be s effective
en the parties involved have been told with whom they must
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communicate rather than having entered nto a feedback relationship o
the basis of their own estimation of its value.

Computerized Information Systems™

Of all its information mechanisms, Prodem 1 best known for s in-house
development of innovative computerized information systems. Just eight
months after mitiating it operations, Prodem had slready developed a
computerized fund-based accoumting system that was considered to be the
most advanced of any Accidn-supported program.” It improved this
system over time, integrating it with s portfolio system and creating
addinonal reporting options that improved its ability 1o organize and
analyze its performance data,

The system served 1w well until the creation of BancoSal. To incorporate
new services such as savings, and w meet the Superintendent of Banks’
repOrting requirements, Prodem bought » new commercial information
system.  Although appropriate for the bank, the new system win oo
anerous for the needs of Prodem’s rural branches. At the same tme, the
okl system, which was developed in Quickbasic, was too inefficient. It
duplicated client dara with each new loan, it operated slowly, it could not
export information between brinches and the national office, and i
conunued use would have required
the insmallation of additional
memaory, which was expensive.

Given the challenges it was
facing in 1993, Prodem needed an

“MFls need mformation
systems that are respomsive 1o

the needs of many different

information system that could help lands of users, of
it overcome the poor infrastructure Mg an @rray of dﬂlﬂ
in rural areas, and the great and ’WW w adfust w
distances people had to wavel m “ requiTements,
ordet to carry information from

~ Eduardo Bazoberry

rural areas to a city center. It
needed something that was simple
enough to be implemented directly
by credit officers in the ficld and was flexible enough 1o accommodate the
changes that would inevitably have to be made i response to the needs of
rural markets. It needed a system that could do all this at a reasonable
price. Since neither Prodem’s old system nor BancoSol's system fir thy

. This scction douws heavily from Edusedo Basoberry, “The Information Systeow
Challenge How o Develop an Effective Sysem without Putting the Otgunization int
Bankruprey!” in Establishing = Microfinance lodustry, edited by Crig Churchill
(Wishington, D.C The MicroFmance Network, 1997)
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cription, Prodem developed a new information system to meet these

Prodem chose to build its own intermal systems capacity rather than rely
external computer consultants. It knew this path would be slower und
d be more expensive than buyng pre-packaged software. but u
ed the imvestment would pay off by providing Prodem with the
ity to muintuin, adjust, and build upon its system as the institution grew
W ies information needs changed. Prodem hired an information systems
i of well-respected persons with experience in the formal financial
tor and a demonstrated ability to communicare with users of the systems
y had developed.
Led by Miguel Lopez, this three-person team began in 1993 by getting
inow the information needs of different types of users. They spoke with
tional, regional and branch management, finance and administation
loan officers, and even external users ar the Office of the
tendent of Banks, the national board of statistics and the Bolivian
bureau. The participation of end users in the development process
B critical for several reasons.  First, it ensured thar the system was
; to meet their needs. Second, it enhanced staff willingness
tept & change of systems by giving them a sense of ownership over the
product. Third. it provided an important opportunity to begin
ining staff in the use of information technology s a tool 1o maximize
glency and productivity
Prodem's systems team designed two new software packages thar were
| ted in April of 1994 after 15 months of development and testing.
ith were created in the FoxPro/DOS and LAN Novell environments and
talled on 386 computers. The software system “Excelsior” managed
and portfolio information, while “Confin™ managed all sccounting
ikl financial transuctions. The two software systems were linked 1o each
'-- , automating the tmnsfer of information and the culeulation of
tics.  They were also linked to the institution's other computerized
prmation systems, including the payroll, budgeting, office supply
mntory and the fixed asset register
The new systenws provided Prodem with several other advantages:
hl[d\cmpeed processing thar made it possible for each branch to
serve up to 35,000 clients and disburse up to 5000 loans per
month;
easier access to reports on a daily, monthly and annual basis;
consolidated nformation from all branches;

. "The Informution Systems Challenge.” 22
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® automatic back-up storage;

o auromatic adjustments for exchange rates; and
» built-in mechanisms w prevent entry error and frowl.®
The services provided by the rwo systems are summarized in Table 10

Tuble 10 : Services Provided by the Excelsior and Confin Information

Systems

Excelsior Portfolio Svitem

Lanfin Accounting & Fmance

Beanch o Disbunement
Level o Payments
o Local statheics on default.
portfolis status. growth. and
tisk

Regional @ Contmol of branch portiolios
Level o Deojection of cash flows for
cach beanch

* Regoral stutistics

Nutioswl @ Nathoral comolidation ol
Level portfolio
* Flabomuion of sanstics on
natiorsl arreans rates, growth,
stratification of terma,
AOUNES, e1C
o Risk control with other MFIs
* Inregranion with sccommtmg,
administeation, operations
arnd fituance systens

o Control of expendicmes

o Information on cah Mows and

expeniditutes

s Informanon on sdminsrmatee

operatimal, and firancial self.

sutficsency at month’s end

®  Simple sccounting
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»  Publicathon of bank balances
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balamces

o Detadled informution on
movement
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portfobio, adpynmeranon | food

wwots, payroll, sapplies ),
operations (seatisticy ), und
fisnce (budget, financial

teporty)

Soneree Bamoberry, "The Information Swaterms Challenge ™ 21

From 1995 to 1998, Prodem continued to develop and improve these tw,
systems. It modified its software to incorporate new lending products, ©
introduce more flexible payment plans, and to respond to other changes in
user requirements.  The gradual implementation of these chunges made
them affordable by spreading costs out over time. The ongoing process was

* [uts were validaesd ut the moment of entry and were then scaled  a "read anly” file
Certatty tramsactions were prohibited by the system and » message was ymmediarely sent ¢
the supervisor of the staff person who arrempted thar ransacnon (eg the creation of a nes

Joan application for & client whe already hasd at catseanding loan)
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Integtation with othes

- othet spsems
peetfolio, administration (fxed
s, pavroll, supplies).
vpemations {sarmnics), and
fimsnce (bodget, Hrumcial
reports)

o

ied 1o develop and improve these two
\?’.A...., new lending products, 1
nd to respond 1o other changes in
pentation of these chunges made
e time. The ongomg process wis

jtry mnd were then sealed as o “rewd anly” file
v and  message was immediately sent +
podd thar 1ransaction (e g the croation of 3 new
§ an cutcanding loan)
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ke possible by the inchouse presence of skilled systems staff who
derstood the mstitution, its needs, and its technology.
v 1997, when Prodem began

suing its FFP transformation in If Prodem did not M,“ Tirg
tmest, its systems development ream  HOUSe systems team, it would
mlized that the institution was  have had to choose between the
gering another major phase of  high costs of hirmg consultants

pwth and would require an upgraded to upgrade o refine the

prem 1o sccommodate that growrh.
negottated an agreement with o
gl software  development firm,
fifiny Pacha, o  aasist it in
veloping new  software  using
RL/Visual Basic technology and a Windows NT platform.  After two
fars of development and tesung, Prodem's employees were trained on the
em wnd 1t was up and running by the time the FFP opened its doors.
is timely implementation was possible because Prodem foresaw future
inology needs and invested in their Jevelopment far in advance of their
mand. Prodem estimates that it cost approximarely $350,000 to develop
e new system. A comparable ofi-the-shelf product would have been
th more expensive.
Table 11 summarizes the comparative capabilities of the new system
s the old In general, it &s more secure, more flexible. more user.
ly and more comprehensive. It enhances Prodem’s ability to orginize
i analyze data, and improves the speed with which all transactions are
nducted. It now takes branches tifteen to twenty minutes to close their
bcounts at the end of the day, whereas it takes Prodem’s compenitors 1.5
2 hours to complete the same pricess. Three software modules have
feady been added o the system.  In February 2000, modules were
trocd for wire transters and fixed term deposits, in September,
ings account module was introduced that incorporated the smart card
chnology, and in December, an updated version of the portfolio module
successfully installed.  The working relationship with Wiftay Pacha
been o productive that Prodem will tum it mnto o permanent
prnesship in 2001,
anaging Information
most challenging part of informarion management s not the
Mlection and distribution of dars, bue rather, deciding what data o
Hlect, und ensuring that the data are accurate, useful and distribured m a
oly and cost-effective manner. The previous section described some of

product. or not meetng the
changing needs of the users ™

~ Eduardo Bagoberry
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the improvements Prodem made to its computerized information system i
an efforr o merease the accumcy, usefulness and rimeliness of it

information processing

To conclude this chapter, some of the other

strategies through which Prodem made effective use of information are

discussed below

Table 11: Comparison of Prodem’s 1995 and 1999 Computerized

Information Systems
Feature 1995 System 1999 System
Technology  FoxPro SQL server with front-end Visual Basic
Plattorm DOS Windows NT
Security Limited. Information Data are protected ugainst fuilures in

can be lost during o
power cutage or when o
USET TESTRITS 3 computer
without properly exiting
from the system

A limited number of
repotts can be generated

Analyss toals

at the management level
Adaptabllity Changing or adjusting

the system is a complex

and (ntensive process.
User screens  Texr based syseem

with few geaphics

Companbility Limyted importing and
CXPOITING Oprions.
Ditficult ro analyze dam
wsing other software
progeams.

Accountng, supply
mventory, fixed asset
register, payroll,
portfolio, statstics

Functional
components

Unknown how the
system will react
Supports 16 Bins

YIK

Hardwure

the system. Can control sccess to dats
or different types of users, set
passwords, and require approvals tor
entries that lie outside policy noms

It is possible to partition tubles in the
darabase so thut concurrent users do
not interfere with each other.
Compuiterized cash flow analysis and
economic evaluation fhrms
Customized reporting options ot
manager.

Dutabase structure i very flexible. [t
casy to adapt the svstem to add new
products or alter the charicteristics of

exiy pru!ncu

Wu&umv technology. Screens and
pull down menus are very user
tnendly.

Simple and immediate access to data
for use with other software ols such
as Excel Data can be eastly imported
and exporred for analyss and
TEPOTEINE PUFPONCS.

Accounung, supply mventory, fixed
asser register, payroll, portfolio, lines of
crediv, human resource management,
fixed rerm depowity, savings accounts,
wire rransfom, freasury.

New dare formar included m
PIOgTAMMING

Sapporns 32 and 64 Bits

First, Prodem chose a limited
mitored regularly m order 1o asses
of indicators was tracked ar the
were calculated automatical
e anvd were used to evaluate th
lyze trends.

econd, Prodem regularly exams
gre that they continued to be
e of its original indicators lost ¢
Tl 10 new  requirements
inved 1o be monitored in X
panence over time (see Error! |
D interesting. however. are the ¢
e indicators used to monitor s
tlemn adopted increasingly detail
minability. The trend reflects ¢
e to understand sustaimability m
set those high stundards.
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t, Prodem chose a limited, straregic set of mdicators thar it
nitored regularly m order to assess institurional perdformunce. The same
of indicators was rracked at the national, regional and branch levels.
ey were calculated automatically by the computerized information
tem and were used to evaluate the Institution's current status, as well as

nd, Prodem regularly examined 113 core performance indicators to
ure that they continued to be relevant. As the institution matured,
e of its original indicators lost their usefulness, and others were added
respond o new requirements.  OFf the 24 origimal indicators, 17
i to be monitored i 2000 and are worth noting for their
rmanence over ume (see Error! Not a valid bookmark self-reference)
O interesting, however, are the changes that Prodem made, particularly
he indicators used 1o monitor self-sufficlency. As shown in Table 13,
dem adopted increasingly detailed and strict criteria for measurning s
gainability. The trend reflects the sophisticanon with which Prodem
me to understand sustamability and the extent to which it pushed tself
meet those high standards.

Table 12: Prodem Indicators that Remained Constant Over Time

First time borrowers this month

Total number of borrowers wha received a loan this month
Percentage of borrowens who ure women

Number of borrowers with active lowns at the end of the month
Total number of microentreprencurs financed ro date
Average loan amount disbuned this month

Average loan amount disbursed this year

. Total amount dishursed 1o date

IO Active portfolio ar the end of the month

1L Percentage of portfolio in arrcars ar end of month

12 Amonmt of accumulated reserves

13. Total operational mcome this month

14. Total staff

15. Average portfolio per fiekl worker

16, Average cost of dishuring one loan

17 Average cost of lendding one dollar

15 Exchange mte

R Bt - NIV S
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Third, as the number of branches grew and as the branches themselves
bhecame more diverse in age. location and size, Prodem created categories
for grouping and analyzsing branch information.  In 1995, « began sorting
branches by region and, in the following year, by branch type s well. In
1997, it expanded from three branch categories (rural, secondary cities and
urhan) to five i order o differentiate between large and small rural
branches. and to add 4 category for branches that served both rural and
urban areas ™ This grouping of sgencies into subsets made the diversity of
branches more manageable. Tt allowed Prodem to set more targeted growth
and productivity projections for each region and branch type, and facilivared
comparisons between similar agencies that helped Prodem more easily
identify when a particular branch was performing above or below the norm

Table 13: Evolution of Prodem's Self-Sufficiency Indicators

Indicanne

Year the Indicator is it Use

90|91 02[ 93 | 94] 9596|597

Financul costr s percentage of total sxpermes

X

e L

Payeodl s perveunme of total oxpermes

Y P e

58
X
X
X

X

| | 2

!
X
X

ot | Dot | 2
-

% of soral expermes covernd by gregram s ou

Operasomnl self-sufficency

X

Cpweatsconil el sufficency withou fnancwl

Oyseratsornsl self afficiency withi financial coss

Pean by self miffic bency

Beanchs self sufficiency with share of regronal

wamty

Reanch self-sfficuncy s/ rrgonal & nanoral
Loty

Beanch sl sihcwncy w/ reg. naswmal &
nnancial cost

Adnumwrrarmve sl -wdfhioency (e, reg &
)

Sl it semcy w/ comt of inflation

Fitsancsal sell-mtesncy »/ real oot of copnal

ot ||
»

Frrsatac tal sl autficwncy o/ imgpustedd coe ot
capinal

Finally, Prodem used cost benefit analysis to help it make decisions abous

what information to gather und how.
processing implied costs for both the institution and is clients and i did v
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e m thn thﬂ MUM w d“
eld computing devices such as the
impute relevant informarion i o
download the informarion §

dem sometimes chose not to éo
particular technology despite its
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chnology would cost approximat
it 5 prohibitive given the proy

s, Prodem 15 unable ro make m
areas recetve a poorer quali
now, however, that is the cost

POES a8 necessary 1o manage ies |
iger term solutions thar would m:
d affordable in rural arcas, th
Bcommunications companies
ducation and traning opporuut



w and as the branches themselves
il size, Prodem created categories

. In 1995, it began sorring

year, by branch type as well. In

(rurul, secondary cittes and

ie berween large and small rural

thar served both rural and
subsets made the diversity of
to set more targeted growrh
and branch type, and facilitated
helped Prodem more easily

ubove or below the norm.

Sutt Indicators
Yeur the Indicaror bs in Use 1
w9 o152 03] 4] us]ve]o7] o8]en |
XIXIX[X|x|X |
XIXIX[X|X|X |
%% x|x ‘
X \
1 |
\ |
xIxixIx|x!
X \
[ 3
X
gl XIX|XIx
NEEBE
x{x{x{x
NEIE

1o help it make decisions about

v It recognized that information

and its clients and it did i1

£ small was hascd cn the population of the

Information Technology 99

st 10 keep these costs down. For example, loan officers gathered o great
deal of data informally while on site visits instead of requesting it on a loan
pplication. They wrote most of their nores in client files while they were
 the hield and entered only select data into the computerized information

tem when they retumned o the office. Many loan officers now use hand
pld computing devices such as the PalmPilot to record, organize and even
pmpute relevant information in the field. Upon retum 1o the office. they
aply download the information mro the main system.
: somerimes chose not to collect information, or not to make use of
particular technology despite its availability, It has been criticized, for
xample, for not tracking the kind of dats that would have made social
ppact analysis possible, and it is facing a major challenge today with
t to connectiviry. Certamn elements of its computerized information
do not function well in some ruml arcas because of the poot
ommunications infrastructure avallable.  To employ wireless
logy would cost approximately $500 per month per beanch, a price
hat & prohibitive given the projected business volume i those areas.
Thuss, Prodem is unable to make maximum use of its system and customers
8 those areas recetve u poorer quality service, which Prodem knows is risky.
or now, however, that is the cost effective solution. Prodem continues to
e creative with other types of technology at ity disposal — smarr cards,
AlmPilots, cellular phones, fax machines, CB radios and even public
ones as necessary to manage its information. It is also trying to develop

nger term solutions thar would make Internet technology more available
id affordable in rural areas, through partnenhips with municipalities,
decommunications companies and perhaps, because of the implications
i education and training opportunities, even the Prodem Foundation.
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@ CHAPTER 6 c»
Product Design and Delivery

that supported microentrepreneurs’ development The memendous

effort it put into creating institutional culture, developing human
resources and facilitating information flow was ultimately atmed at building
an institution that could deliver products that clients considered both
useful and affordable. The growth Prodem experienced from 1987 to 1995
suggests that it did, indeed, deliver effective products and this chaprer will
explore how it did so. After discussing the generl process through which
Prodem designed its offering, the chapter takes a closer look at Prodem’s
efforts to serve rural aress, face competition, wnd manage risk.

T) achieve its mission, Prodem needed 1o provide financial services

The Process

When Prodem began lending, it benefited from the work of Accion and 1s
affilistes who had already developed a loan product that catered to the
needs of microentreprencurs in other Latin American countries. Prodem
barrowed this technology and applied it so successtully that after five years
it wis able to create a regulated financial institution that had more clients
than any other bank in Bolivia. The details of the solidarity group lending
methodology have already been analyzed in great detail elsewhere and do
not need to be explored again here.” What is interesting for the purposes
of this document is Prodem's spplication of the group lending
methodology.  How did it combine this borrowed technology with
Prodem’s culture, srructure and human resources to produce a solidary
group loan product that was commercially viable on a massive scale!
Prodem employed four strategies i the consolidation of ity group
lending methodology that came to define its product development proces

" See Marta Otero, Solidariry Group Concepe; or Sharl Berenbach and Thego Guzman, “The
Solidarity Croup Experience Worldwide.” i Otero and Rhyne. The New Workd o
Microenterpeise Finance

Anst, it made product development
ruicipatory, It never tasked ar
purtment with the full-time re
and adapration of products. |
wolicited ideas for product devele
pm everyone in the institution
eveloped those ideas through a
ms that mcluded clients, field ¢
AL L, INTOFMULION systems st
choical specialists.
This participatory approach was ;
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mployees with annual trmining in li
ring dynumic teedback lbops.
to local munagers and w n
pdem’s everyday acrivities.  Tee
duct Jdevelopment process as nes
pk control or ownershap of 1
antinued to be involved: they were
ideas.
' The involvement of so man
velopment process generared &
mpectives thar enriched the quali
participatory process also
i tation of new design elemy
e involved in the design, gene
nges, and were committed to the

'Whatever we do outside, we
also have to do inside.”

'l_

d

- Pancho Oterns :
q
.
duct while working in teams. lr s

gt decisions were made by a credi
icer or manager Because staff ke
d because they knew how difficuls
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e effectively support team-buikli
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e, it made product development highly
mrticipatory, It never tsked any one
partment with. the full-ime research.  “In other organizations,
ing and adapration of products. Rather, one group thinks and

ited ideas for product development
pm everyone in the institution and it

loped those ideas through ad hoc
ms that included clients, field officers,

another group does. It's
not like that at Prodem.”

- Jose Herrera
0L, information systems staff and

Chu cal syu.mllm

"This participatory approach was aided by Prodem’s eatly investments in
lding trust-bused relationships among its staff and its clients. providing
iployees with annual traming i listening and communication skills, and
ng dynamic feedback loops. Ideas flowed from clients to loan
to local managers and to national managers & a normal part of
% everpday activities.  Technical staff became involved in the

pent process generated o diversity of ideas. expertise and
erspectives that enniched the quality and effectiveness of product design.
: pumup.uory process also enabled the rupid and effective
plerm on of new design elements since all sectors of the institution
: lnvulvcd in the design, genenlly undenstood the purpose of the
ges, und were committed to their applicarion.
' Prodem’s second strutegy was o
*Whatever we do owside, we  seek coherence between what it
also have 1o do inside ™ promoted outside and inside the
institution.  For example, it offered a
~ Pancho Orero loan product that expected clients to
support each other in teams, and it
organized it staff wo deliver thar
while working in teams. It structured the loan approval process so
bt decisions were made by a credit commitree, and not by any one loan
flicer or manager. Because staff knew whar 1t meant to work as 4 team,
i becanse they knew how difficult it was ar times o create a supportive
m. they were better able to relate to their clients’ experiences and could
effectively support team-building among their clients.
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In a similar manner, Prodem
encournged both clients and staff
pursue excellence.  Loan officers were
motivated through trmning semnan
and through the examples set by the
institution’s management.  The loan
officers, i turn, motivated their clients.
They undersood the pride and self-
esteem that resulted from a job well
done and they were keen to help their
clients experience similar satisfaction.
They believed that if a client accepted
responsibility for a loan and was able to
repay it on time while supporting

“There was consistency betweer
the persomalized culture, based
on trust, teamwork and peer
mamitoring among employees
and s personalized lending
technology, based on trust in the
client and peer monitoring
among borrowers m the group

- Claudio Gonaples-Vega, eral”

others to do the same, he or she would gain confidence in addition to an
excellent credit history,. The pumsuit of excellence became a tool for

mstitutional and personal development.

Prodem’s third stmtegy was to pay attention to both client and
institutional needs. Prodem recognized that to provide clients with
valuable service over the long term, it needed 0 mamtain a strong
institution. 1t had to design products that would be useful o clients and
could be delivered affordably by the institution. Developing a product that
fulfilled only one or the other of these goals would be counter-productive

Prodem’s attentiveness to its mstitutional needs and not just its clients
needs was not automatic; it was the result of a concered and sustained
effort.  Although Accitn espoused the policy und Orero understood s
importance, bringing all of Prodem’s employees together on the isue was 5
slow and sometimes difficult indertaking. It was made possible only by the
participatory nature of the product development process und the
institution’s policy of collective decision-making {see Box 2). Even among
board members, consensus on this isue was difficult to achieve. The
decision to charge poor microentrepreneurs a market rate of interest, for
example, was extremely contentious.” Ultimately, the mix of backgrounds
represented on the board enabled members to resolve the conflict betweer

meeting

approach

client needs and institutional needs and adopr a balanced

¢ Claudio Gossales Vegn, et il "BancoSol: The Challenge of Growth for Microfimunce
Organisations,” Occasional Paper Noo 2332 (Colwmbam, Ohsox Ohio State Universin
Economics snd Socwology Deparmment, Amgast 1996) 25.

“Marker mre of mterest” & Jefited here 2 the rate of nterest that needed o be changsd

in order o cover the com of making loans
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Box 2: Policy Making by Committee

From the day Prodem began lending unuil 1999, the vast majoriry of s loans
approved by credit committees and not by individuals. Each branch had its
committee, which consisted of ull the loan officers in the branch.  Although
beanch managet often sat in on the committee’s meetings, hefshe was not an
grive parnicipant
Through the credit commitree, many of Prodem’s core cultursl tenets were put
practice.  The committee fostered teamwork, facilitated horizonal
ement and encournged pamcipanion. A premdent facilitated the meetings
el & secretary took mimtes two positions rotated smong the loan officens
o three monthe.  Decitions were made primarily by conserus and were
o d(dﬂ,'t:l the minutes. # practice which provided mstitutional memory and
seountabiliy
Although the purpose of the credit committee was to discuss who should and
hould not receive o loan, policy issies were Inevitably ruised in the commirtee’s
ctings.  Specific loan requests led the committee 1o discuss general iy
: ing the application of the salidarity group lending methodology. To decide
shether ot not to approve # loan request, the committee had o decide where it
od on the issue in question. By taking a stand, w ser mstitunonal policy. For
ample, a1 one committee meetmy 4 loan officer presented an application from a

o in which two members belonged 1o the same family  Another loan officer
Wiected to the application because in the past she had had nothing bur rmouble
om groups that contained family members. This discomion ultimarely led to
ohicy relutives from being members of the sume solldarity group,

The credit committee mechanism also provided a forum for discussing and
slving broadet policy issues. Loan officen frequently identified clients who they
t would benefit from some kind of training, s the question was often rased,
d Prodem peovide training for its clients™ [t was in the credit committee that
... wus estublished i‘r;‘:ppm ol nhn:.inmnlm approach lo:ndu

ancho Orero argues i win this pamicipatory way of muking
Jections that enabled Prodem to apply the mlhhuymlzmuah:kmm
woenfully. He describes ane of ‘s defining moments as the meeting in
h loan officers debated whether or nor to forgive the losm of a female client
had fallen on very hard times. One side felt that it wis weong to make the
elient repay since Prodem’ ultimate purpose wis 0 spport microentrepeeneun’

Jevelopment. not to contribute to theit impovershment. The other mdc felt thar
Prodem had 1o 1nsist on repayment in one way of another becawe if it did not. it
would send 3 signal to ll clients that loans did not have to be repaid. At the firs
Men of trouble, borrowen would default. Priodem would quickly go hankrupt and
find itsell unable to suppors anyone's development.

The credit committee’s deciuiom not to forgive the woman's loan was a critical

¢ for Prodem. It was arvived st only after much discussion und debate. b
it was decided by comsenms there was a general understanding of the policy
and » commimment to i thar coald not have been achieved by any
one manager making the decision on his own.

Interestingly, when Prodem decided to implement stnicter standurds of
individual sccountability in early 1999, w climunated the proces of approving
Jouns by committee, yet it retuined the committee mechanism.  Loan officers
e 10 meet once a week to discuss their shate concerns. swolve
shlems. etc. but they do %o as a feedback committee rather than as a credit

NTmitree

e
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The fourth strategy employed
by Prodem was that of constam
improvement. Prodem did not see
procluct development as a defined
or bounded process with
beginning and  end. Rather,
product development was a never-
ending process of improving the

“Twe things set apart all
ovgamizations with a good record (¢
tnmovation. One s that they fostes

mdividuals wha are meemally
dnven. The second is that they do
not leave mnovation 1o chance

institution’s service to its clients,
responding to their changing needs,
and adapung o an ever-changing
external environment.  Prodem
continuously sought and analyzed
feedback, tested new idess, and put mechanisms in place to monite
changes and to assess the implications of those changes for the institution
Together with the arher three strategies mentioned above, this approuch
kept Prodem’s product development process from becoming static and,
indeed, enabled the institution to become and to remain in the vanguard
of a very rapidly developing market.

they pursue it systemarically "

« The Ecomomist, Febmuary 20, 1999

Serving Rural Areas

Prodem applied all four strategies to consolidate a solidarity group loan
procluct that was effective in an urban Bolivian context.  Because of 1
success, Prodem used the same process to develop a loan product that could
effectively serve rural areas. This time, however, it dared to make more
serious modifications to its borrowed technology. Its experience with the
solidarity group loan methodology and its accumularing knowledge of the
market gave Prodem the confidence, tools and impetus 1o experiment more
boldly. Such experimentation was necessary given the radically different
environment Prodem faced in the rural areas. Among other factors, the
low population density, lack of physical infrastructure, scarce resources and
limited communications technology challenged Prodem’s ability to reach
ruml microentrepreneurs in a sustamable manner.

A More Flexible Product

When Prodem moved mto rural aress, it begnn lending with the same
methodology it had used in urban areas. 1t offered a joint-liability loan
repayable in regular, equal installments. It evalusted loan requests by
examining the household cash flow of potential borrowers to ensure that
they had the ability to repay the loan being requested.
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ative clement of 1ts rural lend
areis with a focus on agnculos
pg to microentrepreneurs.
e sources when examining the
his was an interesting, but probl
ivia's ruml population worked |
tr work was agriculture-based, ¢
i and quality of harvests.
ot only authorized on the basis.
asts of cash flow. The product P
flexibilicy.

ed Payment Plan
A spending several months |
ities and cash flows. getting
giences of neighborhood mone
ch proposed to national manag
® that would allow borrowers u
sproprate for their cash flow
pents, groups could customize
ate payments of principa
od greater income.  Payment
: and uumpn-iﬁm of catl'o n
ths, inrerest only would be pa
14 provides an example of s
in Caranavi.

pest Payment (15%
imanth nominal } 17 13
: 1717

the recently failed Stare



Product Desyn and Delivery 105

focusing on household cash flow, Prodem introduced the first
pvative element of its rural lending methodology. Rather than enter
areas with a focus on agricultural lending, it entered with a focus on
g w microentreprencurs.  Ie considered both farm and off-tarm
pme sources when examining the cash flow of a potentiul borrower.

s was an interesting, but problematic innovation. Since 90 percent
Bolivia's rural population worked in the informal sector, and since much
their work was agriculture-based, monthly cash flows varied greatly with
s riming and quality of harvests. Borrowers needed a loan product thar
i not anly suthorized on the basis of cash flow, but was also scheduled on
basis of cush flow, The product Prodem initially marketed did not allow
fexibility.

“Two things set aparr all
prganizations with a good vecord of
mnovation. One is that they foster
mdividuals who are mtemally
riven. [ he second is that they do
mlmw mnovaton 1o chance:

they pursue it systematically.”

« The Economuss, February 20, 1999

gt mechanisms in place 10 monitos , sted Pavment Plan
= ?N:Mg J}:::d;:ﬁ:::::;‘ After spending several months collecting information on its clients’
,;. N Gactining susie wid ties und’ cash flows, getting 1o know local crop cycles and the

Bt S remain. in: the vanawed eriences of neighborhood moneylenders, staff at Prodem’s Caranavi
' proposed to nationul management a loan product with repayment
that would allow borrowers to service their loans in & manner that
B appropriate for their cash flow.  Instead of making equal monthly
ments, groups could customize the size of each month’s payment w
trte puyments of principal in those months when the group
perated greater income. Payments would still be made monthly, but the
punt and composition of each month’s payment would vary. In some
aths, interest only would be paid and i others, capital with interest
14 provides an example of such a repayment schedule for a coffee
er in Caranivi.

ble 14: Differentiated Payment Plan for a Coffee Producer with a

w131 Loan

onth L 1 i 4 5 6 7 8
fiee Harvest XXX XXX XXX
pncipal Payment 783 783 783 783
Merest Payment (2.5%

gy momith nominal) 17 117 17 117 117 88 58 20
el Payment N7 17 17 117 90 8§71 841 812
e Lee “Ulient- Based Market Research = |12
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methodology and it had proven ineffective. Caranavi staff argued thar

was not the methodology, but the manner in which the methodology ws
implemented that had led to the bank’s fullure. They collected data tron
their clients supporting this argument and demonstrating why rum
borrowers needed a payment plan that was more flexible than the one

Prodem currently offered.

Their dara ulumartely peruaded Prodem’s management o approve »
pilot testing of the differentiated payment plan, or "quotas diferenciales” w
it came to be known within Prodem. Recogniring the payment problems
that could result from concentrating the payment of capital at the end of
loan, Prodem placed a limit on the maocimum percentage of principal thae
could be payable in a single mstallment.  Initally ser at 60 percent, thn
amount was subsequently lowered to 40 percent.

After a year of experimentation with differentinted quotas, Caranavi’y
active loan portfollo grew 36 percent compared with the 19 percent
average portfolio growth of all other rural branches thar were operating by
the beginning of 1994. It achieved rthis level of growth while muntaimning
4 30-duy portfolio at risk below 0.3 percent.  As a result of this success.
Prodem introduced the differentiated quota technology to other branches
and, by 1997, all 22 rural agencies had implemented the design ™

Personalized Payment Plan

Despite the successful implementation of the differentiated paymens
plan, Prodem’s rural clients continued to press for more flexibility and staft
soughr ways to accommaodate thar request.  They recognized that the new

payment plan had o tundamental
weakness: it assumed that the
members of each solidarity group
were involved in the same
productive actvities. It did nox
ullow for differences in cash flow
needs among households  with
similar  productive  activities,

much less among producers with
difterent crop harvests. As such, it

“The personalized payment plan
provided the advantages of group
liability with the flexibility of
mdividual repayment rerms "

- Nanel Lee

mude it ditficult to negottare a payment plan that was equally sensible and
convenient for all members of the group. Unless the group was extremely
homogenous, some members had difficulty making the large payments
required in certatn months because their household'’s cash flow did not

* Lee. Nancy, “Cliens-Based Marker Rescarch: The Case of Prodem”® { Toronro Calmensdow

00) 14
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fifective. Caranavi stuff argued tha

manner in which the methodology w.
- b fatlure. They collected data from
wnd demonstrating why  rursl
was move flexible than the one

teh the group’s cash flow. At the same time, those groups that were
hly homogeneous presented Prodem with a different kind of risk—that
| default. Should the common crop be destroyed by bad weather or
e, everyone in the group would suffer and no one would remain i a
enough pasition to help the others out.
m saw room to lmprove the methodology and designed a
snalized payment plan known as “quotss personalizadas”.  As
ated i Tuble 15, this payment plan allowed each member of a
up to design a personal repayment schedule thar marched his or her
id's cash flow. Members still made regular payments as a group, but
e of the payment varied from month to month, as did the size of cach
fividual’s portion of the payment.  There were only two restrictions.
th payment had o mclude a portion of capital and interest, and no one
t could equatl more than 40 percent of the original loan smount.
The personulized payment plan was introduced in 1996, tirst at Prodem'’s
t established rural agencies, and later nationwide. The product proved
petive because it provided greater flexibility for clients while
rancously lowening nisk for the mstitution.

15: Sample Schedule for a 3-Person Group Using the
sonalized Payment Plan

Prodem’s management 1o approve »
pment plan, or “quotas diferenciales™ w
i Recognizing the payment problems
ithe payment of capital at the end of «
maximum percentage of principal thae
mt. Initially set ar 60 percent, this
percent.
with differenuated quoras, Caranavi's
ent compared with the 29 percent
nutal branches that were operating by
his level of growth while maintaining
percent.  As a result of this succes,
} quota rechnology 1o other branches
i implemented the design.™

Group Member Payments

tation of the differentated payment Ruatrel Mignel Jotpr
] ”ﬁ' more flexibility and suaff coffee tartner | tite sales cotfee furmer | cotfer farmer
west. They recognized that the new Loan = 3US 474 L;'m“gv‘u Loan = $US 474

Favmene | inreros | Total | Paymenn | inteness | Total | Pavowent] Inoevest | Tocal
g 2| 9 18 7 19 18 37 19 18 37

iy 15 v 17 | 26 19 17 36 19 17 56

the advantages of group g 16 | 19 | 17 | 36 | 95 | 16 |11 | 19 | 16 | 35

biability with the flexibility of 3 | 0 | 16 |35 | 19 | 15 | 32 | 19 | 16 | 35
mdividual repayment terms. 219 |16 (10| 19 | 12 |30 ] 9| 15134

m 5 95 12 107 | 9 11 20 19 4 3

gent plan that was equally sensible and
0. Unless the group was extremels fay28 | 10 | 1 | 1l | 76 %0 | 132 | 6 | 13a

- Nani Lee ™ 9 | 9 |104] 9 | 1L |6 ]| 19| 3 |
ech5 | 95 | 5 |100] 66 | 11 | 77| 19 | 3 | %2
il 3 | 19 | 2 |21 | 66 | 8 | 74| 9 | 12 [107
yd | 19 | 1 |20 76 | 6 | & | 95 | 8 |10
1 3
2

making the lurge payments OTAL | 474 | 114 | 588 | 474 | 127 | 596 | 474 | 148 | 622

households cash flow did not ¢ Loe. "Cliens Bosed Mashet Rescarch ™ 13

he Case of Prodem” {Tormnte Calmeadow
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Although Prodem initially thought that tatlored repayment scheduic
would be appropriate only for farmers, it soon realized that the nes
payment terms were useful for rural chients in the commercial sector as well
Table 16 llustrates that the cash flow of a rural grocery vendor fluctuares
in much the same wiy as that of & farmer, precisely because tarmers are her
clients and their purchases (and their ability 1 pay for purchases) vary with
their income flow. During March, April and May, the vendors sales are
almost twice as high as her sales in January and February because farmen
are harvesting soya und rice and they have addinional imcome spend in
her store. By contrast, in July and August, when nothung is bemng
harvested, the vendor not only sells fewer goods, but she offers credit w
clients whose cash flow i frozen until September. Her credit needs and

ability to pay may fluctuate even more wildly rhan those of the farmers whe

buy her goods.

Table 16: Cash Flow Analysis for a Grocery Vendor

Jans | Foh | Mar | Apt | May | Jun | Jul | A Sepl Oct | Now | Dec
Soya Harvest
Rice Hirvest |
Cane Harvent
Credit ror
Clietuts
Sales/Week | 1423 142712846 |2 2540 | 1423 [1314] 1314] J5400 2846 12844 | 1848
Purchasey/ 049 | S49 | 1599 | 1595|1595 | 1898 | 940 | 949 | 1508 | 808 |H98 | | 598
Week
Nt Income | 474 | 474 | 048 | 948 | 948 | 475 | 365 F65 | 48| 945 | 948 | s

Sosrce: Lee, "Climt-Based Marhes Research,”™ 14

Making it Affordable

In serving ruml areas, the second half of Prodem’ challenge was &
develop a loan product thar could generte sufficient revenue to cover the
costs of lending  This wits no easy task i an environment with much
poorer infrastructure, scarcer resources and fewer economies of scale than
had been present in urhan arcas.  Although the differentiated und
personalized payment plans made Prodem’s solidarity group product more
attractive to rural borrowers, their implementation was more time
comsuming und complex than the standardized repayment methodology.
anything, they increased the cost of lending rather than decreased ir. How,
then, were rumal branches in communities such as Caranavi, Minero
Sucaba und Punata able to fully cover their costs, including their share o
national level expenses. by the end of 19957 The “secret” lies in Prodem’
product delivery.
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gandardization vs. Flexibilicy
By 1992, microfinance best practice had established thst efficient
lerocredit operations require standardized lending methodologies.
itself had demonstrated this in its urban operations. It built an
rationally selfsufficient lending instirution with « $4.6 million portfolic
Kl more than 22,000 clients by offering one stundardized product.  All
ents started out with a small loan, the size of which could be increased
irough sequentiul borrowing and on-time repayment.  Everyone pnd the
interest rate and the same administrative fee. and evervone’s payments
e made in regular, equal mstallments.
Prodem knew thar standardization facilitared efficiency, but by 1993, it
0 knew that its loan prodisct had to be flexible if it was to be effective in
fal arcas.  While sandardizition and flexibility may seem munually
tusive, Prodem found ways of incorporating both into s product
' . It introduced # personalized payment plan that gave borrowers
pch more flexibility in the scheduling of their louns, vet it standardized
i automated the implementation of that payment plan, which is whar
it affordable.
Figuring out how to incorporate the new payment plan into Prodem’s
jormation system was an integral part of the product development
cess.  Forrunately. Prodem had the inhouse expertise 1o design a
ton quickly. Its systems specialists worked with operations staff, field
icers and management o ensure that the new loans could be easily
t into the system, analyzed, approved and monitored. Even though
g new payment plans were undeniably more complex, the rules that
remed their application could be incorpoanted into the loan forms, menu
ons and defuilt values thar appeared on the computer screen, thus
mlining their implementation. New credit booklets were designed w
fip clients keep track of the fluctuating monthly pavment amounts. The
rmation contamed m this booklet was processed automatically by the
v software and printed on a one-page sheet of heavy weight paper that
bld be folded in three and easily carried in u pocket
In addition, 4 computerized cash flow ool was developed and made
Hlable to loan officers when the new payment plans were introduced.
program allowed loan officers to enter baseline duts on local crop
sale prices and costs per hectare. A potential borrower then needed
lly to provide information on the types of crops he or she produced and
number of hectures of each, and the software compured the cush flow
g Table 17 ). Of course, home office staff had to develop these systems

4

i loan officers required additional tratning in economic evaluation and

.
.
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cash flow analysis 1o wse them effectively, but these mvestments paid
themselves because they resulted m a product design that artmcred m ¢
borrowers. increased client retetition, and facilitared repayment.

was covered with plastic so 1

gze certain points or nclude
pitcumstances. At the end of
e wiped off.

dem did not "discover” th
firance; it simply reaffirmed the
that microfinance, i sddinon

Table 17: Sample Print Out of Prodem's Cash Flow Program - Sova
Farmer

Jan | Feb | Mar | Ape | May | Jun | Jol | Augl Sep | Ocr [Nov | e

Income '
P (2 Hae ) o if it was to be cost-cffective. |
Riee (5 Ha ) 4 rily so.

Sowa 025 Hu ) W7 0 |80

Othet Income | 500 | 500 | 500 | 500 | 500 | S00 | B0 | BOO | &0
o0

Tinal =0 | 50 Q1071 00 | SO0 | A0 | 500 | 43001 3004 | AoD
Food 520 | 520 | 530 | 320 | 520 | 520 | 520 | s20| 520 | 320 | 520 | s s urban lending operations, Pr
Serven Wi iw|v|w|lv|nv|v| vl o] olw|s & with a smull number of brang
Activities of BancoSol, its four brm
Beana ol il ! B L oo - were generating enough rey
RK' 168 "‘ “: bs: ' 11 h
Sows w8 | 200 | 20| 205 | s N CEpEnaEL. The averigy
Vool TIA | 718 | 992 | 330 | 1236 ] 1505 | 997 | 997 | 1311 1077 | 1307
Memthdy Balarne | 82 | 82 | 192 [557] 456 | 705 | 197 | 197 | %oee| 1927 | &7 | =
Accumabared  18: Average Outstanding Por
Pulecs 57 | ioe | 25 | vs2w | 3ovn | 23ms |2amn | 1ema) sosa | emeo | sses | e :

“Cliens-Basedl* March 1999 draf, 17 —
Sowrce Lew, “Clions-Based ™ March 1999 dnafy, | 1991 199

Although the payment plan example illustrates one of the way =
which Prodem balanced stundardization with flexibility, there are muy
other examples. For instance, Prodem designed a standard ser of flip cham
to facilitate the orientation sessions for new borrowers in all of its branches
The flip charts made the process of delivening onientations more efficiens
and they provided a common stundard and & certain amount of qualies
control over the content of the presentations. What made the flip chamns
particulurly useful, however, was their butlt-in flexibility. The chares used
pictures and numbers rather than words, so they could be used o explam
Prodem’s products and conceprs in any language. This was important gives
the mix of lunguages spoken in rural areas and the fact that roughly one
third of the ruril populistion is (lliterate 55 In addition, each page of the

" 4361775 LITH:
of Brunches 4 7
pper Branch 1,140,441 3110

m Morahly Program Indicamey
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pble. In 1992 it opened mix ne
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18 shows that this strutegy enal
alio in rural areas by 1995 as it b

* The roml illiveracy rate wan 36 percent m 1992 sccondmg to the 1994 UNESOD
statistical yearbook. 1t b cited i "The Espassion and Distrthution of Latis Americss
Education.” » puper written by Ans Marfa Eichelbaum de Babini, o former peofessor 4
sociology of education the Linivenity of Boenos Adres and resenrcher of the Nations
Couneil of Soenuhic andd Technical Research of the Center 1or Research i BEducations
Sctences of the Torcuato I8 Tella lnstitute



Product Design and Delivery 111

gively, but these investments paid 1+
product design that attmacted more
and facilitated repayment.

's Cash Flow Program - Sova

art was covered with plastic so that the presenter could write on it o
wsize certain points or include addinional detail as necessary given
circumstances.  Ar the end of the presentution, those added notes
i be wiped off

Prodem did not "discover™ the benefits of standardization for
pfivance; it simply reaffirmed them. What Prodem discarded was the
that microfinance, i additon to being standardized, also had o be
if 1t was 1o be cost-effective. Prodem demonstrated thar this is not

Jul | Aug| Sep | Gor |Nov | Dex

LY
91" | i ’lv =,
R0 | X0 | Ao
A0 | K0

nsion

5|2

n its urhan lending operations, Prodem achieved significant econoniies
ple with a small number of branches. By the end of 1991, just before
ereation of BancoSol, its four branches had an average of 5,686 clients
h und were generating enough revenue ro cover all of the istiunon'’s
mtional expenses. The average branch outstanding portfolio was maore
$1 million.
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Liven Bolivia's low rural population densiry, Prodem could nor dream of
turing such a large marker with each of its rural branches. 1t had o
pe up with another way to achieve economies of scale, and its solution
| geogruphic expansion.  Prodem embarked on an aggressive growth
tegy that involved opening a large number of small branches as quickly
possible.  In 1992 it opened six new branches. In 1993, it opened five
e.  Between 1994 and 1998, it opened a total of 44 new branches
ble 15 shows that this strutegy enabled Prodem to achieve the same size
gtfolio in rural areas by 1995 as it had achieved in urban areas by the end
1991
B 1992 wcconding to the 1994 UNESCL
panssion and Distribution of Latin America
Thaum de Babini. o former profossor 4

Atres and researcher of the Nutions
of the Center for Research i Educanona
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To Spend or Not to Spend e e o

One of Prodem’s operational strategies when entering rural areas was ¢
keep fixed costs as low as possible. [t rented office space rather than buyicg
property. It bought basic. sometimes second-hand office equipment and
supplies. 1t minimized the number of staff working in each branch and
asked all employees to share the tasks that needed 1o be carried out on uns
given day. It also did its best to keep variable costs in check, particulurly
those created by delinguent borrowers.  This cost control strategy wis &
logical one and it did generate efficiencies, but nothing out of the ordinary

The more interesting elements of Prodem's cost-cutting strategy wese
those that required the institution to spend more money, not less. Prodes
increased the amount of money it spent on desktop computers and serven,
on motoreycles and automobiles, and on Internet access, fax machines and
cellular phones. It may seem counter-intuitive, but these investmenty
increased Prodem’s efficiency to o degree that fur outweighed their cost.

The example of increasing expenditures on motorcycles is perhaps the
most lllustrative. In sparsely populated Bolivia, a round trip visit 10 a cliens
on foot or by public tansport could easily take three hours. With &
motoreycle. that same loan officer could visit the client and be back ar the
office (or with another client) i less than an hour, effectively increasin
his productivity by 300 percent. With thut kind of return on investment.
the price of the motorcycle was paid for in no time.

Prodem made other, more extensive investments that were described
detail above, most notably those in rechnology and staff trmining. Prodem’s
cultural seminars, for example, rallied staff behind the institution’s mission
and vision, Loan officers truly believed in what Prodem was trying to do
and were keen to contribute something valuable to that efforr.  They
worked very hard and put in extm hours if necessary 1o deliver the qualiny
of service they felt Prodem should be delivering.  Ar the same time
Prodem'’s investment in telecommunications und compurer technology
made the process of delivering high quality service increasingly viable I
rechuced the cost, time and energy spent moving information from place 1o
place. Instead of hand-carrying mformation on a floppy disk to the neares
tegional office, Prodem branches could fax. emuil, relephone or mdie
information to multiple locations in o fraction of the time.

When motivated loan officers were armed with additional training und
improved technology, they were noticeably more productive. As shown =
Table 19, the average loan balance at the end of 1993—the year Proden
began focusing on rural arcas—was the same as that of 1996. Yer, by the
end of 1996, the average loan officer was managing 4 33 percent lurges
portfolio and 34 percent more clients than he had been three years earlies
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Tl stoe E

ks balance (in USS)

gortfolio per loan officer (in '000)

her of xctive horrwen per loan office

per unit of money lent (average for ye
expense mano (%)
Prodem Monthiv Program Inudicasosy

ing Competition

B 1993 1o 1995, Prodem was fre
Hoping a sustainable solidarity
¢ significant progress rowards
ng more than 15,000 clients &
nt financially seli-sufficient.
ficant competition began 1o af
b it had fully met its orig
petitive pressure are explon

early years, Prodem experie
At was not oo concerned abew
pst rates at the level ne
inability. *  As competitic
zarions began 1o offer boro
ing became an ssue.

responded to the pressus
ied branches into five cate
petition in the arca as well as
duled interest rates and commi
the lowest rates being charge
stition.  In these branches,
et rates on US dollar loans ma

gh prices were set at & rate the
de prewsure on Prodem both inrer

was considenible concern that by ¢
et to aetack politically,. Orer iiltinmsd
DOF are DO sensiiive 10 nterest e



Product Design and Delivery 113

increase in productivity helped fuel Prodem’s efficiency gnins duning
g same period.

sgies when entering rural areas was o
mited office space rather than buying
and-hand office equipment and

19: Efficiency Indicators 19931996 (as of Dec 31)

Inedicator 1993 1994 1995 1996
of saaff working in cach branch and page Joan balance (in LSS) 0 260 T 301
th neu!ed to be carried out on any i poetfolo per loun officer (in '000y) «® 4 36 &0
p variable costs in check, particularly fber of sctive bormmwens per boan officer 200 175 26 267
. This cost control strategy was & i per unit of meoney lent (average foryear) 016 047 018 012
but nothing out of the ordinany g experse ano (%) 21 M 20 20
&ndcuu COSE-CUTTING STTAtegy wore for- Prodem Mondhly Program Indicasee
d more money, not less. Prodems
it on desktop computers und serven, icing Competition

don Internet access, fax machines and
prerintuitive, but these mvestmenns
thar far outweighed their cost.
res on motorcycles is perhaps the
ol Bolivia, a round rrip visit to a cliess
ully take three hours. With
d wisit the client and be back ar the
,_ aun an hour, effectively mcreasing
itk that kind of retum on investment.
,‘ '7 i no time.
‘ i_nvatmmn that were described i
cchne andsmﬁ'mmtng Prodem’s
'IIG behind the mstitution’s musios
d in what Prodem was tryving to do
} valuable to that efforr. They
Kmv to deliver the qualisy
“ e delivering. At the same time.
mications and computer technologe
 quality service increasingly viable. It
pent moving information from place v
mmation on a floppy disk to the nearess
ould fax, email, telephone or nsdic
a fraction of the nme
' umed with additional rraining and
deeably more productive. As shown in
s at the end of 1993—the year Prodes
the same as that of 1996, Yet, by the
cer was managing a 33 percent larges
tx thitn he had been three vears eatlies.

m 1993 to 1995, Prodem was free to focus (s attention and resources on
beloping a sustainable solidarity group loan product for rural areas. It
ke significant progress towards this goal by the end of 1995, [t was

ng more than 18,000 clients and its network of 27 branches was 92
vent finuncially self-sufficient. During the following year, however,
pificant competition began o appear and Prodem faced new challenges
n before it had fully met its ongmal goal. Some of the ways it dealr with
competitive pressure are explored below.

ts early years, Prodem expenienced such a high demand for its services
1t was not too concerned about the effect of price on demand. Ir cer
erest rates at the level necessary to ensure the institution's
minability ™ As competition increased, however, and other
pizations began to offer borrowers sumilar products ut & lower rate,
ping became an ssue.

responded to the pressure, in part, by lowering prices. In 1997,
sified branches into five categories taking into account the level of
itlon 0 the area as well as the cost of providing services. [t then
peduled interest mtes and commission fees t vary across the categories,
h the lowest rates being charged by the brunches facing the toughest
petition.  In these brunches, no commission fee was charged and
Brest rates on US Jollar loans ranged from 2 1o 3 percent depending on

prices were set ot e thar was high enough 1o cover conts, there was
" presaute o Prodem both intemully and externally ro set tares at a lower level
e was conskderable concern that by charging higher rates, Prodem's leadership would

pen 1o attack politically. Otero ultimiarely persuaded the board with the srgument thae
OF SIT TVOF SensITIVE 10 interest mtes; they are sermitive to good service.®
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, each agency implemented it
B, individual loans accountesd
folio and 7 percent of it borrowes
‘ ically. the individual loan w
1 a ditferent market than Proden
seal collateral to offer as a guara
farity group borrowers and made

loan amounts for longer paymes

the loan size. In all branches, loans made in dollars had & lower intes
rate and commssion fee than those made in the national currency
tecognition of the exchange rate nisk that clients were expected to wssume
(Sec Table 20 for an example of the price schedule tor one of the nve

branch categories.)

Table 20: Pricing Schedule for Prodem Branches in "Category 3"

A:l:-:::n lm:‘:-umg::nmmzias;‘lmm { ﬁ;?m utional efficiency.  The indivi

(%) (%) (%) (%) becouse it lacked the group sen

Up w $750 of the equivilent in Ba. 4.0 FE) 33 10 1 that had proven so useful

Between $751 and 1,500 or the p compensated for this throu
equivalent in Bs 40 10 15 1.0 s

Between $1,501 and 5,000 NIA N/A 15 0 1995, Prodem enhanced the u

Between $3,001 and 10,000 N/A N/A 30 0 line of credit. This lowered tr

Between $10,001 and 30,000 N/A N/A 13 0 | by requiring only one ap

Source Prodem during a five-year period. |

er could decide when he or s
‘not pay interest on the loan «
the Ime of credit could have
m amount of $30,000. The
pnic evaluation and by the ¢
ered during the line of credir
M louns to be made tor up o o
within the line of credit coul
guent cconomic evaluations,
$ to funds over an eight-year pe
‘ I18).

Prodem's pricing strategy was an wmovative response to immediane
competitive pressures, but it was also a short-term response. The changes
described above resulted in a 25 percent decredse in Prodem’s revenue and
a significant reduction in profits.  To have continued on that price
reducnion path before generating additional aperational efficiencies would
have meant lowenng prices below the level of costs, an option Prodem
knew was unsustuinable. Thus, it chose o pursue opportunities thas
focused on creating new value for itself and its clients, rather than trying s
capture additional business in already saturated markets. It continued
lower prices over time and by 2000 had both eliminated its fees
lowered its average interest rate 1o 32.3 percent per unnum, but its resd
priority in the years to come was to differentiate its service through the

% I8 : Sample Line of Credit L
development of new products and rechnology. (

e o

Product Diversification wruved First loan
repmid; second
Fitst loan loan received

recerved with  with 2yr term
vt erm

After ten years of relying solely on its solidarity group product, Prodes
finally introduced an individual loan product in October 1997, The
product was developed and tested for several years before himing the
murket suddenly. The imminent entry of an mdividual lending competis
prompted one branch to argue convinemgly for the tmmedise
implementation of the individial loan product so the branch could pre.
empt an almost certain loss of market share. All of Prodem’ branches «
invited to implement the imdividual loan product simultaneowly, bur =
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de in dollars had a lower intere ice, each agency implemented it based on local demand. Ar the el
‘made n the national currency © 1998, individunl loans accounted for 28 percent of the institution’s
that clients were expected 1o assume tfolio and 7 percent of it borrowers.

Technically, the individual loan was fairly easy to implement because it
wed o different market than Prodem’s fisst product. Individual borrowers

ceal collateral o offer as a guarantee, which distinguished them from

Jarity group borrowers and made it possible for the mstitution to offer
loan amounts for longer payment periods. This, in tum, tmproved its
Htutional efficiency.  The individual loan was generally considered
bier because it lacked the group screening, monitoring, and enforcement

schedule for one of the five

an Branches in "Category 3"

p Bodovinon (Bs.) In LSS
rest Commission Interest Commission

(%) (%) () :
G 15 30 anism that had proven so wseful in the solidarity group product, but
m compensated for this through a ngorous economic evaluation
10 35 10 e
N/A 15 0 In 1998, Prodem enhanced the individual loan product by tuming it
N/A 3.0 0 o o line of credit. This lowered transaction costs for both Prodem and
NIA 13 0 by requiring only one application for a pre-authorized amount

mds during a five-vear peniod. Having obtaned a line of credit, the
ower could decide when he or she wanted to receive the funds and
uld not pay interest on the loan until it was actuslly disbursed. Each
2 on the line of credit could have a maximum term of three years and o
imum amount of $30,000. The loan amount was determined by an
: . evaluation and by the commercial value of the guarantee
during the line of credit application process. Intemnal policy
loans to be made for up to two-thirds of the collateral guarantee.
within the line of credit could be renewed twice on the basis of
quent economic evaluations, theoretically providing a client with
spss to tunds over an eight-year period with very low transaction costs
¢ Figure 18).

a0 innovative response 10 immediate
o & shortterm response.  The changss
decrease in Prodem’s revenue and

To have continued on that price
ddivional operational efficiencies would
level of costs, an option Prodem

mmd matkets. It continued o
D00 hid both eliminared its fees and
3 32.5 percent per annum, but its real

ferentinte its service through the 18 : Sample Line of Credit Life Cycle
Line of
e bt & Second loast repul:
u_n - .
First k 'L!'pﬂl!. “v‘::' l’\ll,\" Jo Third
‘o its salidarity group product, Prodem received with  with paphto el foan
Joan product in Oktober 1997, Thie 2yt term I tepaid
ol for several yean before hitting the | l —
ntry of an individual lending competitos o 1 2 ' M 5 6 7 )

. convincingly for the immediae
an product so the branch could pre
et share. All of Prodem’s branches were

Joan product simultaneously, but s
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The introduction of un individual loan product was an important m
for Prodem, bur it was still largely o renctive rather than » proactive v
Prodem’s diversitication process became much more interesting as its F7
application moved wlong and the institution began to define a competitive
strategy for the future, That strategy had two fock.  First, Prodem would
develop a network of brunches thar would have more breadth than we
other fmancial msttunion in the country.  Prodem would go w place
where no one else could go (or perhaps, where no one else wanted 1o g
and it would link those places together with regional and nuti
commercial centers. Second, Prodem would develop a package of fina
services that would meet a variety of client needs and not just credit. It
helieved that thas puckage of services, and not any one product, was w
would ultumately muake Prodem atrmactive in comparson with
competitors

Between 1995 and 1998, Prodem partnered with Calmeadow to
out a substantial research inttiative designed to assess the impact and
of Prodem’s credit services in rurmal households und markets.  Researches
wsed houschold surveys and focus groups to gather information ub
clients’ financisl needs, savings patterns and market position, as well as
test ideas for new products. In 1995, and again in 1997, subsector analyse
were carried out in an effort o map the dynamic relationships betwes
chents, their buyers, thewr suppliers, and their intermediaries, as well as th
tinancisl services and commercialization channels available o them.
analyses helped Prodem identify sources of client satisfaction
dissatisfaction, design strategies for more effective  intervention,
perthaps most  importantly, identify
opporcunities  for  new  product )
development in the areas of savings. “There's no loyalty for a

ral veachers” saluries to a Pro
giving them rwo days off 1
it of porential users and uses we
dem pushed its domestic wire ¢
and negotiated an agreement wit
e intermational wire transfer ses
d of time, were impressive. In |
he world o Bolivin via Prodem.
0,000. By April 2001, Prodem
B transfers in Bolivia

introduction of savings peod
mtion, and then, for approval
ctal Institunions. Prodem was al
mstitutions eatly in 2000 and, |
ut large. It had lictle diffics
g nationatl level, and by the ¢

t was much more difficule
ging historically in Bolivia, ¥
In October 2000, Prodem pilioe
pecount products in the naral |
nch captured approximately $
per depositor, thirry percent of w
ity percent of which was depos
ha, the Caranav) branch mobilis
financial institutions in the a

s products for at least three yea
und 15 expanding 1ts products

leasing and wire transters.’ e produce:” he pilot was successtul for many
Prodem was aggressive in  the ot
development of its wire  ransfer ~ Eduardo Bamberry Hia, Evacem e 4

ative technology - the smar o
s the two things that focus grou
poess. 1 he digital fingerpring m
o withdraw funds from the
be registered on the same card
t family or business. Prodem coul
t would have 1o be providk
em did not require clients to sh
Jucting transuctions with their
prtant documents stored in 4 safe

v time they wanted to condin

proxduct, knowing that i network of

50+ branches in urban and rural ureas

throughout the country provided it with a unigue opportunity to capeus
market share in this new service are. Transfers promised 1o be a profitable
activity with a low level of risk and a high demand.  Family memben &
urban areas wanted (o remit ftunds o family members in rumal arcas. A
microentrepreneur who sold goods in one town could send his revenues w
the town where he lived rather than risk carrying large quantities of casd
with him on his retum. The government would no doubt be interested =

See Lee, "Client- Based Market Research® for more detail on this provess
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ig rural teachers” saliaries to a Prodem branch near their place of work
her than giving them two days off to come and collect it in urban areas.
p list of porential users and uses went on and on.

frodem pushed its domestic wire transfer product out the door in early
D und negotiated an agreement with Western Union later in the year ro
intemnational wire transfer services as well. The results, in a short
jod of time, were impressive. In June 2000, $650,000 was transferred
i the world to Bolivia via Prodem. In July, thar amount rose 34 percent
870,000, By April 2001, Prodem was conducting 40% of all Western

i product was an important m.oos
ive mather than a proactive sep
wich more interesting as s FiT
n began to define i competitivg
two foci. Finst, Prodem wos
'." J have more breadth than sm
mtry.  Prodem would go to p
e no one ¢lse wanred o go
with regional and nuri

&wlup u package of finan cnsibers i Bolivia

a0 M“’“‘" just credit. It introduction of savings products had to wait, first for the FFPS
ROt any one product, was what prporation, and then, for approval by the Superintendent of Banks and
Eive in comparison with e wl Institutions. Prodem was allowed 1o accept fixed rerm deposis
institutions eatly in 2000 and, by August, was able to offer them o
public at Large. It had licdle difficulty atencting depositors, particularly
mational level, and by the end of the year had captured $155

mrtnered with Calmeadow o camy
pigned 1o assess the impact and mle
ds and markets. Researchen 1

to gather information about Whar was much more dithicule tor Prodem. and what has been
d market position, as well as 1o enging histoncally in Bolivia, was capturing savings at the branch
""“ in 1997, subsector analyses el. In October 2000, Prodem pilisted both its fixed term deposit and its
- dynamic relationships between bings sccount products in the rural beanch of Caranavic In three months,
b thetr intermedianics, as well as the branch captured approximately $50,000 in savings with an average of
. available to them. The 91 per depositor, thirry percent of which was deposited in Bolivianos and
of client satistaction and ty percent of which was deposited in US dollars.  In those three
effective intervention, and nths, the Caranavi branch mobilized more savings than any of the three
her financial institutions in the area, all of which had been offering

R 10 Livalty bings products for at least three years.  Prodem deemed the pilor a solid
f ’l nu[ g "fm , geess andd 1w expanding its products nanonwide i 2001,

' pilot was successtul for muny reasons, but two are worth mentioning

A — First, Prodem introduced its savings products along with an

povative technology - the smart card.  The smarr card offered potential
ers the two things that focus groups suggested martered most: secunity
d access. The digiral fingerprint made 1t impossible for anyone but the
to withdmaw funds from the account, although up to three savers
be registered on the same cand, for example, three members of the
pe family or business. Prodem could even set it up so that more than one
would have to be provided in order for funds 1o be accessed.
pdem did not require clients to show any kind of identification when
inducting transactions with their smart cand, so they could keep their
portant documents stored in a safe place rather than having to dig them
Ut every time they wanted 1o conduct a financial transaction.

A umquc Opportunity to capture
ers promised to be a profitable
dummd Family members
members in ruml areas. A
pe town could send his revenues to
carrying large quantittes of cash
ent would no doubt be interested in

detail an this process
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Since the smart card could be used at any of Prodem’s 50+ branche ing relative will receive $200 ing
provided clients with substuntinl access o thew funds plus a cash ow gespects. lts clients’ loans are pai
technique for carrying funds from one place to another. Clients coulid e ercentage of the profits made by
their card to view their suvings balunce and/or loan payment informuae e clients.

at any time at any Prodem branch. Soon, they may be able to access thes - :
funds through sutomaric telless in bus terminals and other poinn Diversification

commerce. Prodem is also considening the installation of card readen lained ubove, expansion was or
local paints of sale to facilitate purchises and puyments by Prodem cliess Snw services affordably. To reac
The smart cand proved attructive for social and cultural reasons as well opened a remarkable number
quickly became a sign of status and prestige; for younger savers, it was hy bontinued until 1999, although 1
University students loved it, although the bulk of savers thus far have bes i in the latter part of the deca
between the ages of 30 and 45. Prodem pays a competitive mterest rare « ify. Prodem had to re-establish

Lpegional centers to link its rue
erce. It also needed to target bra
4l Incked Prodem access.  Tabl
strategy, including the

its savings products, from 4 to 6 percent annually depending on the degm
of competition in the area, but that is not what attmcted depositon
Caranavi. What attracted them was security, access and image. ™

The second major reason for the

initial success of Prodem’s savings hes in Prodem’s network betwees
products was the marketing campaign ~ “With 50,000 clients, any '

with which the products were launched.  service can be profitable ™ 21: The Changing Compositio
In Caranavi, seven marketers went from T
house to house ntroducing the new ~ Marcelo Maella - =
products. explaining how they worked, R e

and promoting their benefits. There
were also advertisements on mdio and television, The combination «
mass-publicity with door-to-door marketing worked well according 1o focs
groups.  The publicity mised awareness and leant credibility to the e
promoters, who were then able ro discuss the products in more detail and v = ——
answer questions from potential savers whose interest hid been peaked
Prodem has not yet introduced a micro-leasing product, bur =
introduced a mortgage loan product in March 2001, Anyone with red
estate can now obtain a | 2-year line of credic from which they can borrow
multple ttmes with a repayment peniod of up to five years. Interest rates
vary with the amount of the loan and Prodem handles all the paperwork. o of hanches i
including the valuation and registration of the asset, ard the notarizing branches 1
documents. Later in 2001, Prodem will introduce a life insurance produce beanches »
Barrowers will have the aption of paying twenty cents per $1,000 of loun ol locilikia astved 41
outstanding per month, and if they die, or if their spouse dies, the balance coverage (%) 100 =
of the borrowers” loan will be paid by the insurance company and the : Boletin Financiern Microfinanzas, Dicen

cities
dary cithes
e

22: Comparing Competitors' I

———

Prodem M:

* Prodem oftered a paper-based savings account for those clients who did tor want to we » nd m & percentage of the number of &
wnnrt cand, bat anly five percent of its savers have this far chosen this option, mest of whos

are elderly.
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any of Prodem’s 50+ branches. 1
1w M fum.b pllb [ | th-ltv
ot to another. Clients could e
cand/lor loan payment information
lhey may be able 1o access then
bus terminals and other points o

ﬂ& installation of card readers »
d payments by Prodem clients
Ind cultuml reasons as well. I
rest s for younger savers, it was hip.
| the bulk of savers thus tar have been
B PAYS @ competitive interest rate om
gnt annuilly depending on the Jegres
® i not whar artmacted depositors m
secutity, access and image.”

ving relative will receive $200 in cash, Prodem benefits from the deal
iwo respects. lts clients’ loans are paid in the event of death and Prodem
a percentage of the profits made by the msurance company on us sales

explained above, expansion was one of Prodem’s primary strutegies for
ivering services affordubly. To reach economies of scale in rural areas,
sdem opened a remarkable number of branches in the mid 19905, This
ad continued until 1999, although the character of Prodem’s expansion
anged in the latter part of the decade once its national presence began
solidify. Prodem had 1o re-establish wself in the country’s core ciries and
jor regional centers to link s tural beanches to important poines of
unerce. It also needed to targer branch openings in areas of the country
ot still lacked Prodem access.  Table 24 shows the growth that resulred
n this strategy, including the increase m the propormon of urban

“With 50.000 clienits. any in Prodem's network between 1996 and 1998,
: L000 clients,

e com be | ] 21: The Changing Composition of Prodem's Branch Network
1996 1997 1908 1999
- Marcelo Maellu - g o :
‘ 1 40 % 51
wnd television. The combination of SRS " s ‘: : : 140
ang worked well according to focus ‘ -
and leant credibility to the ] " o :‘ 281 ;: :;
seuss the products in more detail and 0 -
s whose interest had been peaked Pradein Mosibly Prdgren Mlloaams
M::T 1‘33.1'." “A'::f: :'m:"m: ble 22: Comparing Competitors' Branch Networks (as of Dec 31,
of credit from which they can borrow g

dupmﬂve years. Interest rates Prxdemn  BancoSol  Fades Aned  Low Andes
m handles all the paperwork. iber of branches 5l 4 2 ] 16

ohhe asset, and the notarizing of 12 4 3 5 14

lutmdu:t a life insurance product. . 39 0 19 | 2
aying twenty cents per $1.000 of loan mber of localities served 47 6 b} M 9
die, ot If their spouse dies, the balance pnal covernge (%) * 100 5 7 =) 67
| by the insurance company and the e Boletin Fimanciers Microfmanans, December 1999

for those clients who did not want 1o we &

od & percentage of the musber of departments served
thum far chosen this option, most of whos
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By 1999, Prodem had achieved a national presence. As shown in Table 2. petions. These are discussed att

it had the largest number of branches of any microfinance institution in the revised, and then passed 1o o
country. und its network had significantly more breadth than that of any o £l for incorporation mto an insti
its major competitors. The breadth of its network helped Prodem diversity i that s presented o the board §

risk across reglons and also provided the foundation necessary to muke in
new wire transfer and savings services artmuctive.  While BancoSol, Fades
and Aned all closed branches during the year 2000, Prodem maintained
network as part of its competitive strategy.

December.  Prodem then hold
gtings that bring together all
ent to review perforn
pmmend changes i policy, un
ences and strategies for specif
These detailed and participatory.
e It Wants to go as an institutic
facilitate the straregy’s smootl
ipeople who ultimately do the &
tivities and schedules contain
By spending more time on plann
bin which to consider mucroeco
m supply und demand, etc. a
b externul changes before u crisis
proved Prodem’s ability to mang
Ereation of long-term competith

Image

After an initil campaign in 1987, Prodem spent very lintle time on
money selling its product or itself as an institution. It had no fancy offices
no Mashy signs, and no advertisements in the newspaper. For years, clients
did Prodem’s marketing for it by spreading their personal stories via wond of
mouth.

With competition and the duplication of Prodem-style services, t
began to change. Prodem had to work harder ar selling itself, selling
services, and projecting an image that distinguished the institution in &
marketplace. It began to produce marketing
litermture, 1o advertise its extensive branch *All roads lead to

network, und to capitalize upon s histonc Prodem " usiness Units

role ity the sector, particularly in the creation Fodem’s most recent stravegy fot
of BancoSol. In 1999, it hired & marketing  — A hillboard advertisemens iches to operate more like busin
spectalist ar the national level who oversaw am the highuws Bure of competition to motivat

a complete mukeover of Prodem’s branches B for making their branch profit
us part of the FFP tanstormation.  New colors, a new logo, and » phes and standards for vimous cat
uniform look and layout were all introduced to create an attractive each branch as o separate ¢
recognizable public image. In 2000, Prodem began holding corporate pee Beular needs in o unigue ma
conferences and I executives began accepting radio Intervi kh is now encouraged 1o not onl
Televimion spots were developed featunng a famous local comedion own profitability but o
they were aired in rural arcas. The idea behind all this publicity was ahility for identifving new g
just to promote Prodem’s new products, bt to keep the mstitution as mus methods that would my

in the public eye as possible. ftability. As Bazoberry said to

Strategic Planning Eh managers in April 2001, %4

ent package of services does not
Another way Prodem responded to increasing competition was i’ necds, send me a proposal

increase the sophistication of its strategic planning.  Each year, Prode g

unalyzes 1ty strengrhs, weaknesses, opportunities and threats and uses business unit concept s alss
intormation to define snnual and 3- to S-year scraregic plans thar guide pyees away from thinking abou
operations and budgeting. In October, each branch draws up its plan jinking about it as 4 microfinan

vt for clients 1o come ask for
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il presence. As shown in Table 1.
vy microfinance institution in the
Iy breadth than that of any &
of its network helped Prodem diversitg

the foundation necessary 1o muke in
s attractive.  While BancoSol, Fade

the year 2000, Prodem maintained m

pojections. These are discussed ot the regional  « .
vel, revised, and then passed to the national b\:'/cuwdwwau[md\'c
el for i tion into an institutionowde e ¢0 COMTe 0 1S
NCOTPOMMLION INEo an i won LS

that is presented to the board for approvyl  "OW We fldve (0 g0 out
December, Prodem then holds quarterly @nd cveate the business
petings that bring together all levels of g .
gnagement to review petformance, to ’\m‘“‘: Calee,
& changes i policy, and o share
kg and strategies for specific problem solving.

- These detalled und participatory planning activities help Prodem define
ere it wants to go as an institution and how it can get there. They also
p facilitate the strategy’s smooth and efficient implementation, since
e peaple who ultimately do the implementing are the ones who design
be activities and schedules contumed in ix
By spending more time on planning, Prodem created the time and space
ithin which to consider macroeconomic trends, competition challenges,
ifts in supply and demand, etc. and to prepare strategies to respond o
external changes before a cnsis hie. This, too, was important because
: ‘ed Prodem’s abtlity to muruge risk and allowed it to focus more on
he creation of long-term competitive advantage.

17, Prodem spent very little time o
1 Ins (10 It hand no fancv offices.

n the newspaper. For years, clienty
ng their personal stories via woed of

gation of Prodem -style services, the
k harder ar selling wself. selling s
it distinguished the Institution in the

Banch  *All roads lead 10

Prodem.* Business Units
Prodem’s most recent strategy for facing competition 15 to encourage its
= A hillboan] adesrtisemens mnches to operate more like business units.  Executive managers use the
on the hughwury of competition to motivate branch managers 0 come up with

Jeas for making their branch profitable.  Prodem still maintains generl
licies and standards for various categories of branches, but increasingly it
pats cach brinch as a sepamre entity with
mrticulir needs in o umique markee. Each -
ch is now encouraged to not only be aware Did you make
its own profitability but to also take enough money w pay
pponsibility for identifying new produces or  Your salary today?”
delivery methods that would improve rhar

rofitability. As Buzoberry said to one of his

branch managers in April 2001, "If Prodem’s ﬁmﬁ:‘m
prrent package of services does not meet your hx‘w
dients’ needs, send me a proposal for what

ill.”

The busmness unit concept is also being adopted in an attempt to shift
mployees away from thinking about Prodem as a microlending mstitution
b thinking about it s # microfinance institutbon.  Staff can no longer sit
wait for clients to come ask for a loan. They have to take Prodem's

wolors, # new logo, and a more
;, pduced o create an arrractive and
Proden began holding corporite press
n accepting nadio inrerviews
pring 4 famows local comedian and
a behind all this publicity was noe
Im to keep the mstitution as much

5 0 increasing competition was 1o
e planning. Each year, Prodem
= tunities and threats and uses the
40 S-year strategic plans that guide 1t

% each branch draws up s plan and
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business to potential clients, market it, convince potentinl savers that the
institution can be trusted, etc. Prodem’s business now extends far beyon!
credit and the focus on the branch as @ unit of business 1 designed to hely
staff recognize that fuct.

Managing Risk

As a lending institution, Prodem faced certain risks simply by nature of its
being a financial services provider. The most serious of these was credis
tisk. the chance that ity chents mught not repay their loans.  Like all
lending institutions, Prodem tried to mingate this sk by building
mechanisms Into its products’ design and delivery that would 1) motivate
clients 1o pay; and 2) ensure a good match between the level of credit
extended to a client and that client’s ability to service his or her loan.

For years. Prodem succeeded in maintaining an extremely high leve!
on-time repayment.  Excellent portfolio quality helped muximize the
productive wse of its finuncial assets and minimize the time. energy and
resources that the institution spent recuperating delinquent loans. This, of
course, contributed positively to Prodem’s drive for sustainability.  The .
remainder of this chapter Jooks at some of the ways Prodem incorporated ghon-threatening way to increm
risk management into the design and delivery of s products. It abie Y
explores how Prodem’s risk management strategies chunged, not only
because of increased competition, but also because of its new
responsibilities to savers and investors.

The Message Given

Prodem’s original procluct, the solidarity group loan, had two design
features that distinguished it from traditional loan products. First, it relied
on solidarity colluteral rather than material collateral. Whar mattered m
the delivery of this product was that the members of o group knew each
other, tnusted each other, and were willing to support each other—
monetarily if necessary—throughout the entire loan process. Tt was s
appropriate design for microentrepreneurs since most did not have security
to guarantee a loan.

The second feature of the solidurity group loan product was i
sequential charcter. Clients borrowed small amounts for short periods of
time, and then renewed their loans for progressively larger amounts and
longer terms. The product gave clients quick access to an initial amouns
of capital while minimizing Prodem’s risk at the beginnung of m
relationship with a borrower.  Clients’ long-term access to capital wa
linked to their repayment performance. As long as a group demonstraed
its ability and willingness to service a loan on time, Prodem generally
increased the amount and term of its loan.
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psigning an appropriate product for the microcredi maskes
gportant, but so was the process of conveying the loan terms
: utum to borrowers.  For its solidarity group loan to be successtul,
sdem had to explain the concepts of solidarity collateral and sequencing
way that made sense to chients. Loan officens could not just give
gential botrowers a piece of paper with the conditions of credir writren
[it. They had to find ways of muking sure clients understood the rules
e saw value in them.
n important communication breakthrough occurred when Prodem's
ginal ream realized thar the solidarity group mechanism provided clients
th access o credit using a concept that borrowers already applied n
er aspects of their daily lives  In the local mdigenous linguage of
gmara, this concept is known as “aimi” and refers to a person’s willingness
Lhelp a neighbor today because of the expectation that ar some future
int in nme thar neighbor will retum the favor. By explaining solidarity
Hlateral through the “uimi” concept, loan officers helped chients quickly
and and see value in the joint liability mechanism. Most clients felt
: mpnmnu themselves into groups to access credit was a relatively low-
ik, non-threatening way to increase working capital and stabilize cash

lt wis hurder, in general, for clients to find valoe in the sequencing
neept. Many borrowens would have been happier had they been ofered
farger initinl loan with a longer repayment term. Nevertheless, Prodem
aged to sell the sequencing feature by focusing on the issue of access.
n though many clients tound sequencing mconvenient in the shorn-
m, theey were attracted by the opportunity to develop & relationship with
that would give them access w capital in the long-term.  This
for future access was a key factor in motivating clients o repay their
s on nme.
By starting small and making larger loans and longer repayment terms
pntingent on repayment performance, Prodem established a relationship
discipline with its cliente. It sent the message that it was a serious lender
hat wanted to invest in microentrepreneurs over the long term. [t was not
donor with a time-bound or project-focused agenda. It would not accept
elinquency, and it would come to call on any borrower thar reneged on his
¢ her commitment to pay.  Establishing this early credibility was
mportant, particularly given Bolivia’s history of bank failures and loan
prgiveness.  Prodem had to distinguish itself as a non-political, non-

digous, none-government institution that was not giving any handouts.
page of its information session flip chare had pictures of a church, a

: nent building, and several political party logos, each with a big *X”
Brawn through it
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Cognizant that larger loan amounts and longet terms were attractive ¢
clients, Prodem not only maintained is policy of linking both ¢
repayment performance, but it made the terms of linkage increasingly ¢l
over ume. By 1999, Prodem was stating the mamifications of repaymers
performunce in very specific terms, as summarized in Table 23

Table 23: The Link between Repayment Performance and Subsequent
Loans

et. In their monitoring and colle
easing amount of effore helpis
indebredness, and understand the
nt's business.

ven in the delivery of loans, 4 fin
Fin the Betanzos brunch read an
Uin Prodem’s written contract,
al language to ensure clients w

Numiber of Diys Late Next Loan Size Next Loan Teem then left the group alone to di
Two days or kew Up to 20 percent incresse  Up 10 50 percent incresse her or not they wanted (o sign ¢
105 daws No change No changr ree of seriousness about the lend
6 1 10 days 20 percent decrease SO percent decreie % 10 increase their capacity to m
Ower 10 days Might nit be eligible ne may question whether suc

Sowrce: Prodem nable. but Prodem’s decision

pnient into the launch of its savi
As competition increased. Prodem realized that it could no longes valuable, at least in the shore
deliver a message that focused solely on its own approach and services. T ]

maintain long-term  relationships with clients, it needed 0 help thes reening and Evaluation
understand 11 pnxiugu 0 COmPaTian with those of other mstitutions . years, Prodem’s principal scree
to see the dangers of borrowing from muluple institutions simultaneous! Blictarity group. The members

I‘lriulcm begun to design its messages to improve the financial lireracy of | BB how much cach member ol
clients.

‘ ) % loans, and monitored each otl
By 1999, Prodem's information session not only explained its loan tem messages across effectively eatly

and condinons, bur also provided a context within which potenn BBy screening funciion, B
borrowers could assess those terms.  Iv briefly described the history Bon from fond,  Before recon
microcredit in Bolivia, and discussed the rights and responsibilities of Rithat the in dividuals who
borrower. It compared Prodem’s products with those offered by othe S noe R g
institutions. It explained the impact of administrative fees, forced savie I hood, owred their mmph.&
and flar vs. declining balance interest calculations on a borrower’s effectn e year.

rate. When it explumned the restrictions Prodem set on ity loans, it al 3

expluined the rationale behind those restrictions. For instance, instead k "T,::'c‘ j:';“ﬁ“:, the A8
stating that its loans were non-transferable, it described the dangers Ients and then ‘ Chl‘ll::'u"::
allowing someone else to we one’s loan. Bl range of options F'::

A fimancil litermcy component could be found in the loan applican Bl with hm*;‘: Y ;itul in l::
and evaluation process as well.  Loan officers worked with clients B o prove that they: couldl
determiine an appropriate debt burden and were trunsparent about B wanner: Re-evaluscions d
process of how that is done. Without providing formal training, the - remnmcd. selativelol
offered clients insight into their financial sinwation, they explained why At repayment record. In m‘:‘
requested loan smount might be wo low or o high, and they provids b that provided a suff cnemg degrl
“tips” to help clients navigate in an mcreasingly complex und changs : ¢ 1 which Prodem
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t. In their monitoring and collection activities, loan officers spent an
creasing amount of effort helping clients analyze risk, deal with
indebtedness, and understand the implications of market saturation on
lient’s business.

‘Even in the delivery of loans, 4 financial literacy component was found
¥ in the Betanzos branch read and explained the implications of every
m in Prodem’s written contmct. They discussed the principles behind
o legal lunguage to ensure clients understood the conditions of the loan.
« then left the group alone o discuss the conditions before deciding
ar not they wanted 1o sign the contract. This approach signuled
degree of seriousness about the lending process and a desire to work with

ts to increase their capacity to make mformed financial dectsions.

‘One may question whether such a financial literacy strategy i
stainable, but Prodem’s decision to incorporate a financtal lireracy
pmponent into the launch of its savings products suggests that it finds the
tegy valuable, at least in the short-term.

Screening and Evaluation

- For years, Prodem’s principal screening and evaluation mechanism was
e solidarity group.  The membens of each group selected each other,
valuited how much each member could afford ro borrow, guaranteed each
ther's loans, and monitored each other's repayment. As long as Prodem
bt its messages across effectively early on, loan officers needed only to play
' secondary screening function, which was designed to protect the
wstitution from frasd.  Before recommending a loan for approval, they
4 that the individuals who presented rhe loan application were real
ersons and not just names on 4 piece of paper, that they lived in the same
eighborhood, owned their own businesses and had been operating for at
ST ONE year.

Loan officers esmablished the terms of each group’s initial loan by
mthering basic datn on business sales. assers. expenses and credit
equirements and then choosing an amount and payment period from a
d range of options. For years, loans were almost sutomartically
wed with longer rerms and in Larger amounts as long as group members
inued 1o prove that they could and would service their loans in a
sciplined manner. Re-evaluations of clients were unnecessary as long as
he loan amounts remained relatively small, and the clients maintamed an
xcellent repayment record. In general, it was & cont-effective and efficient

tem that provided a suffictent degree of protection against risk given the
avironment i which Prodem operated ar the time.
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There were limits, however, to the usefultyess of the solidarity guaran:e=
and sequencing as screening and evaluation tools.  While joint liabil=w
helped to ensure that groups would constst of members with god
intentions, it could not help protect against the group as a whole belicving
it could take on a langer debt than was reulistic given is cash flow. Sines
the stepped lending process enabled Prodem clients to borrow progressis
larger amounts as long as they maintained a good credit history, their deb
burden naturally grew with time and, if left unchecked, would event
grow to & point at which clients could no longer service it. Increasing
Prodem saw the need to develop more sophisticated screening mechan
that could assist it in determining clients’ debt capacity.

The most significant changes made were in the economic evaluation
process. With input from the field as well s from financial management
staff, Prodem developed new evaluation forms to assist loan officers in more
accurately assessing a borrower's financial situation. The new forms created
a balance sheet, income statement

and cash flow statement for each e o4: Selected Economic

Andlvils Ind he question of how Prodem coull
g&:::ngtmhmml ed hl::: Wff-dw it s i i :m P::c:lur‘;wwas already
ecn assets
and Habilities of the business and = oy : mhdmd £, N ddilﬁ
' - id not move
of those of the borrower’s family, Weeking Capital Ratis : - c‘h. b
bur they analyzed cash flow wsing Ackd Test Ratio ete l\l wﬂmm-ll .pmnml
the botrower’s household as the — fith smaller loan amounts and newe
economic unit.  Given  the ‘A\m.,mn,“mkamk ."-’ﬁ‘Cl‘?“ peer group and "’F
fungibility of money and the non- Linventiry Tithovet luate clients. With larger amoun
directed nature of Prodem’s loans, e itional tools to evaluare each
the household-based cash flow Ciross Margin frements.  This more custom
gave a more accurate picture of @ Operating Mangn marily by the larger average loan s
borrower’s ability to pay than a ::: ""'“‘"‘A adem'’s resourceful spplication of |
: . BInN Oon AseD - lmm}\ﬁhﬂjb l ’
'C‘::;iu“"]ﬂ‘:ﬂmm ‘:e;h?n::: also Becak-even Poms — i Lo tt(utd and lﬂlck cliau [
mcorporated a set of financial Yol w,na,.pm__-__—;, : Many are now using han
indicators 1o assess the liquidiry, of Total Assers ImPilot to process cash flow and ¢
debt, profitability, and operational Level of Indebredness of Loan business rther than having to re
efficiency of the borrower's » Approved as these were combined with

eductivity, and low delinquency, £

.,Rapondhx to Delinquency

For years, the driving force behi
s its zero tolerance for delingquenc
ks doors, Prodem aimed for 100 p

business (see Table 24)

The increased detail and sophistication of the forms required mose
sophisticated analysis o apply them effectively, Prodem designed and
implemented a series of training seminars N ecONOMIC evaluation for all of
its loan officers 1o increase their exposure to and applied knowledge ot
financial analysis ools. Additional seminars were held o improve field
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ficer evaluation of guanmtees and documentation, and a third is being
eveloped 1o enhance their ability 1o idenufy nsk.
In 1998, after watching tmpressive growth mates tum into alurming

ulness of the solidarity guarantes
wwols. While joint lability
consist of members with good

the group as a whole believing rears mates in several branches simultaneously, Prodem made other
e given its cash flow. Since ' s in its screening methodology, most of which focused on being
sm clients 1o borrow progressively pre aware of the external environment. The national office negotiared

pathly access 1w Bolivias credit burean and began distnburing this

credit history, their debs
B8 good credit history, their formation to tts branches so they could avoid lending to clients who were

it unchecked, would eventually

W Incressi frcady heavily indebted or who had already defaulted on loans with other
e u::::nzw mcchnnﬂ pstitutions. [t developed market monitoring systems that gathered more
éhq-mv nformation from third party sources about the current and projected

pnditions of the markets in which i operated. Loan officers put mote
randcmrgvmmth:tcmcnmgpnxmmlymgleumchmu honesty
d more on the economic evaluation process described above. They also
pk greater care in cross-referencing information sources using their own
sbservarions, social evaluations, etc. to help assess both a borrower's ability
o repay and his or her attitude towards repayment.

The question of how Prodem could afford more extensive screening and
aluation procedures was already answered, in large part, earlier in this
er. There is, however, one additional point worth mentioning in this
ntext.  Prodem did not move from a completely standardized 1o @
omplerely customized approach. Rather. it developed a hybnd solution.
With smaller loan amounts and newer clients, Prodem continued to use the
pat-efficient peer group and sequencing mechanisms to screen and
aluate clients. With larger amounts and individual clients, it used maore
maditional tools to evaluare each client’s cash flow and collateml
equirements.  This more customized approach was made aftordable
primurily by the lurger average loan size of these clients, and once again, by
m'’% resourceful application of technology. By 1998, loan officers in
eral branches had designed spreadsheets in Microsoft Excel that enabled
to record and track client cash flows by compurer rather than by
pand.  Many are now using hand-held microcompurers such as the
PalmPilot to process cash flow and economic analysis at the client’s place

e were in the economic eviluation
3 A as from financinl management
lua-w—m loan ofticers in more
fal situation. The new forms created

Table 24: Selected Economic
Analysis Indicators
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of Tosal Asens
"“‘:d ;,:'Mdm f Loan of business rather than having o return to the office. When efficiencies
i Approved as these were combined with incressing economies of scale, staff

tivity, and low delinquency, the hybrid approach became feasible.
Responding to Delingquency

For years, the driving force behind Prodem'’s risk munagement straregy
was (s zer0 tolemnce for delinquency. From the day the institution opened
s doors, Prodem aimed for 100 percent repayment and for most of its

Btication of the forms required more
., effectively.  Prodem designed and
pars in economic evaluation for all of
posure to and applied knowledge of
il seminars were held to improve field
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history, it came impressively close 1o meeting thar goal.  Its end o
month 30-day portfolio ar risk rare rose above 3 percent for the titst 1o,
tn March of 1994. It then remained below 3 percent until October of 1044
Prodem achieved such strong performance in this area primarily because #
its immediate and appropriate follow up on delinquent payments.
Prodem’s branches wsually scheduled repayments on specific days of the
week. At the end of each collection day, loun officers printed a report thae
listed the names of the groups that had not yet paid. They then went
cither that afternoon or early the nest moming to visit the members of the
delingquent groups, find out why they had not paid, and help them find »
solution to their repayment problem. The type and degree of positive o
negative pressure applied by the loan officer varted by region and by group
For example, in some small towns, loan officers found that pemonal vises
to clients” homes were counterproductive.  Borrowers considered the v
to be social event that they welcomed regardless of the purpose; some even

went 5o far as to purposely not pay
their loans o provoke a visit.
When the loan officer arrived, the
money would be waiting for him
and dinner would be on the table.
Regardless of the problem, by
following up on delinquency
immediately, Prodem was generally
able to work with groups to resolve
issues before they became serious
Begmning in 1995, however,
delinquency became more of a
problem.  While the level of
delinquency at the institutional
level never reached an alarming
mte, an mcreasing number of
branches began 10 have senous
portfolio problems.  Besides their
immediate follow up on delinguent
payments, loan officers sought
other strategies for motvaung
chients to pay and 1o pay on ume.

Several brunches implemented a “scorecard™ system in which borrowers

repayment booklets were stamped with a symbol that reflected the
timeliness of each payment made.

faces, another used stams, and another used different colors to iIndicate
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b meeting that goal. s end of the
above 3 percent for the first time
low 3 percent until October of 199%
ance in this area primarily because
on Jelinquent payments.
o repayments on specific days of the
B Boan ofticens printed a report that
d not yet paid. They then went o
moming to visit the members of the
thad not paid, and help them find &
. The type and degree of positive oe
licer varied by region and by group.
i officers found that personal visies
2 Borrowers considered the visit
pegardless of the purpose; some even

pether a group had repaid on the moming of their payment due date, on
e atternoon of their puyment due date, or atter their payment was due
pup members were encournged to use the stamps as & way of keeping
gir group coordinator accountable.  They were also encouraged 1o
T with each other 1o see “who could collect the most stars.”
Most branches revised thewr collection strategy 1o include not only
pid, but repetitive follow up on delinquent clients. The idea was that by
fting steady pressure on borrowers and borrower groups that were
Bsitant to solve their repayment problems, Prodem could induce «
solution.  Loan officers visited delinquent borrowers on 4 daily basis
hey refused 1o accepe partial payments i an effort 1o encourage the jomnt
: mechanism to kick in. In some branches, loan officers asked each
lent to sign 4 form after every delinquency visit thur recorded the mecting
its outcome. They found that by stating clients’ delinguency in writing
hey were able to merease the seriousness with which borrowers perceived
be situanion, and this led to some addinonal repayment.
The intense collection strategy produced some results, but it was
hausting for loun officers.  They began to collaborute more in their
R t of delingquency and in their search for creative solutions o
It repayment problems. They held daily delinguency meetings
wef each orher on their activities and their progress or lack thereof, and
design o plun of artack for the following day. “Blocks™ of agencies in the
me region came together informally w help each other act on arrears.
he exchange was supportive in both physical and mental terms, providing
energy and ideas with which to continue addressing delinquency

On loan repayment dates, cashuens
proged @ st of all payments due on
thar day. As clients made ther
Paymema, the cashier highlighted the
name of the group or mdivdual on the
sz and had the person making the
paymens mustal 1. As the day
progressed, loan afficers could eanly
discern which groups had nos yer paad
and could mmmediately follow up wath
o friendly remunder. At the end of the
day, cashiers enwered only the names of

Ultimareely, however, there was a substantiul increase in the number of
lients who, for whatever reason, wete not servicing their loans. In 1999,

delmaquent groups and with one o decided, for the first time in its history, to refinance the debt of
compwtey command marked all other pme of those clients who clearly wanted to make payments on their loans
paymeno as made . The process was t could not do so for circumstanual reasons. To be eligible for
wme-efficient and jacibitazed rapid finuncing, clients had to have paid ur least 40 percent of the amount due
Jollow wp am laze veperyment. which their loan and have a clear intention to continue servicing their debt.
wass Prodem s key smazegy for

A new contract was drawn up which doubled the remaining time period

comsrofing armears ithin which they were supposed to pay off their loan, and spread payment
i the remaiming debr over the new penod in equal, regular installments. 1f

the terms of the new contmet diverged in any way from this norm, clients

system in which borrowen” ad 1o provide some form of real collateral in onder for the loan to be

A symbol that reflecied the
t wsed different colors o indicare

| For those clients who, in Prodem’s estimation, could have serviced
hetr loans, but simply chose not o, Prodem ook a much more aggresive
1t threatened, and then delivered on its threat. wo submit the names
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of delinquent borrowers o the national credit bureay, eftect: lished clcarer guidelines for th
eliminating their access o credit from any institution in the near futue it set limits on the degree 1o
also publicized the names of delinguent borrowers in local newspapers mse, and these limits were
in some cases initiated legal proceedings.  Because of the cost mation system so that entries

complexity of engaging the legal system, Prodem applied this lust strae ed without the approval of m

selectively, but it did so effectively enough to establish itself as o sers loans up to $2.300 and regia
financial institution that was willing 1o employ legal mechanisms 10,000, but anything larger than
necessary to recuperate (s funds. T,

sdem tumed the credit commi

individual loan officers acc
ed. It hired tull-time cashiers
ficers evaluate, approve and di
on loan officer discretion ha
Prodem wanted to address that.
Land profit-sharng rewand sy

Monitoring and Control

Naturally, the increased delinquency, the economic recession, the exce
supply of credit, and the lounch of the private fimancial fund all motves
Prodem 1o rethink the way it monitored and controlled risk.  For ye
Prodem relied heavily on the members of s solidarity groups to s
monitor one another and ensure that each member fulfilled his or
responsibilities o Prodem. It also used the regular payment scheds fravd and o encourage
inherent in both the individual and group loan produces as o buile prmunce as if Prodem were theit
mechanism for gauging clients’ continued willingness and ability 1o servie yodem created an asset and liabi
their debt. Loan officers did not have to follow up with all of their clies internal audit commitree. It insta
every week; they only needed to follow up with the ones that did not ch offices. [t also meorporated
up to make their payment. n. All written contracts now it

In general, Prodem’s system of monitoring and control was both efficiess that the information the
and effecrive, and so it remained largely unchanged for almost o decade ion was true. In addition, ifs

1995, Prodem made its first major udjustment to its monitating pr than $800, tht'wﬂm"ilﬂ
when it removed the condition that required clients to invest their L As mentioned {’""‘""“Y' P':k”
exclusively in their business activities. Prodem did this in recognition of larity with which it collecred an

t. This included data
ditions and competition in th
pducing a regional layer of mas
pagers were able o spend more
nds, and preparing organizations
W plan for environmental change
maore effective products, bu
| change on the imstitution.

Mowi g Up and Out

The prolonged recession made |
sch risk that could be controlled

the fungibility of money, i.e. the tendency of housebolds to collecr thes
income and pay their expenses out of one large pot without keeping trach
of what income is destined to pay what expense.  Prodem realized thae
directed lending was expensive to monitor and took money managemens
flexibility away from clients withour adding much value in terms of risk
management.  Thus, it decided to relinquish control over the destination
of irs loans and focus mstead on making sure its clients had the ubility w0
pay them. This decision helped tuel the changes in Prodem’s evaluation
and screening mechanisms that were described above.

Prodem made many more adjustments to its monitoring and controd
strategy by the end of 1999. These were, in parr, a response 1o changes i
the external environment, but they were also in prepuration for the
creation of a private fimancial fund. In anticipation of increasing volume. . By the end of April
additional operational complexity, and a relatively unstable economic greater than 30 days had rise

environment, Prodem introduced new monitoring mechanisms and ecorded in the last decade. More st
d a 3-month blockade of the ¢

i Ciiu
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pstablished clearer gdelines for the applicanion of existing ones.  For
ple. it set limirs on the degree w which loan amounts snd rerms could
ncrease, and these limits were incorporated into the computerized
pformation system so that entmes outside of the limits would not be
ted without the approval of management. Branch managers could
pprove loans up 1o $2,300 and regional managers could approve loans up
p $10,000, but anything larger than thar had to be approved by a national
panager.

Prodem tumed the credit committee into a feedback committee and
pade individunl loan officers accounmble for the applications they
pproved. It hired full-tme cashiers to avoid the risks inherent in having
pan otficers evaluate, approve and disburse loans. The luck of an etfective
on loan officer discretion had permitted fraud in several branches
Prodem wanted to address that.  les creation of an employee pension
d and profitsharing reward system was also designed, in part, to
fiscourage fraud and ro encourage employees o monitor instturional
srformunce as if Prodem were their own business.

Prodem created an asset and liability committee, a risk committee, s
an internal audit committee. It installed security cameras and alarms in its
branch offices. It also mcorporated additional legal tools into its contrmct
design. All wrirten contracts now include a clause that requires clients 1o
sclare that the information they provided during their economic
gvalustion was true. [n asddition, if any member of a group requests a loan
reater than $800, the contract’s signing must now be notarized.

b eeauited clients to invest their loans As mentioned previously, Prodem also increased the sophistication and
hes Pmdem did this in recognition of gularity with which it collecred and analyzed imformarion on 1ts external
pdency of houscholds to collect their pvironment.  This included dats on the national economy, mdustry
f one lurge por without keeping track onditions and competition in the financial services industry,  After
‘what expense. Prodem realized that : ding a regional layer of management in 1997, Prodem’s national
ponitor and took money management nagers were able o spend more time analyzing such data, identifying
¢ adding much value in terms of ik rends, and prepanng organizational responses.  Being able to anvicipare
elingquish control over the destination ind plan for environmental change not only helped Prodem design and
king sure its clients had the ability o liver more effective products, but also helped it control the impact of
du changes in Prodem’s evaluation il change on the institution.
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e, in part, a response o changes in The prolonged recession made Prodem realize that there was only so
; were also i prepamtion for the auch nisk thar could be controlled through monitoring and delinquency
p anticipation of increasing volume. unag t. By the end of Apnil 2001, the banking sector's portfolio-ar-
d a relatively unstuble economic fisk greater than 30 days had risen to 14.2 percent, the highest level
| pew monitoring mechanisms and recorded in the last decade. More strikes and marches were being launched,
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threatened. Debtor sssoctations were among those marching and anguing
vociferously on popular radio stations in favor of debr forgiveness and loan
reprogramming for small borrowers. Finuncial institutions of all shupes and
sizes were beginning to question how much longer they would be able «
stay afloat.

No matter how strong an institution Prodem may have been, the mature
of its business made 1s future precanous.  Especially once 1t started
cupturing savings from the public, Prodem telt the need to adopt a more
radical spproach to risk management. It made three major changes in it
procuct design and delivery in an effort 1o stabllize its sitnuation.

First, it shifted the majority of its loan portfolio to individual lending.
At the end of 1999, 84 percent of us portfolio was made up of solidarity
group loans, One year later, it wis only 59 percent. By the end of 2001,

Prodem predices thur 4 mere 26 percent of its portfolic will consist of

solidarity group borrowers. Why the immense shift! Prodem leamed that
the solidarity group loan product does not work effectively in penods of
prolonged econamic distress. The first tume someone in # typical group had
a problem, the methodology worked as designed. The group supported the
member in trouble and the problem was resolved. The second and third
times someone had & problem, the group wually found a resolution us well,
but by the time the fourth problem arose, everyone in the group wis alreasdy
having such a difficult tme that they could nor resolve the problem
Technically, that put the entire group into default and Prodem had o
provision not only for the loan of the member who had the problem, bu
also for all other members of the group.  Technically, no one in the group
could get & new loan until all of the members had repaid their loans and
this was a huge disincentive o pay.  The solidanity group methodology
broke down. Managing the problem became very complicated and time
consuming for Prodem, to the point that it decided to encourage clients 1o
borrow individually instead.  Today, solidarity group loans are still
available, but only for terms of six to eighteen months and only for $2.200
maximun. Individual loans can now be secured in 0 number of ways: with
n personal guarantee, a fixed term deposit, & telephone line, machinery,
vehicles, equipment, or with documents in deposit.

Second, Prodem is deliberately moving up-market. Between December
31, 1999 and December 31, 2000, its portfolio grew three percent, bur s
client base shrunk by 27 percent. I1s average loun rose from $606 to $860.
Prodem muntams thar it s not abandoning its original market, but i
conscioisly moving up market in an effort 1o stabilize s situation.
Previously, It concentrated its business in the lowest level of the economic
triangle, but this was the level worst hit by the crisis, and with a few more
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rs of bad news ahead, Prodem knew it would be vulnemble there. By
mg shghtly up-marker. it could diversify 1s sk and also tap 1o
per cliemt base for i1ts non-credit services.  Prodem’s two strongest
prapetitors, BancoSol and Caja Los Andes, have already done exactly
that. As an interesting side effect 10 the up-market move, Prodem has
wed that it has not yet identified appropnate financial products for
rving its poorest clients and i1 1s returming o the field once again o study
what might be more effective. It s looking, in particular, st the practices
ol local moneylenders.
Third, and finally, Prodem is diversifying its business activities into arcas
pther than microfinance and will soon create a holding company that will
panage the FFP, a software company. and a consulting company. Prodem
jind been recetving requests for advice and technical assistance from other
microfinance institutions for years and had been generating a small stream
o income to compensate it for the rime spent with visitors. Once it
became an FFP, however, Bolivian law prohibited it from engaging m
vities other than financial intermedianon, and thar 1s whar sparked the
des of crearing a separate consulting company. In the very near future,
rodem will be uble to send “expert operators,” as it calls them, to the field
to pass on lessons leamed and help other microfinance institutions build
gapecity that Prodem has already developed.  Besides generating an
dditional source of revenue through experrs’ fees, the consulting business
hould offer excellent exchange and protessional development
ppportunities for staff, and provide o creative way to make productive use
o the FFP's human resources during slow periods at home. The company
in the final stages of its constitution and already has its fint contract
mnding with UNDP's MicroSaart in Guatemala.
Plans to cremte a software company came about in o similar manner, but
out of the very successful working relationship that Prodem and
y Pacha have enjoyed since 1997, With Wifay Pacha's support,
dem developed a number of technology products and software modules
hat other microfinance institurions are now interested in using, so the two
prganizanions decided to sét up o company to market their products, to
provide implementation and maintenance services, and o offer the
lopment of new sofrware solutions.  Interestingly, they plan 1o make
the business multidisciplinary m its scope and will not limit their services
0 the microfinance industry. A list of some of the services that the two
pompanies are ready to offer is provided in Table 25.
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Table 25: Selected List of Services Provided by Prodem’s New
Compunies

Consulting Services

o Financial (budgeting, financial projections, financial analysis)

o Credit (solidatity group methodology, individual lending methodologies,
delinquency munagement)

o Murketing and Sales (design of raml and urban baanches, development of
wavings and credit products, marker research, focus groups, marketing and
client service, public relations strategies for rural arcas )

planning, business plan elaboration, corporare governance)

o Human Resources (petsonnel selection, msniunonal development, corporare
adlure. incentive schemes. financial analysts mining, economic evaluation)|
o Other (political norms asociared with the micmenterprise sector, strategic

Technokogy Products

Sauiart cards

Digital fingerprint

Automutic rellers

Saftware for hand held compurers

Software Madules SIPRO 1.0

Accounting

Treasury

Portiolio

Lines of credit

Fixed term deposits
Savings

Money transtees
Cashiers

Personnel ndmitistration
Purchasing

Fixed ussers

Back-up
Communication and closure
Security
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@ (CHAPTER 7 ow
Strategic Alliances

eetions, financial analyws)
% Individual lending methodologies,

. todem bullt impressive institutional capacity during s first decade
e m branches, Jevelopment of

and a half of operation, but it did not do so alone. A variety of
external actors contributed their own financial and human resources
augment those already possessed by Prodem. Because of the way these
tionships were constructed and nurrured, much of the capacity that was
foreign in nature was trunsferred to Prodem. contributing grearly o
institution’s development.

This chapter describes Prodem’s relationships with its clients, its
ical assistance providers, its donors and its investors, and explores
in which those relationships—and not the mere presence of external
influenced Prodem’s growth. 1t also takes a brief look ar Prodem’s
nt attempt to form a different kind of allisnce - a merger — with
her microfinance Institution, and it examines some of the lessons that
be leamed from the failure of that deal.

¢ Prodem — Client Relationship

Prodem’s goal been simply 1o make credit available to the informal
or in the hope of generating economic growth, its relationship with it
ts would have been a fairly commercial one, with Prodem as the
lier of a service and microentreprencurs as the buyers. Since Prodem’s
was ulumately developmental, however, its relationship with its
ents assumed o fundamentally ditferent character. Clients were nor just
omers; they were also partners in the bullding of un nstitution that
could contribute to the development of marginalized Bolivian families.
An Exchange
Prodem’s clients made two significant contributions ro the instumnon’s
development. First, they provided it with motivation. Prodem’s founders
were inspired to create @ microlending institution because they saw the
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potentinl of Prodem’s target
market.  They believed that if
microentreprencurs could access
appropriate  and  sustainable
financial services, they would be
able 1o stimulate  economic
development in their
commumities.  Staff, too, believed
i this mission, bur it was the

hands-on experience of lending w

“Both chients and credit officers
believe that the program belongs ¢
them and that only through hard
work by both clients and employee:
can the program survive.”

~Amy Glosser, in “The Creation of
BancoSol in Bolww™

microentrepreneurs that inspired their work. Through personul storses
abour what credit had enabled clients to achieve, staff realized just how
great an impact a series of small loans could make. They observed rangible
chunges i the producrivity and volume of clients’ businesses and, tater, in
their socitl behavior. such as improvements made o their homes, and an
increased tendency to send their children to school and to health clines
More than any other factor, this demanstrated impact s what motivated
employees, particularly field staff, to give Prodem their best effort, 1w go
bevond whar was expected of them, and to pursue the highest standards
quality and service yenr after year.

When Prodem began lending, it sought to build a relationshup with 1t
clients by offering two things: 1) confidence in miicroentrepreneurs” abilities,
and 2) cash. Of course, potential clients approached Prodem because they
wanred access 1o credit, but they were impressed by the respectful and
trusting manner with which they were treated by Prodem. Prodem mimed 1o

Clients coined the slogan
that Prodem now wses i its
marketing literature,
“Prodem gives you
apportunity.

serve poor people who were disenminated
against as the poor in any country generally
are® Banks would not serve them and
development projects often treated them
with condescension, or as beneficianes of a
donation, rther than as  productive
contributors to society.  [h most cases,
Prodem was the finst institution 1o offer
them access to credit and to do s

professionally. Clients quickly came to regard Prodem as an ally—as »
serious institution that wanted to see its clients succeed.

The relationship between Prodem and its clients deepened from there.
Respect and trust bred respect and trust. Clients became increasingly open

* Cladio Gonsules- Vegn, et ul. "A Frimer on Bolivian Experietices in Microfttance: An
Ohio Seate Penpective” (Calumbos, Ohio: Rl Frnance Program, Ohio Stare University
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with Prodem. and Prodem becume increasingly attentive to what clients had
0 say. An exchange ensued that was facilitated primarily by Prodem’s loan
i who often came from a similar ethnic and economic background as
their clients, They spoke the local language with a local accent and
derstood local customs.  In rural arens in particular. there was no major
pctnl or cultural distinetion between loan officer and client, which
ated a level of comfort between the two parties that would not have
peen possible otherwise. Loan officers developed personul relationships
th their clients. Through cusual conversations, they gathered informanion
pot only abour their clients’ business activities, but also about their families.
heir communities, their soctal expenditures and needs, and their priorities.
By sharing this information, clients
made their second major contribution 1o

ms success.  Prodem could not have Prodem’s loan officers
built an orgaruzanion thar supporred Bolivian made a M( 'f’ knowmg
development were it not for its insight into their clients” names,
the needs of Bolivian microentrepreneurs and greetng them on the
the ways in which it, as a lending institution, street, inguiring about
Id best meet those needs.  Prodem’s their family and ther
ts provided this msight. They not only health and nor just therr
pffered  information  about  their own busmess

situations, but also gave Prodem feedback
mbout the adequacy of ity services. They
pointed out things they liked and did not like. They explained why cerram
pects, such s the standardized repayment scheme, created problems for
thern. They let Prodem know when they felt the competition was offering
a better deal than Prodem offered them.
As explained in the previous chapter, Prodem used this information to
dmprove its operitions, to manage delinquency, 1o combar desertion, to
design new products, and in general, 1o strengthen iself as un mstitution.
What s interesting to note here is the role that the Prodem-client
ationship played not only in the identification of problems but also in
the design and implementation of solutions.

Take, for example, the process of delinquency munagement.  Prodem’s
ationshup with s clients gave 1t information about borrowers' spending
parterns. their ability to make loan payments and the factors that motivate
their repayment, and this helped Prodem structure its loan products. The
relationship also gave Prodem the opportumity and the means to explain to
clients why on-time repayment 1s impormane. It helped loan officers idenufy
potential repayment problems and encouraged clients to approach Prodem
in advance if they thoughr they might not be able to muke a payment so that
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Over time, Prodem’s relationship “Okay, we'll suck with w le. The miuanion fundamentally
with its clients changed. This wasdue,  Prodem. but vou have to show fents, not s much because of o
in part. to Prodem’s own success in ’ j mber of cases in which Prodem |
making credit accessible to low income us that there will be a lit.  Previously, Prodem went
entreprencurs and  helping  them change .” tionships with all of its clients as
understand how the credit process Mivian d'-"";"’f’mc"" Recent '—'d*‘:
worked. The better clients understood ) pnts worth retaining were
the system, the more demanding they o from the Caranast branch Btionship with Prodem.
.mmc ahom tht terms nfthc ‘mn (htv wulcmy their dhmns*:mm with the of the THOST  Interestin
recetved. This was a generally positive flat rate admmastranve fecs pllenges now  facimy  Proder
trend since 1t p."h“j Prodem to be PO urtidad. FFP s client retentior
more efficient and effective in its service delivery, However, as clients 3¢ FFT has already decided that th
became more sophisticated in the use of credit, their ability to abuse iy sustainable means of retinin
Prodem’s trust-based system also ncrensed.  Prodem had 1o deal with an ents is to consistently provid
increasing amount of fraud and manipulation by clients who wanted to take tces that are valuable to them, by
advauntage of the system, und it became more wary and less likely to trust its b offer such sérvices, Prodem wi
clients at their word. It adopted more sophisticated screening mechanisms Ve to stay in tune with clients’ cha
and this increased the degree of formality with which it interacted with 1 past, it did this chrough its clo
clients. relationships were key 1o esm
A second facror influencing Prodem's client relationship was the s of any financial institution)
incrense in the supply of credit offered to its borrowers by other institutions «client relationship was a
Clients no longer had to remain with Prodem to obtain access to credit
They could pick and choose among loan providers, and since they had 2
basic understanding of how the credit system worked, they did pick und

together they could find a solution.  The solution in many cases simp/
meunt approaching the client’s group members to ask for temporar
support. It was nothing extraoedinary, but the fact that a solution wa
negotiated in advance, with relative calm, and with the involvement o
both Prodem and ity clients kept minor problems from becoming musoe
cnses and mantamed a productive relationship between the two parties

It s unlikely that exchanges such as this would have tken place were it nes
tor the nuture of the relutionship thar Prodem built with ies clients. Under les
tavorable conditions, Prodem could have asked its clients questions, but it mighs
not have recetved answers, or if it did, the information shared would have likels
been inaccurate. Cermainly, the chances of clients providing unsolicited informa
tion ubout themselves, their businesses and their communities would have been
greatly diminished and Prodem’s ubility to understand and serve its target matkes
would have been negatively uffected.

A Changing Relationship
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choose.  Again, this was a generally positive development because it
encournged efficiency improvements in microlending operitions and
resulted in lower prices for borrowers. 1t also encouraged Prodem and other
|cndmg institutions to think abour what other types of services they could

sturated. At the same time, however, the increase in the supply of credit
made it possible for microentrepreneurs o borrow from  multiple
mstitutions simultaneously. Many became overindebred, and microlending
tnstiturions hiad no mechanism for obtaining the information from thetr
tors that would have been necessary to prevent this

¢ third major factor influencing Prodem’ client relationship was the
gconomic recession of the late 1990 For the first time ever, multiple
Prodem brunches experienced 30-day portfolio ar nsk mtes above 20
percent. Overndebred clients were unable to pay their loans, Even clients
v had oot bormowed from multiple institutions tound themselves in
le. The sitvation fundamentally altered Prodem's relationship with its
thients, not so much becune of the arrears, but rather, becnse of the
pumber of cases in which Prodem had to discontinue a chient’s access to
odit.  Previously, Prodem went to great lengths o build long-term
pelationships with all of its clients as the means through which it supported
Bolivian development. Recent changes made Prodem realize that the only
tlients worth retaining were the ones who wanted 1o retain their
gelationship with Prodem

One of the most interesting
lenges now  facing  Prodem

Oportunidad, FFP is client retention. Wcl oy lmt' . f MI ol :;f:d
FFP b aleeady decided thar the and clien =
v sustainable means of retaining officer .
ents is to consistently provide
rices that are valuable o them, but = Daaysi Orasco

to offer such services, Prodem will

huve (o stay i tune with clients’ changmg needs, expectations and desires
In the past. it did this through its close, personal relationships with clients
relationships were key to establishing trust (which is central to the
s of any financial institution) and solikdurity.  For many years, the
<lient relationship was a strategic alllance because it wis 2

Io o 1999 survey of botrowens from s vanety of Bolivian sucrolending mstitutions. Paul
iy calcularved an average debraservice rano for the horrowens interviewed of 58 percent
Mosley, "Microfittance and Poverry Bolivia Case Stady” Background paper fir the
M Development Reporr 200001, AIMS paper (Wishington, DO Managemen
ptems International, Mayv 1999) 24, Nimoregulatnd Instintions had no sccess 10 the
wonal credit bures.
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mechanism through which Prodem and its clients could pursue common
interests. Their alllance was critical during the creation of Prodem’s urban
and rural lending programs, when numerous paradigms had 1o be broken
One can argue, however. that the alliance is less important now that
Prodem, and microfinance, are established in Bolivia. Clients are probahly
becoming more concerned with access to water, health. educanon, and
roads than they are with access to financial services. They may continue
1o have 3 strategic alliance with the Prodem Foundation as it seeks new
ways to support microentrepreneurs’ development, but their relationship
with Prodem Oportunidad, FFP is likely o hecome more commercial
They will buy « financial service from Prodem if they like the way it looks,
if they like the way Prodem treats them, and if the price is right. They will
leave 1t up to Prodem to figure out how to make its service attractive.

The Technical Assistance Relationship

A second strategic alliance existed between Prodem and its technical
assistance parmen.  These relationships were strategic because they gave
Prodem access 1o knowledge and financial resources that it would not have
had otherwise, and becase they did so in a way that facilitated the transter
of expertise, technology and cotnections to Prodem for its awn future use.
The assistance was particularly useful because it came primarily from two
well-respected institurions, Accion and Calmeadow, which both made
long-term commitments to Prodem at critical stages of its development,
and beciuse these two technical assistance providers coordinated their
policies and participation to provide o coberent framework of support for
Prodem. Had the institution received sporadic support from a wide mnge
of technical assistance providers with differing philosophics, the
relationships would surely have been less influential.

The Contributions of Acciin

Prodem would not exist had it not been for Accidn. [t was Accidn’
Chairman, Jack Duncan who fiest put the bug in Femando Romero's ear
that led to Prodem’s creation. Accion played a key tole in brnging rogether
the strategic group of actors that ultimately founded the institution. It
helped Prodem build its relationship with USAID, one of the two donor
institutions that has been most supportive of Prodem over time. 1t also
helped write and negotinte funding proposals that secured the core
resottrees for Prodem’s first year and a half of lending activity.

On the operational side, Accidn provided Prodem with a lending
technology that had already proven successful in other Latin American
countries. Because of this intervention, Prodem was able to hit the ground
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pnning and build upon the experiences of other institutions rather than
ing to start from scracch.  Accion also played a fundamental role in
elping Prodem develop s institutional culture. [t designed and
mplemented the senes of management and communication seminars that
1 quickly intemalized and made a mandatory part of its training
am. These seminars introduced the core set of values that guided
of the institution’s interaction with its imtemal and external clients.
Perhaps Accidn’s most important early contribution was the
Kentification of Pancho Otero us Prodem’s first executive director. Accion
mred Overo and paid his salary until 1990, I made most of its subsequent
vestments in the institution through Otero, providing him and his core
ff with training and ex opportunities.  This support was part of
Accion’s strategy of identifying local leaders to serve as managers for its
Mffiliates, building their capacity, and entrusting them to apply their new
knowledge.  Accidn often brought these local leaders together and
ncilitated their sharing of ideas, experiences and straregies.  They
prainstormed possible solutions to problems and provided each other with
edback on future plans.  Since microlending in Latin America in the
80 was still in an experimental stage with a great deal of innovation
ing all ut once, Accion provided an important and appropriate
me ism for learning while doing and in the process created a valuable
network of peer support.
In the early 19905, Accidn changed its support strategy.  Increasingly,
Its affilinte msuttions needed technical assistance that could not he
provided by peers. They needed more sophisticated financisl management
nd planning tools, and sought experts who could help them adapr these
tools to the microfinance context.  Accidn mmed s attention to the
Jevelopment of such tools and tw the identification and financing of experts
who could respond to requests from its affiliates for technical assistance in
It also began to identify key best pracrices in
micralending and promoted these throughout its extensive nerwork.
Prodem was a prime example of an mstirurion thar had sped ahead of
Its peers and was in need of external technical assistance. [n the carly
1990y, it was in the process of creating Latin America’s first microenterprise
bunk. It benefited tremendously from Accién's shift in strategy because it
needed the financial management and planning tools, the experts, and the
financing that Accion was prepared to offer. It gatned credibility and
wisibility through Accion’s local and intemational support of its commercial
spproach to microfinance.  Accién put Prodem in touch with influential
bankers and financiers who could help make its case from a legal,
commercial and regulatory perspective. It also helped Prodem negotiate

specific areas.
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donor agreements that enabled it 1o become a major shareholder in 1
new bank

Prodem was # member of the Accidn neswork unel 1999, and Accu e
continued to be supportive of Prodem duning that time. It implemented
two external CAMEL evaluations for Prodem, one in 1994 and one i
1997, thar were useful in the institution’s strategic planning process. In
1998, it provided Prodem with a $500,000 letter of credit through s
Bridge Fund. Prodem also wok advantage of the general benefits of affiliae
membership, such as the networking opportunities provided by regule
international conferences, although the more active advisory role once
played by Accion was largely passed to another technical assistance provides
by 1993, the Canadian NGO, Calmeadow.

The Contributions of Calmeadow

As mentioned mn Chapter 1, the relationship berween Calmeadow and
Prodem began with the mendship forged between Martin Connell and
Fernando Romero. Their triendship grew into an institutional relutionship
by early 1988 when Calmeadow helped Prodem resolve a temporary funding
gap. Prodem’s USAID funkling had been frozen unexpectedly as a result of
the US Governments anti-drug campaign against Bolivia and Prodem
found iself facing a liguidity crims less than a year o its opemtions
Calmensdow’s willingness and ability to obtmin emergency funding tor
Prodem through CIDA local monetization program cemented a special
relutionship between the two institutions.

The liquidity crisis was part of what led

Connell and Romemo o recognize the imimanions “We've seen our ok
of the NGO frumework as 4 mechunism for

} evolve as Prodem
making microfinance uvailable to large numbers .
of microentrepreneurs.  Once those limitations has evolved.
were recognized, Calmeadow made its first major
contmbution o Prodem’s future development by ~ Barbwva Catlin

encournging  the pursiit  of  alternative ke
institutional tmmeworks. It promoted and 2w
funded a preliminary study in late 1988 that explored the ides of creating »
microenterprise bank. When the study concluded rhat the iden was viable
and Prodem’s leadeship decided 1o pumsue the creation of the bank
Calmeadow helped establish the committee that implemented the
trunsition process (COBANCQO), and it provided major financial and
technical support for the committee’s work.

In 1991, it sent Douglas Salloum, o commercial banker who was then
serving as Calmeadow’s Finance Officer, to spend six months in Bolivia o
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help develop BancoSol's fist business plan and financul projections.
Puning that pertod, Salloum was COBANCO's muin link with the Bolivian
Supermtendent of Banks and played u key in role in the committee’s ability
v develop a credible and collaborative relationship with the
mtendent.  Together with Accidn, Calmendow also financed the
participation of Miguel Taborga, former director of fundrasing for the
Bolivian Socul Emergency Fund, us COBANCOY Project Manager and
worked closely with Tiborga w help mobilize resources to capitalize the new

Calmeadow made its second major contribution to Prodem's
nstitutional development afrer BancoSol became # reality. By mid-1992,
the majority of Prodem’s early supporters had tumed their attention away
rom the NGO and toward the bank. This was & natural response 1o the
bunk’s cutting edge agenda, but it was also the result of Prodem's focus on
wating a smooth transition of its lending activities to the bank and 11
uent delay in forming consensus around & new mission for the NGO.
Pancho Orero moved to BancoSol full-time and Eduardo Bazoberry
assumed the position of Executive Director of Prodem in early 1993,
_ eadow offered suppont o Prodem in the process of defining its new
path.

Prodem’s fundamental challenge during that ume period was to
redefine s identity and chicse o new focus for its future activities.
Calmeadow worked with Prodem to analyze the different possibilities, to
Jecide which to pursue, and to design a program of activities that Prodem
pould present to donons. 1t supported Prodem during the transition peniod
by providing rechnical expertise in strategic planning and financial analysis,

pirations for the institution

Calmeadow also helped Prodem secure its financial independence. At
tme, 1t was feared that dependency in the relutionship berween
BancoSol and Prodem would hinder the development of both instinutions.
nvestors would not want to finance a bank that depended on subsidies
from a NGO, and donors would not want to fund an NGO thar subsidized
for profit entity. Calmeadow was among those who lobbied hard for a no-
bsidy policy between Prodem und BancoSol. Towards thar end, it
recruited Toronto Dominion Securities to develop u pricing model for the
sle of Prodem branches to BancoSol, ane that recognized and compensated
Prodem for the costs of developing brunches for the bank. Calmeadow also
assisted Prodem in presenting a five-year plan to the Canadian International
Development Agency (CIDA) and successfully lobbying for the agency's
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stignificant support of that plan.  The funding received. rogether with th.
revenue gencrated by the sale of Prodem branches to BancoSol, g«
Prodem the financial strength to get started s an independent instite
with an agendas and with a personality distinet from that of the bank.

As a technical assistance provider and as the agenr responsible 1oe
funds disbursed under the CIDA project. Caltmendow must have been
tempted to play the leading role in the
project’s implementation. To its credir,

Calmeadow never walked down thar “Calmeadow gave us

road. It worked closely with Prodem to  Mnconditional support. They
help develop a coherent plan for s  never said no, but would pom:
future. but 1t let Prodem moke the  out thetr concems. ... They

decisions and set the priorities. In this rrusted Prodem "
way, it acted as a sounding board,
helping  Prodem’s leadership work - Eduardo Bayoberrs

through difficult scenuros and feel
confident about ity decisions.

Unlike Accidn, Calmeadow had no pre-tested model or technology to
offer Prodem. Instead, it offered » parmenhip in 4 search for new
technologies that could respond 10 Prodem’s challenges. namely how to
make microfinance viable mn ruml areas. Calmesdow wis open-minded
and eager to listen and experiment. Its restraint und its facilitation of
participatory decision-making processes had a major impact on the skills
development of Prodem’s senior management and their ability to encournge
similar decision-making processes ar other levels of their instirution. As un
example, Calmeadow played a major role in helping Prodem prepare for
the creation of its FFP. It helped think through isues of capital structure,
ownership, and the incorporation of savings, and it worked closely with
Prodem to prepare financial projections and the memorandum for
investors.

This kind of collaboration was possible because the overall process was
governed by Prodem. Since Prodem made the decisions, believed in the
path that was chosen and understood what needed to happen next, it could
focus efficiently and effectively on implementing steps thar would produce
the resules it desired. It could seek technical advice when it needed it, and
when it made mistkes. it could leam from them. [t did not have the
option of blaming Calmeadow for a fulse step.

—
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Box 3 : Two Models of Technical Assistance

For wsumimions inrerested i supporting  the capacity  building  process,
Prodem s expenences offer insight into the advanmges and disadvantages of two
rechnical assurance models: the pamicipatory model and the fee-forservice
model
In the tes-forservice model, an omganzanon—be it # pctnoner,
wechnical asswmnce provider or a donor agency—identifien the need for a
parmcular service. It then seeks erther 1 obuun that service or w wipply i1,
ussally through a tmining course, conference or consulancy,. A program »
designed in response 1o the demand idennfied and is delivered for a fee
Feedorservice rechmcal assistance can be provided quickly ar a local or
international level with well-defined paramerers. Expecred outcomes are clear-
Iy stared and thetr delivery w guamanteed, or the foe does not ger pmd.  Fec-for-
service contracts can be bid for on the open marker, which facilitutes trans-
parency and keeps costs down.  Prodem wsed this model 1o contract the servic-
o1 of Wiflay Pacha, a Bolivian sofrware development company, 1o help 1 design
s new MIS. The rechnical assistance provaded was both efficient and effective
i1 belpimg Prodem solve a spectic problem.

The parmmcipatory model mims not to salve a specific problem, bur mther,
10 build an wsniumon’s capacity o solve problems in general, or 1o sccompany
an mstitunon in the process of moving from one phase of s development o
the next. This type of rechnical amistance » comphicared becae 1t does not
st transter informanion abour successtul staregies; i develops an instmuoon’s
ability 10 design and mmplement s own sraregies. It 1 a longee-term process
thar requires more resources, » certmn amount of chemistry, and a common
ser of values. The pamiciparory model offers & renurmn many times groater than
thar of the fee-for-service model, bur it alwo mvolves higher rek.
Both rechnical assistance models have been proven useful. bur 1t 15 the
former thar 15 most often applied because it w the easest to implement, the
least expensive, and has the simplest accounung. It w the type of rechmical
assistance most readily avimlable from consulting agencies, univerines, and
rechnical mssstance provedens, bur it i limited in s abality 10 suppon
mstiunonal development.  The pamcipmory model s higher risk, more
expensive, and more complicared 1o design, deliver and sccount for. Thus, 11w
much less avatlable and much less frequently supporred, bur s an extremely
valuable ool i building msumunonal capacity.  Prodem was extremely
fortunate 1o have obtmined the support of technical assistance providers thar
believed in the importance and utthity of both models and made use of them
in thetr partnerships with the mstitunion.
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Calmendow appropriately refers o its approach as “participator
rechnical assistance.” |t was an effective strategy, one which Prodem
leadership appliands for having significantly influenced its development
The two institutions were able 1o develop an open, communicative
relationship thar facilitated the transfer of rechnology and expertise 1
Prodem, and the transfer of informanion to Calmeadow. Since Calmendow
had flund access o intormation and management, it was able w place
control of the project in Prodem’ hands without micromanaging und
without fearing the accountability ramifications. It coukl also afford 1o be
flexible, and even lobby for flexibility from donors like CIDA, because
understood the mtionale behind Prodem's requests for change and believed
that those changes would result in the mote effective pursuit of the project’s
stated objectives

Combining Contributions

Clearly, Prodem was fortunate to have the long-term support of two high-
caliber technical ussistance providers. 1t was also forunate to have tha
support come  from two institutions that knew how to collaborate.
Calmeadow and Accidn
commumicated well with cach other,

cootdinated their activities, and were “Calmeadow accompanied

careful not w duplicate esch others  Prodem throughout maost of its

efforts. insatutional history, but Prodem
By paying & much atrention to has now outgroun that

the context and the process through velationship.”

which knowledge was transferred as

to the knowledge tself, Accion and - Stefan Harpe. Calmeadow

Calmendow were strutegic partners

for Prodem.  The value of their

approach o demonstrated by the exvent 1o which Prodem, BancoSol and
Prodem Oportunidad, FFP have outgrown their technical assistance
relationships and are now able to stund on their own feet.  Ultimately,
Prodem’s technical assistance providers have been most effective by slowly
but surely working themselves out of the picture.

Financial Relationships

To lounch and build two successtul financial institutions, Prodem clearly
needed allies who could supply it with the cash necessary 1o open its doors,
develop its operations, and later, diversify and expand. This section briefly
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explores how Prodem financed its operations, and highlights some of the

elements that made s different financml relanonships strategic.

Donor Support
From 1987 w 1999, Prodem recerved a toml of $13.2 mulbon in
tions, which were used to cover operating expenses und to finance its
loan portfolio und fixed ssset purchases (see Figure 19 ). Most microfinance
institutions can only dream of this kind of support.  Cermainly, the sheer
quantity of resources that Prodem received influenced the results it was
able 1o achieve, bur the way in which those resources were made available
also had an impact on the mstitution’s development.  The seven
chamcteristics of donor support that Prodem found most beneficial are
Bescribed below.

Figure 19 Summary of Donor Financing
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I. The provision of seed capital.  In Seprember 1986, USAID/Bolivia
mpproved a $560,000 package of support that financed Prodem’s first 16
months of operations. The package included u $150,000 grunt to establish
the program, a $260,000 loan for establishing a revolving credit fund and &
$150,000 grant for operating expenses from PL480 Title 11l finds. Prodem
would not exist roday were it not for this inirial show of supporr and starr
up capital from USAID.

2 The investments in capacity building. Donors financed investments
that required large upfront expenditures in infrastructure, the benefits of
which could only be reaped over time.  The management and
communication semunan and the investments in  compurerized
information systems are perhaps the two best examples of this type of
support.  The size and timing of these investments would have been
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difficult. if not impossible for Prodem 1o finance on its own, even though
the returns have been extraordinary.

3. The provision of assistance packages.  Prodem’s major donor
provided packages of support that included techmical assistance, loan
capital, and grants 1o help cover operating expenses. This combination of
support enhanced Prodem's ability to manage its growth by balancing the
resources availuble for asset investments, operational expenses and
institutional strengthening. It also facilitated the previously discussed
contributions of Accion and Calmeadow.  As non-profit organizations,
these two institutions could not have participated in  Prodem’s

development us actively as they did were it not for the financial support of

USAID and CIDA, respectively,

4. Funding over a perind of several years. Many microlending
mstitutions suffer from himited, politically influenced and/or erranic donor
funding. Prodem. for the most part, did not.  This ts u credit 1o i
leadership’s ability to keep donots enguged in supporting the institution,
but it is abo a credit w donors for making significant, multi-year
commitments to Prodem. Their support made it possible for Prodem 1
focus its time and energy on improving und expanding its services rather
than on fundmising.

5. The willingness to take caleulated risks. Donors came through fir
Prodem during times of transition, when opportunities were many but
outcomes were uncertain.  CIDA and USAID financed COBANCOs
efforts to create BancoSol,  After the bank was successtully launched.
CIDA stepped forward again 1o support Prodem’s trunsformation into o
rural lending mstitution.

6. Flexibility. Both USAID and CIDA found ways of being flexible
when Prodem’s institutional growth required it.  USAID funded a large
portion of Prodem’s investment in BancoSol, which required the re-
negotanon of three grants and one soft loan that had been made to
Prodem und had not yet expired. CIDA ended up financing a large part of
Prodem’s FFP investment as part of its institutional strengthening project
To do so, however, budger categories had to be reassigned and
disbursements sped up to meet Prodem’s fast-paced umelne. If USAID
and CIDA had not found ways to be flexible. Prodem's institutional
development would have suffered.

7. Minimal bureaucracy. In most cases, Prodem’s donor relatiomships
had a human face, and that face belonged to a “doer” not a bureaucrar
Acconding to Prodem, it made a huge difference to be able 1o work with
people like Robert Anderson, Paul Chambers, Karl Leonard, John Owens,
Rich Rosenberg, Gabriels Sants Cruz, Steve Smith and Liss Vilenzuels
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These individuals understood what Prodem wanted to do, they supported
it, and they went our of therr way 1o create o supportive environment
within their respective bureniicracies.

Prodem prospered because it had the resources necessary to build
capacity - both the human resources and the financial resources. Dotors
played a very important role in enabling Prodem o access both. They also
encouraged Prodem in its efforts to make that access sustuinable. USAID,
for example. encouraged Prodem’s gradual transition to financial self-
sufficiency by slowly shifting the terms of its support from grants o
subsidized loans.  After 1995, it provided its support to Prodem through
Funda-Pro, & not-for-profit second-tier lending institution that provided
loans to institutions like Prodem at commercial rates. Many of the donors
who supported Prodem in its early years also supported the spin off of
BancoSol. Doing so emphasized sustainiability and helped prepare Prodem
for its relationships with commercial, private sector lending tnstitutions
ruther than facilitating a relationship of dependency.

Figure 201 Donor Financing in Perspective™
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Figure 19 illustrated thar donations to Prodem remained quite steady
over nme in dollar terms, but Figure 20 shows that the relative mmpact of
those funds decreased over time. By 1999, operational donations
represented just one percent of total income for the year. Figure 20 shows
another interesting rrend. By the end of 1999, the percentuge of total

" Operational donations are defined m donations recetved by Proden 1o help cover opera-
tionul expenses. Equity donations are defmed m donarons recerved by Prodem to finance
its loan portfolio or the purchase of asets. Toral mcome is defmed us fimancial income +
pperatonal donations « other income
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assets being financed by donations was a mere 15 percent. This means tha
Prodem was leveraging its donated funds more than six times by the end .«
that vear. This undesstates the true impact of the donared equity funds
however, since the funds donared during Prodem’s earlier years were also
used to finance the creation of BancoSol. If one considers the total assets
of both Prodem and BancoSal at the end of 2000, $122 million, then
donors have actually levemged rheir funds 28 times

Accessing Capital

Prodem's initial capital came from two sources,  Private Bolivin
investors contributed 125 percent of the roral and USAID provided 87.5
percent in grants and local currency loans.64  Donors financed much of
Prodem’s early growth, but with an average annual growth rute of 133
percent between 1988 and 1991, it quickly became necessary for Prodem o
seek other sources of financing as well. Its lack of options for accessing
capital as 4 non-profit foundation was a major factor leading to the creation
of BancoSal.

As predicted, BancoSol had easier “We may be forging for the

access to capital than Prodem. By the end first time in human history
of 1994, loans from public entities the |
sccounted tor only 1 percent of us ol u‘?o:: powery
nssets; deposits accounted for 66 percent, with a tool large enough o
and loans from private entities accounted be successul: d‘f caputal
for 16 percent.65 With this increased markets.

access o funds, BancoSol was able to

continue the rapid growth trajecrory — Michael Chu, former
initiated by Prodem.  In just over five President of Accidm®

years, Its portfolio topped $50 million.

After BancoSol was launched, Prodem found itselll in many ways back
where it had started i 1987, True, it had built a solid reputation, but
had also taken on u very risky new mandare and it was sull a non
governmental, non-profit organization.  The only entities willing o
support Prodem in its initial efforts to reach ruml microentrepreneurs weee
donorns.

Of course, once Prodem had openad a dosen brunches and those
branches began to grow. its need for capital once agmn ourpaced whar =
could access directly from donors.  [n 1996, it nearly fuiled to meet i

4 Quotes] by Lisa Gerecs, i "Alms and the Man," Boston Magzme, July 1998

“ Bodivian tyvesons included five individusls (Fernando Hlanes, Cardos Burealde, Fernands
Romero. Luis Siles. Gomalo Sanches de Loziada) anid four companies businesses (CEFR
Iisermasco-Matroy, Coonsue and Estalia)

“ Gonzalez-Vega, et al., "BancoSal," 13
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pital once again outpaced what
1996, it nearly failed 1o meet it

ars.” Bossm Mageme, July 1998
Ferram Wlapes, Carkon Iturralde, Fernanio
and four companiis businesses (CEPD.

disbursement schedule due w lack of
idity. Since its plan to mise capital by
selling branches to BancoSol had broken
down, Prodem made two important moves
in 1997. Fist. u decided wo prepare for
the possible conversion of its rural lending
program into 4 private financul fund
(FFP), and second, it hired Marcelo
Maelln as its new National Finance and
Administration Manager. Maella came to
Prodem from the Office of the
Superintendent of Banks and Financial
lnstiutions, where he had  been
Antimately involved with the creation of the legislation under which
private  financial  funds  are licensed and  regulated.
Maelli brought talent, skill, credibility and connections 1o Prodem’s drive
for financtal sustainubility.  Together, he and Victor Céspedes, Prodem’s
Assistant Finance & Administration Manager, developed a short, medium
and long-rerm financing strategy for the institution and then went to work
building relationships with porential investors. They presented Prodem’s
future plans complete with financial projections; they demonstrated the
institution’s past performance; they explamed that Prodem was already
operating within the superintendent’s norms for a reguluted financial
institunion.  They made Prodem’s case clearly and in o language bankers
and investment managers understood.

*"With Victor and Marcelo

| feel like | have two tigers

wilking 1w the banks. .. yeah

they're mare expensive, but

they eam their pay; they're
worth 1n.”

- Edwerdo Basoherrs
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Almost immediately, Prodem began to see results. Trs habilines with
financil entities increased dramatically from 1996 w 1997, largely due

“ Inchudesd i this category ate Accion Intemational, Andesn Development Corporstion
(CAF), Calvent liivestment Fund, Fondo de Desarrollo al Sitems Financiero ¢ Apoyo 4l
Sector Productive (FONDESIF), Latin American Clullenge Investment Fund, and Triodos
[oen Invesment Fund
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loans from Funda-Pro, a second-tier lending institution, and a $3 millics
commercial loan from a local bank, which Prodem secured using |
BancoSol shares as # guarantee.  Prodem also obtained a total of $1.5
million in financing from the Inter-American Development Bank
FONDESIE the Andean Development Corporation, and Accidn. In 1999
it succeeded in obtaining # commercial loan using its own loan porttolio a
a guarantee. |t also secured financing from other private sources, such
the Lutin Ametican Challenge Investment Fund, the Calvert Investmen
Fursl. the Triodos Doen Investment Fund and the Andean Developmen:
Corporation

In 2000, Prodem Oportunidad, FFP was successtully lmnched and the
institunion unsformed its mset and liability management in much the
wime way 48 BancoSol did in 1992, As shown in the pie chart comparison
presented in Figure 23 and Figure 22, 58 percent of the FFI"s assets were
being financed by deposits by the end of 2000, 25 percent by loan
obligations and 15 percent by equity, This restructuring of linbilities
particularly through the capture of savings, enabled the FFP o lower i
average cost of funds from 11.3% 1o 9.7 percent in just one year.

Figure 23: Sources of Figure 22: Sources of Financing,
Financing, December 1999 December 2000
Commercial Ceiai
f\ml‘ t’:h . -vl\h,guu-,l»
Retained 1% Diepewits 15%
58
(‘"‘“'""" Other loan - (lser
< d obligations scoounts
0% pavabic
e ¥
Reserves )
% Corsoie Paid m
- incotne LI
Pasd i Oxher | ‘L:... Retained capita
capital scoounta cnnings & 145
1% payalie reserves
a% I

The FFP also has plans, which are supporred by the DB and FOMIN, to
issue up to $5 million in bonds on the local stock exchange withour »
government guamintee. Procdem has been excited about these plans since
1999 hecause the bond issue would be the first of its kind by a financial
institution in Bolivia, bur it 15 waiting for conditions 1o improve before
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moving ahend.  With 4 stagnant portfolio, a stagnant econamy and a
general unwillingness by investors to go anywhere near the Bolivian
banking industry. now would not be the most propitious time to proceed.

Ouwnership

At the end of 1987, Prodem managed a gross portfolio of $158,421, the
majority of which was finunced by local pnvate investors, with the
remainder being financed by USAID donutions.  Since it was constituted
as a non-profir foundation, no one really owned Prodem, bur one could
argue that the local private investors controlled it

When BancoSol was created mn 1992, it was able o attract a more
diverse array of investors. This was partly because Prodem had already
demonstrated the viability of uthan microlending in Bolivia, and partly
because the new bank was to be a for-profit, regulated financial institution
with real sharcholder participation. By the end of its fint year of
operntions, Prodem held only 29 percent of the bank's equity, foreign
private investors held 27 percent, local private mveston held 25 percent,
and intemnational non-profit organizations held 19 percent (see Figure 4)
This balance of power among the different types of investors was generally
seen o be @ positive chamcteristic of the bank's ownership structure
Prodem did not controf the bank, but neither did anyone else.

Figure 24: Comparison of Equity Composition during First Year
of Operations

Frodem Prodem
Foundation BancoSaol Oportunidad, FFP
{Dwc 1987) 1Dec 1992) (Dec 20X0)
N b -
Dersated copueal 4 [\ Q
Prodesn Foundation N/A N [
Local peivate investons 57 25 15
Intesmational NGO 0 19 0
Foreign private investoes™ 0 27 0

Soarce: Prodem and BancoSal wusiics

When Prodem Oportunidad, FFP was luunched, however, it chose an
equity composition that was distinct from that of both the Prodem
Foundation and BancoSol in their first years of operation. At the end of

* Inchades Acouin International, Calmeadow Foundation, FUNDES, and SIDI
* At the end of 1992, BancoSol's only foreign private investot was the Inter-Amencan

Investment Corporation




154 Appinvg VALUE

2000, the Foundation held 72 percent of the FFP'S shares, and local priva
investors held the remaining 28 percent. The non-balinced nature of the
equity structure is notable, especially when conrrast wath thar of BancoSol
Prodem was criticized for wmking this position, bur it asserts tha
maintaining control during the FFP early vears of consolidation is critica)
It lost control too early in BancoSol's development and felt that the
tstitution and its clients suffered as a resule. e plans to pass control of the
FFP wnto the hands of private investors, but will do so over tume, and i wall
focus on passing control to local, mther than international players. One of
Prodem’s main criticisms of BancoSol's ownesship evolution & thut &
resulted in decreasing participation by local investors. By 1999, only 10%
of the bank’s equity was controlled by private domestic concerns and some
uf these were businesses rather than individusl investon

As early as (s first Offering Memorandum, completed in February 1998,
Prodem anticipated the participation of various types of investors, through
a multi-phased process that would keep contral of the institution =
Bolivian hands. In the finst phise, the Prodem Foundation would retwn
the vast mmority of the shares with the remainder being owned by privie
Bolivian mvestors. In the second phase, the Foundation would reduce 1y
participation in the FFT to approximately 30 percent by trunsferring some
of (s shares (o institutional investors such as the CAF and the BID, by
selling some shares to other private investors, and by transferring
approximately 10 percent of the total shares to employees of the FFP in the
form of a pension fund. This second phase 15 taking effect in 20001
although the Foundation has decided not to lower its participation belos
51 percent for the time being.  In the thind stage, institutional investoms
ure supposed to sell their shares to individuals in the private sector.

Prodem conrinues to be commuitted 1o this phased-in process and admis
o being picky sbour who it allows 1o invest in the FFP. 1t usserts that such
o policy is necessary to ensure that the FFI' remains committed o i
mission,

Relationship Management

Not unlike its relationships with its employees, clients, and technical
assistance providers, Prodem’s finuncial relationships were effective, m
part, because of the way they were managed by Prodem. Clearly, one of the
nstiturion’s strengrhs was the formation and maintenance of relationships.
To conclude this section, it is worth summarizing three important aspects
of Prodem’s relationship management thar contributed to its success.
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Prodem undemstood  the
wuance of dmlogue, and not just “These guys delivered when
unication.  Narturally, it was et ot ihon M

t that Prodem kept its donors
of its progress, that it publicized
results in International forums, thar it
e regular iformarnion sessions for
noal borrowers, ere. It was also
. however, that Prodem accepted and responded to feedback from
donors, its potential investors, its staff and I clients. Tt made o
erence that Prodem spoke the vaniety of different languages necessary o
Id these conversanons—Aymara, Quechua. Spanish, English,
accounting, finance, buresucratese. and body language—and thar it made
an effort to hold conversations in contexts that were conducive 1o the
sharing of information.

Second, Prodem made use of its intemal allisnces 0 creare and
strengthen external alliances. This was particulurly relevant m its quest to
mccess capital.  As mentioned previously, the individusls ond institutions
that came together to found Prodem, and whe ultimately st on its board,
included representatives from the Bolivian business commumity, the
Bolivian political community, the North American business communiny
and the microfinance technical community. Withour this mix of different
voices within the institution, it would have been ditficult for Prodem to
speak the languages, let alone get in the doos, of some of the institutions
controlling the capital. It bears repeating that had Prodem not had such a
diverse and prestigious collection of players involved m its govemnance. 11s
financial relationships would have been much more difficult to cement.

Third and finally, Prodem delivered what it said it would deliver. Te muay
sound simple, but there are numerous ressons why Institutions and
individuals alike often have a hard time handing over the deliverable they
promised by the time they promised and in the way they promised Prodem
gained respect and power within its relationships by dishbursing loans when
it said 1t would disburse, by collecting its loans on the day they were due,
by poying its creditors on time, and by meeting its growth projections. The
rapport it established within its relationships helped get its messages heard,
but ultimately, it was Prodem’s perfurmance that won the suppart of its
PArIne™ over mme.

deliver.”

~ Pasd Chambers, CIDA
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The Failed Merger

In geneml, Prodem was talented st building relationships and using
those relutionships to support s development. It attempted to forge a new
kind of alliance in lite 1998 through & merger with FIE, another Bolivian
FEP. The merger made sense for both parties as o strutegy tor facing the
increasingly competitive environment. Prodem and FIE were similar in
size. they both had a non-profit background and had been in operation for
a similar period of time. Prodem specialized in rural lending while FIE
specinlizad in urban lending: FIE had an mndividual loan portfolio while
Prodem had a largely solidarity group loan portfolio. Merging the two
entities would have divensified the risk of both institutions and given the
new entity the second largest market share in the industry next w
BancoSol.

Yet, in September 2000, the merger tailed, just as the two instiitions
were ubout 1o seal the deal. Why!

There was nothing particularly unusual about the fact that FIE and
Prodem atrempred to merge. The global mergers and acquisitions market
Has been steadily growing duning the past three decades, reaching a totl
value of $3.4 trillion in 19997, Increasingly, companies in a cross-section
of industries have come to view mergers as a strategy for capturing
cconomies of scale and scope, and for accessing new markets, products,
technology and customen. Prodem and FIE pursued theeir merger for these
teasons: they did so in a tmrly typical manner, and ultimately, they
achieved a fuitly rypical result.

When competition started to heat up in the Bolivian microfinunce
industry, microfinance institutions of all shapes and sizes started to think
abour their straregic options, one of which was comsolidation.  Both
Prodem and FIE were among the msttotions that began to put out feelen
in mid-1998. After some preliminary informal conversations, Bazoberry
called Pilar Ramires, FIE's Executive Director, one day and said, “let’s tulk ™
He and Ramirez spoke, and the two talked independently with othier
instirutions as well, including the langest FEP ar the time, Caja Los Andes
In the end. FIE and Prodem decided ro pursue an allisnce with each other

Late in the year, representatives of both institurions met to explore the
possibility of & merger in mote concrete terms.  Prodem presented it
objectives, strategic plans and philosophy.  FIE presented its objectives,
strategic plans and philosophy, and then the two institutions decided thas
theit philosophies were compatible. They agreed on a shared vision of the

* Fav Hansen, "Global Mergens and Acquimtions Explode.” Business Crodie Mugzine
(Naticnal Asocunien of Credit Managoment, June 2000) 2325,
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future that involved mking the best of each of their nstitutions and
creating 4 new FFP.

For approximately the next eight months, Prodem und FIE engaged in
analysis and due diligence to define what each institution’s contribution to
the new FFP would be. They looked at each other’s technology,
methodology, management, human resources, fixed assets, loan portfolio,
linbilities, ownership and more. Eventually, the nme came to put a value
on the package that each side brought to the tuble and, as is typical in
mergers, there were problems.  Many mergess never get past this point
because the parties involved cannot agree on a common viluation of the
assets being brought to the tble. In this case, Prodem and FIE decided w
trust thetr common auditing company, Price Watethouse Coopers (FWC),
to come up with figures that were fair to both sides.

Based on the present value of the two institutions’ contributions, PWC
recommended 4 36 percent (Prodem) to 44 percent (FIE) split in
participation. Prodem wus unhappy with this, anguing that the future value
of Its ussets greatly exceeded the present value. Senous negotiations
ensued, and eventually Prodem and FIE agreed on patticipation levels very
near to those recommended by PWC: sixty percent Prodem and forty
percent FIE, with Prodem’s executive managers assuming the three wop
management positions in the new entity.

Same thought FIE was crazy 1o accepr thus deal, bur according w
Ramirez, FIE was more interested in the long-term success of the new FFP
than it was in controlling the top management positions. [t knew
Bazoberry, Prudencio and Maells worked well together and formed a very
comperent ream. Breaking up that team would not have been wise
strategically, and 1t may have been a deal breaker for Prodem.

In late 1999, PWC moderated o meeting with the principul sharcholders
and managers of both Prodem and FIE 1o obtain preliminary approval for
the merger. At the meeting, o SWOT analysis of the new institution was
presented, which llustrared the memger's synengies and challenges, and o
strategic plan was discussed. 1t was then thar the problem of swtf
incentives surfaced.  To simplify the issue, monetary incentives for
individual loan officer performance were a major part of FIEs reward
system, while such incentives at Prodem had been abandoned several yean
prior. |t had been agreed during the due diligence that these kind of
incentives would be phased out by the new institution, but FIE was
concerned ubout what that might do to porttolio quality, particularly in the
short term. Negotiators from Prodem and FIE had agreed that if more than
9 percent of the portfolio of etther institution had to be written off by the
new entity. the shareholders of the original institution would respond by
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covermg the cost of the exces write-offs.  This proposition lowoked
dangerous 1o FIE'S owners. As a show of good fuith wnd to demonstrate 1t
willingness to cruft an effective new reward system for the new entiny,
Prodem agreed to eliminate the 9 percent condition and have the new
institution wssume all portfolio liability. |t was the beginning of the year
2000, and it seemed the two mstitutions had finally reached an agreement

The process of obtaning legal and regulatory approval for @ merger then
began. A name was chosen - Fondo Financiero Privado Prodem-FIE, and
a timeline for the mergers implementation was submitred, together with «
great deal of other paperwork, w0 the Superintendent of Banks and
Financial Entities. In August 2000, Ramirez and Fernando Anker, Chair
of Prodem Oporrunidad, FFP. finally mer with the Supermtendent and
received o green light to proceed with the merger.  All thar was lett now
was for the boards of the two FFPs to sign the legal document that would
create the new entity,

As the dare of the board meetings approached, Basoberry decided o
visit some of FIE's branches to introduce himselt and hus vision for the new
institution, and to have o chance to discuss the future with loun officers
and other branch staff. It was o characteristic move for Bazoberry, who
often went to the field to interact with his employees, and he did so this
time only after receiving Ramires' consent.  To everyone's surprise, the
branch visits created quite a commanon, particularly around rthe 1ssue of
incentives, It seems Bazoberry made it clear that the new FFT' would not be
retaining the individual incentives reward system, and when loan officens
heurd this, they panicked.

Perhaps Bazoberry was too aggressive, perhaps the
loan officers overreacred, perhaps the whole thing
could have been smoothed over if Ramires had been
able to get 4 hold of Bazoberry instead of having to

“Seventy percent of
all mergers and

resolve the issue through other parties.  In any acquisitions fuil.”
event, the issue was not smoothed over, and that is — Alerandvia Read
why the merger fatled. The mabiluy of the parties L “:? "

invalved to resolve what could have been a simple
miscommunication suggested the presence of deeper
concems. The incentive issue brought to the fore feelings of distrust and ill
will thar had been simmering below the surface, but had been suppressed
throughout the negotianions by two management teams that had a grear

Alexanidra Reed Lajoux, T deals deliver on postmerger performance ™ Mergens &
Acguimnons, Sepr-Okct, 1998
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deal of respect for each other and sincerely wanted to make a marriage work
between them.

The interaction of the vanous parties around the ssuc of incentives
made everyone realize how difficult the day-to-day resolution of problems
within the new institution might be. Neither side felt like it was getting
political support from the other, and neither wanted to be in a relationship
in which it would not be supported. Each institution thought the other was

back-peddling. Ramirez felt she was being rrented

“We hock lost a as o second-class citizen; Bazoberry thought he had
fantusnc been cut out of the loop.

apportunsry Ultimately, the Prodem-FIE merger failed for

reasons that are very common in the business

= Pilar Ramivez, FIE  world: conflicts of culture and control. The merger

made all the sense in the world from a rechnical

perspective, but culturally and politically, it did not.  Prodem was powerful,

ageressive, and was accustomed to gerting its own way.  FIE, (n many

respects, considered itself the underdog and was accustomed 1o forging its

own untraditional path. While FIE was looking for a marriage of equals,

Prodem expected o be able to pluce its cultural footprint on the new FFP.

It is extremely difficult to merge two different cultures. Some specinlists
in mergers and acquisitions claim it s impossible; one party always ends up
dominating the other. FIE sensed this dominating trend in its relationship
with Prodem, and feared thar the merger would not be & marriage of equals
but rather, an acquisition. It was one of the reasons for its backing our of
the deal.

The second reason was control. Culrural issues alone would not have
broken the deal, nor would the technical issue of incentives. But when the
hoands of the two institutions had to make a decision sbour the merger in
a highly conflicrual environment, the murual trust that had been holding
the two sides delicately together was overpowered by a desire to test how
much control each woukd be able to exercise in the new institution. The
tension between owners of the two FFPs was not new, There were
disagreements between them relatively early mn the negonanons, which
actually led 1o FIES principal sharcholder divesting. The Prodem
Foundation also ended up buying out some of Prodem Oportunidad's
private investors in order to secure a larger participation in the new FFP.
Agmin, it was an isue of control.

Whether the conflict served as  wake up call for board members who
had never been committed to the merger. or whether it simply shook up o
precariously stacked house of cards, the battle for control proved 1o be the
merger’s fatal blow. The previously cooperative spirit of negotiations
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degenerated into u series of arguments over who was right and whose way
was best. The idea of creating a new FFP that would combine the best ol
what Prodem and FIE had to offer became impossible. Ramires submitted
a lerter to Anker on Seprember |, 2000 announcing the decision by FIE'
bourd nor o proceed with the merger due to “differences Between the
institutions with respect to human resource policies, credit methodology
and institutional culture.™

The negottating tewms from both FIE and Prodem were devastated by
the merger's collapse. They had put two veurs of time. energy and finuncial
resources into the merger’s development, only to have it fail, They were
frustrated that their irreconciluble differences were not recognized sooner,
although they agreed that it was better 1o recognize their mcompattbility
late in the process than never. If synergies would not be crented. or it the
costs of creating them would outweigh the benefits, the merger was o
worth pursuing, no mutter how beautiful the idea may have loked in
theory and no matter how determined individuals on both sides were 10
make it succesd.

Pikue Ramirez, letter 10 Fermando Anker, September |, 2000
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“Pmdanhuumbrmddmngeumhmianandmprmmmlmm
lthmlxmamuwnwmdwﬁddo{dabnlndmﬁuw.'

~Martin Connell, Executive Director, Calmeadow

eflecting on the previous chapters, it becomes clear that there is no
cmvmmmthcmkm.‘%yul‘mdcmwmmsﬁd!"
umerous facrors combined to make Prodem o strong institution,
principally, » powerful corporate culture, vistonary leadership, supportive
Jonor and technical assistance relationships, favorable macroeconomic
conditions, appropriate technology, the careful selection and development
of employees, and the adoption of participatory. processes thar linked
microentreprencuns (0 loan officers to system designers to executives.
Everyone was made responsible for creating a superior institution.

It is important that Prodem and its supporters considered the
requirements of institution building ecatly on, and set out not only to
develop opertional capabilities, but also to ensure thar those capabilities
could be mamtamed over time. The artention Prodem pad to processes,
to performance monitonng, (o continuous Lmprovement, and w0
development of analytical skills at vanous levels of the institution helped
it to prevent existing capabilities from being eroded and 10 recognize when
new capabilities needed 1o be developed. This has been key 1o Prodem’s
successtul management of change, and it will continue to be entical wo the
astainability of Prodem Oportunidad.

Given that the true test of any capacity building process is its ability o
generate results in the long term, this document concludes with some
observations and closing comments about the future prospects of the
Prodem Foundation and the two financial institutions that it created.
Where are they headed. how likely are they 1o succeed, and why!
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The Prodem Foundation

The Prodem Foundation has considerable resources with which o
punsue its new agenda After nearly fifteen years of operation, It has »
wealth of experience building institutions and relationships that facilitate
economic development. It knows a great deal about the microenterpnse
environment i Bolivia, as well @ the needs and desires ol
microentrepreneurs in that environment. Many of the talented and
influential individuals who governed the mstitunon in 19587 continue 1o
guide 1t oday,  On the ground, its young snd determined team of
professionals share the same, powerful vision that inspired the InstiTution’s
creation a decade and a half ago, but they now work from a sizeable
endowment base

Of course, financial resources alone do not guarantee Prodem’s
continued success, but they cerainly give ita head start. Also ymportant
is the Foundation's ongoing commitment Lo partnership  with
microentrepreneuns. This will continue o be the principal means through
which the Foundation identifies new development initistives and makes
them effective in the longterm.  Prodem’s success in building and
matntaning such parmerships in the past makes one oprimstic abouat it
ability to do so 1n the furare.

The Foundation's many years of experience could also work against 1t
however. As @ mature institution, 1t may find it difficult 1o maintain the
dynamism, creativity and innovation for which BancoSol and Prodem
Oportunidad became famous, particularly since the majoriry of its leadens
have left to work with the spin-off institutions, Ir was difficult for Prodem
1 rehuikl momentum after the creation of BancoSal, and it will no doubt
be even meve difficult w rebuild momentum in today’s unfavorable
environment.

A second potential limitation is the Foundation's dependence on the
access of BancoSol and Prodem Oportunidad for its own sustainabilicy
Neatly fifty percent of its endowment is tied up In equity investments in
these two institutions. I either one gers into serious trouble, the
Foundation will suffer. Even if they pertorm moderately well, which will be
a challenge over the short term, the Foundation will have limited access to
its funds until the securities market develops in Bolivis, and until the
public’s confidence i the banking industry improves. Conversely, o
BancoSol and Prodem Oportunidad perform extremely well in the future.
the Foundation could live off the dividends generted by ity mvestments,
although 1t may have to scale back its activities ot leverage 1s limited funds
with other donated resources in onder to pursue 4 larger-scale program. In
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the meantime, the Prodem Foundation has several million dollars with
which 10 experiment. Only time will tell if its experiments can vield more
paradigm-breaking strutegies for supporting  microentrepreneurs’
development.

Banco Solidario, S.A.

BancoSol's ability to deliver long-rerm results has already been proven.
It has been operating profitably for nearly ten yeurs and, for the most part,
continues to serve its traditional clientele.” With less than two percent of
the banking system's assets, BancoSal served 28 percent of the system’s
clients in 2000. It rared high in terms of solvency, tisk, hiquidity and capiral
adequacy when compared with other banks in the Bolivian financial
system, and has been ranked among the top three banks in the country
since 1997.7

Like most Bolivian financial institutions, BancoSol contracted during
the Lt two years. The size of its portfolio and client base, and the number
of its branches and employees have all decreased. yer the bank continues to
be the country’s largest in terms of the number of clients served and it
succeeded in generating o slight profit in 2000 when more than fifty
percent of the country’s financial institutions recorded # loss. Acconding 1o
the intemational credit mting agency, Firch Ratings, BancoSol s 1 a solid
position within Bolivia’s banking industry ™ Among s Latin American
peers, 1t 15 still a performance leader (see Table 26).

Table 26: BancoSol Performance Comparison, December 2000

BancoSol Average of 9
Latin American MFls

Total aacts 91599000 34,108,155
Total porttolis 1502000 27,175,166
Number of borrowens 976 29.7%
Admunstrative experves as & percentage
of wverage total sty 12.8% 14.5%
Administrative experwes s 3 percentage
of average groes kmn portiolio 164% 150%

Somwrces: Koerugafent, “BancoSol. " 5: Bolettn Microfinansss Diec 2000, 60, MicroBanking
Fuadletm, Aprd 2001, 44-50

A stdy by membens of the Econontics s Sockilogy Department of Ohlo Seate
University suggesia that although BancoSol s wverme Tonn sise T tisen over tinne. this was
:hr t ‘m_";‘lm" growth, mather than 0 mumon dnft.  See Gonzales-Vess, et ol
" Kunt Koenipdest, "BanceSol and Finuncing kot Women Entreprencurs,’ Banco
Interal i‘upu oN 4 ' ™
e Knrmp.ku. “BancoSol” 41 and Firch IBCA, Duff & Phelps. "Calificacion Local de Riesgis
Al 30 de Septiembre de 2000° (La Paz. December 15, 2000)
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Of course, BancoSol must deal with the financul, economic and
political risks inherent in the current Bolivian environment. On July |
2001. a group of small borrowers strapped dynamite to their chests and tock
hostages at the Superintendent’s office demanding loan forgiveness und
lower interest rates. Competition from the FFPs. including Prodem
Oporunidad, i increasing  The bank’s inability to atmce private
mvestors, particularly domestic investors, i a topic of much conversation
within Bolivia’s microfinance industry and, no doubs, intemationally as
well.

BancoSols environment is undeniably chullenging, but with s
experience, reputation, political clout, loyal client base, and nternational
commections, there i lirtle doube that it will find ways of dealing with those
chullenges. Its instirutional shareholders are some of the most respected
organizations in microfinance today, and given the bank's role as a flagship
institution within the microfinance industry, they will have both financial
and professional incentives to see it succeed. The comservatsm of
BancoSol’s strategy in the lae 19905, together with the recent efficiency
gains generared by new management, make it easy to be optimistic about
the bank’s furure viability, even in a nisky environment.

The mote interesting questions with respect 0 BancoSols future
concemn the direction it will take and the route it will choose to get there.
To what extent will it continue Jefining itself as & microenterprise bank’
Will it tuke nsks on mnovative new products or will it simply copy the
innovations of others once they are brought to the market without having
1o absorb the research and development costs! 1f it does this, how will
differentiate itself from other financial service providers! Does it need o
differentiate itself, or can it offer a competitive service to existing clients
and make & business out of helping them grow! Can BancoSol prove that
both the social and commercial objecrives of microfinance are sustainable
in & competitive environment! Or will socul objecrives have 1o be
sacrificed for survival!

Prodem Oportunidad, FFP

Prodem Oportunidad, FFP, having been in operation for just over a year,
has yet 1o prove its longevity. It is demonstrating, however, the ability 1o
manage change, and this will be crirical w s long-term sustuinabiliry. In
2000, it kept its delinguency level lower thun that of uny other bank or
private financial fund; it introduced several new products; it complied with
the reporting requirements for regulated financial institutions; it even
recorded a small profir.
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By the end of its first year, Prodem Opormunidad's mstitutional strengr
were clear. It had the largest branch network of any financial lmmutt::
in the country, and its business strutegy was designed to make the most of
that network.” It hid some of the most talented and expenenced
employees in the industry,  For the time being, i had a technological
advantage over most financial institutions because of its customized
computer information systems and its introduction of the digital smarr
card. Perhaps most importantly for the long-teem, it had a tradition of
villue-based operations and a set of core principles that guided and inspired

15 BCTIvIties.

Ln;c::u: between the FFPS traditional values and its actions on a day-to-
Prodem recognized these wenknesses o

immediately, ar nmes in mnovative wiys, l;l: dawhw 'T.::m:w:ln"t‘l‘::
system lmed on year-end profit sharing and an employee stock fund 1t u
divensifying into non-hanking industries und 1s offering some of its staff the
opportunity to work with those spun-off busitiesses. It & Jowering its
financial costs by mobilizing savings. It is also taking an acrive n'z n
strengthening ASOFIN, an association of specialized microfinance
ISHITURONS, (o serve as an industry body through which Prodem und others
canilubhy the government and the Superintendent of Banks and Financial
Entities on important political, economic and regulutory issues. It (s hoped
that ASOFIN will alo provade a mechaniom through which microfinance.
TStItUTions can organize 4 )

kmdluf alltance that wuhl'::vj:‘:t:t::m' g ooy

Athmghcmdenqimm\ﬂllmmama ty tor Pr

tuture, the FFP's immediate challenge s llm: be all;\l::ent:tr.‘ 'h\;h't:a.:
new business strategy now in place, Prodem will need to rally the different
parts of ity organtzation behind it It will need to weave i betrer fir between
1S unique vision of participarory capitalism, its corparate goals, its culture
its reward system, its organizational strucrure. and its human re:ouru:

-lnlmmdnhulmemdhltfn&tnw larger heanch nerwork
_ 11l Fsm I
tlnnl’nnlu:()nm\muh!IWamm!wiN.thmhuhub:u:hammmx
malmm’ than Banco Mercantil; which has 28 of i1 branches concentrured m three of rhc
country’s main cities. See SBEF. Anuario Estadiseico 2000 cuadeo no, 109 ‘
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development, so that each element supports the others and there »
coherence amang the elements as o whole

The challenge of alignment will be key in another respect, and that s
in terms of aligning social and business objectives. This kind of alignment
is not easy, but the challenge offers u great opportunity for Prodem
Oportunidad, and is the principal reason for optimism with respect to the
FFP's future. In the past, Prodem’s competitive advantuge was generuted by
its value-based culture, in particulas, its development-oriented mission and
its trust-based relationships. More recently, the institution developed a
competitive advantage based on geogmaphy and technological innovation.
While strategic, this competitive advantage will be difficult o mamntam,
since competitors will rapidly copy any product innovations and mrroduce
them ar a lower cost. The FFP will have to constantly innovate to compete
effectively.

If, however, the FFP implements a business strategy that embraces both
a value-based culture and technologienl innovation. it could develop a
competitive advantage that competitors would find ditficulr to replicate.
As John Dalls Costa argues in his recent book, The Ethical Imperative,
businesses like Prodem Opormunidad do not have 1o maintain & value-based
approach simply for altruistic reasons; they can do o because it makes
business sense. By building o trusted and trusung organizanon, they can
increase customer and employee loyalty, attract strategic partnerships,
foster @ creative environment, and produce more responsive, higher quality
services.

Since trust is the basis of all financial transactions, building
competitive advantage that is bused on rrusting relationships makes
particular sense in the financial services industry. In the past, Prodem
developed such relationships through personal contact and excellent
communication, by delivering what it said it would deliver, and by
delighting customers with new oppormunities.  Although the FFP'
relationships are becoming less personul, the institution is still capable of
butlding trust theough its culture, by continuing to innovate and deliver on
its promises, by being creative about how it involves existing and potential
clients in its processes, and by continuously looking for ways t improve the
quinlity of its service.

There is little doubt that Prodem Oportunidad. FFP has built sufficien
institutional capacity to survive in the luture, barring some national
economic or financial meltdown. But whether it merely survives or thrives
will depend on its ability to align the various parts of its operation

* See John Dulla Costs, The Ethical Imperative (Totonto: HurperColline 1998) 204,
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arts the others and there s

ey in another respect, and that is
abject: This kind of alignment
| grear opportunity for Prodem
optimism with respect 1o the
X advantoge was generated by
f;“ spent-oriented mission and

tly, the institution developed a
phy and rechnological innovation.
mtage will be difficult to manman,
produc innovations and introduce
oy constantly innovate to compete

.
o

pss strategy that embmces both
3l innovation, it could develop a
0 would find difficult 1o replicate.
gent book, The Ethical Imperative,
no have to maintain & value-based
can do so because it makes
anid trusting organization, they can
fty, attract strutegic partnerships,
ace more responsive, higher quality

ncial tansactions, building »
| on trusting relatonships makes
ces industry, In the past, Prodem
h personal contact and excellent
it said it would deliver, and by
orunities.  Although the FFPS
gl, the ustitution 1s still capable of
ng to innovate and deliver on
pw it involves existing and potential
sl looking for ways to improve the

partunidad, FFP hus builr sufficient
the future, barring some nutional
' sther it merely survives or thrives
e various parts of its operation

Totonto: HarperColling 1995) 104

The Story of Prodem 1987 - 2000 167

strategically and 0 mainuun that alignme
' \ ut in a constantly changi
envionment.  In sum, Prodem’s story demonstrates that the pmcm?:
nm.mut.lmml capucity building s, first and foremost, a process, It must be
:uomn.ul. s auch from the very beginning, and then supported with ling-
'::‘ll‘lh vision, discipline and commument.  Ths approach o capacity
ng s part of what made Prodem so successtul, and it will surely
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Those interested in developing a successful microfinance
institution will be ntrigued by the Prodem story In less
than fifteen years, this unconventional Bolivan NGO
built two of the worlds most innovative microlending
programs and transformed each one into a regulated
financial nstitution,  Together. Banco Solidano, SA. and
Prodem Oportunidad, FFP are providing a vanety
of micofinance services in all of Bolivia’s provinces, in
both urban and rural areas of the country, and are

demonstrating the abiity to sustain themselves through
4 period of tremendous extermal change. By explorning
the philosophy, policies, systems and relationships through
which Prodem built these institutions. this book provides
readers with insight and strategies for creating and
mantaining similar capacity within thesr own institutions




