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While the traditional banking system has 
considered the bottom of the pyramid 
‘unbankable’, there is in fact a significant 
unmet demand for credit within 
the Self-Employed Micro-Entrepreneurs 
that amounts to USD 180 bn in India, 
Vietnam, the Philippines, Bangladesh and 
Myanmar alone.
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EXECUTIVE SUMMARY

Financial inclusion in the developing 

economies remains well below devel-

oped countries, with more than half 

the population still ‘unbanked’ in most 

emerging countries in Asia. While the 

traditional banking system has con-

sidered the bottom of the pyramid 

‘unbankable’, there is in fact a signifi-

cant unmet demand for credit within a 

specific portion of the ‘under-banked’, 

the Self-Employed Micro-Entrepreneurs 

(SEME). As banks in developing Asia 

face increasing regulatory burdens 

and competition in their core customer 

base, this segment presents a lucrative 

opportunity, which can be captured us-

ing a community-based banking model 

proven in other emerging markets.

With over 75 Million micro-enterprises 

operating in India, Vietnam, the Philip-

pines, Bangladesh and Myanmar alone, 

this segment represents a vital engine 

for job creation and economic growth. 

Being involved in activities like retail 

trading, basic manufacturing and agri-

businesses, the Self-Employed Micro-

Entrepreneurs have periodic credit 

needs to finance working capital, capital 

expenditures, in addition to meeting 

personal family expenses like healthcare 

and education.

Despite the vast potential market, a 

large portion of this segment remains 

underserved, with an estimated credit 

gap of over USD 180 Billion in these 5 

countries alone. With borrowing needs 

that often exceed USD 2,000 and 

lacking a regular monthly payslip, the 

Self-Employed Micro-Entrepreneurs are 

neglected and fall in the gap between 

traditional microfinance institutions 

(MFIs) and commercial banks. MFIs 

generally provide small, short-term 

and group loans (under USD 250), 

while commercial banks limit access to 

concentrated urban areas and maintain 

restrictive lending criteria to offer much 

larger loans. Despite having assets that 

could be suitable as collateral (such 

as a small store, vehicles, machinery, 

land, non-perishable inventory, and the 

like), these micro-entrepreneurs are 

excluded by strict hard collateral and 

formal documentation requirements, 

typically the primary decision factors 

in the traditional credit risk assess-

ment process. In addition, customer 

perceptions have driven self-exclusion, 

since these individuals are ashamed of 

being rejected for a loan, fear lengthy 

diligence processes and lack trust in 

financial institutions. This leaves the 

Self-Employed Micro-Entrepreneurs 

reliant on informal lenders, often paying 

usurious interest rates that can reach up 

to 20% monthly. 
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A community-based banking model 

can overcome the operational cost and 

credit risk challenges in this segment to 

build a profitable and rapidly scalable 

business, as proven by a number of mar-

ket leaders in Indonesia. In the last dec-

ade, Indonesian banks have utilized this 

operating model, relying on a low cost 

network of ‘no-frills’ branches, deep 

community knowledge and presence, 

and intensive ongoing risk management 

with physical collections to achieve 

profitability. The majority of borrow-

ers were involved in wholesale and 

retail trading micro-enterprises, which 

generate strong cash flows to support 

regular loan repayments and require a 

lower ‘cost-to-serve’, due to their con-

centration around market locations. A 

multi-dimensional credit risk assessment 

helped to overcome informational asym-

metries in this segment, with local staff 

evaluating repayment capacity through 

quick estimations of borrower profitabil-

ity and cash flows, maintaining flexibility 

in the type of collateral accepted and 

surveying community members to as-

sess character. The business model has 

proven to be profitable and resilient, 

with the segment leaders outperforming 

the overall banking sector in general.

The context in selected developing 

Asian countries is similar to Indonesia, 

with an under-penetrated banking 

sector, comparable income levels and 

a high incidence of micro-enterprises, 

highlighting both the need and potential 

viability of a community-based banking 

model. The demand in each of these 

markets is clear, untapped and lucrative 

(with an estimated potential pre-tax 

profit pool of ~USD 4.6 Billion in India, 

and over USD 580 Million in Vietnam, 

the Philippines, Bangladesh and Myan-

mar), presenting an attractive growth 

opportunity for traditional commercial 

banks. 

However, there are differences in the 

regulatory environment and competi-

tive landscape, which warrant additional 

strategic considerations and localiza-

tion of the community-based banking 

model:

•	 India: given the size of the economy 

and a pervasive micro-enterprise 

presence, India presents the largest 

opportunity in absolute terms. How-

ever, commercial banks will compete 

with large MFIs, who are gradually 

entering this segment as the micro-

finance sector matures, with microfi-

nance clients demanding larger loans 

after maintaining repayment rates 

through several loan cycles. As MFIs 

continue to enjoy renewed investor 

interest (especially private equity), 

commercial banks must take quick 

and targeted action, such as an entry 

into the Southern states, which offer 

a high incidence of micro-enterprises 

and relatively more developed micro-

finance markets.

•	 Vietnam: given the presence of state-

owned institutions providing subsi-

dized credit and interest rate caps 

on short-term lending, the Vietnam 

opportunity lies in semi-urban areas 

containing a high concentration of 

micro-enterprises (to avoid state 

coverage overlap), with modified 

product terms such as upfront fees, 

longer duration loans and sector 

restrictions (to overcome interest 

rate caps)

•	 The Philippines: with a relatively open 

regulatory environment and competi-

tor actions in their infancy, the Philip-

pines presents a broad-based market 

opportunity to serve micro-enterpris-

es nationally with scale, providing an 

affordable alternative to the informal 

‘5-6’ lenders and pawn shops
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•	 Bangladesh: with a mature microfi-

nance sector reaching saturation and 

clients requiring larger loans, com-

mercial banks face some competition 

from large incumbent MFIs, who have 

made an initial entry into this seg-

ment. Given the MFIs’ extensive dis-

tribution networks and long-standing 

client relationships, a regional focus 

and an attractive product offering 

will be required for success.

•	 Myanmar: despite a tremendous need 

(under 5% penetration of formal bank 

accounts) and recent positive regula-

tory developments, Myanmar may 

require an alternative business model 

to enter the SEME segment. Current 

regulations mandate thin lending 

margins, which in turn requires a 

lower cost model to achieve similar 

profitability (one potential solution 

is ‘branchless banking’, which lever-

ages a network of agents and mobile 

banking technology to deliver mobile 

financial services)

Despite the market differences, the 

Self-Employed Micro-Entrepreneur 

(SEME) segment is a large, yet con-

sistently neglected segment in all the 

countries reviewed. While the MFIs have 

been the first movers, most initiatives 

remain sub-scale, leaving a first mover 

advantage still available to be captured 

by an institutional player. Commercial 

banks are best positioned to capture 

this opportunity on a large scale level, 

given their relative capital base and 

infrastructure advantages.

In this attractive and rapidly evolving 

context, Value Partners Management 

Consulting can assist financial institu-

tions in developing a robust business 

plan, a tailored business model, and a 

clear and actionable ‘go-to-market’ ex-

ecution plan, to successfully capture the 

first mover advantage and gain national 

leadership in this challenging, yet highly 

profitable segment of Self-Employed 

Micro-Entrepreneurs in developing Asia.
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EXHIBIT 1
Financial inclusion and self-employment in developing 
vs. developed countries

EXHIBIT 2 
Presence of micro-enterprises in selected developing countries across Asia
Number of microenterprises in Millions, 2010

% ADULTS (15+) WITH A BANK ACCOUNT AT A FORMAL FINANCIAL INSTITUTION, 2011

developing countries developing countries

% SELF EMPLOYED OF THE TOTAL EMPLOYED POPULATION, 2011

Sources: World Bank, IFC / World Bank Enterprise Survey 2010, IFC Enterprise Finance Gap 
Database 2011, Value Partners analysis
Note (*): % is calculated for formal sector micro-enterprises only, total number of businesses 
includes all formally registered Micro, Small and Medium enterprises (MSME) 
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INTRODUCTION TO THE 
SELF-EMPLOYED 
MICRO-ENTREPRENEURS

Banking the ‘unbanked’ is a long 

discussed concept, and over the past 

30 years, microfinance has achieved 

impressive results in bringing financial 

services to the bottom of the pyramid, 

reaching over ~200 Million customers 

globally at the end of 20121. However, 

there remains a sizeable gap in finan-

cial inclusion for developing countries, 

with more than 50% of the population 

remaining ‘unbanked or under-banked’ 

in several countries in Asia (Exhibit 1).

Arguably, the most attractive segment 

within this ‘un-banked’ population is 

the Self-Employed Micro-Entrepreneur, 

who is not eligible for traditional loan 

products (personal loans, credit cards, 

mortgages, …) but nevertheless: 

•	 Has frequent credit needs to operate 

and grow micro-enterprises, as well 

as to meet family needs 

•	 Owns some form of assets (possibly 

less conventional) that can be used 

as collateral 

Most initiatives to finance this seg-

ment remain sub-scale and do not fully 

address its needs in terms of loan size, 

duration and collateral requirements, 

demanding the impetus for a new busi-

ness model. This paper thus seeks to 

demonstrate how the Self-Employed 

Micro-Entrepreneur segment can be 

served at scale using an effective, se-

cured and profitable community-based 

banking model, with a focus on the op-

portunity in developing Asia, specifically 

India, Vietnam, the Philippines, Bangla-

desh and Myanmar.

Most of the developing world is self-

employed today (Exhibit 1), given the 

shortage of salaried-employment jobs, 

higher incidence of poverty and lower 

education levels, forcing many people 

to turn towards self-employment as 

the sole means of sustenance. While 

demographic profiles vary by country, 

the Self-Employed Micro-Entrepreneurs 

are individuals or households typically 

living in rural or semi-urban areas, and 

tend to have less than 5 years of formal 

education, which limits income generat-

ing activities to mostly agriculture and 

retail trading2. As such they operate 

micro-enterprises (employing 1-2 peo-

ple on average, up to 10 employees), 

which make up the dominant share of 

businesses and contribute significantly 

to localized employment.

Looking at the selected countries in 

developing Asia alone, there are ~6 

Million micro-enterprises in the formal 

sector (formally registered with a local 

municipality or tax authority), and an 

even larger number of micro-enterpris-

es in the informal sector (~70 Million), 

together forming a vital engine for job 

creation and economic growth in these 

markets (Exhibit 2). 

These micro-enterprises are commonly 

involved in wholesale and retail trading, 

basic manufacturing and processing, 

services and agri-businesses such as 

crop production, forestry and fishery. 

1 The State of the Microcredit 
Summit Campaign Report, 2014

2 World Bank research paper 
‘Self-Employment in the 
Developing World’, 2012
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EXHIBIT 3
Distribution of micro-enterprises by type of activity in selected developing 
countries across Asia compared to total of micro-enterprises, %

EXHIBIT 4
Micro-enterprise financing gap in selected developing countries across Asia
USD Billion, 2011

Sources: IFC / World Bank Enterprise Survey 2010, IFC Enterprise Finance Gap Database 2011, Value Partners analysis
(*) Note: Data includes only formal sector micro-enterprises, breakdown by type of activity for informal sector 
micro-enterprises not captured in dataset
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The dominant sectors of micro-enter-

prise activity remain consistent across 

the selected countries in developing 

Asia, with trading and services-oriented 

micro-enterprises making up over 75% 

of micro-enterprises in each country 

(Exhibit 3).

The Self-Employed Micro-Entrepre-

neurs, like most entrepreneurs, have 

periodic credit needs for business as 

well as personal purposes. Their en-

terprises often require working capital 

loans prior to seasonal peaks and 

financing for capital expenditures, such 

as new equipment, store renovations 

and business expansion. Additionally, 

these individuals constitute the house-

hold ‘breadwinner’, responsible for 

funding personal family expenses such 

as healthcare, education and events like 

weddings and funerals, which involve 

relatively large one-time cash outlays. 

Managing household finances can thus 

be challenging, given the irregular core 

business cash flows, lack of a sufficient 

savings buffer and higher vulnerability 

to emergency cash needs, due to the 

lack of formal insurance. Ultimately, this 

leaves the Self-Employed Micro-Entre-

preneurs requiring more “lumpy” access 

to credit than the properly banked and 

higher income segments, or the ‘Tradi-

tional SME’ with more stable businesses.

Despite the size of this segment and 

a significant need for credit, access to 

finance is cited as one of the primary 

obstacles that disproportionately af-

fects micro-enterprises, thus limiting the 

growth of their operations3. 

Indeed, a large portion of the Self-

Employed Micro-Entrepreneurs remain 

unserved (need a loan but do not have 

one) or underserved with credit (have 

a loan but still find access to additional 

financing a substantial constraint), with 

a 2011 IFC study showing that ~60% of 

formal micro-enterprises in developing 

economies are unserved or under-

served. 

Focusing on selected countries in devel-

oping Asia alone (Exhibit 4), the unmet 

need for financing is estimated at ~USD 

20 Billion in formal micro-enterprises, 

and significantly higher in informal 

enterprises, reaching ~USD 164 Billion. 

Assuming pre-tax returns on assets are 

in the range of 4-7% (similar to success-

ful micro-finance institutions in these 

countries), this credit gap of over USD 

180 Billion represents a sizeable profit 

pool of ~USD 7-13 Billion. As traditional 

commercial banks in developing Asia 

face increasing regulatory burdens 

and competition in their core customer 

base, this segment presents a lucrative 

and underserved multi-billion dollar 

profit opportunity to be captured, but 

it will require a new business model to 

achieve the required scale and hence 

profitability.

3 IFC Advisory paper ‘Closing 
the Credit Gap for Formal  
and Informal Micro, Small, and 
Medium Enterprises’, 2013
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A GAP IN COVERAGE 
BY FORMAL FINANCIAL 
SERVICES PROVIDERS

There are several barriers preventing 

access to credit, created by the strate-

gic decisions of traditional commercial 

banks as well as customer perceptions 

that drive self-exclusion (fear of even 

applying for loans). From the financial 

institutions’ perspective, the Self-

Employed Micro-Entrepreneurs have not 

been attractive to target, driven by the 

inability to assess risk in a conventional 

manner, and their seemingly higher 

cost-to-income ratios:

•	 Smaller loans drive lower revenue per 

client, which challenges the eco-

nomics of traditional branch-based 

banking, a model characterized by 

high fixed costs and amortization of 

corporate overhead expenses

•	 Lending models based on a local 

presence require a prohibitively large 

branch network, especially in a devel-

oping economy with teeming micro-

communities, significantly raising the 

‘cost-to-serve’

•	 Limited availability of traditional hard 

fact-based information regarding  

the micro-enterprises and entrepre-

neurs make it challenging to assess 

credit-worthiness with traditional 

risk models, given the lack of formal 

documentation and business activity 

records available (e.g. payslips, tax 

returns, business registration, audited 

financials)

•	 Commercial banks maintain strict 

requirements on acceptable collat-

eral (e.g. real estate, deposits, heavy 

factory equipment), which eliminates 

a large portion of this segment. In 

fact, the micro-entrepreneurs often 

have assets that could be suitable as 

collateral (such as their motorcycle, 

business machinery, personal electri-

cal appliances), but remain ineligible 

under the traditional criteria for 

collateral.

In addition to the limited affordable 

credit, SEME customer perceptions 

further prevent the take up of loans:

•	 Customers are ashamed of being 

rejected due to prior experience with 

banks or knowledge of a community 

member that was unsuccessful

•	 Belief that traditional banks will fi-

nance only big enterprises, and utilize 

a long and complicated due diligence 

process, which could have unfavora-

ble tax and regulatory implications

•	 Lack of trust prevents micro-entre-

preneurs from providing documenta-

tion and collateral, and creates fear 

of missing repayments, especially in 

countries where collection tactics are 

not closely regulated.

As such, the majority of commercial 

banks compete to serve the traditional 

and saturated segments of the ‘Upper 

Affluent’ consumers, larger SME and 

‘Large Corporates’, while neglecting the 

perceived bottom of the pyramid, which 

contains most of the Self-Employed 

Micro-Entrepreneurs. 
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This segment is thus forced to rely on 

a variety of formal and informal credit 

agents, but most providers remain 

sub-scale and expensive, without fully 

meeting customer needs:

•	 State-owned banks with develop-

ment objectives: small-scale and 

subsidized loans are provided to a 

specific target segment, often ex-

cluding the micro-entrepreneurs (e.g. 

very low income households living in 

rural areas, and to essential industries 

like agriculture and fishery)

•	 Commercial banks with ‘priority 

sector lending’ thresholds: regula-

tors in developing countries mandate 

minimum lending to under-developed 

sectors (often more than 10% of the 

total loan portfolio), but most funding 

is channelled to small and medium 

enterprises, rather than the micro-

enterprises

•	 Co-operatives, Village Savings 

and Loan Associations, Self-Help 

Groups: autonomous collectives 

are formed by people in a village or 

small community, initially collecting 

periodic, compulsory savings from 

all members prior to making small 

loans. However, loan sizes from these 

groups remain under USD 500 in 

most of developing Asia, with limited 

ability to serve the segment at scale 

(typically under 20 members, 1000s 

of groups nationally)

•	 Microfinance institutions (MFIs): 

pioneered by the renowned Grameen 

Bank in Bangladesh, MFIs typically 

provide small short-term loans (under 

USD 200 for less than 12 months), 

utilizing a group lending mechanism 

that relies on client self-selection, 

joint liability, strict supervision by 

local loan officers and group ‘peer 

pressure’ to ensure loan repayment. 

Additionally, several MFIs are regis-

tered as non-governmental organiza-

tions (NGOs) which have mandates 

to target the ‘poorest of the poor’, 

which would exclude the Self-

Employed Micro-Entrepreneurs. For 

example, Grameen Bank focuses on 

rural, landless women, where “land-

less” is defined as owning less than 

half a hectare of land, or total assets 

worth less than a hectare.

•	 Pawn shops: small loans are provided 

in exchange for collateral (mostly 

gold, jewellery, consumer electronics 

and appliances), with loan amounts 

and interest rates dependent on the 

type and market value of the col-

lateral provided. With typical loans 

under USD 200 and interest rates 

reaching 5% monthly, pawn shops are 

unable to sustainably meet the needs 

of growing micro-enterprises.

•	 Informal street lenders: un-licensed 

and un-regulated form of lending 

widely prevalent in developing Asia, 

where loans are often provided with-

out collateral or documentation, at 

usurious interest rates that can reach 

20% monthly. These informal lenders 

make instinct-based loan decisions 

regarding the borrower’s business 

and credibility in the community, 

often forming the primary source of 

funding used by the Self-Employed 

Micro-Entrepreneurs.
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With borrowing needs that often exceed 

USD 2,000, the Self-Employed Micro-

Entrepreneurs are clearly neglected 

by formal financial services providers, 

falling in the gap between traditional 

microfinance institutions (MFIs) and 

commercial banks, and forced to rely on 

the unreliable and expensive informal 

lending sector. 

Compared to other players in the 

financial services landscape, commer-

cial banks would be best positioned to 

capture this opportunity, given their 

relative capital base and infrastructure 

advantages to enter this segment with 

meaningful scale. 

Providing access to finance for this 

underserved segment presents a unique 

and untapped opportunity that can 

benefit all stakeholders – generate new 

sources of growth for banks, advance 

government agendas of financial 

inclusion and lift the Self-Employed 

Micro-Entrepreneurs out of a ‘no-man’s-

land’ situation and allow them to build 

sustainable livelihoods. 

However, it is clear that a new operat-

ing model is required to overcome the 

operational cost and credit risk man-

agement challenges in this segment.
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4 World Bank case study on 
innovations in small enterprise 
lending, 2006

LENDING SUCCESS 
IN INDONESIA

Despite the challenges of this segment, 

a community-based banking model 

has been successful in serving the 

Self-Employed Micro-Entrepreneurs in 

Indonesia, proving to be a profitable, 

scalable and resilient business. Looking 

back to 2003, Indonesia’s banking sec-

tor was still severely underpenetrated 

and micro-enterprises constituted the 

majority of businesses, with nearly 19 

million micro and small enterprises in 

the country. The majority were involved 

in farming and fisheries (~58%) and 

small market trading (~20%), selling 

staple goods, shoes and clothing1. Mar-

ket research indicated that there was 

a significant unmet demand for micro-

enterprise loans, with ~94% of enter-

prises requiring loans, but only 41% were 

served (36% by commercial banks and 

another 5% by government sponsored 

credit institutions)4.

Lending options included the traditional 

state-owned microfinance lenders such 

as Bank Rakyat Indonesia (BRI, man-

dated to allocate 80% of its loan book 

to microfinance), co-operatives, sav-

ings and loan associations and informal 

money lenders. 

Several lending institutions, including 

BRI, directly targeted the Self-Em-

ployed Micro-Entrepreneurs, but there 

were still challenges in accessing credit:

•	 Secured loan sizes could not exceed 

IDR 50 Million (~USD 5,000), even for 

repeat loan clients with successful 

repayment history

•	 Strict collateral requirements, such as 

land or home ownership certificates

•	 Lengthy time period for loan approv-

als, sometimes more than 2 weeks

•	 Inconvenient repayment process, 

where customers had to leave their 

workplace to make payments at a 

branch, potentially incurring trans-

portation costs and loss of income

•	 Small branch network concentrated 

in more urbanized areas and single 

region presence

Financing within this segment was then 

accelerated by Bank Danamon, essen-

tially an “average” corporate bank with 

an “average” consumer bank and a mar-

ginally profitable SME business bank, 

whose new leadership team decided 

to shift focus towards the ‘unbanked’ 

segments. With compelling market 

research indicating a viable market for 

micro and small enterprise lending, the 

bank committed significant resources to 

the creation of a subsidiary bank called 

Danamon Simpan Pinjam (DSP), dedi-

cated exclusively to the Self-Employed 

Micro-Entrepreneur segment.
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EXHIBIT 5
Key aspects of the community-based banking model used in Indonesia

Sources: World Bank case study on innovations in small enterprise lending, Value Partners analysis 
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•	Only 3 products, designed  
 to meet segment needs

 - Secured loans 
 - Semi-secured loans 
 - Unsecured (for sec. loans cus.)

•	Loan	size:	~3,000	USD	 
•	Interest:	30%	-60%	annually 
•	Loan	tenure:	1-3	years 
•	Approval	time:	13	days

•	Tools implemented for head  
 office to monitor disbursements,  
 collections, re-payments  
 & delinquency

•	Units	performing	outside	 
 defined thresholds penalized

•	Underperforming	sales	staff	 
 promptly trained or replaced

•	Targeted	viable	micro-enterprises	operating	for	 
 at least 2 years, considering multiple dimensions  
 to assess credit risk: 

•	Repayment capacity: quick assessment of  
 borrower’s profitability and disposable cash flows,  
 using inputs such as enterprise sales, margin,  
 household size and other expenses

•	Character: hired community indigenous staff familiar  
 with marketplace and surveyed local shopkeepers  
 to assess borrower character and reputation

•	Collateral: maintained flexibility around collateral  
 based on borrower capacity and character  
 assessment, accepting non-traditional items  
 (e.g. stores, vehicles, business machinery)

•	Branch sales team would:

 - Roam around to present service and solicit business  
 - Monitor customers’ business performance 
 - Collect re-payments from business locations

•	Mobile devices deployed for:

 - Finger prints (given unreliable signatures) 
 - Giving receipts (assurance for transaction  
  authenticity)

•	Simple branches – low profile, no frills,  
 value conveying, standardized layout  
 and furnishing

•	Handful of staff per branch 

•	Initial	market	coverage	of	5 km radius,  
 located close to target segment in rural  
 town markets

•	Community engagement
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DSP decided to target small market 

traders, rather than customers in the 

traditional agriculture and fisheries sec-

tors, given their more reliable cash flows 

for loan repayment, clustered location 

and a diversity of products sold. A 

pilot of a few hundred micro-banking 

outlets was launched, making several 

adjustments to the traditional branch 

banking business model to address the 

operational cost and credit risk manage-

ment issues associated with serving this 

segment (Exhibit 5).

The pilot branches were tremendously 

successful, resulting in a rapid expan-

sion to reach ~800 micro-banking 

outlets within 2 years. The success of 

DSP forced leading incumbents like 

Bank Rakyat Indonesia (BRI) to adapt 

their business model, and attracted new 

players like Bank Tabungan Pensiunan 

Nasional (BTPN) who used similar busi-

ness models, providing a much needed 

boost to credit in this historically under-

served segment.

As observed in Exhibit 6, both BRI and 

DSP were able to rapidly grow their 

network due to the ‘no-frills’ nature of 

the branches, achieving staggering loan 

growth over the 2004-13 period (22-

44% CAGR) to constitute a meaningful 

portion of the banks’ overall loan book 

today. The business model has proven 

to be profitable and resilient through 

its rapid expansion as well as the global 

financial crisis, with BRI consistently 

outperforming the overall Indonesian 

banking sector (Exhibit 7), and remain-

ing profitable for 28 of the last 30 years. 

The micro-banking division has been 

a significant contributor to the BRI’s 

bottom line, providing nearly half of 

the total profit in 2013 and helping to 

maintain return on equity in the 35-40% 

range. Comparing BRI’s key profit driv-

ers to the overall Indonesian banking 

system, it is clear that this business 

model generates healthy excess returns 

primarily due to its higher net interest 

margins, which are supported by con-

trolled levels of non-performing loans 

and a cost base that is spread over a 

network of sufficient scale. 

BTPN also achieved rapid growth by en-

tering the segment with a similar model 

in 2007, growing their branch network 

from ~400 to nearly 1,900 in 2013 and 

expanding the customer base from 

~400,000 to over 2 Million customers in 

2013. With net profits increasing from 

~USD 40 Million in 2007 to ~USD 200 

Million in 2013, BTPN’s private equity 

owners were able to achieve a sizeable 

return multiple of ~7X, when the invest-

ment was partially exited to Sumitomo 

Mitsui Banking Corporation in 2013.

The business model has 
proven to be profitable and 
resilient, with BRI consistently 
outperforming the overall 
Indonesian banking sector, 
and remaining profitable 
for 28 of the last 30 years.



18 – 19

EXHIBIT 6
Growth of micro-banking division at Bank Rakyat Indonesia (BRI) 
and Danamon Simpan Pinjam (DSP)

EXHIBIT 7
Resilience and out-performance of the micro-banking business model 
vs. the Indonesian banking sector

Sources: BRI and Bank Danamon annual reports, press releases, Bank Indonesia and OJK statistics, analyst research, 
Value Partners analysis
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Several key success factors can be 

drawn from the Indonesian banks’ expe-

rience in developing a highly profitable 

business serving the needs of the Self-

Employed Micro-Entrepreneur segment:

•	 Customer understanding: a deep 

understanding of target segment 

and business community dynamics is 

required to create relevant products, 

which must be supported by good 

service, convenience, simplicity and 

speed in the loan approval and repay-

ment processes

•	 Community presence: a local pres-

ence, community outreach, loyalty 

(and the shame of default) are all vital 

aspects of this community-based 

banking model which maintains ac-

ceptable default rates, since locally 

hired staff can conduct cross-refer-

ence checks within the community 

and monitor borrowers in their own 

environment

•	 Roll-out plan: a pilot should be 

launched to measure results and 

adopt corrective actions prior to 

nationwide roll-out, as localization of 

the business model is often required. 

A large scale roll-out should be done 

only once proven profitable, and 

requires significant speed due to 

potential replication by competitors

•	 Self-standing business: the business 

model requires a unique approach 

to credit risk management, alterna-

tive HR processes and incentives, 

different and lower cost staffing 

qualifications and dedicated man-

agement focus, all aspects which 

are best served by a self-standing 

business and brand. Additionally, 

the full management commitment 

and investment focus is necessary 

to drive revenue generation from an 

early stage, as microfinance divisions 

operating within banking institutions 

can easily lose management atten-

tion and be deprived of capital

•	 Availability of funds: despite a self-

sufficient model that utilizes cus-

tomer deposits to finance the loans 

is preferable in terms of business 

stability, a micro enterprises lending 

player that is backed up by a larger 

commercial banks (and its deposits) 

has the possibility to make much 

larger amount of credit available to 

its borrowers, as compared to rural 

banks, NGOs and other local microfi-

nance institutions

•	 Visionary leadership: last but not 

least, traditional commercial banks 

need to be able to take a calculated 

risk and stay the course in building 

a brand new business platform for 

SEME; albeit this requires a strong, 

dedicated, and visionary CEO and 

senior management (and it has to be 

CEO-led, otherwise such a business 

building initiative is likely to falter).
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Sources: World Bank, IMF, UN Statistics, Philippines Department of Trade and Industry (DTI) statistics, Value Partners analysis 
Note: Most recent data available used for comparison, during period 2011-2013, Myanmar data from FinScope Myanmar 2013

EXHIBIT 8
Comparison of the micro-banking context in Indonesia and selected countries 
in developing Asia 
Similar borrowers attributes suited to model
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AN ATTRACTIVE 
OPPORTUNITY 
IN DEVELOPING ASIA

Comparing the context to Indonesia, 

several countries in developing Asia are 

similarly under-penetrated for banking 

services, with comparable income levels 

and incidence of micro-enterprises, 

highlighting both the need and potential 

viability of a community-based banking 

model (Exhibit 8). Additionally, these 

countries, namely India, Vietnam, the 

Philippines, Bangladesh and Myanmar, 

all have a higher share of micro-enter-

prises involved in wholesale and retail 

trade, a sector which has seen the most 

success in Indonesia, due to their con-

centration around markets and strong 

cash flow. Other countries in the region 

such as Thailand and Malaysia were 

not considered due to their relatively 

higher levels of financial inclusion (73% 

and 66% penetration of formal bank 

accounts respectively), while Cambodia 

was excluded due to its relatively small-

er population of ~15 Million, which limits 

the extent of scale benefits achievable 

in this banking model.

While there are differences in the regu-

latory environment and the competitive 

landscape across the selected countries 

in developing Asia, the Self-Employed 

Micro-Entrepreneurs remain a sizeable 

and underserved segment that presents 

a growth opportunity for traditional 

commercial banks. The market context 

and applicability of the community-

based banking model is explored for 

each country in the sections ahead, to 

identify operating model adjustments 

and unique market challenges that 

should be addressed to achieve profit-

ability.

India: maturing microfinance 
in the South

With nearly 70% of its people living 

in rural areas and poverty rates over 

30% in rural enclaves, India shows one 

of the highest self-employment rates 

in Asia (82%). The incidence of micro-

enterprises is consequently among the 

highest, with the formal sector consist-

ing of ~1.1 Million micro-enterprises, and 

an estimated ~48.1 Million micro-enter-

prises in the informal sector. 

Despite the large micro-enterprise 

market, a mature microfinance sector 

and government mandated ‘priority 

sector’ lending, the Self-Employed 

Micro-Entrepreneurs have been largely 

neglected, left to rely on the informal 

sector to meet borrowing needs. 

In fact, the financing gap in India is 

the largest in developing Asia, with 

an estimated ~23 Million unserved and 

underserved micro-enterprises facing 

a credit gap of ~USD 137 Billion5, the 

overwhelming majority being in the 

informal sector (Exhibit 9).

The extent of informality (~98% of 

micro-enterprises are informal) is a 

key contributor to this financing gap, 

compounded by the commercial banks’ 

focus on the middle class and urban 

areas. The low-income households, 

which operate most micro-enterprises 

and live in rural and semi-urban areas, 

would have depended solely on the 

informal street lenders, if it was not for 

the self-help groups and MFIs, both 

well-established group lending mecha-

nisms in India. 

5 In 2013, the World Bank 
estimated India’s GDP (current 
US$) at ~USD 1.9 Trillion and a 
GDP per capita of ~USD 1,500
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Sources: IFC Enterprise Finance Gap Database 2011, company websites, MFIN Micrometer, Reserve Bank of India (RBI) 
research papers, Value Partners Analysis

EXHIBIT 9
Demand for micro-enterprise financing in India

EXHIBIT 10
Micro-enterprise borrowing needs compared to current market offering in India
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Group loans are provided at competitive 

interest rates of ~2% monthly, signifi-

cantly lower than unlicensed street lend-

ers, which can reach up to 6% monthly6 

(Exhibit 10). However, loan sizes remain 

considerably below the Self-Employed 

Micro-Entrepreneurs’ needs (annual bor-

rowing needs of ~USD 5,900), resulting 

in borrowing from multiple formal and 

informal sources. With new regulations 

stipulating that a borrower cannot be 

served by more than 2 MFIs, the micro-

entrepreneurs have to rely on street 

lenders to fill the financing gap.

Given the sheer size of the credit gap 

(~USD 137 Billion), the Self-Employed 

Micro-Entrepreneurs no doubt present 

an attractive market opportunity in the 

Indian context, estimated to generate a 

pre-tax profit pool of ~USD 4.6 Billion7. 

However, it is the microfinance sector 

that has been the first mover in this seg-

ment, with the 10 largest MFIs starting 

to offer individual lending with larger 

loan sizes. 

This trend is particularly strong in 

Southern states, where mature micro-

finance clients have maintained repay-

ment rates through several loan cycles 

and are now demanding larger loans 

than the national average loan size of 

~USD 174. As observed in Exhibit 11, loan 

balances in Southern states are grow-

ing faster than the overall sector (19% 

CAGR), while the number of borrowers, 

despite double digit growth, is lagging 

the sector.

Individual loans still remain under 10% 

of the overall loan portfolio, since the 

MFI ramp-up is constrained by limited 

funding and the significant change in 

business model required, due to the 

removal of joint liability and larger loan 

sizes. On the funding side however, 

MFIs are seeing strong interest from 

private equity, with growing transaction 

volumes, 

6 RBI paper ‘Committee on 
Comprehensive Financial 
Services for Small Businesses 
and Low Income Households 
Report’, 2013

7 Assumes 3.4% pre-tax return 
on assets, a 50% reduction 
from benchmark returns due to 
interest rate regulation and MFI 
competition

Sources: MFIN Micrometer quarterly reports, Value Partners Analysis

EXHIBIT 11
Microfinance sector trends in India
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EXHIBIT 12
Demand for micro-enterprise financing in Vietnam and current market offering

EXHIBIT 13
Microfinance interest rate differences 
across selected countries in Asia, 
Nominal APR, 2013/14

EXHIBIT 14
Microfinance interest rate differences 
across selected countries in Asia, Nominal 
APR, 2013/14
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increasing multiples and ~USD 320 Mil-

lion in planned fundraising by the end 

of 2015. Recent regulatory changes will 

have a mixed impact on MFIs, with some 

changes supportive of growth (MFIs can 

be awarded banking licenses to accept 

deposits, doubled the total indebted-

ness limits for borrowers to USD 1,500) 

while others impact profitability (lend-

ing margins capped at 12%, annual inter-

est rates capped at 26%). Nonetheless, 

MFIs are responding quickly to build 

scale, by setting up dedicated depart-

ments focused on individual loans, uti-

lizing collateral and leveraging improved 

credit bureaus.

In light of this capital influx and impend-

ing expansion by MFIs, the time is thus 

opportune for the entry of commercial 

banks, who possess the capital and 

resources to enter this segment with 

sufficient scale. Commercial banks with 

a strong presence in the Southern states 

(such as Karnataka, Tamil Nadu and 

Kerala) are particularly well positioned:

•	 High incidence of micro-enterprises. 

Nearly 30% of all micro, small and 

medium enterprises are present in 

these Southern states, with a per 

capita incidence that is double the 

levels of the Northern states8

•	 More developed microfinance sec-

tors. These Southern states together 

account for nearly 30% of outstand-

ing microfinance loans in the country. 

With clients having successfully 

completed multiple loan repayment 

cycles, they are more likely to pos-

sess better financial management 

skills and operate developed micro-

enterprises.

Given the current regulatory push for 

financial inclusion and declared objec-

tives of 100% bank account penetration 

by 2016, an initiative by commercial 

banks to enter the Self-Employed 

Micro-Entrepreneur segment would 

likely be well received and supported 

by regulators, in addition to providing 

a much needed boost to profitability, 

while the banking sector continues 

to deal with elevated non-performing 

loans.

Vietnam: gaps in coverage by state-
owned institutions

Since the ‘Doi Moi’ political and eco-

nomic reforms in 1986, Vietnam has 

made an impressive transition from 

a centralized economy to a socialist 

market-oriented system, transforming 

the country from one of the poorest in 

the world into a lower middle-income 

country. This has brought a rapid 

increase in the establishment of micro, 

small and medium enterprises, with an 

estimated ~8.6 million micro-enterprises 

present across the formal and informal 

sector (Exhibit 2). However, access to 

financial services has not kept up with 

this growth, with Vietnam showing 

among the lowest banking penetration 

rates in the region (only ~21% of adults 

have a formal bank account). Indeed, 

access to finance remains a challenge in 

the Self-Employed Micro-Entrepreneur 

segment, with ~3.5 Million unserved 

and underserved micro-enterprises in 

Vietnam, representing a credit gap of 

~USD 20 Billion9 (Exhibit 12).

This financing gap is partly created by 

the legacy of a state-controlled banking 

sector, where banks prefer to lend to 

state-owned enterprises and big cor-

porations, and maintain tight collateral 

requirements for SME lending. 

8 Annual Report 2013-14 of the 
Government of India Ministry 
of Micro, Small and Medium 
Enterprises

9 In 2013, the World Bank 
estimated Vietnam’s GDP 
(current US$) at ~USD 171 Billion 
and a GDP per capita of ~USD 
1,900
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The government has tried to cater to 

the ‘unbanked’, by developing an exten-

sive micro-credit system and creating 

2 state-owned institutions (the non-

profit Vietnam Bank for Social Policies 

– VBSP and the more market-oriented 

Vietnam Bank for Agriculture and Rural 

Development), which serve over 85% of 

microfinance borrowers today. However, 

the sector has been held back by the 

high degree of government control and 

usage of subsidies, in contrast to other 

developed microfinance sectors such as 

Bangladesh, India and Indonesia. In fact, 

the largest microfinance lender, the Vi-

etnam Bank for Social Policies (VBSP), 

provides heavily subsidized loans with 

extremely low interest rates (under 

10% per annum) and targets the ‘rural 

poor’ using defined household eligibility 

criteria, significantly lower than other 

Asian countries (Exhibit 13). This creates 

a challenging competitive environment 

for other lenders, such as the financial 

co-operatives like the People’s Credit 

Fund (PCF) and traditional NGO / MFIs, 

who are forced to lower interest rates to 

unsustainable levels.

With the growing fiscal burden of 

subsidies and the recently introduced 

interest rate caps on short-term lend-

ing, microfinance growth has been 

restricted and loan sizes maintained 

under ~USD 1,200. MFIs are thus unable 

to adequately serve the Self-Employed 

Micro-Entrepreneurs, who could require 

loans up to USD 6,000. This creates a 

reliance on non-financial institutions and 

informal sources of credit such as the 

‘phuongs’ (informal lending networks of 

family and friends prevalent in the coun-

tryside), together estimated to provide 

~80% of SME financing at interest rates 

3-6 times higher than that of formal 

institutions (Exhibit 14).

The market opportunity to be captured 

is clear and the value at stake is signifi-

cant, with the credit gap of ~USD 20 

Billion estimated to create a pre-tax 

profit pool of nearly ~USD 690 Million10. 

However, the higher degree of state 

involvement and tighter regulations 

brings additional considerations for the 

proposed community-based banking 

model:

•	 Coverage overlap with state insti-

tutions: commercial banks should 

avoid areas of high state institution 

coverage, due to the availability of 

subsidized credit. Since state-owned 

institutions focus mostly on the ‘rural 

poor’ and ~70% of micro-enterprises 

are based in urban or semi-urban 

areas, these areas would be suitable 

for initial entry

•	 Interest rate caps on short-term 

lending: loans under 12 months for 

specific sectors are capped at 8% per 

annum, thus challenging the profit-

ability of the business model. Com-

mercial banks may need to adjust 

product features and target custom-

ers, such as offering only longer 

duration loans, charging upfront pro-

cessing or account fees and avoiding 

restricted sectors.

Given that the Vietnamese banking sec-

tor is heading for a difficult contraction 

following years of heated credit expan-

sion (30% CAGR in the last 10 years) 

and high levels of non-performing loans, 

commercial banks will need to find 

alternative revenue streams to regain 

healthy returns on equity, which have 

fallen below 5%. At the same time, the 

joint stock commercial banks (JSCBs) 

have been unable to break the domi-

nance of the state-owned commercial 

banks, which still control ~50% of the 

credit and deposit market share. 

10 Assumes 3.4% pre-tax return 
on assets, a 50% reduction 
from benchmark returns due to 
interest rate regulation
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Serving the Self-Employed Micro-En-

trepreneurs thus presents an attractive 

opportunity for the JSCBs, to capture 

market share within a severely under-

penetrated consumer market and boost 

returns during the stabilization period 

of the banking sector. Banks that are 

particularly well positioned to capture 

this opportunity are those that:

•	 Already have a strong presence in the 

mass market and SME segments (e.g. 

Asia Commercial Bank, Techcom-

bank, Vietnam Prosperity Bank)

•	 Have launched rural development 

programs (e.g. Sacombank, Asia 

Commercial Bank)

•	 Are backed by international financial 

institutions (e.g. Sacombank by ANZ, 

Techcombank by HSBC, Vietnam 

Eximbank by SMBC) or have recently 

undergone extensive transformation 

programs (e.g. Vietnam Prosperity 

Bank)

•	 Enjoy a strong presence in the 

densely populated and commercially 

developed areas such as Ho Chi Minh 

city and the Mekong river delta, areas 

which tend to have a relatively high 

concentration of micro-enterprises 

(e.g. Sacombank, Asia Commercial 

Bank, Vietnam Prosperity Bank)

The Philippines: before the foreign 
banks arrive

Most self-employed households in the 

Philippines are involved in micro-enter-

prises, which form a vital engine for job 

creation in a country where one-quarter 

of the population still remains below 

the poverty line. With nearly ~4.1 Million 

micro-enterprises that are predomi-

nantly informal (Exhibit 2), the major-

ity remain underserved by the formal 

banking system, due to their informal 

nature and low overall banking penetra-

tion (only ~27% of adults have a formal 

bank account). 

Several micro-enterprises are involved 

in wholesale and retail trading (~52% 

of registered micro-enterprises), such 

as the ‘sari sari’ neighbourhood retail 

stores, often requiring loans to pur-

chase inventory, renovate storefronts 

and expand to new locations. With-

out acceptable collateral and formal 

records of business activity, they are 

forced to rely on informal sources, 

which can be expensive and unreliable. 

This results in a huge credit gap, with an 

estimated ~1.6 Million micro-enterprises 

deprived of credit for business and 

family purposes, representing a total 

unmet lending need of ~USD 10 Billion11 

(Exhibit 15).

Most micro-enterprises are typically 

neglected by the commercial banks that 

currently target the salaried, middle and 

top of the pyramid. This is understand-

able, given the challenge of using the 

traditional branch banking model to 

serve a population that is geographi-

cally dispersed over 2,000 inhabited 

islands. In fact, more than half the 

micro-enterprises are located outside 

the most populous regions (Metro 

Manila, Calabarzon and Central Luzon), 

present in less urbanized and rural areas 

which have significantly lower coverage 

by financial services providers. 

11 In 2013, the World Bank 
estimated the Philippines’ GDP 
(current US$) at ~USD 272 
Billion and a GDP per capita  
of ~USD 2,800
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EXHIBIT 15
Demand for micro-enterprise financing in the Philippines

EXHIBIT 16
Coverage of financial services relative to micro-enterprise incidence in regions 
across the Philippines 
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As observed in Exhibit 16, these re-

gions contain nearly 600 completely 

unbanked cities, severely limiting the 

availability of credit to Self-Employed 

Micro-Entrepreneurs.

The Self-Employed Micro-Entrepreneurs 

are thus dependent on a variety of inef-

ficient and/or ineffective providers to 

meet borrowing needs, often borrowing 

from multiple formal and informal play-

ers at the same time. This includes formal 

institutions such as rural banks, pawn 

shops and NGOs, as well as the informal 

‘5-6’ lenders (a widely prevalent form 

of informal lending, where a 5 Peso loan 

is repaid with 6 Pesos within a month 

or less). This informal lending is heavily 

used by micro-enterprises, with a 2009 

survey by the Asian Institute of Man-

agement showing that ~54% of micro-

enterprises borrowed from ‘5-6’ lenders, 

relatives and friends before approaching 

financial institutions. As observed in 

Exhibit 17, this segment has borrowing 

needs beyond the offering of formal 

institutions, leaving informal lenders as 

the ‘last resort’ option, with loans priced 

at usurious interest rates of 20% monthly.

With this limited credit access and 

a weak market offering, the Self-

Employed Micro-Entrepreneurs in the 

Philippines present an attractive growth 

opportunity for commercial banks. 

By leveraging the community-based 

banking model discussed earlier, this 

segment could generate a profit pool 

of ~USD 660 Million12 in annual pre-tax 

profits, representing over 20% of profits 

in the Philippines banking system today.

Some commercial banks are best 

positioned to capture this opportunity 

and have started to realize this poten-

tial, having made recent acquisitions of 

rural banks (e.g. Banco De Oro – BDO), 

launched mobile microfinance (Bank of 

the Philippine Islands – BPI) and estab-

lished ‘micro-banking’ offices to reach 

under-banked areas (Rizal Commercial 

Banking Corporation – RCBC). In partic-

ular RCBC has consolidated its acquired 

rural banks to form a dedicated ‘micro-

banking’ subsidiary, Rizal Microbank 

(RMB), with a declared expansion plan 

in Southern Philippines; it has opened 

8 micro-banking offices in the last year, 

using innovative low-cost branches con-

structed from recycled metal container 

vans. BPI entered into a joint venture 

with Globe Telecom in 2012 (called BPI 

Globe BanKO) to provide mobile micro-

finance products (savings, micro-loans, 

insurance and money transfers) to the 

unbanked, reaching over half a million 

customers in 2 years. Other commercial 

banks could enter this segment either 

to reinforce their weak retail presence 

(e.g. Security Bank), or because the 

government may mandate it as a share-

holder (e.g. Landbank or Development 

Bank of the Philippines), or as a natural 

expansion of their fast-growing mass-

market consumer lending business (e.g. 

East West Bank).

12 In 2013, the World Bank 
estimated the Philippines’ GDP 
(current US$) at ~USD 272 
Billion and a GDP per capita  
of ~USD 2,800

EXHIBIT 17
Micro-enterprise borrowing needs compared to current 
market offering in the Philippines
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Gap with informal lending:

•	Loan	size	~USD	5,000

•	Monthly	interest	~18%
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EXHIBIT 18
Demand for micro-enterprise financing in Bangladesh

EXHIBIT 19
Microfinance loans and borrower trends in Bangladesh
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On the other hand, there is CARD MRI, 

which remains relatively sub-scale 

in serving the SEME segment today, 

despite being the largest microfinance 

group in the Philippines. This com-

petitive position could evolve rapidly, 

with CARD MRI having recently added 

mobile money features for real-time 

product access and lowered servic-

ing costs, and declared an objective of 

quadrupling microfinance customers in 

the next 2 years. 

However, these strategies have not yet 

achieved scale and remain sub-regional 

in focus, with most efforts lacking an 

explicit focus on the SEME segment. 

Commercial banks can capitalize on this 

opportunity by first pursuing regional 

strategies, either building on their exist-

ing footprint in the populous regions of 

NCR, Calabarzon and Central Luzon, or 

launching a greenfield expansion in the 

under-penetrated Southern regions. 

With the recent liberalization of the 

banking sector which allows the full 

entry of foreign banks, there is an ad-

ditional risk of large international play-

ers starting to address this untapped 

market, creating the impetus for quick 

action to capture first mover advan-

tages.

Bangladesh: beyond group lending

Considered by many to be the ‘birth-

place’ of microfinance, it is not surpris-

ing to see that Bangladesh has a rela-

tively high banking penetration (~40% 

of adults have a bank account) in Asia, 

in relation to its relatively lower income 

levels. Indeed, the extensive presence of 

world-renowned MFIs (Grameen Bank, 

BRAC and ASA) has brought financial 

inclusion to millions over the course of 

four decades, with nearly ~20 Million 

micro-borrowers holding outstand-

ing loans of ~USD 3.3 Billion in 2013. 

Despite the sector maturity, fewer than 

10% of micro-enterprises have access to 

formal banks or microfinance, creating 

a serious constraint to future growth of 

their operations13.

The conditions for micro-enterprise 

lending would seem ideal, given that 

there are nearly ~10 Million micro-enter-

prises across the formal and informal 

sector (Exhibit 2), mostly engaged in 

wholesale and retail trading (~61% of 

micro-enterprises) and geographically 

concentrated within 3 regional divisions 

(Dhaka, Rajshahi and Khulna). Yet the 

credit gap is large, with an estimated 

~3.8 Million unserved and underserved 

micro-enterprises in Bangladesh, 

requiring financing of ~USD 8.6 Billion14 

(Exhibit 18).

13 World Bank policy research 
paper ‘Does Access to Finance 
Matter in Microenterprise 
Growth? Evidence from 
Bangladesh’, 2013

14 In 2013, the World Bank 
estimated Bangladesh’s GDP 
(current US$) at ~USD 150 
Billion and a GDP per capita of 
~USD 960

EXHIBIT 20
Micro-enterprise borrowing needs compared to current 
market offering in Bangladesh

Sources: IFC Enterprise Finance Gap Database 2011, Asian Development Bank, 
Microfinance Regulatory Authority Bangladesh, research papers, Value Partners Analysis
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Similar to other developing Asian 

countries, the Self-Employed Micro-

Entrepreneurs fall in the gap between 

MFIs and commercial banks, in terms of 

loan sizes and eligibility. 

MFIs offer loans much smaller than 

typical micro-enterprise needs, while 

commercial banks require collateral and 

at least 2 years of business documenta-

tion. MFIs are well positioned to support 

the expansion of these micro-enterpris-

es given their extensive networks, but 

their usage of group lending models 

and limited capital keeps loan sizes low 

(~USD 170). The Self-Employed Micro-

Entrepreneurs are thus forced to rely on 

personal savings, informal loans from 

family, friends and informal lenders, who 

often charge exorbitant interest rates 

up to 20% monthly, severely limiting the 

extent and frequency of financing pos-

sibilities (Exhibit 20).

The market opportunity to serve the 

Self-Employed Micro-Entrepreneurs is 

substantial, with a pre-tax profit pool 

estimated at ~USD 580 Million15, one 

that is increasingly receiving attention 

from the government, private sector 

banks and MFIs. 

The central bank (Bangladesh bank) 

has launched re-financing facilities to 

stimulate SME lending and initiatives to 

support women entrepreneurs (man-

dated portfolio allocations, collateral 

free lending and interest rate subsidies). 

Private sector banks have set up sepa-

rate divisions to monitor and accelerate 

SME lending, with a notable example 

being BRAC Bank, which now provides 

collateral-free loans to small enterprises 

based on the entrepreneur’s character 

assessment. 

MFIs have also started to act on this 

opportunity, given the saturation within 

the traditional low-ticket microfinance 

segment. In fact, the number of bor-

rowers has remained mostly flat since 

2009, while loans have grown at an 

annualized pace of ~12%, indicative of 

the shift towards larger loans. These 

larger micro-enterprise loans are driving 

growth within the broader microfinance 

sector, growing over ~20% annually over 

the past 2 years in value and borrowers, 

to make up ~26% of total microfinance 

loans (Exhibit 19). BRAC, the NGO 

shareholder of BRAC Bank and the 

2nd largest MFI in Bangladesh, is a first 

mover within this space and targets the 

Self-Employed Micro-Entrepreneur seg-

ment with its ‘Progoti’ product, provid-

ing larger loans for micro-enterprise 

expansion.

While MFIs have the advantage of 

long-standing client relationships (often 

extending up to 15 years) to shift their 

business model towards larger loans, 

most adopt a conservative lending ap-

proach and face capital constraints to 

scale up rapidly. As state-owned com-

mercial banks and development finance 

institutions in Bangladesh continue 

to struggle with high non-performing 

loans reaching ~30%, this presents an 

opportunity for private commercial 

banks to enter this lucrative segment 

with scale and capture the first mover 

advantages. 

Commercial banks will need to be 

targeted in their approach, in terms 

of regional focus and target customer 

segment. For example, initial expansion 

could focus on western divisions like 

Rajshahi and Khulna, which together 

contain ~40% of the total micro-enter-

prises, at a per capita incidence that is 

nearly double the levels of the Dhaka 

administrative division. 

15 Assumes benchmark returns 
of 6.8% pre-tax return on assets 
is achievable, given limited 
regulatory restrictions
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Additional focus on product design will 

be required, with increasingly com-

petitive loan terms and customization 

required to incentivize a switch from 

preferred MFIs. 

Banks that are well positioned to em-

bark upon this initiative would be those 

that:

•	 Are already expanding their presence 

in non-urban areas (e.g. Dutch Bangla 

Bank with its 400 new small offices in 

rural areas)

•	 Have been recently targeting micro-

enterprises (e.g. Islami Bank with 

its Micro-Enterprises Investment 

Scheme – MEIS, Prime Bank)

•	 Have included mobile money and 

mobile banking features in their con-

sumer offers, which can significantly 

lower servicing costs (e.g. United 

Commercial Bank, Dutch Bangla 

Bank)

•	 Have developed innovative and less 

traditional credit policies with respect 

to acceptable collateral for loans 

(e.g. United Commercial Bank, Prime 

Bank).

Myanmar: a challenging context  
requiring an alternative low-cost model

Myanmar has undergone enormous 

political and economic transformation 

in recent years, with the removal of 

foreign investment barriers attract-

ing several investors and companies 

into one of the last untouched major 

markets in Southeast Asia. However, it 

remains severely underdeveloped after 

decades of isolation, with one of the 

lowest per capita incomes in the region 

and limited development of small and 

medium enterprises16. As such, ~30% of 

the population still relies on agriculture 

as their primary source of income and 

there is a relatively low incidence of 

formal micro-enterprises, most of which 

are involved in heritage industries like 

handicrafts, weaving and lacquerware. 

These micro-enterprises have limited 

access to formal credit, which is not 

surprising given that only ~5% of the 

adult population has a formal bank 

account and the economy remains pre-

dominantly cash-based. In fact, ~50% of 

informal enterprises obtain credit from 

unregulated financial service provid-

ers, with the remainder using family 

and friends to meet borrowing needs 

(Exhibit 21). The unmet need for credit 

is thus sizeable, with an estimated ~2 

Million unserved and underserved 

micro-enterprises in Myanmar requiring 

~USD 4,300 on average, resulting in 

a total credit gap of ~USD 8.4 Billion17 

(Exhibit 22).

The history of Myanmar’s banking sec-

tor explains some of this huge gap, with 

a decade long credit crunch ensuing 

after the banking crisis in 2003. Several 

private pyramid financing schemes col-

lapsed, along with the failure of 3 large 

banks, resulting in drastic bank runs and 

a widespread loss of public trust. 

16 IDE Discussion Paper, 
‘Financing Small and Medium 
Enterprises in Myanmar’, 2008

17 In 2013, the World Bank 
estimated Myanmar’s GDP 
(current US$) at ~USD 57 Billion 
and a GDP per capita of ~USD 
1,100
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EXHIBIT 21
Sources of credit for informal 
enterprises in Myanmar, 2014

Sources: FinScope Myanmar 2013, MAP Myanmar Financial Inclusion Roadmap Workshop 2014, IFC Enterprise Finance Gap 
Database 2011, CGAP, research papers, Value Partners Analysis 

EXHIBIT 22
Demand for micro-enterprise financing in Myanmar

INFORMAL 
SECTOR 
77%

FORMAL SECTOR 
23%

T
O

T
A

L

W
E

L
L

-S
E

R
V

E
D

 &
N

O
 C

R
E

D
IT

 N
E

E
D

U
N

S
E

R
V

E
D

 &
U

N
D

E
R

S
E

R
V

E
D

10
0

%
 =

 U
S

D
 9

.7
 B

N

# OF MICRO-ENTERPRISES BY CREDIT NEED IN MILLIONS, 
FORMAL AND INFORMAL SECTOR, 2011

MICRO-ENTERPRISE CREDIT GAP BY SECTOR FORMALITY, 
USD BN, 2011

4.5

2.0

2.5

49% UNREGULATED
REGULATED 26%

F
A

M
IL

Y
, 

F
R

IE
N

D
S

 A
N

D
 S

E
L

F
 2

5
%

 

EXHIBIT 23
Micro-enterprise borrowing needs compared to current market offering in Myanmar
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The crisis brought overly conservative 

regulations, which challenged the viabil-

ity of lending to unbanked populations, 

in addition to reducing the deposit 

funding available to banks. 

Domestic commercial banks thus had 

limited incentive to lend to micro-

enterprises under these regulations, 

with interest margins capped (maximum 

lending rates of 13% along with minimum 

deposit rates of 8% per annum) and 

stringent collateral requirements (limited 

acceptable collateral, maximum loan-

to-value ratios of 50%). In this tightly 

regulated environment, the economics 

of even a ‘no-frills’ branch-based com-

munity-based banking model would be 

severely challenged by the thin interest 

margins, a relatively scattered popula-

tion and the lack of collateral flexibility. 

The microfinance sector has stepped 

in to fill some of this gap, with revised 

microfinance laws in 2011 driving 

the establishment of several types 

of microfinance providers including 

NGOs, cooperatives, specialized agri-

cultural companies, village banks and 

pawn shops. These organizations have 

achieved an impressive reach, serving 

~2.8 million borrowers with a total loan 

portfolio of ~USD 283 million18. However, 

with average loan sizes remaining low 

(~USD 101), the micro-enterprises still 

have to rely on informal money lenders, 

who can charge interest rates of up to 

~15% monthly (Exhibit 23).

The market opportunity to serve the 

Self-Employed Micro-Entrepreneurs is 

clear, but the context is no doubt chal-

lenging. The only players making strate-

gic moves thus far are foreign MFIs like 

ACLEDA Bank of Cambodia and AEON 

Financial Services of Japan, both having 

started their Myanmar operations in 

2013. 

ACLEDA Bank has seen strong results, 

clearly indicative of the high unmet 

loan demand, with client take-up being 

four times higher than expected and 

most loans being provided to traders 

of groceries and clothes. However, 

the regulatory environment for MFIs 

continues to be a restrictive factor, with 

recent regulations limiting microfinance 

loan sizes to ~USD 500, significantly 

lower than the average lending need of 

the Self-Employed Micro-Entrepreneurs. 

Commercial banks could step in to cap-

ture this opportunity but it will require 

an alternative operating model with a 

lower cost base, given the profitability 

challenges identified earlier. 

The usage of an Islamic banking model 

could be considered to circumvent the 

regulated thin lending margins, but it 

is unlikely to be a viable alternative, 

given the majority Buddhist population 

in the country and the lack of regula-

tory development for such products 

in Myanmar. One potential solution is 

‘branchless banking’, which leverages a 

network of agents and mobile banking 

technology to deliver mobile financial 

services. The supporting ecosystem 

is fast evolving, with the recent entry 

of foreign mobile operators expected 

to boost mobile penetration from a 

historical 10% to over 80% by 2017, the 

drafting of mobile banking regulations 

for bank-led and nonbank-led models 

and central bank discussions on liberali-

zation of interest rates.

Given the positive momentum in the 

sector and the sizeable, untapped 

‘Self-Employed Micro-Entrepreneur’ 

segment, domestic commercial banks 

will need to act swiftly to develop a 

customized and low-cost operating 

model suitable to the context, in order 

to capture the first mover advantage.

18 IFC and CGAP study 
‘Microfinance in Myanmar Sector 
Assessment’, 2013

EXHIBIT 22
Demand for micro-enterprise financing in Myanmar
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It is clear that the Self-Employed 

Micro-Entrepreneurs in developing Asia 

represent a significantly underserved 

segment, falling in the gap between 

microfinance and commercial bank 

lending. The need for financing is 

indeed substantial (just below US$ 140 

Billion in India, over US$ 8 Billion in each 

of the other markets), thus presenting 

commercial banks within a superlative 

growth opportunity, as they face slow-

ing growth in their traditional ‘Upper 

Mass’ and ‘Large Corporate’ segments.

A lack of dedicated focus on the SEME 

segment is understandable, given the 

challenges in applying traditional bank-

ing models, but this has been further 

held back by legacy perceptions around 

profitability and customer needs. A new 

community-based banking model is 

thus required, based on simple physical 

branches and deep-rooted local knowl-

edge, as successfully proven in a similar 

Indonesian context.

The value at stake is substantial and 

relatively untapped, with the absolute 

magnitude of the opportunity varying 

with the size of the economy (largest 

in India, smallest in Bangladesh and 

Myanmar). However, there are clear dif-

ferences in the regulatory context and 

competitive landscape impacting the 

business model and the relative attrac-

tiveness among the countries evaluated. 

CONCLUSION

Some key considerations on the regula-

tory front include the presence of regu-

lated interest rates and other lending 

restrictions (loan size, duration, collat-

eral), with the conservative extreme be-

ing Myanmar, which has both regulated 

lending and deposit rates, and the other 

extreme being the Philippines, which 

has mostly liberalized interest rates. On 

the competitive landscape front, the 

presence of state-owned institutions 

providing subsidized credit (Vietnam) 

and mature microfinance sectors in 

transition towards large ticket individual 

loans (India, Bangladesh) are the key 

strategic considerations in determining 

target customer segments and design-

ing product features. 

In this context, and at present, amongst 

the 5 markets evaluated,  the Philip-

pines presents the most broad-based 

market opportunity given its conducive 

regulatory environment and nascent 

competitive landscape for this segment, 

in contrast to Myanmar, where evolu-

tion in the regulatory context and an 

alternative operating model is required 

to achieve profitability. India and 

Bangladesh also present attractive op-

portunities, although they may be more 

sub-regional in focus and require more 

attractive product terms (such as lower 

interest rates), while the Vietnam op-

portunity lies in attacking geographies 

with low SOE coverage and possibly 

offering longer duration loans to avoid 

interest rate caps. 
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Given these differences across markets, 

it is clear that there is no ‘one-size-fits-

all’ approach to entering this segment. 

Localization of the operating model, 

servicing innovations and a well-de-

signed pilot prior to rollout is required 

to achieve success, while adhering to 

the core principles of the community-

based banking model. Other aspects 

of traditional bank operations will also 

need to be modified (e.g. processes, IT, 

incentives and staffing), in addition to 

receiving dedicated management focus 

from an early stage.

At Value Partners Management Consult-

ing, we can provide external support to 

help minimize costly and time consum-

ing pitfalls in planning and execution, 

by developing a clear estimation of risk 

and market potential based on tested 

indicators, leveraging a project manage-

ment approach with proper training and 

timeline management, and supporting 

quick course correction based on prior 

experiences. 

The Financial Services team at Value 

Partners has designed, implemented 

and improved the profitability of similar 

community-based banking models 

focused on Self-Employed Micro-

Entrepreneurs in different countries 

across Asia. Currently we are working 

with local banks in emerging markets to 

develop and implement banking models 

for the underserved. Our value proposi-

tion combines strategy with manage-

ment support and on-field, operational 

activities when required. Overall, we 

have assisted several multi-national 

banks across the globe on initiatives 

dealing with growth, innovation and 

operational optimization. 

Value Partners is thus well positioned 

and uniquely qualified to support finan-

cial institutions in undertaking this chal-

lenging and potentially game-changing 

initiative of ‘Banking the Self-Employed 

Micro-Entrepreneurs’ in developing 

Asia.

The Self-Employed Micro-Entrepreneurs 
fall in the gap between microfinance 
and traditional banking, representing 
a superlative opportunity for commercial 
banks currently facing slowing growth 
in their ‘Upper Mass’ and ‘Large Corporate’ 
segments. To serve this segment, a new 
community-based banking model is required, 
built on no-frills branches and deep-rooted 
local knowledge.
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tions. An area of focus in developing 

countries across the Middle East, 

Asia and South America is to sup-

port universal banks to target the 

unbanked population at the bottom 

of the pyramid, through mobile 

financial services or more traditional 

community lending business models. 

Members of our team have played a 

primary role in advancing financial 

inclusion by building micro-lending 

businesses in multiple Asian coun-

tries such as Indonesia, India and 

UAE. In this context, we help our cli-

ents adapt their business models in 

an increasingly complex and rapidly 

evolving business environment, to 

maximize impact and returns in the 

financial services industry.

Founded in Milan in 1993, Value 
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over time. Value Partners has built a 

portfolio of more than 350 interna-
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in 1993 – with a global revenue mix. 

Today it draws on 25 partners and 
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