
 

Charles University in Prague 

Faculty of Social Sciences 

Institute of Economic Studies 

 

 

 

Master thesis 

 

Microfinance institutions, an empirical study 

from Moldova. 
 

 

 

 

 

Author:  Roman Gorgan 

Supervisor:  PhDr. Pavel Streblov 

Academic year: 2011/2012 

 

 



2 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Declaration of Authorship  
 
The author hereby declares that he compiled this thesis independently, using only the 

listed resources and literature.  

 

The author grants to Charles University permission to reproduce and to distribute copies 

of this thesis document in whole or in part.  

 

 

Place________________________ 

 

Date _________________________                    _______________________                          

Signature 

 

 

 



ABSTRACT 

The present master thesis deals with non-banking microfinance institutions and 

examines its abilities and role in the poverty alleviation process.  

It is more than necessary to pay attention to the rural sector and its development as any 

successful transition of the economy requires transition of the rural sector as well. In 

many transition economies people in the rural areas continue to live on the edge of 

poverty, engaged in subsistence agriculture and remain susceptible to wide range of 

shocks. In such countries rural population unlike urban one did not benefit to the same 

extend from transition and need special attention and supporting policy measures.  

Because of low penetration rate of microfinance institutions into rural areas, lacking or 

insufficient size of collateral, financial illiteracy many poor but active man face 

problems to obtaining finance for the development of new income opportunities. 

In this context the master thesis emphasizes the role of savings and credit associations, 

which unlike the commercial banks operate mainly in rural sector, have the most 

significant effect on poverty alleviation. 

Finally, the author analyses the activity of 3 non-banking microfinance institutions of 

the Republic of Moldova and uses publicly available data to calculate the outreach, 

efficiency and financial stability indicators.  
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1. INTRODUCTION  
“More than 500 million of the world’s economically active poor run micro and small 

businesses. But less than 5 percent have access to financial services”1.  

In the absence of formal financial sources a number of informal community-based 

and/or alternative financial instruments have developed to meet financial needs of the 

poor. A notable number of microfinance organizations have been created over the past 

10-20 years with the purpose to support such micro businesses and companies.  

The development of the microfinance sector is a historical global effort to fight the 

poverty. “The industry has overturned the established status of the poor as consumers of 

financial services, shattered stereotypes of the poor as not bankable, spawned a variety 

of lending methodologies demonstrating that it is possible to provide cost-effective 

financial services to the poor, and mobilized millions of dollars of social investment for 

the poor”(Mutua, et al. 1996). 

Rapid development of the microfinance institutions and services during past decades 

was driven, first of all, by poverty alleviation objectives. By targeting the poor layers of 

the population the microfinance organizations not only contributed to the poverty 

alleviation, but stimulated a steady development of the entire microfinance sector.  

There are different types of microfinance institutions operating under different 

conditions and having different goals. Some microfinance institutions are "financially 

minded" and the other ones are "socially minded" (Morduch, 2000). Furthermore, it is 

worth mentioning the Woller's “welfarists” and “institutionists” classification of 

microfinance institutions where “both approaches work for a social goal - the difference 

is in their methods” (Woller et al. 1999). 

According to Woller et al. (1999) the main goal of welfarists is concerned with the 

terms outreach and impact, in other words that their clients are among the poorest and 

that they benefit socially from participating in the program. The welfarists tend to think 

that raising interest rates will make the loans too expensive to poorer clients and limit 

the access to capital. Institutionists, on the other hand, focus on setting interest rates 

                                                            
1  Judith Brandsma and Laurence Hart, Making Microfinance Work Better in the Middle East and North 
Africa, World Bank report, p.5 
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high enough to cover all costs and create financial sustainability, without being too 

concerned about who is reached (Morduch, 2000). The financially orientated 

institutions hold the view that the best, if not the only, way to serve the poor is to have a 

stable financial output: The microfinance institutions must be able to cover all of their 

own costs. Robinson (2001) points that successful institution, following the poverty 

lending approach, in aggregate, can meet only a small portion of the demand for 

microfinance. 

Richard Rosenberg, being an excellent representative of the institutionalism approach, 

comments on why microfinance institutions (MFIs) should care first and foremost about 

their financial sustainability: 

"Some people treat this question as if it comes down to a value judgment: which do you 

care more about - poor people or profits (...or financial systems...or neoliberal 

ideology). To avoid any such confusion, let’s assume that the only objective we care 

about is maximizing benefit to poor people. From this perspective, the argument for 

high interest rates is straightforward. In most countries, donor funding is a limited 

quantity that will never be capable of reaching more than a tiny fraction of those poor 

households who could benefit. We can hope to reach most of those households only if 

MFIs can mobilize relatively large amounts of commercial finance at market rates. 

They cannot do this unless they charge interest rates that cover the costs..." 

(CGAP and Rosenberg, 2002) 

The second chapter of the thesis describes institutional and functional peculiarities of 

the microfinance industry. The chapter answers the following questions: 

 What is microfinance? 

 Why is microfinance industry growing? 

 What role donors play in microfinance? 

In addition, the microfinance clientele, products and services, microeconomic aspect, 

and role of the microfinance institutions are revealed. 

The third chapter determines the benchmark for further empirical analysis of the 

microfinance industry competitor environment. The attention is paid to the outreach, 

financial stability and efficiency indicators. 
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After elaborating on the theoretical base for microfinance institutions assessment, in the 

chapter four the analysis of the microfinance sector of Moldova is carried out. Finally, a 

detailed description of three microfinance institutions which occupy 70 % of the 

industry is made. 
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2. THE MICROFINANCE ESSENCE 

2.1. What is microfinance? 
 

“Microfinance is the provision of financial services such as savings, deposit, and credit 

services to the entrepreneurial poor” (Brandsma and Hart 1998) 

One can think of microfinance as of financial services aimed at supporting the poor via 

informal and formal arrangements at the most “bottom” micro level. Main target group 

for microfinance are poor, economically active entrepreneurs from rural areas which 

lack finance for business development. Some MFI clients may be recipients of 

micro-loans for entrepreneurial purposes while others can only place free money on the 

deposit or benefit from other services.  

According to Ledgerwood (1998) microfinance activities and services usually involve: 

• Small loans, typically for working capital; 

• Informal appraisal of borrowers and investments; 

• Substitutes for collateral such as group guarantees or compulsory savings; 

• Access to successive and larger loans based on repayment performance; 

• Streamlined loan disbursement and monitoring; 

• Secure voluntary savings products. 

MFI can be organized as a non-governmental organization (NGO), savings and loan 

cooperative, credit union, government bank, commercial bank, or non-banking financial 

institutions. Microfinance clients are typically self-employed and/or low-income 

entrepreneurs in rural and urban areas. At most their activities provide a stable source of 

income, however they are not considered to be the poorest of the poor. (Dunford 2001).  

In 1980’s microfinance begins as bridge between state and poor farmers via credit 

subsidies. It was assumed by the Governments and other donors that the poor required 

the access to cheap credit which in turn will allow for the optimization of agricultural 

production by small landholders. In the same time Credit Unions were created by 

donors benchmarking the “Raiffeisen model”2 to provide subsidized agricultural credit. 

Credit Union was aimed mostly for savings mobilization in rural areas along with an 

                                                            
2  Raiffeisen model- is a model under which early Saxonian credit unions were functioning. 
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attempt to educate poor farmers how to save (Dunford 2001). 

 

2.1.1. Why is microfinance growing? 

Following Ledgerwood (1998), the microfinance sector is growing for several reasons:  

 The promise of reaching the poor; 

 The promise of financial sustainability;  

 The potential to build on traditional systems; 

 The contribution of microfinance to strengthening and expanding existing formal 
financial systems; 

 The availability of better financial products as a result of experimentation and 
innovation. 

 

Microfinance activities help to raise the institutions which are financially self-sufficient, 

subsidy-free and generate stable income. Services provided are flexible with affordable 

price to microenterprises and have a sustainable pattern. Furthermore, microfinance 

activities strengthens already existing formal financial institutions, which are savings 

and loan cooperatives, credit union networks, commercial banks, by extending their 

markets for both savings and credit and their profitability. The problem of lack of 

collateral can be solved by using the group approach together with each individual 

specific. In addition, the above techniques allow for the microfinance services to be 

more attractive to a large number of low-income clients (Ledgerwood, 1998) 

 

 

2.1.2. What role donors play in microfinance? 

 

Donor’s interest in microfinance has increased substantially over the past years. Main 

donor “player’s” on the microfinance sector are: DFID, CIDA, SOROS Foundation, 

USAID, GIZ and others. The donors, along with the Governments, local and 

international NGOs, support microfinance activities in some way, providing on the 

same basis the following services:  

 Grants for institutional capacity building 

 Grants to cover operating shortfalls 

 Grants for loan capital or equity 

 Concessional loans to on-lending 
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 Lines of credit 

 Guarantees for commercial funds 

 Technical assistance. 
 

While donors are the main contributors of microfinance process, the methodology they 

apply to microfinance and the rules they set for MFIs regarding funding, can greatly 

affect the development of the field of microfinance. The majorities of donors has moved 

away from subsidized lending and are focusing more on grants for institutional capacity 

building and the provision of the capital (Ledgerwood, 1998). 

  

2.2. Determination of microfinance clients. 

 

The clientele of MFI’s consist of those who experience difficulties to access the 

financial products and services. The difficulty of accessing the capital is due to mainly 

high operational costs, and a variety of risk factors. The client based in the rural area, 

for example, has few assets and experiences difficulties with enforcement of formal 

property rights and other contracts due to expensiveness and uncertainty. If the 

Microfinance institutions want to deal with the categories that face such issues it needs 

to be innovative and flexible through a number of techniques such as “group lending” 

(Morduch 1999). 

According to Morduch (1999), the “Group lending” and Microfinance has become 

closely associated in such regions as China, Russia and Eastern Europe. Group lending 

itself is the way of working in small groups (three to ten neighbors) of clients where 

loans are disbursed to individual members, but the group as a whole is jointly 

responsible for loan repayment. Nearly all of the theoretical and economical work on 

microfinance sector focuses on the incentives forced by a joint liability in group lending 

contracts built on lending models founded by microfinance leaders like Grameen Bank3 

in Bangladesh and Bolivia's BancoSol4. 

                                                            
3 Grameen Bank- Established in 1976 by Prof. Muhammad Yunus. The primary scope was to evaluate the 
possibility of creating a credit disbursement system aimed to provide banking services to the rural poor. Web address: 
http://www.grameen-info.org. 
4 BancoSol- Established in1984 as a non-profit organization which supported the development of microenterprises. 
Nowadays it is functioning as a bank that offers a opportunities to the lowest-income sectors, providing high-quality 
and integrated financial services in Bolivia. Web address: http://www.bancosol.com.bo. 
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Group lending seems to be quite reasonable because it takes a group of borrowers and 

shifts the risk of the loan from the bank to the particular group, thus borrowers have an 

incentive to choose only quality borrowing partners as they are share the responsibility 

for one another’s loans. In order to avoid the risk and other difficulties with small scale 

credit contracts, the group lending is conducted by peer monitoring, social ties, and 

Group pressure. Floro and Yotopoulos (1991) mention that due to these ties, members 

may have better information to monitor and can more easily pressure for repayment. 

However, Wydick (1999) points to the problem which arises when family or friends 

may have less incentive to use pressure for fear of losing family or friends, which in 

such cases is valued higher than losing money. 

 

2.2.1. Gender targeting-targeting women 

 

The lack of affordable credit prevents “natural talent in every people, if not every 

person” from realizing economic benefits of that talent (Banerjee, 2000). Micro-finance 

programs believe that women indeed have these “natural talents” but have been 

historically constrained by a variety of economic, social, political and cultural factors 

(Banerjee 2000). 

Abhijit Banerjee (2000), in his work “Contract Theory in Development Economics,” 

describes five reasons which prevent the poor from “making the best use of their natural 

talents.” Micro-finance programs targeted towards women seek the relaxation of 

traditionally binding constraints in the context of many developing countries. These 

constraints for women include: coordination failure talent must be combined with the 

“appropriate inputs”; and behavioral economics “people may not always seek out the 

best options because they are held back by psychological constraints or social norms” 

(Banerjee, 2000).  

In microfinance theory it is believed that supplying women with credit for micro 

enterprises at the same time will diminish financial constraints and improve 

socio-cultural and economic status of women, in other words “empowering” them and 

allowing for self-sustainability (Mayoux, 1995). 

The relation between microfinance and gender will be changed and women will benefit 

from it (Bayes 1999). Women will gain greater control over available resources and 
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improve their status in household decision-making (Sharma 2001).  

To better understand the term “targeting women” in microfinance, we could refer to 

studies conducted by Rahman Animur (1999) and Pit et al. (1998). The approach 

introduces the supply side and demand side reasoning. Rahman conducts the ex-post 

analysis where he investigates Grameen banks public and hidden goals for targeting 

women. The ex-post analysis explained the Bank’s success in having 2.02 million 

members in 1994, out of which 94% were women. Following Rahman (1999) study, the 

two objectives could be noted which determine the gender approach to credit 

supply-side:  

 Credit for women increases their income which is in turn positively reflected on 

the households socio-economic parameters; and  

 The target groups which consist mainly from women strengthen their solidarity 

through regular meetings and allow them to improve social and economic 

empowerment in society. 

 

Rahman (1999) notes that Grameen bank model was reasonably excluding men from its 

programs, and the reasons are the following: 

 Targeting women is strategic for the bank due to repayment problems while 

lending to men; 

 Women regularly attend the group meetings being vulnerable from a certain 

prospective. Such vulnerability was identified as limited physical capabilities 

and their cultural standing and behavior in the society; 

 The women from a rural society in Bangladesh are in general modest and 

honorable that makes women’s honor more vulnerable in society. 

 

The demand-side, described by Pitt and Khandker (1998), show the nature of 

group-based lending and its attractiveness to women in rural Bangladesh and/or other 

low-income sectors and societies. A few points could be outlined: 

 Limited amount of women participate in wage labor market in rural Bangladesh;  

 Due to pregnancy, illness associated with a birth of a child and care of the 

household members women are more vulnerable.
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2.3. Microeconomic aspect of microfinance 

2.3.1. Asymmetric Information, Transaction Fees, and Support 

to MFIs5 

 

Asymmetric information between financial institutions, their clients and government, 

and transaction costs, are the main characteristics of microfinance. These two factors 

being instruments of welfare policy can eliminate the lump-sum transactions allowing 

for the most efficient initiation of a financial institution which is reflected in a welfare 

improvement of poor layer of society. Hardy et al. (2002) consider two periods: t1 and t2 

where every individual has the same welfare level. It is assumed that the individual has 

a risk averse utility function which is dependent on consumption Ct, assuming that time 

discount is zero. 

 

                            (2.1) 

 

Income of an individual in each period is considered as yt, and results in a fixed base 

income denoted as  and a random term et, such that e1= -e2 which writes off any 

negative shock in period two The time discount is defined to be zero, which allows to 

consider that any positive shocks are equally divided between two periods, the random 

shock is normally distributed over [0,1]. In such a way the individuals can be grouped 

or ordered by an increasing error term e, which can be used as an index, thus the time 

factor is omitted. The consumption of an individual equals to its income when there is 

no financial institution, in this case the individual have no incentive or possibility to 

save or borrow. The utility of individual then takes the following form: 

                            (2.2) 

 

After defining time frame individuals and utility function, Hardy et al. (2002) introduce 

microfinance institution (MFI) which offers for those who had positive shock to save in 

first period and to lending for those who had negative shock in first period. 

                                                            
5  The theoretical aspect and the calculations are not authors own. This sub-chapter is inspired from IMF 
working paper # WP/02/159 “Microfinance institutions and public policy” leaded by Daniel C. Hardy, 
Paul Holden, and Vasili Prokopenko (2002). 
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Individuals who saved in first period can use their deposits to maintain low income in 

second period, and borrowers can repay their loans. To achieve the inter-temporal 

smoothing Hardy et al. (2002) assume that the interest rate is zero, but the MFI charges 

a fee (ʄ) to cover its fixed costs in both periods. After observing their individual shock 

(e), an individual will decide to incur the transaction cost and save(s) in one period and 

borrow the same amount in the other period. In such a way, the client’s utility becomes: 

 

               (2.3) 

 

The optimal choice of s is such as to just offset the shock e, and to smooth consumption, 

thus the utility of those individuals who participate in the financial system is: 

 

                                      (2.4) 

 

Hardy et al. (2002) notes that if ʄ is not too large, there will exist a shock e* such that all 

individuals suffering a greater shock will use the financial system to smooth 

consumption. And those experiencing a smaller shock will not. The break-even point is 

where the utility of variable consumption is equal to that smooth consumption at a level 

reduced by the transaction fee: 

 

                   (2.5) 

 

Thus, Hardy et al. (2002) define the total welfare as: 

 
 

The MFI has to cover fixed costs F in each period through its uniform transaction fee on 

the (1-e*) of the population who are its clients, thus: 

 

                                         (2.7) 
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In case the government cannot verify the situation and determine who receives a 

positive shock in particular period, it cannot offer its income support to those who needs 

it the most. In such a way, the government provides a lump-sum transfer, which rises  

for both periods. 

 The effect of welfare is then: 

 

,                      (2.8) 

 

Where   (according to (2.1)) 

 

In order to reduce the transaction fees, Hardy et.al (2002) consider the provision of 

support to the MFI which covers at least a part of its fixed costs, and reduces the 

transaction fees. A bank receives a capital grant, invests the grant and uses the returns to 

cover part of the fixed costs. The effect of welfare then can be measured by considering 

the negative of the marginal effect of an increase in fixed costs F: 

 

   (2.9) 

 

The last term in brackets is zero, thus the equation is reduced to: 

 

                              (2.10) 

 

Finally, the difference between (10) and (8) takes the following form: 

 

  (2.11) 

 

Following Hardy et.al. (2002), the below findings could be noted: 

- The Government could provide the income smoothing of an individual if it 

had the precise information about who was suffering a negative shock in 

each period and the magnitude of such shock;  
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- An individual can choose to smooth its income via borrowing or saving with 

an MFI or not to use MFI services at all; 

- Direct transfers would be more efficient and accessible if the MFI did not 

charge a flat transaction fee, but rather make the fees proportional to 

transaction volume; 

- Individuals have a low utility function as fixed transaction fees restrict the 

access to MFI services; 

 

2.4. Role of Microfinance institutions 

 

Microfinance institutions proved to be an efficient way to reach the poorest and make 

them wealthier. Savings and credit organizations take part of microfinance sector and 

play a remarkable role in rural economy being a proxy between MFIs and poor, in such 

a way the goods-to-goods exchanges were substantially decreased. Via small loans 

provided by microfinance organizations simple farmers were able to feed their families 

and buy the necessary equipment to cultivate lands and develop rural commerce.  

The opportunity was given to many people through microfinance industry, providing 

the access to financing sources and creating new working places.  

It is necessary to mention that savings and credit organizations could create a negative 

impact when beneficiaries and even SCA management have low financial schooling and 

low experience. Such problem can be solved through better schooling, and regular rise 

of the management’s knowledge in how to evaluate the credit requests, the selection of 

clients, and determination of reasonable collateral. 

  

2.4.1. Food security and rural poverty alleviation 

  

In most rural areas of developing countries, the goal of achieving household food 

security remains a critical objective. Strengthening the food security can be achieved by 

increasing agricultural productivity and by improving the ability of households to have 

the stable income (Zeller et al. 1997). In turn, Von Braun et al. (1992) argues that the 

contribution of rural finance within the Framework of Development Policy for food 

security at the household level, is defined in its most basic form as access by all people 
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at all times to the food needed for a healthy life. 

The instruments can be systematized into policies that (i) increase household income; (i) 

maintains food prices; or (iii) improve the households' access to financial markets. (i) 

And (ii) policies are aimed towards increasing household income and purchasing power. 

Long-term food security can be achieved by the sharing technology, education, health 

insurance, social services and investments into rural areas. It is worth mentioning that 

improvement of households’ access to financial market aims to strengthen the 

households’ ability to maintain its consumption and investment over periods through 

access to savings, credit, and insurance services (Zeller et al. 1997). 

Zeller et al. (1997) distinguishes three pathways through which access to financial 

services can increase the income and the food security of households and their 

individual members. The pathways provide a framework for identifying institutional 

characteristics that allow the poor to access the credit; savings and insurance services 

(see Figure 1): 

 

 Pathway 1: Income generation,  

 Pathway 2: Asset investment strategies to smooth disposable income over time 
at sufficient food consumption levels, and  

 Pathway 3: Direct use of credit to finance the necessary consumption.  
 

The pathways are mainly characterized by the effects of access to additional capital 

which can enhance the level of productive human and physical capital and will allow 

the household to access savings and insurance services (Eswaran and Kotwal 1990). 

Additional capital reduces the costs of technology and assets with respect to family 

labor. Instead of growing low-yielding local crop varieties with a low level of mineral 

fertilizer, access to credit may allow an increased use of improved seeds and fertilizer 

and higher crop output per unit of labor and land (Feder et al. 1985). In addition, the 

pathways highlight the importance of financial products that are adapted to the local 

socioeconomic and agro ecological conditions. 
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Figure 1: How does access to finance influence household food security. 

 

Source: Zeller, M and Meyer, R. L (2002): The triangle of microfinance. 
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3. MEASURING THE PERFORMANCE OF MFI’S 

Various sources define performance indicators on more or less the same basis, however 

there are differences which can lead to wrong understanding of the real situation. There 

financial analysis of microfinance institutions is often used by: 

 Donors; 

 Practitioners; 

 Consultants; 

 Auditing companies; 

 Researchers; 

 Other users. 

There are various factors and types of indicators that must be taken into consideration in 

order to analyze the real performance of particular MFI. The most important 

performance indicators are: 

 Financial sustainability ratios; 

 Financial efficiency ratios; 

 Portfolio quality ratios. 

Ledgerwood (1998) states that ratio comparison over a certain period of time is referred 

as trend analysis (p.205). Trend analysis allows determining the growth or decrease 

tendency. 

In such a way, the Framework for Financial ratio analysis is taken into account. There 

are various models and techniques which help to standardize the financial analysis of 

MFI. According to Salzmann and Salinger (1998), the worldwide performance 

standards are presented in Box 1. 

BOX 1:  Performance standards and Variations 

 ACCION with its CAMEL system. 

 Micro Banking Financial Review funded by CGAP and World Bank. 

 BASE Kenya “Micro Finance Institution Monitoring and Analysis system” 
funded by the Department for International Development (DFID). 

 PEARLS rating system funded by USAID. 

 The Framework of Financial ratio analysis of Microfinance institutions 
conducted by the Small Enterprise Education and Promotion Network. 

 Other guides. 
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3.1. Outreach 

Outreach simply is the number of clients who had received the loan or other service 

from a microfinance institution. In order to measure outreach we need to look in to 

different dimensions (Richard Meyer 2002).  

Outreach could be measured using the following aspects: (i) depth (the value attached to 

the gain from the use of the micro loan by a certain borrower; (ii) worth (is the interest 

rate reasonable? What would be a break-even point the borrower would be willing to 

pay); (iii) cost of outreach (the optimal interest rate for the borrower); (iv) breadth 

(beneficiaries), length (Time required for a microfinance institution to generate a loan); 

and (v) scope (The contracts diversity offered by a microfinance institution) (Navajas et 

al. 2000). 

However, outreach can be measured in a simplified way, taking into account just 

breadth and depth aspects (Lafourcade et al. 2005). 

 

3.2. Performance indicators 

A microfinance organization earns revenue mainly from loans and other financial 

services charging certain interest fees, penalties, commissions etc., investment income 

shouldn’t be omitted. Profitable institutions are characterized by a positive net income 

and good capacity (revenue and equity). In order have more objective view on overall 

financial performance, financial revenue and expense indicators are compared against 

the institution’s equity and assets (Lafourcade et al. 2005). 

Efficient institutions reach large number of poor people with minimum costs of 

delivering services (Dunford 2006 and Cull et al, 2007). The efficiency of an MFI can 

be calculated in various ways. According to Lafourcade et al (2005), operating expense 

ratio, costs per borrower and costs per saver can be used as main efficiency indicators. 

Cost per unit of currency lent and cost per loan made is also considered as efficiency 

indicator (Ledgerwood 1996, appendix 1-3). 

Productivity indicators are often measured in terms of (i) number of active borrowers 

per credit officer, (ii) portfolio outstanding per credit officer, and (iii) total amount lent 

in the period per credit officer. Productive MFIs maximize services with minimal 
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resources, including staff and funds (Lafourcade et al 2005 p.11). 

3.2.1. Portfolio quality 

 

The most important asset of an MFI which should be taken into consideration is its 

gross loan portfolio (Balas 2009). Portfolio quality is important to the financial stability 

and growth of any microfinance institution. The decrease in portfolio quality could 

mean a decline in customer satisfaction and, therefore, may result in higher costs to 

recruit new clients. Decreases in portfolio quality may also signal the MFI exposure to 

risk and problems in staff supervision and control. In any case, poor asset quality will 

result in additional costs and may lower income. 

Various ratios are used to measure the portfolio quality. In order to make some 

classification Ledgerwood (1998) divide them into two most important categories of 

signalizing indicators, which are: 

 Repayment rates; 

 Portfolio quality ratios. 

Repayment rate is often used by Donors and MFIs itself. The ratio is used mainly to 

reflect the payments received with respect to amount due. Ledgerwood (1998) points 

that the ratio measures the historical rate of return rather than the quality of the loan 

portfolio. 

If the FMI is growing rapidly with significant amount of long-term loans, calculating 

the repayment rate will be misleading. In this case, the rate will be relatively low 

because the amount received will be much lower than the amount due. The ratio is 

calculated as follows: 

 

                       (3.1) 

 

It has to be mentioned that amount received (the numerator) needs to be adjusted for 

prepayments and past due amounts and the Amount due (the denominator) needs to be 

adjusted for already existing past due amounts. 
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The prepayments lead the repayment rate to lose the accuracy and usefulness, therefore 

in order to remove the effect of prepayments and show the actual rate of payments with 

respect to expected payments taking into account past due amounts, Ledgerwood (1998) 

defines the equation as: 

 

                (3.2) 

 

3.2.1.1. Portfolio quality ratios 

 

Barres et al. (2005) defines Portfolio at Risk (PAR) ratio as the risk for future losses 

according to performance of the loan portfolio. The PaR ratio is the most reliable 

indicator of the loan portfolio performance. To identify the loans with the highest risk, 

PaR > 30 days is mostly used. If the client has delays in repayment schedule, the ratio is 

used as an effective measure to indicate the high level of client risk level. 

The Portfolio at Risk is calculated as follows: 

 

               (3.3) 

 

The ratio should be low and fairly stable, and managers should monitor it daily using 

the PaR>1 day as it allows for an accurate monitoring of repayments and prevents the 

risk of default. 

In contrast to effective monitoring, the PaR ratio does not provide complete information 

regarding the cause of delay in repayments, for this reason management of an MFI is in 

charge to calculate the percentage of written-off PaR6. If the percentage is quite high, it 

indicates the delinquent loans collection problem. Barres et al. (2005) indicate that in 

case the MFI writes off the PaR too quick, the indicator loses its significance and 

creates uncertainty. The write off ratio is calculated as follows: 

 

                        (3.4) 

                                                            
6  Written off PaR is the percentage of the loans that were removed from the balance of the gross loan 
portfolio as being unlikely to be repaid. (Ledgerwood 1998)      
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It is worth to stress that the number of delinquent borrowers relative to the volume of 

delinquent borrowers is a useful indicator of portfolio quality. If there is a significant 

volatility in the size of disbursed loans, in order to maintain the portfolio quality it is 

helpful to know whether the smaller or larger loans result in higher delinquency 

(Ledgerwood 1998). The equation is as follows: 

 

               (3.5) 

 

If the above ratio is lower than PaR ratio, it indicates that the larger loans are more 

problematic than smaller ones. 

 

3.2.1.2. Productivity and efficiency indicators 

 

Efficiency ratios measure the cost of providing services to generate loans Ledgerwood 

(1998). Efficiency indicators mainly relate to operating costs and do not include 

provisions for loan losses and financing costs. The average portfolio outstanding is 

taken into consideration while assessing the operating costs of an MFI that provides 

only credit services (Schneider 2007). 

The ratio is calculated as follows: 
 

                          (3.6) 

 

Following the The Microbanking bulletin7
 
the average OER of MFIs in the Eastern 

Europe is about 30 percent. An MFI can gain more efficiency by decreasing the amount 

of smaller borrowers, as small loans are more costly e.g. five loans by $150 against one 

loan by $100 thousands. Thus the young MFIs look less efficient. 

 

 

 

                                                            
7  Issue No. 23, May 2011—Eastern Europe benchmark. 
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3.2.1.3. Profitability indicators 

 

The most often used measures of profitability are Return on Equity (ROE), which 

measures the returns produced for the owners, and Return on Assets (ROA), which 

reflects net income earned on the assets (Ledgerwood 1998). 

Return on Assets (ROA) indicates how well an MFI is managing its assets to optimize 

its profitability. The ratio includes the return on the portfolio and all other revenue 

obtained from investments and other operating activities. Many researchers use ROA as 

a good instrument to compare commercial and noncommercial MFIs. Institutions which 

maintain a significant value of the assets in the Gross Loan Portfolio typically have a 

high and positive ROA. Following Ledgerwood (1998), the ratio could be defined as 

Net income to Average assets. It is notable that Non-commercial MFIs with lower debt- 

to- equity ratios can show a slightly higher ROA than commercial ones due to lower 

taxation and financial expenses (Barres et al. 2005). In such a way, the Taxes are 

subtracted from net operating income which makes the ratio more precise and useful, 

thus the ROA takes the following form: 

 

                          (3.7) 

 

Return on Equity (ROE) is the most significant profitability indicator; it measures the 

ability of a MFI to pay interest on shareholders investments (Tonchia 2010). ROE 

reveals the ability of an MFI to adjust total equity with retained earnings; in turn, 

increased equity enables the MFI to increase its creditworthiness and to attract 

additional financial sources to maintain and grow its portfolio. Donations and revenue 

from non-operating activities are not taken into consideration while calculating the ratio, 

which guarantees that the ratio is a reliable indicator of institution’s ability to generate 

net income from its main activity (financial) (Ledgerwood 1998). Finally, ROE is a 

reliable indicator of how the retained earnings are used to generate equity become 

sustainable. Taxes are subtracted from the ratio in order to have a reliable and precise 

measure. Thus the return on Equity takes the following form: 

  

                            (3.8) 
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3.3. Operational self sufficiency 

Performance of an MFI can be defined looking at financial sustainability indicators. 

Meyer (2002) notes that it is more efficient to have a constant financing source allowing 

to keep enough work capital to have profit on permanent basis for a microenterprise 

and/or household. A one time or short term loan in general does not increase the welfare 

of the household or an individual (Navajas et al., 2000). It is crucial for a MFI to 

maintain clean financial accounts, income and expenses transparency (Meyer 2002). 

Most MFIs define operational self-sufficiency (OSS) as the sufficiency of operating 

income to cover operating costs (salaries, supplies, other administrative costs) along and 

the provision of loan losses (Ledgerwood 1999, p.217). 

MFIs define the OSS as: 

 

       (3.9) 

 

Following Barres et al. (2005), the breakeven point of an MFI operation is 100 percent. 

If the institution reaches the 100 percent breakeven point, it should not have the lower 

OSS, as the indicator does not tend to have high volatility in comparison to other 

indicators and the positive trend can be achieved through growth and increased 

efficiency. OSS is a simple and useful measurement for MFI managers. Moreover, the 

indicator gains its significance in case the MFI is relatively young. In addition, while 

the MFI has low self-sufficiency, it must either increase its Return on Assets (RoA) or 

decrease its expenses (Ledgerwood 1998).   
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4. EMPIRICAL ANALYSIS OF THE 

MICROFINANCE SECTOR OF THE REPUBLIC 

OF MOLDOVA 

4.1. Research objectives 

An important part of research process is hypothesis formulation which is simply the 

investigator's belief about a problem. The literature review is especially important as it 

obviates the need to reinvent the wheel for every new research question. More 

importantly, it gives researchers the opportunity to build on each other’s work. 

The author did not try to invent wheel either and formulated thesis hypothesis from 

literature review. The objective of this study is to conduct an empirical analysis of the 

microfinance sector of the Republic of Moldova and provide a closer look at three major 

MFI’s.  

Specific objectives of the thesis are to determine the level of development of the 

microfinance sector and calculate main industry indicators; for three selected MFI’s 

calculate outreach, efficiency and profitability indicators; analyze SCA network and 

determine its role in poverty alleviation. 

The author believes that good finances have significant influence on the outreach of 

MFIs. Moreover, author tries to identify what challenges the micro financial institutions 

face in order to operate efficiently. Finally, a set of recommendations is formulated 

aimed at a more efficient operation of the microfinance industry as a whole.  

 

4.2. Research methodology 

Research methodology applied in present master thesis study combine qualitative 

methods (meanings, concepts, definitions) with quantitative examination according to 

the following data sources: (1) Mixmarket.org (2) Annual Reports of National 

Commission of Financial Markets of the Republic of Moldova (3) National Bureau of 

Statistics of the Republic of Moldova. (4) Annual and financial reports of the 
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“Microinvest” institution. (5) Annual and financial reports of the “ProCredit” institution 

(6) Annual and financial reports of the “Rural Finance Corporation” (7) World Bank 

resources and country reports, etc. 

For the proper assessment of the current status of microfinance sector the following 

techniques have been used: description, summaries of local and overseas experience, 

comparisons, and experts assessments. 

 

4.3. The outlook of the Republic of Moldova and the 

microfinance industry 

4.3.1. Country profile 

The Republic of Moldova is a country with a transition economy with agricultural 

sector accounting in 2010 for about 27 % of GDP8. In 2009 agricultural production and 

food processing industry provided about 30 percent of export revenues and employment 

to about 27 percent of the economically active population9.  

The country is highly dependent on remittances. According to the World Bank's 

Migration and Remittances Fact book (2011), 23 percent of GDP in 2009 came from 

money sent home by emigrants. Such a big share GDP coming from outside, together 

with high share of agricultural sector in the GDP and high occupancy rate in agriculture 

confirm how vulnerable Moldovan national economy is. 

4.3.2. Microfinance sector establishment 

In the Republic of Moldova, the microfinance sector is a relatively new occurrence. 

After the collapse of the Soviet Union in the early 90’ies Moldova gained independence 

and transition to the market economy commenced.  

The initial development of microfinance sector was fragmented and sporadic. There was 

no clear strategy of microfinance sector development and the legal framework did not 

exist until 2004 when the law on Microfinance organizations was adopted by the 

                                                            
8 Authors calculations based on the data of the National Bureau of Statistics of the Republic of Moldova. 
9 Authors calculations based on the data of the National Bureau of Statistics of the Republic of Moldova. 
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Parliament of Moldova. The law was preceded by, and largely based on the discussion 

paper on the strategy on the Microfinance Development for the Republic of Moldova10.  

In 1997 the first savings and credit organizations were established within Rural Finance 

Project financed by the World Bank. It is worth to mention that since 1997 up until 

now, the Government of the Republic of Moldova has been financially assisting the 

microfinance sector, acting as a guarantor for credits extended by World Bank and IDA 

funding small business development in rural areas11. 

Further, the law on Savings and Credit Associations was adopted on 21.06.2007. The 

following bylaws and regulations have been adopted aiming to normalize and regulate 

SCAs activity: 

 norms of financial awareness; 

 regulation on the state registration; 

 regulation on transformation; 

 Financial reporting principles.  

Finally, Strategy Action Plan for non-banking financial market development for the 

period 2011-201412 coordinates development of the microfinance sector at strategic 

level. 

Thus, the conclusion is that the main legal framework for the non-banking microfinance 

sector in the Republic of Moldova is in place, even though that further improvement and 

harmonization may be required. 

4.4. Moldova microfinance industry size calculations 

As of year-end 2011, the workers remittances to Moldova amounted 1316 mil USD, which 

were spent mainly on consumption, real estate and a new business establishment13. It is 

notable that this money for the purposes of efficiency could have been flowed through a 

microfinance system to work on the side of small businesses which in turn will increase the 

GDP growth, poverty reduction and consolidation of the middle income population as it is 
                                                            
10 Microfinance Development Strategy for the Republic of Moldova, discussion paper, USAID project 
BIZPRO/MOLDOVA  
11 BizPro Moldova (2011): “Moldovan Savings and Credit associations’ experience” with collaboration 
of WOCCU and USAID. 
12 Law no. 35 from 03.03.2011, Monitorul Oficial Nr. 70-73 (29.04.2011) 
13 The World Bank (2011) Migration and Remittances Factbook, 2nd edition 
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known that a healthy economy has a well-defined middle layer.  

The annual demand for microloans/microcredits for small business has been estimated at 

USD 460. It covers about 46 thousand customers14, each requiring on average USD 10 

thousand annually. The actual current supply of microloans /microcredits has reached now 

only USD 116.115. 

Accordingly, the current microfinance demand coverage expressed as a ratio of supply to 

demand (116.1/460*100) is only - 25%. 

 

4.5. Microfinance clientele 

Recipients of microfinance services are individuals not engaged in business activities, 

households and individuals (farmers, patent holders, self-employed), as well as legally 

registered entities (different associations and cooperatives, limited liability companies 

and joint stock companies) engaged in small businesses.  

“One of the biggest challenges in relation to clients in microfinance sector is that 5 out 

of 6 potential clients lack access to microcredits and microloans”.16  

Most private individuals which borrow micro-loans from commercial banks come from 

urban areas and use money mostly for consumption purposes. Small and 

micro-enterprises serviced by commercial banks are engaged mostly in trading business, 

services and to a lesser extent in agriculture. Normally, the banks customers are 

companies with a long track record and a credit history.  

In contrast, a new enterprise would rarely become a bank customer, since most of them 

would not be able to meet the eligibility criteria sought by banks in terms of the 

required set of loan application documents and the collateral. 

In most cases, such enterprises are small, family businesses which look for long-term 

                                                            
14 Author’s estimates are based on the number of micro- and small enterprises in 2010, obtained from the 
National Bureau of Statistics of Moldova. 
15 The supply is calculated as the total microloan portfolio as of 2010 official data provided by National 
Commission on Financial Markets equal to 1435,7 mln MDL. Official average exchange rate during 
2010: 1 USD = 12.3663 MDL 
16 Microfinance Development Strategy for the Republic of Moldova, discussion paper, USAID project 
BIZPRO/MOLDOVA 
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funding to purchase production assets. Such companies do not have credit history, hold 

small and highly depreciated assets and are characterized by lack of proper management 

skills. An average age of their business is about 3 years.  

In addition, such clients need a pragmatic advice in financial, operational and strategic 

management issues. Thus, small family type businesses located in rural areas represent 

main target group of the non-banking microfinance institutions. 

Finally, target group for SCAs is different since the loan size it can provide is too small. 

Besides, SCAs can provide services to its members only.  

In conformity with the “Survey of SCAs network” (Agrex, 2002) the average age of 

SCAs’ member is 41.5 years old17. Out of total number of SCAs members, 33 percent 

graduated the secondary school, 44 percent - attended vocational schools and 22 percent 

– are university graduates. Although the educational profile of the SCA members is 

high, most of them are unemployed, lack business planning and management skills and 

not always able to pick the most suitable financing instrument. 

Findings of the same survey suggest that the average annual income of a household – 

member of SCA, is MDL 10.5 thousand. Within the range of business activities the 

SCAs members are engage in, agriculture accounts about 73 %.18  

Although these three target customer groups of microfinance sector are quite different, 

there is no clear distinction between them. Often SCA and microfinance institutions 

clients become banks clients.  

4.6. The analysis of the microfinance sector19 

In 2010 microfinance sector of the Republic of Moldova experienced a moderate 

increase of all main performance indicators. During 2010, out of economically active 

population of the country, 5.1 percent benefited from the micro loans, which is 12.1 

percent smaller than in 2009. 

                                                            
17 The Survey of SCA network, AGREX, 2002 
18 National Bureau of Statistics of the Republic of Moldova 
19 The data in this section are largely based on the activity reports prepared by the National Commission 
of Financial Markets. 
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Table 1: Qualitative microfinance activity indicators in Moldova and Central and 
Eastern Europe 

 

 

 

 

 

 

Source: National Commission of Financial Markets 

 

In 2010 the microfinance sectors rate of return on assets shows value of 3.45 percent 

which is 20.6 percent higher than in 2009. Rate of return on assets of MFI’s has a 

positive value of 4.78 percent while the SCA’s same parameter has a negative value of 

-4.73 percent.  

Table 2: Development of microfinance activity 

 
Source: National Commission of Financial Markets 

Decrease of main microfinance sector parameters is caused by the global economic 

crisis and a particular economic decay in Moldova, which on one hand reduced number 

of credits and investments received from outside the country (14, 7 percent), and on the 

other hand decreased return rate on the credits allocated to clients because of decreased 

remittances and other sources of income due to increased unemployment.  

Increased indebtedness and, consequently, an increase of provisions to cover losses of 

loans determined moderate values of profitability rates, which, therefore, had directed 

priority of industry actors on the quality of the loan portfolio.  
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Figure 2: Share of microfinance loan portfolio in GDP 

 
Source: National Commission of Financial Markets (reformatted by the author) 

The total loan portfolio of the microfinance sector for 2010 formed nearly 2 percent of 

GDP out of which SCA’s sector: 0.34 %, and the MFI sector: 1.66 %. The indicator 

decreased by 0.79 percentage points compared to 2009, which is explained by MFI’s 

activity indicators decline and implementation of more thorough and prudent risk 

standards.  

 

4.6.1. Activity analysis of SCAs. 

The savings and credit organizations system in Moldova is following the trend of 

reorganization into institutions which provide financial services in a more structured 

and comprehensive way, targeted towards the clients benefit motivating people to save, 

establishing the education base on how to manage effectively own financial resources. 

Savings and credit associations are regulated by the Law No.139-XVI from June 21, 

2007. 

It is worth to mention that the amount of SCA members and loan beneficiaries were 

increasing until year 2008 followed by a decline after 2009 (see figure 4). Such a trend 

can be explained by a worsening world economic stability and the peak of financial 

crisis in 2009. 
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Figure 3: Development of the main SCA’s parameters 

 
Source: National Commission of Financial Markets (reformatted by the author) 

In the period 2003-2008 average size of the loan allocated to a member continuously 

grew which implies also growth of the demand for SCA’s loans. 

In 2010 average size of loan was 7 597.0 lei, following descending trend line which 

started in 2008 and continued throughout 2009. Average size of savings deposit per 

member in 2010 reached its maximum ever of 15 958.0 lei (see figure 5). 

Figure 4: Average deposit and loan size 

 

Source: National Commission of Financial Markets 
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For the period of 2003-2008 it is notable that the assets along with loan portfolio 

disbursed to SCA members were characterized by an increase of 38.3 percent and a 

decrease by 24.4 percent, compared to 2010. In such a way the total assets of savings 

and credit organizations were equal to 289.3 M Lei and loans disbursed equal to 

244.2M Lei in 2010 (see figure 6). 

Figure 5: Report of the total SCA's assets and loans granted 

 
Source: National Commission of Financial Markets 

 
The development of the SCA system is mainly characterized by the following 

indicators: 

Table 3: General indicators of SCA’s activity 

 
Source: National Commission of Financial Markets 

The information on the SCAs operating on the territory of Republic of Moldova for the 

year end 2010 is presented in Appendix B. 
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4.6.1.1. Assets of the Savings and credit associations 

At the end of 2010 consolidated value of SCAs assets was 289.3M MDL, which is 21 

percent less than in 2009. The decline is caused by the decreased value of loans 

disbursed by banks by 46.8 percent.  

SCAs assets are mainly comprised by granted loans total value which is on average 84.4 

percent, if compared to 2009 it is 3.8 percent less. 

The structure of SCAs assets for two periods respectively 2009 and 2010 is shown in 

Table 4 below. 

Table 4: Comparative structure of SCAs assets (mil. lei) 

 
Source: National Commission of Financial Markets 

 
It is notable that the priority given to profit-generating assets instead of fixed and 

non-profitable assets. However, the share of priority given assets decreased in 2010 as 

compared to less efficient ones, which is lower than the minimum level recommended 

by WOCCU by 2.4 percentage points. 

Financial structure of SCAs assets classified according to WOCCU classification is 

presented below in table 5. 
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Table 5: Analysis of the financial structure of SCA's 

 
Source: National Commission of Financial Markets 

 
In such a way we can see an unfavorable change in the structure of SCAs assets which 

is mainly followed by:  

 decrease in number of provided loans, and; 

 Increase in liquid assets which caused a lower income generated. 

4.6.1.2. Ownership equity 

The consolidated shareholder equity as of YE2010 equated to 75.3M MDL, showing a 

decrease by 12.3M MDL which is 14 percent less compared to 2009. 

Consolidated losses were 13.7M MDL for year 2009, which is 21.2 percent less than the 

increased losses in 2010. Such trend can be characterized by a 38.9 percent decrease of 

interest receivables from loans provided and declined income from deposits at 

commercial banks by 51.5 percent. 

Minimal value of reserves an institution requires to maintain recommended by WOCCU 

is 10 percent. The reserves of Moldovan SCA’s were 24.6 percent at YE2010. Maximal 

value of member shares-to-assets recommended by WOCCU is 4.6 percent, while 

Moldovan SCAs maintained this ratio at 4.6 percent. In such a way, we can note that 

SCAs operate in compliance with requirements on capital sufficiency, which ensures 

the efficient risk management. 
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4.6.1.3. Savings Deposits 

Consolidated value of the deposits which SCAs members were maintaining is shown in 

Table 6 below.  

Table 6: Structure of savings deposits by due date (mil. MDL) 

 
Source: National Commission of Financial Markets. 

SCAs tend to accept savings deposits for a short term of up to 1 year, the share of 

savings deposits with due date 3 months to 1 year is 77.7 percent. 

 
The share of savings deposits in total value of assets for YE2010 is 55.4 percent, which 

is 19.9 percent higher compared to 2009. The increase shows a lower dependence on 

external financing sources. The ratio of deposits-to-total assets is below the parameters 

recommended by WOCCU (70-80 percent); however the ratio of 55.4 percent clearly 

show that SCAs will likely reach a sufficient level of self-sufficiency. 
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4.6.1.4. Portfolio of granted loans 

 

The total value of short and long term loans provided to SCA members is shown on 

figure 7 below. 

Figure 6: Structure of loans granted by SCA’s, M MDL 

 
Source: National Commission of Financial Markets 

Short term loans disbursed for less than one year comprise 81.7 percent of the gross 

volume of provided loans, which is by 4.2 percent more than in 2009. The decline is 

explained by a decrease in loans provided overall and a significant amount of long-term 

loans which were due in 2010. 

The structure of loan portfolio by industry sectors as of YE2010 is shown on Figure 8 

below. It is notable that loans for agriculture and Food industry have the biggest share 

of 69.84 percent, which clearly shows that the main industry in Moldova is agriculture. 

Figure 7: Structure of SCA's loan portfolio by direction of use 

 
Source: National Commission of Financial Markets (author reformatted) 
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4.6.1.5. Financial results  

 
SCAs recorded a net loss of 13.7M MDL during year 2010 which is 21 percent more 

versus 2009. The interest income decreased by 51.2M MDL or by 40 percent, while 

expenses on savings deposits declined by 1.4M MDL or by 11 percent.  

Financial results of SCAs are shown in the following table 7.  

Table 7: Financial results of SCAs 

 
Source: National Commission of Financial Markets (author reformatted) 

 
According to WOCCU the share of general and administrative expenses to total assets 

has to me maintained at ratio of 5. Moldovan SCAs ratio is 12.6 percent in 2010 versus 

2.1 percent in 2009 which exceeds the level recommended. 

 

4.6.1.6. Evaluation of savings and loan system via the PEARLS 

model. 

In 1990 WOCCU proposed the PEARLS model which is aimed to monitor and analyze 

credit unions. The model itself is a set of financial ratios which assists the management 

of credit unions to effectively manage the union based on current industrial trend. 

PEARL is based on the rations such as risk protection for delinquent loans, current 

financial structure, assets quality, liquidity and the growth rates of these. 

The following table 8 represents a summary of PEARL indicators. 



43 

Table 8: PEARLS analysis 

 
Source: National Comission of Financial Markets 

 
The ratio of loans-to-assets is within recommended level which show that SCAs are 

maintaining the loan-asset portfolio effectively, 

The ratio of liquid-to-total assets in 2010 exceeds the recommended level of 16 percent. 

Such a trend has a negative effect over SCA principle and is due to increased share of 

non-interest generating assets. 

Moldovan SCAs are maintaining the sufficient level of securities-to-total assets and 

capital-to-assets and in fact are maintaining quite well the risks associated with the 

operational activity and accumulating reserves to cover possible investment and/or 

financial losses. 

It is notable that Moldovan population is not keeping most of their savings in SCAs; 

such a trend is followed from savings-to-assets ratio which is way below the 

recommended level. 

The share of delinquent loans significantly exceeds the recommended 5 percent level 

which is due to the high share of non-secured loans in total loan portfolio and SCAs are 

facing an increased loan reimbursement issues. 
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4.6.2. Analysis of MFI’s activity 

As of YE2010 there were 43 MFIs, of which 37 submitted financial reports. The 

summary of the results is presented in the below table 9. 

Table 9: General Indicator of MFI activity 

 

Source: National Commission of Financial Markets 

The indicators show a decreasing trend as MFI were reducing its credit facilities with 

banks, which in turn reduced the portfolio of provided loans by 12.4 percent. 

The number of microfinance organizations in Moldova increased four times since 2006. 

However, it is notable that after 2008 the assets started to decrease, while the number of 

MFI’s continued to increase (see Figure 9). It is explained by a decreased number of 

disbursed loans and an increased completion on the peak of financial crisis.  
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Figure 8: Relation between total MFI assets and no. of MFI's 

 

Source: National Commission of Financial Markets 

The value of Own capital held by MFIs had reached 658.4 M Lei in 2010 which was 

constantly growing since 2006, showing an increase of 6.6 times (see figure 10). 

 
 
 

Figure 9: Evolution of own capital, net profit and financial profitability 

 

Source: National Commission of Financial Markets 

The rate of financial profitability which is the interest income from the loans disbursed 

during last 6 years had a decreasing trend with the smallest value being recorded in 

2010, around 13 percent. Slowdown of economic development of MFIs, characterized 

through diminished loans portfolio compared to increased number of registered MFIs 

had determined reduction of financial returns. Though there were new MFIs registered, 
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due to the fact that these new organizations were in their first years of their activity they 

did not have a feasible influence on microfinance sector in Republic of Moldova. 

The loan portfolio spread by length as of year-end 2010 can be seen in the following 

figure 11. 

Figure 10: Loan portfolio according to loan length 

 
Source: National Commission of Financial Markets (reformatted by the author) 

Loans with duration of one to five years comprise 62.7 percent of loans provided by 

MFI’s out of which only 68 to 70 percent are secured. On the second place with 29.2 

percent are the loans with duration of up to one year, which are the riskiest being 

collateralized only on 66 percent. In turn long term loans with duration of more than 

five years comprise 8.1 percent, out of which 95-97 percent are secured by a mortgage. 

The segmentation of loans disbursed by sectors of national economy is shown on figure 

12 below.  
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Figure 11: Structure of MFI's loan portfolio by direction of use 

 
Source: National Commission of Financial Markets (reformatted by the author) 

We see a slightly different spread for loans provided by MFIs if compared to loans 

provided by SCAs. The main share of loans provided by MFIs is for consumption 

purposes while SCAs are aiming mainly towards agricultural sector of national 

economy. Another two significant directions of use are Trade and Industry and Real 

estate with 22 and 24 percent respectively. 

Basic indicators on the activity of the MFI for year 2010 are shown in Appendix A. 
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4.7. Assessment of selected MFI’s. 

4.7.1. Background of the Rural Finance Corporation20 

Rural Finance Corporation (RFC) is a non-banking financial institution which plays a 

role of central finance facility for SCAs. The corporation was initially formed through 

joint collaboration between the World Bank's Rural Finance Project and the 

Government of Moldova. The mission of RFC is to promote rural development by 

offering favorable financial services to farmers and entrepreneurs. The corporation also 

works alongside the Republic of Moldova in its efforts to alleviate poverty. Created in 

1997 by the first few savings and loan associations of Moldova, RFC today consists of 

283 shareholder associations. Although RFC is a joint stock company, it is a 

cooperative-style institution in which its clients are at the same time its owners. RFC 

lends money to its SCAs which in turn lend to their individual members. 

All these years, the RFC provided directly or throughout SCAs to rural farmers and 

entrepreneurs more than 130,000 microcredits in the total amount exceeding 450 mil 

MDL (about than $39 mil USD).  

In the current year the loan portfolio of the RFC exceeded 271M MDL. Registered with 

the initial capital of 22,500 MDL, in 7 years of operation the RFC became a country-wide 

financial institution with assets amounting more than 338.3 mil MDL and with a share 

capital of 5.3 mil MDL and owned by 809 SCAs as shareholders, as well as a number of 

natural persons. 

Thus, even if registered as a Joint Stock Company, the RFC is a true cooperative 

organization, as its shareholders are at the same time its clients. At present the RFC 

works with approximately 175 SCAs, as well as with more than 634 rural farmers and 

entrepreneurs. The Corporation collaborates with international partners and uses the 

funds of such international financial institutions as World Bank, International Fund for 

Agricultural Development (IFAD), United States Agency for International Development 

(USAID), Swedish International Development Agency (SIDA), and Department for 

                                                            
20 The information under this sub-chapter is a summary from the official annual report revised by the 
author: www.microfinance.md 
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International Development of the United Kingdom, Great Britain and Northern Ireland 

(DFID). 

4.7.2. Background of the “ProCredit”21 

ProCredit company has been established as a LLC in 1999 under the name “Micro 

Enterprise Credit (MEC) Moldova”. Its ownership structure and corporate philosophy 

are unique in the Moldovan financial sector. Beginning with July 2004 the company is 

known as ProCredit, following a decision of its shareholders to adopt a single name and 

logo for their 18 microfinance banks and companies worldwide. As from launching its 

operations in Moldova in 1999, the ProCredit has granted 9,000 loans in the total 

amount of 27M USD. 

The institution founders and current shareholders are also the initiators of international 

programs for promoting the small business sector in developing countries and transition 

economies. They are Internationale Micro Investitionen AG (IMI), the European Bank 

for Reconstruction and Development (EBRD), the International Finance Corporation 

(IFC), the Stichting DOEN Foundation and the Western NIS Enterprise Fund. The 

shareholding is distributed as follows: IMI – 38%, EBRD – 15.3 %, IFC – 15.3 %, 

DOEN – 15.3 %, WNISEF – 15.3 %. 

4.7.3. Background of the “Microinvest”22 

The Microinvest Ltd has been founded in April 2003 by a single founder – the Soros 

Foundation Moldova, with the technical and financial support of a wide number of 

international donor organizations: Open Society Institute, PFAP, IFAD, GTZ, Women 

World Banking, CGAP, NOVIB. 

Microinvest has launched itself in providing 3 types of micro credit services to rural 

entrepreneurs with no credit history: provision of loans (up to 140,000 MDL per 

borrower), guarantees (up to 140,000 MDL per borrower) and equity capital 

investments (up to 500,000 MDL per borrower). Since the very foundation, the 

Microinvest has invested in the above activities approximately 11.3 mil MDL. 

 
                                                            
21  Mix Market - MFI profiles (www. mixmarket.org) 
22  The information under this sub-chapter is a summary from the official annual report: 
www.microinvest.md 
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4.7.4. OUTREACH, FINANCIAL PERFORMANCE AND 

SUSTAINABILITY 

This section represents the comparison of the three selected microfinance institutions 

based on quantitative data from mixmarket.org database along with the financial results 

taken from the web pages of respective institutions. The comparison in the outreach, 

financial performance and sustainability is performed. 

Outreach 

Evaluating the overall number of clients which received loans from an MFI is the main 

indicator which determines micro financial institutions outreach. Figure 13 illustrates 

the number of active borrowers being served by the three main microfinance institutions 

operating on the territory of Republic of Moldova. It is clear that as of year 2010, 

ProCredit has the biggest outreach in terms of direct crediting, however it must be 

emphasized that RFC is the only one institution which deals with savings and credit 

organizations (SCAs). Thus for the period 2004-2010 the RFC has the leading role in 

the industry outreach. 

Figure 12: Number of active borrowers 

 
Source: Authors plot using annual reports of respective MFIs 

 

It is notable that the growth rate in terms of industry outreach is not casual and volatile, 

which is a positive factor. The moderate growth allows for a reliable significance of 
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indicators which determine the profitability and efficiency of these microfinance 

institutions.  

According to Robert Cull et al., 2007, loan size can explain the borrower’s poverty in a 

way that the poorest clientele is aiming for a small and cheap loan. However, measuring 

the average loan size allows determining at which layer of society an MFI is targeted 

(poor, middle, rich). In such a way, our study argues that the MFIs we investigate are 

not pro poor, using the indicator of loan amount less than $15023 as a benchmark to 

distinguish poor and middle population layers (see Figure 14). 

 

Figure 13: Average loan size 

 
Source: Authors plot using annual reports of respective MFIs 

As a measure of financial sustainability we use the operational sustainability 

examination, as component of financial sustainability measurement. The operational 

sustainability of all three institutions is above 100 percent line in most cases over the 

period of 2004-2010. It must be noted that for the period of 2006-2009 there is a decline 

through 100 percent level, the ProCredit institution even falls below the line in 2008, 

such behavior is due to increased operating expenses and provision for loan losses. The 

RFC’s operational sustainability is much higher due to lower operating expenses and 

stable operating income. In addition, the period of 2009-2010 has the positive pattern 

and the operational sustainability of all three institutions is converging.  

 

 

                                                            
23 Microfinance manual of United Nations Capital Development Fund (UNCDF). 



52 

Financial sustainability 

According to MFIs annual reports, Microinvest and ProCredit have some subsidies on 

their balance sheets during 2006-2008 and RFC mostly uses its own resources. 

Subsidies create an uncertain bias for financial sustainability assessment. In such a way 

the alternative indicators were used for assessment purposes in this study. 

Operational sustainability as a component of financial sustainability is presented in the 

below figure 15. 

 

Figure 14: Operational self sufficiency 

 
Source: Authors plot using annual reports of respective MFIs 

 

It is clear that Moldova’s MFIs as industry are operational sustainable. Moreover, for 

year end 2010 RFCs sustainability is between 300-400 percent, while Microinvest and 

ProCredit tend to have equal operational sustainability in most cases with lower values. 

RFC has the highest OSS being the main creditor of SCAs. However, after 2008 RFC 

has a declining trend which is perfectly explained by a deteriorated economic 

environment in the Republic of Moldova. 
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4.8. Sources of data and description of data sets 

To prove the hypothesis and see the theoretical projection on real world it is required to 

use the most recent available sources of data. All the MFI’s presented in diploma thesis 

have their own web pages, where they publish annual reports and financial statements. 

Moreover, the data which was required to produce the financial analysis and were 

missing from the above sources was completed using the “internet database for financial 

and social performance data on MFIs across the globe”24.  

For the consistency of comparison basis, the latest data is taken as of December-2010 

due to the fact that 2011 data is not publicly available for all three selected MFIs and 

Savings and Credit Organizations (SCAs).  

4.9. Testing variables significance 

In this section we determine the statistical significance of variables which could 

influence or express the Operational Efficiency of the portfolio along with portfolio 

Yield. We determine the specifics of the functioning of MFI namely if they do really 

focus on poor or middle income layer.  

The following variables were used: operational efficiency, portfolio quality, age, 

operational self-sufficiency (OSS), profit margin (PM), average loan size, return on 

assets (ROA), return on equity (ROE) and portfolio at risk (PaR). For statistical 

summary of selected MFIs see Appendix C. 

We use two econometric models which help us to determine the factors which influence 

the efficiency and profitability of MFIs. 

In first model all RHS variables are taken as logarithms in order to normalize their 

distribution. In addition RHS variables are lagged by one year because the logic tells us 

that portfolio Yield is dependent from the results from previous years. 

In order to compute the models we use the econometric software GRETL.  

 

                                                            
24 www.mixmarket.org 
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Model N1:  

 

 

Model N2: 

 

 
Model 1 Yield (portfolio yield) is a dependent variable; Independent variables are MFI 

age, operational efficiency, operational sustainability, profit margin, cost of funds, 

portfolio at risk and loan size. The independent variables are impaired by one year and 

are in the period (t-1). 

Model 2 OER is dependent variable. Independent variables are MFI age, operational 

sustainability, profit margin, portfolio at risk and loan size. All variables are for the 

period t. 

The Output from the model 1 is as follows: 
 

Table 10: Pooled OLS model, using 21 observations for the years 2004‐2010 

Dependent variable: Yield 

  Coefficient Std. Error t-ratio p-value  
Const 0.236283 0.213761 1.1054 0.28904  
Age -0.0532836 0.0223929 -2.3795 0.03334 ** 
OER -0.923551 0.581906 -1.5871 0.13650  
OSS 0.150669 0.0506957 2.9720 0.01080 ** 
PM -0.240998 0.142019 -1.6969 0.11350  
Cost_of_Funds 1.16279 0.396128 2.9354 0.01159 ** 
PaR30 3.43071 1.16485 2.9452 0.01138 ** 
Loan_size 4.04125e-05 1.32833e-05 3.0423 0.00944 ***

 
Mean dependent var  0.559845  S.D. dependent var  0.385074
Sum squared resid  0.190849  S.E. of regression  0.121164
R-squared  0.935647  Adjusted R-squared  0.900995
F(7, 13)  27.00133  P-value(F)  9.11e-07
Log-likelihood  19.56063  Akaike criterion -23.12127
Schwarz criterion -14.76509  Hannan-Quinn -21.30776
Rho -0.266799  Durbin-Watson  2.385273

 

Let us take a brief look at the model results. The model is explained on 93% 

(R-squared=0.93) which is a good result, it means that explanatory variables fully 
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explain the Yield of the portfolios. The variable “Age” has negative sign with 95% 

confidence, “OSS” variable is significant with 95% confidence and has positive 

influence on dependent variable, “Cost_of_Funds” variable has positive coefficient with 

95% confidence, and the average “Loan_size” has positive sign with 99% confidence. 

 
 
 
 
 
 
The output from the model N2 is as follows: 

 
Table 11: Pooled OLS model, using 21 observations for the years 2004‐2010 

Dependent variable: OER 

  Coefficient Std. Error t-ratio p-value  
Const 0.259821 0.06272 4.1426 0.00087 ***
OSS 0.030818 0.0174042 1.7707 0.09692 * 
PM -0.135141 0.0595504 -2.2694 0.03843 ** 
PaR30 0.41755 0.371905 1.1227 0.27920  
Age -0.0210877 0.00655375 -3.2177 0.00575 ***
Loan_size 8.45089e-06 8.54092e-06 0.9895 0.33813  

 
Mean dependent var  0.228003  S.D. dependent var  0.103578
Sum squared resid  0.095343  S.E. of regression  0.079726
R-squared  0.555648  Adjusted R-squared  0.407531
F(5, 15)  3.751405  P-value(F)  0.021067
Log-likelihood  26.84767  Akaike criterion -41.69533
Schwarz criterion -35.42820  Hannan-Quinn -40.33521
Rho  0.071775  Durbin-Watson  1.296323

 
 

Let us take a brief look at the result of model 2. The model is explained on 55% 

(R-squared=0.55) which is not too weak result. The variable Age has negative sign with 

99% confidence, PM variable is also negative and has 95% confidence, and OSS 

variable has positive influence on OER with 91% confidence. 

However, before considering model results as reliable we need to run some simple tests 

to make sure that the specification is correct and compiled data set-up is an appropriate. 

To test the model for heteroskedasticity we use White Test, and check if the residuals 

are normally distributed. 
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Heteroskedasticity implicate the presence of correlation between explanatory variables 

and stochastic disturbance term. The presence of heteroskedasticity violates the basic 

OLS assumptions and therefore makes the estimation results not reliable.  

According to (Baltagi, 2001) and many other authors, we can test the model for 

heteroskedasticity using White-Test and Breush-Pagan test.  

Before running the White test let’s briefly determine the hypotheses of the test. 
 
H0: βi=0  
HA: βi≠0 
 

In words, under the null hypothesis there is no correlation between explanatory 

variables and disturbance term, and under the alternative hypothesis the correlation is 

present between explanatory variables and disturbance term. 

We do not have to calculate the test statistic manually as the “Gretl” software does it for 

us, and the result of the test estimation is presented in the tables below. 

 

 
Source: Author’s plot 

 
 

 
Source: Author’s plot 

 

Model 1: The p-value is 0.63, therefore we cannot reject the null hypothesis and 

conclude that heteroskedasticity is not present. 

White's test for heteroskedasticity: 
   Null hypothesis: heteroskedasticity not present 
   Test statistic: LM = 18.0803 
   with p-value = P(Chi-Square(10) > 18.0803) = 0.0536236 

Table 13: White’s test for heteroskedasticity for Model 2

White's test for heteroskedasticity : 
   Null hypothesis: heteroskedasticity not present 
   Test statistic: LM = 11.6802 
   with p-value = P(Chi-Square(14) > 11.6802) = 0.63197 

Table 12: White’s test for heteroskedasticity for Model 1
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Model 2: The p-value is 0.053 (which is still above 5% confidence interval), therefore 

we cannot reject the null hypothesis and conclude that heteroskedasticity is not present. 

 

In addition we check whether the residuals in both models are normally 

distributed. For this purpose first we use a graphical method (see Figure 16) 

 
Source: Author’s plot 

 
 
Model 1: The residuals are normally distributed. 

Model 2: The residuals are normally distributed. 

 

In addition we test the hypothesis of normality of distribution of error terms: 

 

H0: error is normally distributed  

HA: error is not normally distributed 

 

Using the econometric software above we run the normality test on the resulted models, 

the output is presented in the boxes below: 
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Source: Author’s plot 

 
  

 

 

 

 

Source: Author’s plot 

Model 1: Using the p-value=0.27 we cannot reject the hypothesis that the error is normally 

distributed. 

Model 2: We cannot reject the null hypothesis with p-value=0.83. Therefore we can 

conclude that the residuals are normally distributed. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Null hypothesis: error is normally distributed 
      Test statistic: Chi-square(2) = 2.59989 
      with p-value = 0.272546 
 

Box 2: Test for normality of residual for Model 1

Null hypothesis: error is normally distributed 
      Test statistic: Chi-square(2) = 0.364899 
      with p-value = 0.833227 

Box 3: Test for normality of residual for Model 2 
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4.9.1. Suggestions to MFIs using model specifications 

The economic growth can be achieved by improving conditions of government subsidies for 

credit programs which in turn reduces overall poverty in the country. The government 

support substantially reduces interest rate charges, increases the stability of state-owned 

financial institutions, and creates a bias for debt forgiveness. However in some cases, 

government support may create an additional burden to taxpayers and loss of effectiveness 

and may lead to fiscal year losses if the funds are mostly allocated to investment and 

financing purposes and not to the operational activity of an MFI. A strategic proportion 

between funds allocation, clean accounting and reporting principles are crucial for an 

effective and constantly growing MFI.   

We consider that the most effective way for an efficient MFI is to understand its cost 

structures, timely investments, and how to maintain operational efficiency on a rational and 

sustainable level.  

Despite the fact that microfinance sector in Moldova has grown four times since 2006, the 

industry is still facing certain difficulties (transaction costs, law, collateral etc.). In order to 

be competitive MFIs shall optimize its costs, learn how to mitigate risks and offer bigger 

variety of financial services. 

Model 1 suggests that an increase in operating costs, being numerator of Operational 

efficiency ratio, cause the portfolio yield to decrease. Portfolio yield declines by 0.92 

percent for current period if there is a one percent increase in the operational efficiency ratio 

in previous period.  

Our regression analysis suggests that an increase in financial expenses, being the numerator 

in costs of funds ratio, positively influence the portfolio yield. One percent increase in costs 

of funds in previous period positively influences MFI’s portfolio yield by 1.16 percent in 

the current period, with 95% confidence level. 

An MFI can lower costs of funds by diversifying borrowing sources. Such a diversification 

allows for an MFI to optimize contract terms, improve the quality of financial portfolio and 

attract new partners. Costs of funds could be reduced if an MFI would attract more savings 

deposits; however that is not always possible due to impeding regulatory framework, 

current economic environment and size of MFI itself.  

Finally, we find that an increase in average size of the loan which an MFI disbursed in 
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previous period has a positive impact on portfolio yield. This finding also underlies the 

theoretical aspect mentioned in previous chapters, e.g. it is more efficient for an MFI to 

issue 3 loans by ten thousands than 25 loans by 150 dollars. 
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5. CONCLUSIONS AND RECOMMENDATIONS 

The main question of the thesis is, whether there is an evidence of a trade-off between 

the depth of outreach to the poor and path of profitability and self-sufficiency of MFIs. 

In the second chapter, after introductory part the author focuses on microfinance 

mechanism essence, determining the reasons why the microfinance industry is growing, 

what role donors and microfinance institutions play in microfinance. Moreover, the 

clientele of microfinance services is also defined and presented the microeconomic view 

over microfinance mechanisms. 

In the third chapter the author draws attention on the measurement of performance of 

MFIs mainly on their Outreach, Performance indicators and Financial Viability. Using 

various literature reviews and considering the specifics of the MFIs functioning, we 

have determined the accurate measures of above indicators. 

Regarding the empirical part of the thesis, which is chapter four, it has been divided into 

two subchapters.  

In the first subchapter, the analysis refers to Savings and Credit Associations (SCAs). 

The SCAs share in Moldovan’ GDP is very small, comprising only 0.52 percent. 

Despite it, the role of SCAs shouldn’t be underestimated as it occupies its own niche 

uncovered neither by commercial banks nor by MFIs. Target group of SCAs represent 

rural poor. The main share of loans disbursed is for agricultural sector and the main 

source of financing of SCAs are MFIs. People in rural areas of Moldova are not saving 

their money via SCAs and prefer to consume immediately what they have. 

Second subchapter deals with main non-banking players on Moldovan market (Rural 

Finance Corporation, Microinvest and ProCredit). We have introduced the background 

of each institution, using the theoretical aspects presented in chapter 3 we have 

manually calculated the ratios and plotted the data, which was useful for the preliminary 

analysis. The main finding in this part is that above stated MFIs do not deal directly 

with the poorest being self-sufficient and profitable; it gives us the idea that they are 

for-profit organizations and do not completely follow the idea of microfinance concept 

of helping the poorest layers of society.  



62 

Furthermore, the author constructs 2 econometric models in order to reveal the 

dependence of portfolio yield and operational expense ratio. The models are tested then 

for normality of residuals and heteroskedacity to ensure that the output from the model 

is reliable. 

Considering the high number of entities in Moldovan microfinance sector which creates 

a highly competitive environment, the analysis performed using outreach and financial 

performance indicators shows that MFIs loans are mainly disbursed into consumption, 

trade and real estate and not into agricultural sector. As of 2010 microfinance industry is 

in a decreasing trend where number of MFIs increased, while assets and loan and 

savings portfolio decreased. 

The author believes that a developed microfinance industry is crucial for development 

of transitional countries such as Moldova and has a potential for a sustainable growth 

reaching more poor people, thereby strengthening the weak socio-economic 

environment inside the county. 

Moldova is a highly dependent on the remittances. Current microfinance demand 

coverage expressed as a ratio of supply to demand is only 25% the annual demand 

estimated at 460M USD. Microfinance supply gap could be covered from remittances 

by directing the inflow of money into the microfinance sector. In turn it will have major 

economic impacts: contribute to the steady GDP growth, provide new employment 

opportunities and stimulate new non-agricultural business in rural areas, prevent exodus 

of the population from rural to urban areas and abroad.
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Appendix A: Main indicators of the MFI’s activity during 2010 
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Appendix B:  General information on economic-financial situation of the SCA’s as 
of the end of 2010 
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Appendix C: Summary Statistics, using the observations 1:1 - 3:7 

 

Variable Mean Median Minimum Maximum 
N_of_borrowers 1810.38 1288.00 209.000 6715.00 

Loan_size 3191.05 2219.00 958.000 10178.0 
WoR 0.252628 0.00964360 0.00100000 1.41667 

PaR30 0.0257857 0.0117000 0.000000 0.152400 
OSS 2.31878 1.98469 0.560939 4.86419 
ROA -0.0272398 0.00982555 -0.337800 0.0659000 
ROE 0.0444616 0.168364 -0.500000 0.466919 
PM -0.100335 0.0589000 -1.05690 0.228922 

OER 0.243550 0.216359 0.128362 0.586340 
Yield 0.559845 0.365664 0.0819024 1.20643 
Age 6.37143 6.00000 0.800000 12.0000 

Cost_of_Funds 0.255434 0.136465 0.0100000 0.668566 
Variable Std. Dev. C.V. Skewness Ex. kurtosis 

N_of_borrowers 1673.90 0.924609 1.56010 1.81989 
Loan_size 2366.03 0.741457 1.66489 2.13112 

WoR 0.425264 1.68336 1.52015 0.971978 
PaR30 0.0347491 1.34761 2.52085 6.51091 
OSS 1.35690 0.585179 0.595864 -1.04923 
ROA 0.111014 4.07544 -2.03798 3.14727 
ROE 0.288262 6.48340 -0.539855 -0.872042 
PM 0.426467 4.25044 -1.41147 0.522527 

OER 0.120477 0.494670 1.45000 1.76847 
Yield 0.385074 0.687822 0.668335 -1.16322 
Age 3.20268 0.502662 -0.0986814 -0.864272 

Cost_of_Funds 0.235756 0.922962 0.649583 -1.19168 
 


