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Executive Summary
For years, U.S. microenterprise practitioners have identiﬁed scale as one of the ﬁeld’s principal
challenges. The Scale Academy for Microenterprise Development, managed by the Aspen
Institute’s Microenterprise Fund for Innovation, Effectiveness, Learning and Dissemination
(FIELD) in partnership with the Association for Enterprise Opportunity, is designed to address this
challenge by offering organizational development grants, technical assistance and peer learning
to leaders in the ﬁeld. The initiative, funded by the Citi Foundation and the Charles Stewart Mott
Foundation, also incorporates careful documentation of the experiences and lessons learned so
that others can beneﬁt. Launched in 2007 with support for eight grantees, the Academy has now
grown to include ﬁve additional organizations that have joined the peer learning process.1
This document summarizes the experience and lessons of ﬁve grantees whose primary focus in
THE !CADEMY HAS BEEN ON SCALING THEIR MICROLENDING 2EPRESENTATIVES OF THESE ORGANIZATIONS HAVE
engaged in a year-long peer process, exchanging their experiences and reﬂecting on the lessons that
emerged. During the course of the three years that they have participated in the Academy – from 2007
to the present – each has experienced both success and challenges. The goals they set at the start of
the Academy have been tested in the ﬁres of the ﬁnancial and economic crises that have confronted
the United States since late 2007. Their progress, and their lessons, must be read in that light.

Scale Academy Grantee Microlenders
!##)/. .EW -EXICOs!RIZONAs#OLORADO  !LBUQUERQUE .-
ACCION USA — New York, N.Y.
Justine Petersen — St. Louis, Mo.
Mountain BizWorks — Asheville, N.C.
Opportunity Fund — San Jose, Calif.

For Academy founders, and its members, scale describes the goal of serving large numbers
of individuals. In addition, it incorporates the concepts of increased market penetration and of
achieving economies in service delivery, which, in turn, can lead to greater sustainability and
social impact. Scale should be about transformative rather than incremental growth, involving
a significant leap forward in an organization’s way of doing business. To that end, at the time
of their selection Academy grantees were judged to have already made significant progress
in increasing their scale and to be pursuing strategies with the potential to yield further
significant advances.

Institutional Performance
All of the microlenders demonstrated positive growth in total loans outstanding from 2006 to
2009 and remain among the largest in the industry. Four of the ﬁve institutions also achieved
positive growth in the number of loans disbursed, ranging between 26 percent and 302 percent.
At the same time, loan activity over the period illustrates the toll that the slowing economy has
taken. Three lenders experienced either a ﬂattening or decline in their microlending in the past
two years. This slowing has been a source of disappointment for these institutions, but they see
it as a considered response to the difﬁcult context. Given several examples – both in the U.S.
1
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and overseas – of organizations that experienced crises after explosive growth, the lenders are
focused on maintaining portfolio quality and balancing scale with sustainability.

Experience and Lessons
As Academy microlenders have endeavored to increase their lending, they have worked on
a number of areas that span organizational development and strategy. Their experience has
demonstrated lessons for practitioners and funders.

Market Research and Marketing
As the ﬁve lenders have grown, they have reached plateaus in their markets, exhausting the
easiest-to-reach entrepreneurs. Going beyond those numbers requires that programs become even
more demand-driven, and that they ﬁnd ways to communicate effectively with a market that is
complex, fragmented, dynamic and, often, difﬁcult to access.
As a result, the Scale Academy microlenders have invested considerable resources in market
research and marketing. Their experiences underscore the need to understand speciﬁc market
segments and channels, engage in continuous market research, and connect market research to
pilot testing of promising strategies. The process must be iterative. Further, microlenders should
expect to use both staff and external resources to develop effective research and marketing
strategies and to implement new media approaches along with traditional ones. Funders
interested in scale should consider how they might support these key investments. Collaborative
efforts among microlenders could also extend the use of scarce resources.

Loan Products and Pricing
Scale Academy lenders have depended largely on a few core loan products to scale up, growing
their volume by increasing the market penetration of those products and/or by deploying those
products in new geographic markets. In fact, about 80 percent of the loans made by these lenders
in 2008 were their core microloan products (mostly term loans and some lines of credit).2
That scaling lenders are driving growth through their core products makes sense, as focusing
on a few products allows for standardization that can increase efﬁciency. However, the focus on
core products does not mean that the Scale Academy lenders have not engaged in new product
development. During the three years of the Academy, they have created at least 12 new loan
products. This product development has been driven by both the interests of funders and by the
changing market conditions that emerged in 2008.
Although funder-driven products can bring new supporters to the table and offer opportunities
to meet important social objectives, they necessitate developing new capacities – new marketing
strategies, partnerships, underwriting and risk management skills, as well as increased data
tracking and reporting – that bring added costs. The added complexity can also detract from
the standardization that can lead to greater efﬁciency. Market-driven product development also
increases complexity, but offers the possibility of broader market uptake. For example, Scale
Academy lenders have added or increased their offering of credit-builder loans to respond to
the deterioration of credit quality among their target markets. Their experience suggests that,
although product development can be important in the scale process, lenders need to be clear
about their reasons for launching new products and understand the costs and beneﬁts involved.
Loan pricing has been highly challenging. The central issues lie in four areas: pricing
CONSTRAINTS IMPOSED BY FUNDERS A LACK OF GOOD MARKET DATA ON CUSTOMER RESPONSES TO VARYING
2
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  TO   AND THEREBY THEIR AVERAGE LOAN SIZE 7HILE THIS STRATEGY DOES NOT NECESSARILY INVOLVE CREATING A NEW
PRODUCT IT OFTEN REQUIRES BUILDING THE CAPACITY TO UNDERWRITE MORE COMPLEX LOANS

2

Dollars for Dreams: Scaling Microlending in the United States

INTEREST RATES LIMITED INFORMATION ABOUT THE COSTS OF INDIVIDUAL LOAN PRODUCTS AND VARYING VALUES
as to the extent to which microloans should be subsidized. Academy lenders believe that moving
to scale would be facilitated by charging prices that are more reﬂective of the full costs of lending,
and that cost-accounting systems that enable them to “unpack” the costs of lending would support
more informed decisions on pricing. Better cost data could also help lenders to inﬂuence the price
sensitivity of their clients, funders, and even staff whose strong empathies with clients may color
their orientation to pricing. Funders in particular need to understand the implications of placing
limits on the interest rates and fees charged by lenders.

Underwriting and Decisioning
All of the Scale Academy lenders have made changes in their underwriting as they have sought
to respond to and capture increased demand. The changes are driven by three important goals:
increasing efﬁciency, improving quality, and responding to their customers’ desires for loan
processes that are smoother and provide greater upfront clarity regarding expectations.
Toward those ends, the lenders have reduced the number of staff or changed the roles of
THOSE WHO PARTICIPATE IN UNDERWRITING AND DECISIONING DEVELOPED TOOLS THAT OFFER AN EARLY
SIGNAL TO APPLICANTS REGARDING THEIR PROSPECTS FOR LOAN APPROVAL AND SOUGHT TO STANDARDIZE
analysis based on a careful understanding of credit behavior and past portfolio performance.
Several organizations now use a statistical scorecard. These more transactional approaches to
underwriting do not mean that Scale Academy microlenders have abandoned a “high-touch”
APPROACH WITH THEIR CUSTOMERS 2ATHER THEY SEEK OTHER OPPORTUNITIES WHERE TOUCH MIGHT PRODUCE
greater value – helping struggling applicants complete loan applications, counseling those with
ﬁnancial education needs and working with them post-loan on business issues.

Risk Management
2ISK MANAGEMENT IS THE PROCESS OF ANALYZING EXPOSURE TO RISK AND DETERMINING HOW BEST
to handle such exposure. The experience of Academy lenders illustrates that vigilance is
ever important in periods of rapid growth, as portfolio expansion can often mask emerging
delinquency. Challenging economic circumstances also can exacerbate underlying weaknesses
in an organization’s risk management infrastructure. As such, how organizations respond
during times of crisis is critical to the impact on the loan portfolio. Scale Academy lenders have
reinforced their risk management capacity by:
` 2EVISING LENDING POLICIES AND PROCEDURES TO ENSURE THAT LENDING DECISIONS ARE MADE ON THE
basis of appropriate risk and build on an organization’s past performance.
` Implementing or improving the quality control structures and capacities applied in the loan
review process and in monitoring the portfolio.
` Training and incentivizing lending and collections staff to intervene early with risky clients.
2ECOGNIZING THAT THEIR RELATIONSHIP WITH THE CLIENT IS CRUCIAL TO MANAGING RISK 3CALE !CADEMY
lenders have built client connections through training and coaching services and interviewing
techniques. Each of these approaches is high-touch and carries costs, so lenders need to assess
carefully their costs and beneﬁts in terms of both risk mitigation and organizational sustainability.

Customer Service
As Scale Academy microlenders have sought to enhance their customers’ experience while
moving to greater standardization, they have found that the solution may lie, at least in part, in
becoming more customer-centric – in other words, in identifying more ways to understand and
meet the needs of their customers. This requires creating new ways to solicit customer feedback,
so that processes, products and services can be built around expressed needs rather than long-
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held perceptions about what customers may want. Becoming more customer-focused also involves
developing more systematic approaches for monitoring and improving the customer experience.
Scale lenders report that committed employees give better customer service, so processes
aimed at improving employee satisfaction should also be a focus. And, although technology and
standardization may seem to be poor substitutes for direct client contact, used properly, they
can enhance the customer experience by reducing response time, providing greater clarity and
increasing the number of “customer touches.”

Strategies for Expansion
Scale Academy lenders have grown primarily through two strategies – adding ﬁnancial education
and credit-building services to their product mix and expanding to new geographies. Those using
the ﬁrst strategy offer education and counseling, often combined with a ﬁnancing product such as
an Individual Development Account (IDA) or credit-building loan. But Scale Academy microlenders
also have learned that these initiatives do not necessarily produce more microenterprise loans –
unless they are explicitly designed to attract aspiring entrepreneurs or create a clear pipeline
to their microloan services. To achieve a tighter link between credit building and microlending,
Scale Academy lenders have tailored their ﬁnancial education curriculum to the speciﬁc needs
of entrepreneurs, offered credit-builder loans designed as step products to business loans, and
created clear bridges to microlending staff and services.
Scale Academy microlenders have expanded their geographies by moving into new counties
or states and, in one case, by national expansion via the Internet. As they have expanded to
new geographic markets, they have learned that objective assessments of market need are not
the same as assessments of likely demand. Although initial research into market conditions may
enable organizations to launch services, greater penetration requires deeper market understanding,
TESTING OF MARKETING STRATEGIES AND HARD WORK 2ECOGNIZING THIS FACT PREPARES THE ORGANIZATION
for the potential costliness of the endeavor. Finally, one obvious consideration is that geographic
expansion requires investment in infrastructure. In all cases, a key seems to be to leverage the
organization’s core resources through a combination of streamlined staff and technology.

Capitalizing the Loan Fund
Scale Academy lenders have had varying needs to attract new capital. Their total capitalization for
microlending activities ranges from $2 million to more than $10 million.
During the three years of the Academy’s work, the microlenders increasingly have turned to
public ﬁnancing to build their lending capital. This move to public capital is not surprising, as the
availability of bank capital has declined and Federal funds increased with stimulus ﬁnancing. In
addition, the Scale Academy lenders have engaged in several creative efforts to build their capital
BASES 4HESE HAVE INCLUDED THE LAUNCH OF A EQUITY CAPITAL CAMPAIGN THE FORMATION OF A LIMITED
LIABILITY COMPANY TO REDUCE THE IMPACT OF OUTSTANDING DEBT LIABILITIES AND PARTICIPATION IN +IVA THE
Internet program that matches individual lenders with microentrepreneurs across the globe. Each
of these capitalization efforts has supported the overall brand-building of the organization in their
respective geographies, ultimately increasing their ability to attract further investors.
As the lenders have grown their capitalization, all have faced challenges in managing the
increasing diversity of capital sources, because of the speciﬁc, and varying, requirements imposed
by funders and investors. In some cases, progress toward scale has been slowed by the work
entailed in being accountable to these requirements. Scale Academy microlenders believe that
the time is ripe for more sophisticated, long-term investment vehicles. Scaling could occur more
quickly if they could tap a single, appropriate and signiﬁcant source of capital, thereby reducing
their costs of reporting and relationship management, and releasing more resources for product
development, marketing and market research.
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Structure and Stafﬁng
As organizations scale, their structures evolve, and all of the microlenders have changed their
structures over the course of their participation in the Scale Academy. Their experience suggests
that there is no one “right” structure for greater scale, but rather that an effective structure must
achieve a set of goals. Among the most important goals are: to reﬂect and support organizational
VALUES TO ENABLE THE ORGANIZATION TO MANAGE GREATER VOLUME AND TO INCORPORATE GREATER CAPACITY
in areas that enhance outreach and visibility, development, and quality.
Critical to achieving these goals is getting the right people in the right positions, and providing
them with professional development and incentives to perform well. The incorporation of systems
that increase efﬁciency and support geographic expansion is also critical. The solution to this
challenge lies in ﬁguring out how best to assign marketing, sales and underwriting functions.
Although the Scale Academy microlenders have taken different approaches to deploying staff in
these areas, there is an overall trend toward greater specialization in functions.
Finally, the Scale Academy lenders have learned that the path toward scale that is sustainable
must emphasize quality as much as production. To that end, they have increased attention to
monitoring and compliance, customer service and collections – steps they would recommend to
all microlenders that are pursuing growth.

Conclusion
For U.S. microenterprise development, the path to scale during these economically tumultuous
times is marked by shifting contexts and strewn with challenges. Yet, the experience of the Scale
Academy microlenders suggests that an organization’s ability to successfully scale up operations
is not entirely dependent on the context. Despite often enormous challenges, these lenders have
shown the capacity not only to persevere, but also to innovate. Their example underscores that if
microenterprise organizations are to scale their operations, even amidst difﬁcult situations, they
need to be both disciplined and, entrepreneurial – disciplined in their work on improving systems
and practices focused on quality and entrepreneurial in capitalizing on opportunities that the
context presents. Yet, innovation requires investment in the areas of product development, market
research, marketing, underwriting and risk management. These types of investment, along with
core operational support, are often hard to come by.
The work of scale in some ways is at a critical juncture. The easy work has generally been
DONE 2EACHING MORE OF THE MARKET MEANS OFFERING PRODUCTS AND SERVICES THAT MATCH THE NEEDS
of entrepreneurs in a struggling economy. Yet, as this text suggests, there are opportunities for
new leaps forward. New types of clients – shut off from traditional ﬁnancial institutions – have
shown up at the door. Advances in systems provide ways to work together to increase efﬁciency
and quality. And, there are important opportunities for joint work in market research and market
outreach, in data sharing and analysis, and in product innovation and testing. This is the work
not only of the ﬁve institutions studied here, but also of the industry as a whole, if it expects to
remain a critical provider of capital for low- to moderate-income entrepreneurs nationwide.

Findings from the Scale Academy

5

Introduction
Scaling microlending in the United States has never been easy. For years, the industry has
identiﬁed scale as one of its principal challenges. Estimates made by the Aspen Institute’s FIELD
program (the Microenterprise Fund for Innovation, Effectiveness, Learning and Dissemination)
suggest that 10 million entrepreneurs and potential entrepreneurs face barriers to accessing
mainstream capital and other business development services.3 How many actually need capital
is harder to determine, but most observers believe that the number is greater than the thousands
who currently receive loans from microenterprise programs yearly.
Throughout the years, there have been a number of efforts undertaken by individual microenterprise
development organizations (MDOs), and by institutions working collaboratively, to work on this
challenge. The Scale Academy for Microenterprise Development, managed by FIELD in partnership with
the Association for Enterprise Opportunity, is designed to build on the lessons from these efforts, and
advance scale through a combination of operational grants targeted toward organizational capacity,
technical assistance and peer learning. The initiative, funded by the Citi Foundation and the Charles
Stewart Mott Foundation, also incorporates careful documentation of the experiences and lessons
learned so that others can beneﬁt. Launched in 2007 with support for eight grantees, the Academy has
now grown to include an additional ﬁve organizations, which have joined the peer learning process.4
This document summarizes the experience and lessons of ﬁve Academy members — those
GRANTEES THAT HAVE FOCUSED ON SCALING THEIR MICROLENDING 2EPRESENTATIVES OF THESE ORGANIZATIONS
have engaged in a year-long peer process exchanging their experiences and reﬂecting on the lessons
that emerged. Over the course of the three years that they have participated in the Academy, each
HAS EXPERIENCED SOME SUCCESS AND EACH HAS EXPERIENCED CHALLENGES 2ESEARCH AND PLANNING FOR THE
Academy began in 2005. The ﬁrst applications for participation in the Academy were written in 2007,
and grantees selected in the middle of that year. The goals and numeric targets that institutions made
in that period have been tested in the ﬁres of the ﬁnancial and economic crises that have confronted
the United States since late 2007. Their progress, and their lessons, must be read in that light.

Scale Academy Grantee Microlenders
!##)/. .EW -EXICOs!RIZONAs#OLORADO  !LBUQUERQUE .-
ACCION USA — New York, N.Y.
Justine Petersen — St. Louis, Mo.
Mountain BizWorks — Asheville, N.C.
Opportunity Fund — San Jose, Calif.

Deﬁning Scale
Any conversation about scale in the microenterprise industry invariably leads to the question:
“What do you mean by scale?” The research and literature review conducted in preparation for the
Scale Academy identiﬁed multiple deﬁnitions used by the industry.5 For the purposes of the Scale
Academy, scale describes the goal of serving large numbers of individuals. In addition, it incorporates
3
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the concepts of increased market penetration, and of achieving economies in service delivery, which,
in turn, can lead to greater organizational sustainability and deepened social impact. Academy
founders and participants also envisioned that scale is about transformative rather than incremental
growth, and that it involves a signiﬁcant departure or leap forward in an organization’s way of doing
business. The grantees selected were judged to have already made signiﬁcant progress in increasing
their scale and to be pursuing strategies with the potential to yield further signiﬁcant advances.

The Context for Scale
One important lesson from the ﬁrst years of the Scale Academy is that an organization’s ability to
reach scale will be deeply affected and conditioned by the context in which it operates. One of
the signiﬁcant changes that occurred since the launch of the Scale Academy is the eruption of the
twin crises in the ﬁnancial markets and in the U.S. economy. Interestingly, some initial warning
signs of these emerging problems surfaced in early discussions among the Scale Academy
grantees, perhaps a year before the crisis hit. Even then, Academy microlenders were beginning
to see increasing numbers of clients burdened by heavy levels of consumer and, in some cases,
mortgage debt. While these lenders were accustomed to taking on risk that traditional lenders
might not, the levels of debt were signiﬁcant enough to raise questions about whether — or what
level of — debt would be appropriate for these entrepreneurs. Lenders were also seeing existing
loan clients who were struggling to meet mortgage payments that had escalated.
As the crises have worn on, lenders have experienced shifts in demand that are challenging. In
some instances, demand from traditional constituencies has waned as entrepreneurs, who earlier
might have been planning for growth, are now seeking strategies to survive the recession. Others
chose not to start or continue their businesses in reaction to news about the economy. On the other
hand, microlenders saw increased inquiries and applications from two sources: entrepreneurs who
previously might have been able to secure bank ﬁnancing, and individuals who had lost their jobs or
were looking to create a secondary source of income. Although demand from these sources increased,
some of these applicants suffered from deteriorating business cash-ﬂows because of economic
conditions or presented credit reports that showed patterns of risky consumer credit management. The
effect on Academy microlenders has been that they have had to work harder to make good loans.
Although inquiries are up, and applications increasing, ﬁnding new clients who can manage debt
successfully has been a challenge. At the same time, lenders have been forced to spend more time
working to maintain the quality of their existing portfolios. The effect on existing portfolios has been
apparent. As this document will discuss, most Scale microlenders have experienced increased portfolio
at risk and loan losses over the time of their participation in the Scale Academy. And, while 2009
results improved over those of 2008, the rates remain higher than pre-crisis levels.
These dramatic changes in context impose constraints on programs, but they also create
opportunities. While lenders are wary of providing their existing business loan products to
customers who may lack the wherewithal to repay, there are efforts to provide ﬁnancial literacy,
and credit-building and repair products that can help these customers position themselves to be
stronger loan customers in the future. Several of the lenders have increased their focus in this area.
Of course, responding to these opportunities requires that lenders not only switch strategies, but
also raise or redeploy resources to cover the marketing, product development, capital and other
expenses associated with these additional products and services. And, in some instances, lenders
found that funding commitments and opportunities were delayed or disappeared as corporate or
philanthropic donors were forced to cut back because of declining earnings or endowments.
Looking to the future, the Scale Academy lenders remain optimistically, but realistically,
focused on growth. A few have been able to take advantage of opportunities presented by
geographic expansion or by new products to continue to grow. Others are moving forward more
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deliberately as they seek to contain their risk, working to build organizational capacity so that, as
the economy improves, they are positioned for more aggressive growth.

The Progress Made
The microlenders entered the Scale Academy in mid-year 2007. The table below documents
their scale in terms of loans made at “baseline” (the end of FY 2006), and their subsequent
accomplishments in FY 2007, FY 2008, and FY 2009. As the data show, the ﬁve microlenders made
1,658 loans in FY 2009.6 During the four-year period, the aggregate change was a positive 25
percent growth in number of loans made and 61 percent growth in total dollars outstanding.
All of the microlenders showed positive growth in the total dollars outstanding from 2006 to
2009, and four of the ﬁve institutions achieved positive growth in the number of loans disbursed.
The ﬁfth, ACCION USA, experienced a decline in the number of loans from its starting point in FY
2006 and from its subsequent peak in FY 2007. Its lower results stem from two primary factors:
the intensity with which the ﬁnancial and economic crisis affected several of its target markets
and the work entailed in merging ACCION USA with ACCION New York.7
The percentage growth in the number of loans made by the other four lenders ranged from
26 percent to 302 percent. These ﬁgures include all loan products provided by the microlenders,
including credit-builder loans and small business loans greater than $35,000. Credit-builder loans
have become an important part of the portfolio of several organizations, most notably Justine
Petersen, which made 219 of these in FY 2009. This indicates the extent to which the organization
has expanded its product mix in response to client demand and to its own assessment of which type
of ﬁnancing would most beneﬁt clients.
Table 1: Loans Disbursed and Outstanding By Microlender

,OANS

FY
2006
92

FY
2007
134

Percent
Change
(2006-07)
46%

FY
2008
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Percent
Change
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!MONG THE 3CALE !CADEMY LENDERS !##)/. .EW -EXICOs!RIZONAs#OLORADO AND *USTINE
Petersen achieved the largest, and most dramatic increases in loans. ACCION New Mexico8
experienced the largest percentage increase in the number of loans — growing by over 300
percent — because of two factors:
` A low baseline for the organization: in 2006, the institution was just emerging from a slowdown
in lending resulting from an institutional decision to take a strategic pause in its operations,9 and
` A subsequent expansion into neighboring Arizona and Colorado.
Justine Petersen reported the greatest absolute increase in the number of loans made on an
annual basis and the second largest increase in percentage terms. The organization has grown both its
microenterprise lending and credit-building portfolios consistently during the course of the past four years.
The largest increase in the value of the total portfolio was experienced by ACCION USA — the
result of the merger of two portfolios, as well as a large active lending program throughout many
years. And, although the institution has reduced the number of loans made during the past two
years, its annual production remains the highest among the Academy lenders and is 38 percent
higher than the next highest producer.
Despite this longitudinal progress, the numbers also illustrate the toll that the slowing economy
has taken on three of the lenders, which have experienced either a ﬂattening or decline in their
microlending in the past two years. This slowing has been a source of disappointment for these
institutions, but all see it as a considered response to the difﬁcult context. And, given several
examples — both in the U.S. and overseas — of microenterprise organizations that have experienced
crises after explosive growth, the grantees are consciously focusing on maintaining quality in their
portfolio and program services and achieving a balance between sustainability and scale.
A second way to assess the results of the Scale Academy microlenders is to compare them
to those of the industry as a whole. Although comparative data on non-Academy lenders is not
available for 2009, a recent survey captured information on the 2008 performance of 164 other
microlenders across the country. These data demonstrate the size of Academy members relative to
others in the ﬁeld. The table below reports the median number, and dollar value, of loans disbursed,
and the median dollars outstanding for the Scale Academy microlenders and for the other lenders.
As can be seen, the differences are stark. The median number of loans made by the Scale Academy
LENDERS IS  TIMES THAT OF SURVEY RESPONDENTS THE MEDIAN DOLLARS DISBURSED IS NINE TIMES THAT OF THE
RESPONDENTS AND THE MEDIAN TOTAL OUTSTANDING LOANS IS ALMOST SEVEN TIMES THAT OF THE RESPONDENTS
Strikingly, while the 134 non-Academy lenders that reported on loans disbursed collectively made
4,142 loans in FY 2008, the ﬁve Scale microlenders alone made 1,455 loans — equal to a third of
the total produced by the non-Academy lenders.10
Table 2: Loans in FY 2008 (Median Values)
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Although trend data for the years 2006 to 2008 are not available for the overall ﬁeld, MicroTest
does have longitudinal data for 20 other microlenders for this time period.11 During the three years,
the ﬁve Academy microlenders increased the aggregate number of loans disbursed by 9 percent,12
while the 20 others tracked through MicroTest experienced an aggregate increase of 2 percent. On
the other hand, the aggregate value of outstanding loans for the MicroTest organizations increased 20
percent, while the Academy microlenders’ aggregate portfolio increased by only 7 percent. Although
four of the ﬁve Scale organizations experienced growth in their portfolios, ACCION New Mexico’s
portfolio declined by almost half because of its intentional slowdown in lending, discussed above.
Median data from MicroTest also illustrate that during the period from 2006 through 2008, nonAcademy programs were much smaller and generally had ﬂat performance compared to Academy
lenders. The charts below compare the change in medians over those years for the two groups of
organizations. They illustrate the higher base at which the Scale microlenders started and the more
substantial growth in that group. Although challenges have prevented Academy members from
meeting their own expectations, they still have demonstrated a scale, and pace of growth, that few
others can match.
Chart 2: Median Dollar Value of
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The following pages summarize the experience of the Scale Academy microlenders during
the past three years and offer lessons for practitioners and funders based on that experience.
Discussions focus on the microlenders’ efforts to understand and reach out to new markets,
develop new products and services, improve their underwriting, manage risk, capitalize their
programs and structure themselves for scale. Although these institutions would argue that they
still have much to learn about the path to scale in the United States, their experiences offer
guideposts to others that have not advanced as far along on the journey.
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Market Research and Marketing
The microenterprise ﬁeld in the United States emerged in response to several inﬂuences — the
women’s movement, which raised awareness of the barriers women faced in becoming business
OWNERS THE INTERNATIONAL MICROlNANCE INDUSTRY WHICH DEMONSTRATED THE POWER OF SMALL LOANS TO
ASSIST INFORMAL ENTREPRENEURS AND EXPERIMENTAL AND DEMONSTRATION WORK DESIGNED TO lND NEW
approaches to helping the unemployed and those on welfare. Early practitioners believed strongly
in the need for innovative strategies that would empower individuals to leave poverty and achieve
self-sufﬁciency through self-employment, and that there were many, many individuals who would
eagerly seek ﬁnancing, training and technical assistance to follow this path.
Early efforts to quantify the potential market for microenterprise services suggested that these
PRACTITIONERS WERE RIGHT 2ESEARCH SUGGESTED THAT THERE WERE  MILLION INDIVIDUALS WHO MET THE
proﬁle of those who could beneﬁt from services: people lacking access to commercial credit, living
on low incomes, or facing other challenges in the labor market due to their ethnic or racial status,
gender or other factors.13
But, as programs opened and matured across the country, it became clear that this conceptual
understanding of the market was inadequate for helping practitioners scale to serve more than
modest numbers of entrepreneurs. As microlenders have grown, they have generally reached a
plateau in their individual markets, either exhausting the easiest-to-reach entrepreneurs who may
be geographically close, or who become aware of their services through proven outreach strategies
(such as referral partnerships with local technical assistance organizations or local banks). Going
beyond those numbers requires that programs truly become demand-driven, that is, driven less
by a general understanding of what programs believe aspiring entrepreneurs need, and more by a
very speciﬁc understanding of what these entrepreneurs think they need, want, and are willing to
pay for to advance their businesses. It also requires ﬁnding ways to communicate effectively with a
market that is complex, fragmented, dynamic and often difﬁcult to access.
As a result, microlenders interested in scaling have invested considerable resources in market
research and marketing. The experience of Scale Academy microlenders shows the value of doing
this, as well as the challenges. These microlenders have invested in a variety of strategies, which
illustrate the range of approaches that can be used and the need for an iterative approach. Their
efforts demonstrate the need to continuously employ nuanced market research strategies and
invest in pilot initiatives that test marketing approaches.

Researching the Market & Testing Strategies
The Scale Academy microlenders have used ﬁve key market research strategies. Each has
resulted in actionable insights, but none has provided the complete answer on how to reach
the market. Their experience underscores a critical fact that practitioners must recognize: that
the microenterprise market is a segmented market, and distinct segments may require different
products, services or outreach strategies.

Sectoral Analysis
Opportunity Fund has implemented several types of market research. In the organization’s
ﬁrst effort, staff members identiﬁed several sectors that appeared to be dominated by
microentrepreneurs and, in their experience, were likely to beneﬁt from Opportunity Fund’s
services. The sectors included day-care providers, massage therapists, landscaping ﬁrms and
small-scale contractors. Studying these sectors, it was hoped, would allow the organization to
13
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identify speciﬁc outreach strategies and market channels, and to create focused messaging
and reﬁned products for each. The research identiﬁed the greatest opportunities with day-care
providers and massage therapists. In both cases, market channels were few and clear (e.g., state
day-care licensing entities), and product adaptations were easy to design. In contrast, research and
pilot outreach revealed that landscapers and small contractors would be difﬁcult to reach, because
these sectors are more diffuse and the channels much less clear.

Behavioral Analysis
Opportunity Fund also employed behavioral analysis with the goal of achieving more depth in
current markets. Working in partnership with San Jose State University, the organization used
ethnographic research on a sample of successful clients to identify the “Ideal Client Proﬁle.” The
research identiﬁed a few key ingredients for success among this cohort: a deep willingness to
learn and the presence of a precipitating event that motivated an individual (such as job loss or
birth of a child). These factors often impelled clients to focus intently on growing their businesses
and challenged them to be less risk averse.
Opportunity Fund is now working to aggregate the information from both types of research
and to segment clients according to a number of factors — sector, income level, ethnographic
type and geographic location (commercial hub focus) — with a view to devising speciﬁc outreach
strategies around those segments.

Product Development Research
!##)/. .EW -EXICOs!RIZONAs#OLORADO CONDUCTED QUALITATIVE INTERVIEWS AND FOCUS GROUP RESEARCH
with clients and loan applicants to develop and pilot an “empowerment loan” designed to change
credit behaviors.14 The organization has also looked for inspiration to products offered by another
Academy member, Justine Petersen. ACCION USA contracted a market research company to
conduct focus groups with underbanked Hispanics. The aim was to test ﬁnancial education
curricula for building credit. The focus groups also informed the messaging for the advertising
campaign when the curriculum and loan product were launched.
ACCION USA marketing staff also conducted its own desk research and some informal focus
groups to develop the concepts for a green loan product, women-focused programming and
‘alternative ﬁnancial products’ programming for launch in 2010 and 2011. Additionally, ACCION
USA tapped a self-governing, all-volunteer group of young, New York professionals, called the
“The Microﬁnance Council,” to conduct more in-depth research in these particular areas.

Partner Research and Pilots
ACCION USA’s market research also explored potential market channels to reach more borrowers.
The goal was to identify for-proﬁt and nonproﬁt entities that could serve as marketing channels or
delivery agents for ACCION USA loans by tapping into its on-line platform. The organization used
the following criteria to identify potential partners: an organization’s ‘embeddedness’ in the local
community, the potential for volume given local demographics, and a similar or aligned vision
for reaching the small business community. The research led to three pilots, conducted more or
less simultaneously from 2006 to 2008. ACCION USA launched a co-branded loan product with
A LARGE 0UERTO 2ICAN BANK "ANCO 0OPULAR WORKED WITH FOR PROlT COMMERCIAL LOAN BROKERS AND
tested off-balance sheet partnerships with several different types of institutions.
Working through Banco Popular’s branch network of 200 locations accessible to a large
underbanked population and using bank employees as the local face of the program, ACCION
USA disbursed $1.3 million to 175 entrepreneurs. But, the long-term continuance of the
14
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partnership is challenged. Changes in program leadership at the bank because of several bank
restructures — and a steep recession, which hit prior to the one stateside — have impacted the
quality and quantity of referrals. Furthermore, ACCION USA has not been able to replicate this
model with other banks or credit unions at the same level on the mainland, and has concluded
that strong buy-in by bank leadership is necessary to develop this type of programming.
The market research also identiﬁed for-proﬁt commercial loan brokers as potential channels,
and ACCION USA’s pilot with this group has been more successful. Commercial brokers ﬁnd
ﬁnancing and perform other business consulting services for their local small business clients.
ACCION USA sought to screen, recruit and build a network of brokers who charged their
clients fair fees and offered good customer service. In 2008 and 2009, referrals from loan
brokers accounted for one-third of ACCION USA’s approved Internet loans. In the organization’s
experience, commercial loan brokers have tended to move fast, be nimble (easily trained on
new requirements), accept risk-based pricing (which has not been the case with some nonproﬁt
partners), have their own on-line presence (to serve clients nationally or regionally), and be
embedded in their local business communities. Based on this initial experience, ACCION USA is
now working with a smaller set of brokers with the potential for higher volume, and is providing
training on how to market and prescreen potential clients. Because this strategy depends on
maintaining strong relationships with the brokers, ACCION USA is also developing a new MIS
technology platform that can assist its loan ofﬁcers to manage these relationships efﬁciently.
Finally, ACCION USA’s research identiﬁed the potential of offering its underwriting services to
institutions that made their own loans and kept them on their own books. ACCION USA saw this
strategy as a way to learn about new markets, while earning some revenue. ACCION USA is paid a
fee for its services and does not bear the risk of loss. Two such agreements — one with a community
development credit union in New Orleans and the other with the Port Authority of New Jersey
through a program with the Environmental Protection Agency — have allowed ACCION USA to work
in speciﬁc local geographies (the Gulf region) and more deeply within a sector (short-haul truckers in
New Jersey/New York). Although it remains to be seen how these partnerships will contribute to scale,
the pilots have furthered ACCION USA’s understanding of different segments of the microenterprise
market and could be a revenue generation model beneﬁting its bottom line.
ACCION USA concluded from these initiatives that success requires partners with a similar
vision for scale and a deep level of local community engagement, leadership that is committed
for the long term, and reasonable incentives and beneﬁts that are advantageous to both parties.

Improving Marketing Messages and Increasing Public Awareness
To reach its goal of analyzing how best to reach more entrepreneurs and develop effective messaging,
ACCION New Mexico created a ‘visibility committee’ comprised of clients, board members, donors,
and community members with expertise in advertising, marketing and communications. Staff found
clients most helpful in developing messaging and with useful advertising placement. Others on the
committee helped develop billboard and placard campaigns and secure local television coverage.
Mountain BizWorks has decentralized its marketing, using its marketing manager to train each of
the organization’s regional managers to develop and implement local marketing plans. The manager
also spends time in each regional ofﬁce developing relationships and generating media attention,
with the goal of increasing awareness and coverage in 11 counties in addition to the Asheville area.
Other microlenders have tapped external marketing and public relations expertise, with
varying levels of success. Justine Petersen enlisted a Hispanic marketing ﬁrm to reach the lowincome Hispanic market, but found that its connections were with a more educated, professional
community than the organization’s desired target. Conversely, ACCION USA enlisted an outside
Hispanic public relations consultant, who has been successful in securing both local and national
media exposure with Spanish media outlets that are very popular among its target market.
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ACCION USA has also implemented Web 1.0 and 2.0 strategies15 to build awareness at
relatively low cost. Staff developed content-sharing partnerships with Univision.com and AOL
Latino (both among the most popular Spanish language Web sites in the U.S.) to increase referrals
and overall brand awareness as Internet use among Hispanics grows. Staff writes ﬁnancial
education articles and provides client story illustrations for the partner sites. Through this
work, the organization has increased its Web trafﬁc by 12 percent. In addition, a search engine
optimization consultant advises the staff regularly on key word rankings and strategy, optimizes
its Web content to ensure key word inclusion, and posts content on article directories. All of these
efforts are consistently and incrementally helping to build more trafﬁc on the Web site.
Opportunity Fund and ACCION USA are actively using social media strategies. Both have launched
blogs using volunteers or multiple staff members to produce regular content. Both are also currently
experimenting with YouTube, Facebook and Twitter accounts. ACCION USA has also developed a series
of podcasts of client stories, and ﬁnancial education segments geared toward both clients and donors.
Opportunity Fund and ACCION USA’s new partnership with Kiva, an international on-line personto-person microlending Web site, has also drawn potential clients and supporters. On launch day
in June 2009, ACCION USA’s Web site received more than 3,000 hits (as opposed to the normal
800) and received over 100 on-line loan applications. Opportunity Fund had a 500 percent increase
in inquiries, 300 percent coming from its target counties. Only a handful of these applications
or inquiries have, at this point, converted into loans. But, perhaps more signiﬁcantly, the Kiva
partnership is rapidly creating more general brand awareness for U.S. microenterprise. In less than
six months, the site has already generated approximately 14,000 distinct Kiva lenders funding U.S.
borrowers from these two organizations.
Finally, ACCION USA has also experimented with “cause marketing”16 in its evolving relationship
with Sam Adams (The Boston Brewing Co.). The two organizations created a co-branded marketing
campaign, Brewing the American Dream, to target microentrepreneurs in the food and beverage
industry. The strategy has shown potential in terms of both generating public relations and in
converting new clients.
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LESSONS FOR SCALE
These experiences suggest several lessons for microlenders and funders:
䡵 General market research (on potential numbers of microentrepreneurs, for example)
is too global to provide directional guidance to programs. Scaling programs need to
understand speciﬁc market segments and speciﬁc market channels.
䡵 Market research must be continuous. Each research effort will reveal insights or promising
paths to test, and testing will identify some winning approaches and some that are not fruitful.
Microlenders cannot expect that one research effort alone will produce the key to scale. So
market research needs to be seen as a necessary, ongoing function within the organization.
䡵 Market research needs to be done in tandem with pilot tests of the promising
strategies. The process should be iterative: research, testing and implementation of
POSITIVE RESULTS THEN MORE RESEARCH TESTING ETC
䡵 Microlenders should expect to use both staff and external resources to develop
effective research and marketing strategies. However, not all marketing professionals are
alike. It is important that expertise tapped has a deep understanding and connection to
the speciﬁc target markets the organization is trying to reach.
䡵 The challenge with new media is keeping content current and fresh to build a following.
Organizations looking to use Web 2.0 strategies need to make sure they have the
necessary staff resources in place to do so. While some emerging best practices suggest
a blog should have one viewpoint and writer posting one to two times per week, some
microlenders use several bloggers to make it more feasible for their stretched organizations.
䡵 Market research and marketing demand investments that are often difﬁcult to fund.
Yet, having these resources is essential to better understanding the microenterprise
market, and to increasing penetration to those who can beneﬁt from microloans
and other services. There is a role for funders in supporting these key, infrastructural
investments. There also may be an opportunity for microlenders to take better advantage
OF SCARCE RESOURCES THROUGH COLLABORATION 2ECENT SOCIAL MEDIA INITIATIVES EMPLOYED
by Scale Academy lenders have helped raise awareness of the ﬁeld and could prove
promising. Microlenders could also collaborate in developing tools for market research or
in joint research on market segments common across several geographies.
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Loan Products and Pricing
A microlender’s suite of loan products, and the prices it charges for those products, is obviously
a critical component of the scale-up process. For many years, the U.S. microenterprise industry
has talked about product differentiation and innovation as a key to scale. But, to what extent
does a broad set of differentiated products drive or support scale? Furthermore, it has been
assumed that as microlenders scale, the income earned from their lending activities can be used
to support future growth. However, this depends on the extent to which prices cover, and even
exceed, the costs of lending. What is the experience of the Scale Academy members with costs
and pricing?

Loan Products
Table 3 identiﬁes the loan products offered by the Scale Academy lenders in 2008 and 2009. It
indicates that the Scale Academy grantees have depended largely on a few core loan products to
scale up, growing their volume by increasing the market penetration of those products and/or by
deploying those products in new geographic markets. In fact, about 80 percent of the loans made
by these lenders in 2008 were their core microloan products (mostly term loans, some lines of
credit). Several also fueled portfolio growth, by increasing their loan limits (sometimes to include
small business loans up to $150,000 to $200,000) and thereby their average loan size. While
this latter strategy does not necessarily involve creating a new product, it requires building the
capacity to underwrite and manage more complex loans.
That scaling lenders are driving growth through a set of core products makes sense, as
focusing on a few key products allows for standardization that can drive increasing efﬁciency.
However, the fact that much of the growth in loan portfolios has come from core products does
not mean that these scaling microlenders have not engaged in new product development. In fact,
during the three years of the Scale Academy, the microlenders have created at least 12 new loan
products. The development of these products has been driven by several factors, including the
interests and requirements of funders and the extraordinary and changing market conditions that
began to emerge in 2008.
The experience of the Scale Academy microlenders raises an important question regarding
loan products: how do these organizations deﬁne their products, and, when is a product “new?”
The answer varies across the group. Since many funders require that their funds be segregated
or targeted in a speciﬁc manner, some lenders deﬁne their products according to funding source.
The addition of a new source results in a new “product,” even though the terms of the product
may not vary signiﬁcantly from the organization’s existing products, and it may not be marketed
to clients in a distinct way. Other lenders deﬁne or identify their products by target markets:
as “green loans,” or as loans targeted to a speciﬁc geographic market or demographic groups
(again, these often might also be linked to a particular funding source). Finally, at least one lender
deﬁned a product as “new” if it involved different terms (for example, with respect to interest rate
or underwriting criteria) from its existing products. The differences in how lenders deﬁne their
products are evident in Table 3.
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Table 3: Scale Academy Member Loan Products
PRODUCT NAME

PRODUCT DESCRIPTION

PRODUCT PRICING

!##)/. .EW -EXICOs!RIZONAs#OLORADO
Unsecured Credit
3TEP AND 3ECURED
#REDIT 3TEP

 UNSECURED AND SECURED CREDIT BUILDING
PRODUCT

5NSECURED  INTEREST RATE 
FEE ROLLED INTO LOAN  MONTH TERM

ACCION Connect
,OAN UNSECURED

Small $200 term loan targeted to a broader
MARKET NOT ONLY THIN FILE CLIENTS THAT CURRENTLY DO
NOT MEET SCORECARD REQUIREMENTS FOR A LARGER LOAN

5NSECURED  INTEREST RATE 
FEE ROLLED INTO LOAN  MONTH TERM

%MPOWERMENT ,OAN

 SECURED PRODUCT FOR THOSE WHO HAVE
OVERSPENT AND WOULD LIKE TO CORRECT CREDIT BEHAVIOR

3ECURED  INTEREST RATE  FEE
ROLLED INTO LOAN  MONTH TERM

4ERM ,OANS

   RANGE FOR STANDARD LOAN PRODUCTS

  INTEREST RATES
FEE   OF LOAN AMOUNT

,INES OF #REDIT

    3AME AS TERM LOANS WITH
INTEREST ONLY PAYMENTS FOR  MONTHS CAN BE
FULLY REVOLVING OR PAY DOWN

  INTEREST RATES
FEE   OF LOAN AMOUNT

'ENERAL ,OANS

6ARIETY OF LOANS THAT RANGE IN SIZE FROM
 n   FOR VARIOUS PURPOSES INCLUDING
BUILDING CREDIT VEHICLE PURCHASES STARTUPS AND
general business financing

&IXED INTEREST RATES OF  
CLOSING FEE OF   DEPENDING
ON LOAN SIZE

3ECURED ,OANS

,OANS FOR WHICH A THIRD PARTY PROVIDES 
cash collateral on the loan

&IXED INTEREST RATE OF  AND 
closing fee

+IVA ,OANS

,OANS OF   OR LESS FOR WHICH ENTREPRENEUR
IS WILLING TO HAVE HISHER PICTURE AND PROFILE
POSTED ON +IVAORG

&IXED INTEREST RATES OF  
closing fee waived for now

Abilities Fund

,OANS FOR ENTREPRENEURS WITH PHYSICAL OR OTHER
disabilities

&IXED INTEREST RATE OF  AND
 CLOSING FEE

5-%: ,OANS .9

,OANS FOR BUSINESSES OR RESIDENTS OF THE 5PPER
-ANHATTAN %MPOWERMENT :ONE

&IXED INTEREST RATES OF 
 CLOSING FEE OF  
DEPENDING ON SIZE

"%: ,OANS .9

,OANS FOR BUSINESSES OR RESIDENTS OF THE "RONX
%MPOWERMENT :ONE

&IXED INTEREST RATES OF 
 CLOSING FEE OF  
DEPENDING ON SIZE

'REEN #ART .9

,OANS FOR ENTREPRENEURS SEEKING TO FINANCE
their fresh fruit and vegetable cart

&IXED INTEREST RATES OF 
 CLOSING FEE OF  
DEPENDING ON SIZE

#!0 !CCESS .9

,OANS FOR ENTREPRENEURS WILLING TO PARTICIPATE IN
#ITYS #!0 !CCESS PROGRAM THESE LOANS CARRY A
 GUARANTEE

&IXED INTEREST RATE OF  CLOSING
FEE OF  AND SLIDING SCALE
GUARANTEE FEE OF 

SBA Microloan

4ERM LOAN WITH STRICT AMORTIZATION CAPPED BY
3"! SPREAD

)NTEREST RATES OF  
 LOAN ORIGINATION MO
servicing

CDFI Microloan

.ON TRADITIONAL AMORTIZATION OFTEN BALLOON

)NTEREST RATES OF   
ORIGINATION MO SERVICING

#REDIT "UILDER ,OAN

 LOAN TO ESTABLISH OR RE ESTABLISH CREDIT
REPAID MO FOR  MONTHS

$30 flat fee

#REDIT BUILDING LOANS

0ILOTING UNSECURED #", AND BUSINESS BUILDER
LOANS WHICH INCLUDE  DEPOSIT ON SECURED
CREDIT CARD &INANCED #REDIT BUILDING 3ERVICES
included

)NTEREST RATE OF 

*/,)

,OW INCOME BORROWER 4!.&%X OFFENDER 'OAL
OF JOB CREATION

)NTEREST RATE OF   LOAN
ORIGINATION MO SERVICING

ACCION USA

Justine Petersen
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PRODUCT NAME

PRODUCT DESCRIPTION

PRODUCT PRICING

Justine Petersen (continued)
'REEN ,OAN

3OCIALLY OR ENVIRONMENTALLY FRIENDLY BUSINESS

)NTEREST RATE OF   LOAN
ORIGINATION MO SERVICING

37)$!

,OCATED IN -ADISON OR 3T #LAIR #OUNTY STORE
FRONT OPERATIONS NOT HOME BASED BUSINESSES

)NTEREST RATE OF   LOAN
ORIGINATION MO SERVICING

4ERM ,OAN

5P TO FIVE YEAR TERM INTEREST ONLY PERIODS
geared to seasonal cash flow of business or at
FRONT END OF LOAN TO START UP BUSINESS

)NTEREST RATES OF  

,INE OF #REDIT

 MONTH FACILITY WITH INTEREST ONLY PAYMENTS
until maturity

)NTEREST RATES OF  

,INE OF #REDIT
"ORROWING "ASE

"ORROWING BASE GEARED TO A PERCENTAGE OF
eligible accounts receivable, base may include
PERCENTAGE OF FINISHED GOODS INVENTORY

)NTEREST RATES OF  

Short term loan

4ERMS SET AT MAXIMUM OF  MONTHS

)NTEREST RATE OF 

#REDIT "UILDER ,OANS

  OR   WITH LOANS UP TO   FOR
SPECIFIC INDUSTRIES LIKE FLEA MARKET NO 4!
MEETING WITH "USINESS !DVISOR MANY LOANS TO
PEOPLE WITH PART TIME BUSINESSES AND OUTSIDE
income

)NTEREST RATE OF  LOAN FEE
 

Microloan

3TANDARD LOAN PRODUCT     4!
MEETING WITH "USINESS !DVISOR REQUIRED

)NTEREST RATES OF  
,OAN FEE  

3MALL "USINESS ,OAN

,OAN PRODUCT FROM   UP TO  
4!MEETING WITH "USINESS !DVISOR REQUIRED
APPROVED BY LOAN COMMITTEE

)NTEREST RATES OF  
,OAN FEE 

$AY #ARE ,OANS

,OAN PRODUCT WITH SPECIAL RATES AND TAILORED 4!
FOR CHILD CARE PROVIDERS

)NTEREST RATE OF 

-OUNTAIN "IZ7ORKS

Opportunity Fund

Funder-Driven Product Development
Product development by the Scale Academy lenders has sometimes been driven by funders
interested in reaching a particular target population, often with speciﬁc product features or policy
goals in mind. For example, ACCION USA has created several products targeted at speciﬁc sectors
or neighborhoods in its New York market, driven by funders interested in a particular policy goal.
These include loan products for residents or businesses located in the Upper Manhattan and
"RONX %MPOWERMENT :ONES EACH OF WHICH CARRIES A REDUCED INTEREST RATE ITS h'REEN #ARTv LOAN
TARGETED AT FRESH FRUIT AND VEGETABLE VENDORS IN THE #ITY OF .EW 9ORK AND ITS PARTICIPATION IN THE
h4RUCK 2EPLACEMENT 0ROGRAMv AIMED AT SHORT HAUL TRUCKERS WORKING AT THE .EW 9ORK AND .EW
Jersey Port Authority sites.
New loan products that vary signiﬁcantly from a lender’s core offerings pose interesting questions
and challenges for microlenders interested in scale. On the one hand, these new products can attract
new funders, or help to retain a donor interested in a new twist on its giving to the organization.
In ACCION USA’s case, several of its new loan products brought new funders to the table at a time
WHEN THE ORGANIZATION HAD EXHAUSTED ITS CAPITAL AVAILABLE FOR LENDING IN THE .EW 9ORK MARKET
these new products provided capital that enabled it to continue to grow its portfolio. Funder-driven
products can also offer the opportunity to meet other important social objectives, such as supporting
environmental goals or reaching a particular group in need.
On the other hand, any distinctly different product will necessitate the development of new
capacities in the organization — be they new marketing strategies and efforts, new partnerships
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to reach new markets, perhaps new underwriting and risk management skills and policies, and of
course new reporting requirements. Building these capacities involves costs. The management and
administrative complexity that new products bring may detract from the standardization that leads to
greater efﬁciency, a key ingredient to achieving greater scale. In part for these reasons, ACCION New
-EXICOs!RIZONAs#OLORADOS SCALE STRATEGY HAS ALWAYS FOCUSED PRIMARILY ON GEOGRAPHIC EXPANSION
rather than new product development.

Market-Driven Product Development
Product development among the Scale Academy lenders has been driven by the market — or customers —
as well as by funders. The most signiﬁcant evolution in this area has been in the development of
credit-building loan products. Both market research and the economic recession revealed the fact that
many potential loan clients had poor, deteriorating or no credit proﬁles. This trend suggested to lenders
the need to add products that could help build or re-build credit, and that include ﬁnancial education
and other support for behavior change. To date, four of the Scale Academy lenders offer some type of
credit-builder or credit-step loan. One lender in particular has seen signiﬁcant uptake of its credit-builder
loans, which are building its overall microﬁnancing portfolio. And, although for the most part these are
not business (but rather consumer) loans, as is described in the section on ﬁnancial literacy and credit
building, these lenders are looking to connect these products more explicitly to their business loans.

Loan Pricing
Businesses typically base their prices on a combination of factors that include costs, competition,
AND POSITIONING 0RICING HAS BEEN A HIGHLY CHALLENGING ISSUE FOR MICROLENDERS IN GENERAL THIS
challenge holds true for the Scale Academy microlenders as well. The central issues lie in four
AREAS PRICING CONSTRAINTS IMPOSED BY FUNDERS A LACK OF GOOD MARKET DATA ON CUSTOMER RESPONSES
TO VARYING INTEREST RATES LIMITED INFORMATION ABOUT THE COSTS OF THEIR INDIVIDUAL LOAN PRODUCTS AND
varying values as to the extent to which microloans should be subsidized.
As Table 3 indicates, the interest rates charged by the lenders range from 5 percent to 18
PERCENT #LOSING FEES VARY SOME CHARGE mAT FEES THAT RANGE FROM  TO  TYPICALLY BASED
ON THE SIZE AND NATURE OF THE LOAN  OTHERS CHARGE A PERCENTAGE FEE THAT RANGES FROM  PERCENT
TO  PERCENT /NE OF THE LENDERS ALSO CHARGES A MONTHLY SERVICING FEE OF  THIS RELATES TO
the particular terms of its primary source of loan capital. Each of these lenders would agree that
these rates and fees reﬂect a pricing scheme that does not reﬂect their actual risks and costs of
lending. In 2008 the level of cost recovery for their microlending operations — which reﬂects
their operational costs, their cost of capital, and net loan losses — ranged from 13 percent to 31
percent across the ﬁve lenders. And, in fact, these lenders have seen cost recovery either decline
or remain ﬂat over the three years of participation in the Academy. This is due to a range of
factors, including growing loan losses brought on by the economic recession and increased costs
associated with expansion strategies. However, as described below, pricing is also a key factor
affecting the level of cost recovery.

Funding Streams and Pricing
Funding sources play a critical role in loan pricing, just as they do in the development of loan
products. The most inﬂuential funder in this light is the U.S. Small Business Administration’s Microloan
Program (MLP). Although the Microloan Program has provided important capital (and ﬁnancial support
for technical assistance) to many of the Scale Academy lenders, at least one lender has voiced the
concern that it is impossible to scale an organization by relying on Microloan capital. This is because
the margin between the costs of running the program and the revenues generated is simply too large,
and, therefore, as the portfolio grows, so does the amount of subsidy that the organization must raise
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annually.17 Under Microloan program guidelines, lenders can charge an interest rate not more than 8
percent greater than the cost at which they borrowed the funds. They are also limited in the fees that
they can charge to borrowers. Interestingly, because of these program requirements and others, until
late in 2009, only two of the ﬁve Scale Academy lenders had elected to participate in the Microloan
program. Two more have since elected to take part, due, in part, to the fact that the recession led to
constraints in other sources of loan fund capital and because the rates to borrow from the Microloan
program had dropped to almost zero. However, as a group, the lenders remain concerned about the
extent to which participation in the program will support their goal of scale.
Although — given its national scope — the MLP may be the most inﬂuential funder in regard to
pricing, other funders also inﬂuence the price of loans. Often local funders will provide capital that
is structured to “buy down” the interest rate charged to a targeted group of borrowers. ACCION
USA’s Empowerment Zone products ﬁt this model, as does Opportunity Fund’s Child-Care Loan. In
some cases the lower interest rates offered on these loans reﬂect the particular dimensions of the
TARGETED SECTOR IE THE LOW MARGINS IN THE CHILD CARE INDUSTRY  IN OTHERS THE FUNDERS ARE HOPING
to incentivize behaviors in which the entrepreneur might not otherwise engage.

Staff and Borrower Perceptions about Pricing
Beliefs about borrower and local market perceptions also inﬂuence pricing. Most of the Academy
lenders acknowledge, however, that these beliefs are not necessarily validated by or based on
market research, which, as discussed in the earlier section on market research, is often limited by
FUNDING CONSTRAINTS 2ATHER STAFF MEMBERS OFTEN BRING THEIR OWN PERCEPTIONS THAT CUSTOMERS WILL
resist certain interest rates. Several lenders note that staff members are often apologetic when
describing their rates and fees to potential clients — even though they are well below that charged
by other lenders to whom those individuals might have access (credit cards, payday lenders,
etc.). One lender noted, “When we are considering a new product, often one of the ﬁrst questions
raised by staff is ‘Can we ﬁnd a funder to buy down the interest rate?’” Another lender noted that
although they have made an explicit attempt to educate staff about the need to move toward
prices that are more reﬂective of their costs and risks, as staff turns over, the lender often ﬁnds the
need to revisit the issue, so it becomes an ongoing dialogue within the organization.
All of the Academy lenders acknowledge the need to better understand, and, in some cases,
to inﬂuence, their potential borrowers’ attitudes towards pricing. ACCION New Mexico noted
that the recent public discussions about predatory lending have cut two ways: on the one hand,
POTENTIAL BORROWERS ARE MORE AWARE OF THE DAMAGE THAT WORKING WITH THOSE LENDERS CAN CAUSE ON
the other, they are much more focused on interest rates charged by any lender. When its market
research revealed that potential customers were more sensitive to interest rate than the total cost
of borrowing, the organization moved to cover more of its costs through lending fees rather than
the interest rate. Mountain BizWorks uses its training programs to provide its clients with a much
more grounded understanding of the costs of capital.

Costs and Pricing
Prices should be linked to lending costs. Yet, here again there are challenges. Although most
lenders have a good handle on their total lending costs, they typically lack detailed information,
both on the costs associated with individual loan products, and with speciﬁc components of their
lending process. The former problem stems in part from their accounting systems: it takes time
and resources to create good cost-accounting systems, while also meeting funder requirements
to account for expenditures by source of funding. But, such information is essential not only for


!CCORDING TO THESE LENDERS TWO OTHER FACTORS HAVE ALSO LIMITED THE UTILITY OF THE -,0 TO ORGANIZATIONS SEEKING TO SCALE 4HESE
ARE THE DOLLAR LIMIT ON THE AMOUNT THAT CAN BE BORROWED UNDER THE PROGRAM ALTHOUGH THIS LIMIT WAS RAISED IN  AND THE
FACT THAT AN ORGANIZATION MUST RAISE A  PERCENT CASH LOAN LOSS RESERVE FOR EACH DOLLAR LENT
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pricing, but also for making informed decisions about whether new products are a net beneﬁt or
a net drain to the organization. Lenders would also beneﬁt from knowing the costs associated
with speciﬁc elements of their lending processes — such as the costs of marketing, underwriting,
collections, and so forth. As one Scale Academy lender put it:
“In every business that I know about, knowing what it costs to acquire a customer is a
fundamental piece of information; but we don’t know what it costs to acquire them, [nor]
what the beneﬁt is to keep them; whether it costs us a lot or a little, whether the longer we
keep them, the better off we are.”
Several Scale Academy lenders have moved to outsource parts of their lending process using
ACCION Texas’ Microloan Management Services (MMS™).18 This move will enable them to have a
more explicit sense of the costs of those elements of their lending process.
Although a better understanding of costs would help lenders to improve their pricing — and,
perhaps, lead many to raise their prices, if possible — most would agree that this understanding
would also support greater efﬁciency. Lenders do not want to pass inefﬁciencies on to the
borrowers, but rather want to develop as efﬁcient an operation as possible. For example, as
ACCION USA worked to unpack the costs of its lending process, staff learned that reducing
delinquencies was more beneﬁcial to the bottom line than making more loans, and that the
organization would earn more by improving the efﬁciency of its lending. This experience
reinforces the important point that achieving scale is not only about making more loans. The
organization found that in its overwhelming drive to make more loans, loan ofﬁcers were
spending hour after hour trying to make a loan, negotiating loan amounts with the underwriters,
assessing the right pricing — and then losing the loan. Since then, ACCION USA has revised its
statistical scorecard to have clearer underwriting guidelines, and required greater adherence to
the scorecard. This, in turn, has reduced those time expenditures and costs. Better knowledge
about costs has allowed ACCION USA to move toward an organizational structure in which the
prices it charges may come closer to the costs incurred in making loans.

Pricing and Subsidy
Conversations about loan pricing among the Scale Academy lenders also reveal the importance
of organizational values and perspectives regarding subsidy to decisions about pricing. Here
“subsidy” reﬂects the extent to which the costs of lending are borne by funders — either private
or public — versus the borrowers. Because none of these lenders is achieving break-even in
their lending operations, all require some level of subsidy. However, as they think about how to
approach setting prices, their values regarding the role of subsidy in microlending emerge.
In this conversation, all agreed that it is important to drive inefﬁciency out of the lending
process — that neither borrowers nor funders should bear those costs. On the other hand, there
were differences in thinking about whether, as inefﬁciencies are eliminated, programs should be
STRIVING TO BECOME SELF SUFlCIENT 2ATES AND FEES THAT FULLY COVER THE COSTS OF LENDING WOULD BE
higher than those paid by borrowers accessing traditional sources of capital, and some lenders
questioned whether it is fair for microenterprise loan clients, given their lower incomes, to pay
higher prices than those who are more afﬂuent. While some believed that some subsidy should
be provided, others noted that the argument for subsidy is less clear if one acknowledges that
MOST SUBSIDY IS lNANCED BY THE TAXPAYERS THAT CLIENTS AND FUNDERS ALSO PAY TAXES AND ALSO THAT
in some programs, clients also become donors. Even those disposed to more use of subsidy note
that it is important not to let the availability of subsidy lead to laziness in attacking potential
inefﬁciencies in the system.


4HE !##)/. 4EXAS -ICROLOAN -ANAGEMENT 3ERVICES USES CREDIT SCORING TO UNDERWRITE LOANS AND IS BASED ON ANALYSIS OF THE
LOAN PERFORMANCE OF THOUSANDS OF BORROWERS &OR MORE INFORMATION VISIT HTTPWWWACCIONTEXASORGMMSPHP )NTERNET
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Furthermore, raising subsidy requires the investment of resources by the lender.19 One
Academy lender noted that while fundraising activities were important in creating connections to
the local community, if they were able to divert resources invested in fundraising to marketing,
they might be able to substantially increase their volume — if the increase in prices required to
forego fundraising would not negatively impact demand. This discussion reinforces the earlier
point that better information about borrower sensitivity to pricing is essential to charting the
course to greater scale.

LESSONS FOR SCALE
The experiences of the Scale Academy lenders suggest the following lessons:
䡵 Advances in scale appear to result more from reaching new geographic markets
or greater market penetration with core loan products, rather than through the
development of new products.
䡵 However, product development can be both important and necessary in the scale
process — for meeting the needs of some new markets, for addressing the growing
need for credit-building products, and for responding to donor needs (which can,
in turn, open new markets and create new funders). Lenders engaging in product
development need to be clear about their reasons for launching new products and
understand the costs and benefits involved.
䡵 The operations of lenders seeking to scale are signiﬁcantly inﬂuenced by the multiple
requirements of the myriad funding sources they must access to build lending capital.
To meet these requirements, they often must develop “new” products, meet numerous
accounting and reporting requirements, and set speciﬁed prices.
䡵 Charging prices that more reﬂect the full costs of lending would facilitate the
movement to scale. To adjust their prices in this way, lenders must “unpack” their costs
of lending and also better understand and inﬂuence the price sensitivity of their clients
and funders. They should also understand how their pricing relates to their own values
regarding the use of subsidy. In addition, it would help if funders better understood the
implications of placing limits on the interest rates and fees charged by lenders.
䡵 Better cost-accounting systems would enable lenders both to improve pricing and to
make more informed decisions about the value of new loan products. This is another
area where a collective effort among lenders — in this case to develop cost accounting
systems — could be useful.


#LARA -ILLER OF THE .ONPROFIT &INANCE &UND NOTES THAT NONPROFIT ORGANIZATIONS TYPICALLY ENGAGE IN TWO LINES OF BUSINESS
THEIR CORE BUSINESS OF DELIVERING THE PRODUCTS AND SERVICES RELATED TO THEIR MISSION AND THEIR hSUBSIDY BUSINESS v WHICH IS THE
SET OF ACTIVITIES RELATED TO RAISING THE FUNDS REQUIRED TO SUSTAIN THEIR OPERATIONS 3EE #LARA -ILLER h4HE ,OOKING 'LASS 7ORLD OF
.ONPROFIT -ONEY -ANAGING IN &OR 0ROFITS 3HADOW 5NIVERSEv Nonprofit Quarterly  .O  3PRING  AVAILABLE FROM HTTP
WWWNONPROFITFINANCEFUNDORGDOCS,OOKING'LASS .01WEBSITEPDF )NTERNET
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Underwriting and Decisioning
As Scale Academy lenders have grown their portfolios, they have also adapted their underwriting
processes. What are the implications of these changes? The underwriting approaches used by the
Scale Academy microlenders are diverse and range along a continuum from ‘relationship-based’
to ‘transaction-based’ evaluation, with none falling on either extreme end of the spectrum.
2ELATIONSHIP BASED UNDERWRITING TENDS TO INCORPORATE MORE QUALITATIVE JUDGMENT AND HIGHER
levels of client interaction in decision-making. Transactional underwriting, on the other hand, uses
statistics — or quantiﬁed learning — to evaluate risk and is exempliﬁed by the use of scoring grids
or scorecards to arrive at the lending decision.
As microlenders have moved to incorporate elements of transactional analysis, they have
expressed concern with having to ‘give up’ a portion of their client-centric process. However, is
the move toward a transactional approach strictly zero-sum? If an organization is more heavily
relationship-based, does it mean it cannot increase its volume of clients? Conversely, if an
organization is more transaction-based, does it lose its ability to serve low-income entrepreneurs
effectively? The discussion below explores the adjustments to the underwriting process made by
Scale Academy lenders and how these have affected efﬁciency and the customer experience.20

Where are Scale Academy Lenders on the Spectrum?

/PPORTUNITY
Fund
Mountain
"IZ7ORKS

*USTINE
0ETERSEN

ACCION New
-EXICOs!RIZONAs
Colorado

ACCION
USA

42!.3!#4)/. "!3%$ ,%.$).'

2%,!4)/.3()0 "!3%$ ,%.$).'

The underwriting processes used by Scale Academy lenders fall on a continuum from completely
relationship-based to wholly transactional (see graphic below). Three lenders that use statistical
credit scorecards, which aim to be predictive of client risk, fall to the right of center, while the two
lenders that have yet to incorporate such automated processes, lie to various degrees on the left.21

Drivers of Change: What Causes Modiﬁcations
to the Decision-making Process?
Responses to Increased Demand
Microlenders that experience increased demand ﬁnd that their customary approaches do not
work. The ﬁnancial crisis and ensuing credit crunch increased Mountain BizWorks’ pipeline of
20

4HE EFFECTS ON DELINQUENCY WILL BE DISCUSSED IN THE SECTION ON RISK MANAGEMENT WHICH FOLLOWS
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/PPORTUNITY &UND HAS RECENTLY CONTRACTED WITH !##)/. 4EXAS TO USE THE -ICROLOAN -ANAGEMENT 3ERVICES AND BEGUN THE
SHIFT TO MORE TRANSACTIONAL UNDERWRITING
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applicants substantially. In response, the organization began to differentiate functions among
sales, pre-screening22, and application development, as well as underwriting and lending. Business
developers, assisted by resource specialists in each regional ofﬁce, are charged with responding
to inquiries, working with customers to understand their capital needs and informing them of
the organization’s loan requirements, and doing an initial “culling” to identify strong candidates.
This separation of responsibilities has allowed the loan ofﬁcers to focus their analytic skills on
applications that have a higher likelihood of being funded. This approach, in which multiple staff
members are involved with a client, supports Mountain BizWorks’ philosophy that the entire
organization, not just the loan ofﬁcer, should have responsibility for the loan. Staff believes the
approach also strengthens the relationship with the borrower.
Up until that time, the organization’s loan ofﬁcers (or business developers) had done not only
sales, but also a large portion of the underwriting process. Now that the organization is seeing
more applications, and applications from owners of larger businesses, who were previously
“banked,” management has begun to differentiate functions between their client-facing staff and
others, who now are taking the substantial role in underwriting.
!##)/. .EW -EXICOs!RIZONAs#OLORADO ANTICIPATED AN INCREASE IN DEMAND IN  AS THE
organization expanded its geographic service area to include Colorado and Arizona. The previous
two years were spent restructuring the organization to include the rigorous use of the Microloan
Management Services’23 credit scorecard for pre-evaluation and underwriting. This system not only
provided a more quantiﬁed analysis of loan applications, but also offered an on-line loan application
that would support remote staff. Yet, while the scorecard offers a more transactional approach
to loan analysis, over the whole of its lending process, ACCION New Mexico maintains a hightouch, hands-on approach to its engagement with customers. Loan ofﬁcers do a “pre-underwriting”
evaluation — including a site visit — that is an important part of the lending process. Loan ofﬁcers
also make quarterly site visits or calls to all clients with outstanding loans. Because the long-term
performance of the client is viewed as the responsibility of the loan ofﬁcer, his or her compensation
is tied to the loan’s performance over time.24
As Justine Petersen’s portfolio grew, and with higher scale goals in sight, the organization
adjusted its underwriting process to increase efﬁciency and eliminate duplicate work across
several staff people. Prior to February 2009, all loan applications were manually underwritten
by a committee of eight and then followed by a site visit by two underwriters (one being a
senior underwriter). In the new process, a single underwriter is responsible for collecting loan
documents, analyzing the loan, and making the site visit. Loan documents are then provided
to the compliance manager, a new position charged with ensuring that all aspects of the
underwriting process have been followed and that all documentation is complete. Subject to
this check by the compliance manager, loans of up to $35,000 can be underwritten by the loan
ofﬁcer. Although there were challenges as staff has adapted to this new underwriting model, it
has reduced turn-around time on loans by about two weeks. In addition, staff hopes that the
introduction of the compliance manager will also improve portfolio quality.
Along with reorganizing staff responsibilities, the organization also created a lending grid that
uses a point system to assess the strength of a loan, with the goal of reducing subjectivity in the
underwriting process. Finally, Justine Petersen has also created a separate ‘credit-building’ division,
which enables the microlending staff to move applicants with personal ﬁnance issues quickly into
credit-building services (which tend to be more relationship-based). With this change, staff has noted
22
0RE SCREENING IS DEFINED HERE AS THE INTERACTION WITH THE CLIENT TO DETERMINE PRELIMINARY ELIGIBILITY OFTEN BEFORE THE FORMAL
APPLICATION PROCESS
23
!S DISCUSSED ABOVE -ICROLOAN -ANAGEMENT 3ERVICES --3» IS A SERVICE OFFERED BY !##)/. 4EXAS &OR MORE INFORMATION
VISIT HTTPWWWACCIONTEXASORGMMSPHP )NTERNET
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COST SAVINGS AND INCREASED EFlCIENCY ON THE MICROLOAN SIDE AT THE SAME TIME THE USE OF A FEE FOR
service model for credit-building services has allowed for revenue generation in the new department.

Responses to Client Feedback
In client surveys conducted by ACCION USA, clients reported that a smoother loan process — with
less back and forth and more up-front messaging around what to expect — was more important to
their satisfaction than other factors, such as pricing. The organization has used a credit scorecardbased underwriting process to respond to that need. Similar to ACCION New Mexico, ACCION
USA still requires a certain level of upfront analysis by the loan ofﬁcer. However, the scorecard
has eliminated ambiguity around the amount of the loan that applicants qualify for and also more
quickly screens out clients who are not credit-ready. Earlier understanding of the allowable scope
of the loan has eliminated much of the back-and-forth “negotiation” between loan ofﬁcers and
underwriters that produced a negative impact on the client experience.
Justine Petersen’s changes in underwriting also have helped to speed up and provide more
clarity in the lending process, from a consumer point-of-view. Similarly, Mountain BizWorks created
an initial screening process for its sales staff with little lending experience, informally called the
“Go-No Go” process. The technique is designed to enable staff to interact professionally with the
customer, not frustrate the prospective borrower and stop the process early if a loan is not possible.
Prior to implementation of this screening process, prospective borrowers completed loan packages
that would not result in a loan. With coaching on how to conduct a good initial conversation and
collect a few key items of information, staff members now better relay borrowers’ prospects and
the organization has minimized the number of unsuccessful applications.

An Evolving Market: What is Lost or Gained
in the Move toward Transaction-Based Lending?
As microlenders have encountered more formerly “banked” clients among their applicants, the
question of client demand for relationship-based services has confronted microlenders. For
example, a senior lending ofﬁcer at ACCION USA noted that these new clients did not need as
much handholding as other applicants and were more interested in a clear and quick process
to get the funding they needed. The organization has been able to use its scorecard-based
underwriting to approve and disburse loans for strong candidates within ﬁve days.
The move to statistical scorecards has directly confronted two important tenets or beliefs within
the microenterprise industry. One of these assumptions is that solid relationships between the
microlender and the borrower strengthen the payment history. If that is the case, it follows that if a
portion of a relationship is eliminated, portfolio quality may suffer. As lenders move toward more
transactional underwriting practices, does this open up their portfolios to inherently more risk?
Both ACCION USA and ACCION New Mexico adopted a transactional underwriting model with the
understanding that the statistical scorecard is based upon the accumulated knowledge of relationshipbased microlending, and that the scorecard leverages that long-term knowledge to achieve a certain
level of predictability. The organizations are systematically building on past experience to achieve
greater efﬁciency. Credit grids — whether statistical scoring tools like those used by ACCION USA,
ACCION New Mexico and Opportunity Fund, or rating systems like that developed by Justine
Petersen — allow decisions to be applied systematically, regardless of which staff member is involved.
This allows a level of consistency in decision-making despite turnover in staff.
It must be noted that the use of a scorecard does not mean that the focus on relationships has
been abandoned. ACCION New Mexico has recently adopted policies that require all loan ofﬁcers to
touch base with their borrowers at least quarterly by phone, in the case of smaller loans, and through
site visits, in the case of larger loans. The goal is to not only maintain portfolio quality, but also to
increase client retention. And, as the section of this report on customer service indicates, ACCION

26

Dollars for Dreams: Scaling Microlending in the United States

USA is currently examining a number of methods for connecting with its clients in all phases of the
lending process.
Similarly, scorecards can be used in ways that enable organizations to take on the level of risk with
which they are comfortable, while hopefully better predicting and controlling that risk. ACCION USA has
set its scorecard such that the decisions it recommends are consistent with an overall level of risk that
has been set by the board of directors and reﬂected in the organization’s annual budgeting. In using the
Microloan Management Services scorecard, ACCION New Mexico has made two adaptations to its lending
process in order to ensure that it continues to serve the target market consistent with its mission. First, staff
members have created new loan products aimed speciﬁcally at applicants whose credit positions preclude
them from qualifying for its standard business loans.25 Second, as staff found that loans under $2,000
routinely “fell out” of the MMS™ scorecard, these loans are now fully underwritten by its loan ofﬁcers.
In the end, the question is not whether an organization uses relationship lending versus
TRANSACTIONAL LENDING 2ATHER AS MICROLENDERS SCALE THEIR OPERATIONS THEY MUST lND WAYS TO
make sound underwriting decisions more efﬁciently and apply their resources to those applicants
with the greatest chance of success. As the Scale Academy microlenders move forward, they
will continue to adjust their underwriting processes and consider when and where high-touch
produces the best results. Can organizations straddle being both relational and transactional? The
answer seems to be “yes,” as these organizations seek their identity somewhere between that of a
“boutique” bank and a credit card processor.

LESSONS FOR SCALE
The experiences of the Scale Academy lenders suggest the following lessons:
䡵 As they pursue scale, programs need to recognize that their traditional approach to
underwriting may not support their growth goals. Changes may be required to increase
organizational efﬁciency to address the demands of volume, as well as to increase client
satisfaction with the process.
䡵 Given the mounting stresses in a growing portfolio, incorporating some transactional
practices into underwriting seems to be a necessary part of the scale-up process. The
experiences of the lenders that have adopted these practices suggest that the changes
have contributed to increased customer satisfaction, some gains in efﬁciency and the cost
savings inherent in portfolio health.
䡵 The move to more transactional underwriting practices does not mean that the
relationship-based lending, which many in the ﬁeld see as a core asset of the industry,
has to disappear. Scale Academy lenders have been weighing the costs and beneﬁts
involved in adapting their processes, with a view to maintaining high-touch, relationshipbased processes where they produce the most value. This may be in early interactions
with those borrowers needing the greatest assistance in completing loan applications. It
may be in pre-screening, and, it may be once the loan has been made.
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Risk Management
In the three years since the launch of the Scale Academy, the economic environment changed
from being relatively stable to tremendously volatile. Some lenders were operating in areas that
WERE THE GROUND ZERO OF THE HOUSING CRISIS STILL OTHERS WERE IN PLACES HIT HARD BY UNEMPLOYMENT
and notably sharp declines in business revenue. Although microlenders have traditionally operated
in difﬁcult situations and often in local communities with intractable poverty, the macroeconomic
environment, and the ensuing uncertainty in ﬁnancial markets, had a ripple effect on many
organizations’ current and projected portfolios.
The challenges that emerged at the end of 2008 have yet to recede. Strains felt among
target populations, with ballooning debt levels and mortgage payments, are still evident. For
lenders with aggressive lending goals, the challenges are twofold. Despite increases in loan
applications, most Academy microlenders have difficulty finding clients who can, and should,
take on new debt. They also must divert staff resources from originations in order to maintain
the quality of their existing portfolios.
Portfolio quality issues may be related not only to the current economic crisis. For some, the
focus on growth that preceded this period may have resulted in a greater emphasis on production
and willingness to take risk than might have been warranted. The thinking, as one lender
expressed it, was, “If we are completely inﬂexible on one end of the spectrum, are we leaving deals
on the table?” Maintaining the correct balance between growth and risk demands vigilance and
constant recalibration. The current environment has exacerbated the dangers of an overemphasis
on scale, and precipitated a more rigorous approach to balancing growth and risk management.

A Look at the Trends
!T ITS CORE FINANCE IS ABOUT MANAGING RISK 2ISK MANAGEMENT IS DEFINED HERE AS THE PROCESS
of analyzing exposure to risk and determining how best to handle such exposure. Institutional
responses to risk include the establishment of specific structures (such as compliance and
collections functions), policies and procedures, and staff capacity to address risks throughout
the lending process.
One marker of the level of risk in a lending institution is its portfolio at risk, that is, the dollar
amount of the principal outstanding on all loans more than 30 days past due compared to the
total principal outstanding. The chart below illustrates the progression of portfolio at risk (greater
than 30 days) since the Scale Academy’s inception. The trend line presents a weighted average26
of the reported portfolio at risk for these ﬁve lenders at the end of their ﬁscal years from 2006 to
2009. Although the weighted portfolio at risk decreased from year-end 2008 to year-end 2009,
three of the ﬁve lenders had higher rates of portfolio at risk at year-end 2009 compared to the
previous year. In addition, three lenders had signiﬁcant spikes in delinquency in 2008, and the
weighted portfolio at risk was higher at year-end 2009 than at the starting point in 2006.



4HIS ILLUSTRATION USING A WEIGHTED AVERAGE TAKES INTO ACCOUNT THE PROPORTIONAL RELEVANCE OF EACH ORGANIZATIONS TOTAL
OUTSTANDING PORTFOLIO IN DOLLARS RATHER THAN THE SIMPLE AVERAGE OF EACH ORGANIZATIONS PERCENTAGE OF PORTFOLIO AT RISK
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The chart above illustrates a weighted average of portfolio at risk by outstanding portfolio
balance at each year’s end.27
Other measures of risk indicate that the terrain ahead remains difﬁcult. As of year-end 2009, four
of the ﬁve lenders also reported increases in their loan loss rates, and three reported increases in the
value of restructured loans, which they are monitoring closely. ACCION USA, for example, instituted
a “Hardship Program” targeting clients with speciﬁc circumstances, such as documented decreases in
sales activity and mortgage problems, for restructures. Whether this intervention will stabilize those
risky loans remains to be seen.

Establishing Internal Processes and
Controls in Preparation for Growth
The experiences of Scale Academy members during the past ﬁve years illustrate a commonality — that
signiﬁcant growth during a more intensive scale-up phase has been followed by portfolio challenges,
and a period of retrenchment focused on risk management and infrastructure investment. Despite this
common pattern, the Scale Academy lenders have had diverse experiences in the current economic
environment, due in part to differences in when they experienced rapid growth and when they
refocused their efforts in infrastructure development.
!##)/. .EW -EXICOs!RIZONAs#OLORADOS PERIOD OF INTENSE GROWTH WAS FROM  TO   A
period in which its outstanding portfolio nearly quadrupled to $8.5 million, and before the national
economy embarked on its downward spiral. At the peak of its growth, the organization experienced
declining portfolio quality and, as a result, chose to retrench lending to carefully evaluate infrastructure
and capacity to support future growth. In restructuring, staff developed meticulous internal controls
and collections measures, and refocused the job descriptions of the entire lending staff. They describe
the reorganization as a “return to basics mentality” with a focus on, for example, early intervention
and making many fewer, but solid loans. From 2006 to 2007, with these new measures in place, the
ORGANIZATION TURNED OVER ITS ENTIRE LENDING STAFF INSTITUTED TRAINING FOR NEWLY RECRUITED LENDERS TO BOLSTER
ITS NEW PROCEDURES SEE THE EXAMPLE OF MOTIVATIONAL INTERVIEWING TECHNIQUE DESCRIBED BELOW  SHIFTED
TO THE -ICROLOAN -ANAGEMENT 3ERVICES PLATFORM TO SUPPORT UNDERWRITING AND INCREASED THE RIGOR OF ITS


.OTE THAT FOR  YEAR END DATA LOANS OVER   ARE INCLUDED IN THE OUTSTANDING PORTFOLIO FIGURES FOR FOUR OF FIVE 3CALE
!CADEMY LENDERS
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portfolio analysis. The organization also reinstituted its historically rigorous focus on collections, with
the collections process starting at day one in arrears. As ACCION New Mexico began to scale once
again in 2008 through its geographic expansion to Arizona and Colorado, it seemed to be prepared
to face the more challenging economic environment that lay ahead. Indeed, portfolio at risk remained
steady in the 5 percent to 6 percent range from 2006 to 2009, even with signiﬁcant growth in
outstanding portfolio in 2008 and 2009.
In contrast, ACCION USA grew rapidly in 2006 and 2007, experiencing its fastest growth in markets
like Atlanta and Miami. Growth in these markets happened during a time of tremendous uptick in easy
consumer credit, and it was in these areas that the recession and housing crisis ultimately hit hard. In
2006 and 2007, ACCION USA’s investment was focused primarily on growth, and not sufﬁciently on
the types of risk management procedures and stafﬁng that might have positioned the organization to
stay on top of the challenges created by the crises. To make things more complex, the organization
underwent a merger in mid-2008 (ACCION USA merged with ACCION New York), and it has taken
time for the organization to align its risk management procedures and stafﬁng. In 2008 and 2009,
the organization executed a rigorous refocus on collection procedures and appropriate stafﬁng, and
introduced an improved credit scorecard with a risk level threshold set by its board of directors.28 It is
now beginning to see the fruits of these changes in the form of improved levels of risk.
Both organizations remain ever-vigilant even with these strong measures in place, especially
with relatively newly disbursed segments of their loan portfolios. Although their efforts to refocus on
risk management happened at different times, these two organizations employed some common
approaches. Both have strengthened their portfolio analysis by creating tools that provide an accurate
AND MUCH MORE DETAILED SNAPSHOT OF RISK !##)/. .EW -EXICO USES A ,OAN 2ISK 2ATING 2EPORT BASED
on variables such as payment activity and client contact, to categorize loans according to four levels
of risk. ACCION USA has created Vintage Charts that graphically illustrate the performance of the loan
portfolio by the year in which the loans were made. Both tools help the organization to anticipate
future performance and deploy collection efforts at points of maximum impact and also provide a
clear basis for calculating loan loss allowances.
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This sample vintage chart is for illustration purposes only and does not contain any organization’s portfolio
data. The above example illustrates write-offs by month, broken out by year originated, as a percentage of
portfolio written-off. The steeper the curve, the faster loans originated in that year were written-off. Similar
vintage charts could also be broken out by, for example, delinquency level, industry and geography.


4HE SCORING MODEL ALLOWS !##)/. 53! TO SET ITS RISK THRESHOLD OR THE LEVEL OF PORTFOLIO AT RISK THEREBY MAKING IT MORE OR
LESS STRINGENT IN ITS SCREENING OF POTENTIAL CUSTOMERS
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Similarly, as described in the previous section, both organizations have used credit
scorecards — one developed by the organization, one contracted from an external source — that
bring increased statistical rigor to their underwriting processes. Although these scorecards are
not the sole basis for underwriting decisions, they tell an organization how similar loans have
performed in the past. To date, both organizations are pleased with how use of the scorecard has
supported portfolio performance.
In refocusing on risk management, ACCION New Mexico also implemented new controls in its
lending process, using an approach similar to one used by Justine Petersen. Both organizations
have controllers or external auditors who review their loan documentation to ensure its
completeness and compliance with their underwriting standards. These controls support risk
management even as the portfolio grows.
Although other Scale Academy lenders have not undergone the intensive restructuring of their
risk management processes undertaken by ACCION USA and ACCION New Mexico, each has also
become more proactive in analyzing and managing risk. Opportunity Fund is using Vintage Charts
to track the performance of its portfolio and has adjusted its underwriting criteria to mitigate risk
in several areas. It has also just moved onto the ACCION Texas Microloan Management Services
underwriting platform. On the collections side, the organization has instituted a high-touch “call
night” to get ahead of the curve with problem loans. Mountain BizWorks uses a risk rating system
RANGING FROM  TO  TO DETERMINE THE AMOUNT OF LOSS RESERVES REQUIRED FOR EACH LOAN A QUARTERLY
REVIEW OF CONCENTRATION RISK IN SPECIlC INDUSTRIES AND A ,OAN #OLLATERAL 2EPORT TO MANAGE COLLATERAL
positions and enhance its loan monitoring process. And, based on analysis of its loan portfolio,
Justine Petersen has intensiﬁed its targeting to smaller loans, which have performed better in recent
times, and has increased collateralization of larger loans, as these have been more problematic.

Client Services as a Risk Management Strategy
Another strategy Scale Academy microlenders have employed has been to offer additional client
services, particularly in the form of mentorships and increased one-on-one counseling. However,
with growing portfolios comes tension around the mounting costs of keeping those services.
ACCION New Mexico links clients with volunteer mentors as a form of delinquency
management. The organization has many volunteers with particular expertise, such as receivables
management, who have worked intensively with clients to bring them up to date. In addition
to the recovery of dollars, many of these cases also involve saving the client relationship. Staff
expects that the goodwill built between the organization and the client will have a long-term
impact on the health of the portfolio.
Similarly, Mountain BizWorks has used paid coaches and trainers who work intensively with
clients. As the organization has grown, so have the costs of this approach, and staff is now
assessing the overall sustainability of the paid services model. Although its approach is similarly
intensive, ACCION New Mexico has been able to reduce costs through the inclusion of volunteers.

Building Staff Capacity in Risk Management
ACCION New Mexico’s very hands-on approach to risk management includes motivational
interviewing with clients and a counseling approach drawn from the ﬁeld of psychotherapy
that is designed to elicit behavioral change in clients by drawing on their own intrinsic values
and goals.29 The interviewing technique is used with clients who have shown early signs of
delinquency, and the idea is to bolster the relationship through heavy early interaction. As part


&OR MORE ON MOTIVATIONAL INTERVIEWING SEE 3TEPHEN 2OLLNICK AND 7ILLIAM 2 -ILLER What is MI? at Motivational Interviewing:
2ESOURCES FOR #LINICIANS 2ESEARCHERS AND 4RAINERS AVAILABLE FROM HTTPWWWMOTIVATIONALINTERVIEWORGCLINICALWHATISMI
HTML ACCESSED &EBRUARY  
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of the collections process, staff members — who have been trained in this technique — also offer
INDIVIDUALIZED CREDIT EVALUATIONS COACH CLIENTS ON HOW TO COLLECT RECEIVABLES AND EVEN PROVIDE
advice on how to approach difﬁcult business situations, such as a dispute with a partner or family
member, if this issue is germane to the business’ success.
To complement this staff training, ACCION New Mexico developed an incentive system for loan
ofﬁcers that values both production and loan quality. A loan ofﬁcer’s total pay depends on her
ability to achieve monthly lending targets and to make good quality loans. This comprehensive
system has served to create a sales culture within the lending staff that focuses strongly on the
maintenance of client relationships.
Like many small- and medium-size lenders, Mountain BizWorks’ lending staff has
traditionally focused on risk management. As the organization’s portfolio has grown, it now
is looking to hire an additional staff member with more speciﬁc training in collections to
strengthen its overall operations.

LESSONS FOR SCALE
The experiences of the Scale Academy lenders suggest the following key lessons
in risk management:
䡵 Clear, consistently applied policies, and skilled lending and collections staff, create the
infrastructure needed to weather some of the most challenging economic environments
and to position organizations for healthy growth.
䡵 Key elements of this infrastructure include:
` Policies, tools and procedures that ensure that lending decisions are made on the
basis of appropriate risk and that build on an organization’s learning from past
portfolio performance.
` The structure and capacity to instill quality control during the loan review process,
and effectively monitor the portfolio (using tools or controls that recognize early
indicators of risk).
` Lending and collections staff with training and incentives that support early
intervention with risky clients.
䡵 Vigilance is ever important in periods of rapid advances in scale, as growth can often
mask emerging delinquency issues. Trying economic circumstances also exacerbate
underlying weaknesses in an organization’s risk management infrastructure. As one
lender noted, “Our borrowers have no shock absorbers.” How organizations respond
during times of crisis is critical to the impact on the loan portfolio.
䡵 The relationship between the client and the program is crucial to managing risk in
the long term. Scale Academy lenders developed and sustained this relationship in a
variety of ways — through training, coaching and interviewing techniques — all of which
are high-touch and carry costs. Programs need to assess carefully the costs and beneﬁts
of such strategies in terms of risk mitigation and their other goals in order to build a
sustainable model.
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Customer Service and the
Customer Experience
How do customer service and an understanding of the customer experience support the move to scale?
As previous sections of this report have discussed, reaching larger scale requires that organizations
achieve greater standardization and efﬁciency, in some cases by moving to a more transaction-based
underwriting model. At the same time, client referrals and returning borrowers are two of the most
cost-effective means of building a portfolio, and strong client relationships support portfolio quality, so
building a strong customer experience is critical to achieving the right balance between growth and risk.
As Scale Academy microlenders have sought to enhance the customer experience while moving
to greater standardization, they have found that the solution may lie, at least in part, in becoming
more customer-centric — in other words, in identifying new ways to understand and meet the
needs of their customers. This often requires creating new opportunities to interact with customers
to solicit input and feedback, so that processes, products and services can be built around their
real, expressed needs rather than around long-held perceptions about what they may want. It
also involves developing more systematic approaches for monitoring and improving the customer
experience, and using technology to support additional quality “touches” to the customer.

Standardization and Customer Service
One of the central questions faced by microlenders seeking to scale is when and how to alter
their relationship-based lending model in the drive to serve more customers. For most communitybased lenders, the move to a more standardized, transaction-based model is fraught with
emotion, as it seems to ﬂy at the core of their mission: to provide access to capital in a manner
that truly supports the individual entrepreneur and his/her business.
Yet interestingly, some Scale Academy lenders have found that streamlining and standardizing
the loan transaction can actually improve the customer’s experience. As discussed in the section
on underwriting, customer surveys conducted by ACCION USA found that in their lending process,
customers valued a smoother process and better information up front about what kind of loan
they could expect more than they valued price. The addition of a scoring tool that provides more
analysis up front helps to provide that clarity to the customer.
)N FACT BOTH !##)/. .EW -EXICOs!RIZONAs#OLORADO AND !##)/. 53! HAVE FOUND THAT
implementing a credit-scoring model has increased satisfaction, because it has reduced
turnaround time to a certain extent (especially in the initial phase of an application) and resulted
in a more straightforward process. Both organizations say this clarity also improves their
relationships with partners who receive clearer information as to whether their clients will qualify
for and receive a loan. Greater clarity helps support internal staff relations as well, as individuals
in different departments can have consistent understanding and expectations regarding loan
policies and decisions.

Building Information and “Customer Touches”
Often in microenterprise organizations, discussion around client needs tends toward the
anecdotal. However, as in the areas of underwriting and marketing, the key is to move from
intuition and anecdote to rigor by taking steps to solicit direct feedback from clients. A number of
Scale Academy lenders have moved in this direction. Speciﬁcally:
` ACCION USA has implemented bi-monthly surveys of those who withdraw from the loan
process and those to whom loans are disbursed. The surveys gather information on the
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clients’ experience with the loan process and have informed the messaging on ACCION USA’s
Web site, its printed materials and the rationale behind its scorecard.
` !##)/. .EW -EXICOs!RIZONAs#OLORADO SURVEYED   OF ITS FORMER CLIENTS WITH THE GOAL
of gleaning information that could lead to greater client retention. The organization also
instituted, in 2010, new staff measures for customer care and contact.
` Opportunity Fund seeks feedback on its loan process through on-line surveys conducted
midway in the application process. However, response to these surveys has been relatively
low, particularly among those who fell out of the process. The organization also surveys
customers at loan disbursement and has received a stronger response rate for this effort.
The creation of “purposeful touches” is another essential element of the customer relationship,
and, as organizations scale, they must rethink how to achieve these touches in a widespread manner.
Mountain BizWorks, with a small portfolio relative to the other Scale Academy lenders, uses site visits
to keep in touch with its borrowers. In an effort to ensure that the visits were meaningful interactions,
the organization implemented additional staff training on client site visits. On a larger scale, Mountain
BizWorks’ membership program — which is open to all its clients and is required among all current
borrowers — is speciﬁcally structured to provide eight different potential client touches, each designed
to provide relevant content to members. ACCION New Mexico also requires regular contact with
borrowers. Because of the relatively large number of clients carried by its loan ofﬁcers, the organization
requires quarterly visits to all larger loan customers and quarterly calls to borrowers with smaller loans.
One of the primary precepts behind good customer service is that committed and satisﬁed
employees will provide higher-quality service to customers. Opportunity Fund’s approach to
customer service begins with a strong focus on hiring only individuals committed to its targeted
customer base. However, as its portfolio has grown, the organization has learned that it must ﬁnd
ways to “touch” customers that do not depend on one-to-one contact. It has now moved to use
technology to massify touches by, for example, sending text messages to support its billing and
collections efforts. ACCION USA is taking a similar technology-based approach as it revamps its online application. Its goal is to ensure that customers who fall out of the scoring model due to credit
challenges automatically receive feedback and more information about the reasons for their decline,
as well as tailored ﬁnancial literacy content that can assist them to improve their credit position and
move toward a successful future application.
In an effort to deal with a signiﬁcantly increased volume of inquiries, generated in part
as a result of its participation with Kiva, ACCION USA has also moved to an interactive voice
RECOGNITION SYSTEM )62 TO HANDLE INITIAL CUSTOMER INQUIRIES 4HE SYSTEM HAS THE ADVANTAGE
of ensuring that customers receive some initial loan product information at the time of their
inquiry, without having to wait for a staff member to return their call. However, the organization
is aware that there is a potential downside to having a voice recording be the customer’s ﬁrst
interaction with the organization. At present, it is collecting and analyzing customer response
data to determine whether and how to continue with the system.

A Deliberate and Systematic Approach
An underlying theme of the Scale Academy lenders’ work is that moving to scale requires a
more deliberate and systematic approach to customer service. The previous section of this report
discussed how lenders have altered their structure and stafﬁng to support greater volume. But, as
organizations take on more staff, there is more opportunity for ambiguity and lack of clarity both
among staff and between staff and clients. This then drives the need to focus on the customer.
As the largest of the Scale Academy lenders, it is perhaps not surprising that ACCION USA
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has taken the most deliberate and comprehensive approach to the issue of customer service and
customer experience. In the past year, ACCION USA has launched a comprehensive review and
initiative, with the goal of becoming a more customer-centric organization. This effort includes a
number of components, such as:
` Creating a cross-department staff team charged with leading and monitoring
THE INITIATIVE
` Holding a day-long, all-staff training and retreat on customer service, led by an
EXTERNAL CONSULTANT
` Using the retreat to develop department-by-department workplans for improving
CUSTOMER SERVICE
` Creating new tools for monitoring customer experiences, including new survey tools
AND A FORMAL COMPLAINT LOG
` Ensuring that each employee’s annual goals include at least one goal related to
CUSTOMER SERVICE AND
` Identifying ways to add value to all customer interactions, such as by incorporating
its ﬁnancial education content into billing notices.
These steps are all part of a concerted, year-long initiative. Ultimately, however, management
recognizes that moving to a more customer-centric approach requires a culture shift that will
emerge and must be supported over the long term.
As one of the fastest growing lenders in the Scale Academy, ACCION New Mexico has also
recognized the importance of customer service. In past years, the organization has used monthly team
meetings to analyze how well it is meeting customer needs and how processes and practices can
be improved. Management has also used the process of participating in New Mexico’s “Best Places
to Work” competition to take a deliberate look at employee satisfaction, which they believe has, in
turn, strengthened the customer experience. ACCION New Mexico’s leadership also notes that, as its
operations and portfolio continue to grow, they will need to systematize further its process of monitoring
and improving its customers’ experiences. As such, in 2010, the organization will place a strong emphasis
on the customer experience, taking an approach similar to that being implemented by ACCION USA.
This process began in February of 2010 with an all-staff retreat focused on customer service.

LESSONS FOR SCALE
These experiences with customer service suggest the following lessons:
䡵 As microlenders look to increase their scale, they must take a more rigorous and
systematic approach to understanding and building a strong customer experience.
䡵 Tools such as periodic customer surveys (both on-line and telephone) and complaint
logs can generate data to supplement anecdotal information gleaned from direct client
interactions and staff intuition.
䡵 Committed employees give better customer service, so processes aimed at improving
employee satisfaction should be part of a focused customer-service process.
䡵 Although technology and standardization may seem to be poor substitutes for direct
client contact, used properly they can enhance the customer experience by reducing
response time, providing greater clarity and increasing the number of “customer touches.”
The key is to monitor customer response to these new approaches.
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Connecting Lending to Financial
Education and Credit Building
Financial education and credit-building services have been a somewhat unexpected area of focus
among the Scale Academy lenders. Four of the ﬁve Scale Academy microlenders offer some form
of these services, although the members view them differently. At one end of the continuum are
ORGANIZATIONS THAT SEE THESE SERVICES AS CENTRAL TO THEIR INSTITUTIONAL MISSION AT THE OTHER ARE THOSE
who offer them as components of a particular product or service. And, the extent to which these
products and services are integrated with an organization’s core lending products has varied,
although several are working to make the link more intentional. In developing ﬁnancial education
products, some lenders have developed their own content, while others have used pieces of readily
available curricula. All seek to better understand the costs and beneﬁts of these services and assume
that the beneﬁts will accrue both to their clients, in terms of improved credit scores and overall
ﬁnancial skills, and to their lending efforts, in terms of stronger loan applicants and, ultimately, more
loans. But, is that reasoning correct? What does the experience of these lenders say about the link
between ﬁnancial education, credit building and scale in microlending? This section describes the
products offered by the Scale Academy lenders and the answers to the above questions.

Products and Services
The table below illustrates the varied approaches to ﬁnancial literacy and the loan products
offered to support credit building.
Table 4: #REDIT "UILDING AND &INANCIAL ,ITERACY 0RODUCTS AND 3ERVICES
0RODUCT3ERVICE .AME

0RODUCT3ERVICE $ESCRIPTION

3TILL /FFERING
-ARKETING
9.

 OF 0ARTICIPANTS OR
,OANS 9% 

!##)/. .EW -EXICOs!RIZONAs#OLORADO
%MPOWERMENT ,OAN
0RODUCT

Small term loan for those with challenged
CREDIT HISTORIES BUT MOTIVATION TO REPAIR
AND SUCCEED INCLUDES SMALL AMOUNT OF
credit for six to nine months, a mentor,
AND A REQUIREMENT FOR TWO CLASSES IN
financial literacy or credit counseling
BASED ON THE CLIENT MENTORS TRAINED
in change behavior — Motivational
)NTERVIEWING 4ECHNIQUES  MEET WITH
client monthly

No



7ORKSHOPS ON
&INANCIAL 7ELL "EING

-ONTHLY WORKSHOPS ON VARIOUS AREAS
of business — understanding credit,
customer service, cash flow management,
UNDERSTANDING FINANCING OPTIONS

9ES

/FFERED MONTHLY
AVERAGE PARTICIPATION
  PEOPLE

-ENTORSHIP PROGRAM

/NE ON ONE MENTORSHIP WITH EITHER
A GENERAL MENTOR OR A SPECIALIST THAT
meets with the client on a regular basis
TO DISCUSS THEIR BUSINESSTHERE IS A
MENTORSHIP COORDINATOR

9ES

  CURRENTLY
OPEN  COMPLETED
does not include
mentored
EMPOWERMENT LOAN
above

ACCION Connect
and ACCION Credit
3TEP LOANS

Small $200 term loans to clients with thin
CREDIT FILES OR THOSE WHO SHOW POTENTIAL
but do not meet current scorecard
REQUIREMENTS REQUIRES MINIMUM
documentation

9ES

14
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0RODUCT3ERVICE .AME

0RODUCT3ERVICE $ESCRIPTION

3TILL /FFERING
-ARKETING
9.

 OF 0ARTICIPANTS OR
,OANS 9% 

ACCION USA
/N LINE &INANCIAL
%DUCATION RESOURCES

7EBINARS /N LINE WORKSHOPS FEATURING
Business Survival Strategies Curriculum
&INANCIAL %DUCATION 3ECTION ON 7EB
SITE INCLUDES TIPS PODCASTS WORKSHOP
calendar, directory of other training
PROVIDERS

9ES

7EBINARS 
PARTICIPANTS
7EB SITE  
PAGE VIEWS FOR
financial education
section

&INANCIAL %DUCATION
7ORKSHOPS AND
)NDIVIDUAL 4RAINING
Sessions

/RGANIZED IN TANDEM WITH COMMUNITY
PARTNERS FEATURING A VARIETY OF TOPICS AND
OFFERED IN MULTIPLE LANGUAGES

9ES

  WORKSHOP
PARTICIPANTS
302 individual
sessions
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9ES

23 loans

Justine Petersen
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As the table indicates, Academy microlenders have developed educational and counseling
products, and in many instances, combined them with ﬁnancial products (an IDA, a “personal
empowerment loan,” or a credit-building loan). These products and services have expanded target
MARKETS BY REACHING THOSE NEEDING BASIC lNANCIAL LITERACY OR HELP IN BUILDING ANDOR REPAIRING CREDIT
BUILT THEIR SKILLS AND IMPROVED THEIR CREDIT TESTED THE PERFORMANCE OF SOME BORROWERS AND RECRUITED
individuals who might be future microenterprise loan borrowers. Microlenders have found value in
adding these services, because they meet a critical need among their clients and among a much
larger, unbanked and underbanked market, which includes business owners and non-owners alike.

Expanding markets
Lenders have used both education and ﬁnancing products to reach new markets. For example, in
2008, ACCION USA launched a “Build Your Credit” campaign comprised of community seminars,
one-on-one technical assistance and small personal loans for credit-building purposes that attracted a
wider, especially immigrant-based clientele. The organization has also incorporated ﬁnancial literacy
content into its Web strategy, and the number of hits and on-line visibility increased as a result.
!##)/. .EW -EXICOs!RIZONAs#OLORADO LAUNCHED A SMALL h%MPOWERMENT ,OANv PRODUCT FOR
applicants with challenged credit histories who would not qualify for the organization’s regular
microloan. The loans were designed for those who were motivated to make substantive behavioral
changes in their approach to credit. In addition to providing a small amount of capital, ACCION
New Mexico assigned mentors who used “motivational interviewing techniques” and provided
credit counseling to the participants. The organization saw the product as a way to ﬁll a critical
community need, given the sharp decline in credit quality observed among applicants. However,
after experiencing repayment and ongoing participation challenges among the clients, ACCION
New Mexico determined that it was too difﬁcult to work with this market. It is now focusing on
individuals with thin credit ﬁles, using a newly launched $200 Credit Step loan to help improve their
credit scores and prepare them for microloans.

Building Skills and Scores
Justine Petersen directly offers three different credit-building products that combine education
and microﬁnancing. Staff considers credit building to be at the heart of the organization’s mission
and, therefore, assesses and educates all clients about their credit status and matches them with
ﬁnancing tools that can most quickly improve their score and increase their eligibility for business
loans. In 2009, the organization’s credit-building loan portfolio grew signiﬁcantly, demonstrating
both the importance of this service in Justine Petersen’s program and its value to its clients.
In addition, in mid-2009, the organization introduced a fourth product — a secured credit card,
offered in partnership with Citi/Banamex — that enables users to improve their credit score and
graduate to a regular credit card in one year, after participating in tailored credit education with Justine
Petersen and demonstrating good repayment performance with Citi/Banamex. The secured credit card
assists not only those without a credit history, but also those needing to re-establish credit because of
past blemishes. Introduction of the card seems timely given that the availability of secured credit cards
at a reasonable rate, for the underbanked market, has been curtailed with the tight credit markets. The
organization has seen that the card is the most competitive product of its type in the St. Louis market,
and it also generates modest fee income from the bank. The card is paired, in most cases, with one or
more of Justine Petersen’s credit-building term loans, which allows participants to more quickly build
or rebuild a credit score. As of this writing, the organization has helped distribute more than 145 cards
and 219 credit-builder loans.
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Generating New Microloan Borrowers
Although these products and services have broadened markets (and in some cases, mission) and
expanded the range of microﬁnance products offered, Scale Academy microlenders have learned that
ﬁnancial literacy and credit-building products do not necessarily produce more microloans — unless
they are designed to explicitly attract aspiring entrepreneurs, or a clear pipeline is developed to their
microloan products.
ACCION USA, for example, found that, although there was some degree of crossover between
its “Build Your Credit” campaign and its microloan program, the curricula was more oriented
to personal ﬁnance and personal credit issues. The organization made the decision to focus
speciﬁcally on ﬁnancial education for small businesses. Staff re-engineered outreach efforts to
focus on attracting more businesses and adjusted training content to focus more heavily on
business credit challenges and management issues (i.e., business survival strategies). ACCION USA
now sees this effort as providing ‘value-added’ services for its small business clients.
Both Justine Petersen and Opportunity Fund also offer Individual Development Account
programs that combine matched savings and ﬁnancial education to savers, whose goals include
education, home ownership and business ownership.30 However, in contrast to Justine Petersen,
Opportunity Fund found little crossover between the participants in its IDA business saver
program and its loan program. The organization has recently added a ‘business advisor’ position
to support the IDA program and is screening potential business participants more closely. Staff
hopes that these changes will build more synergies with, and movement into, the microloan
program. Finally, both ACCION New Mexico and Justine Petersen have recently launched their
respective “ACCION Credit Step Loan” and “Business Builder Loan,” each of which blend personal
credit counseling with a very small loan as the ﬁrst step to building a business.

Assessing Costs and Beneﬁts
Just as the approaches the Scale Academy microlenders take to ﬁnancial education and credit
building differ, so too do their assessments of the costs and beneﬁts of these services. As
discussed above, Justine Petersen values these services in their own right, and their resonance
with Justine Petersen’s market is demonstrated by the demand the organization has experienced
this past year.
ACCION USA has identiﬁed other beneﬁts. Financial education programs have engaged new
funders that were solely interested in the ﬁnancial education component of its program. Staff has
also seen waning funders re-engage with the ongoing development of ﬁnancial education content
and illustrations of impact from the program. Both ACCION USA and ACCION New Mexico believe
that these services strengthen the connection with clients, generate referrals, retain borrowers,
and improve portfolio quality.
ACCION USA has documented that 250 of the microloans it has disbursed since 2007 can be
directly attributed to its ﬁnancial education efforts. The organization has also seen explosive growth
in views of, and trafﬁc to, the educational section of its Web site, which, in turn, contributes to its
overall brand-building. But, what is the value of the increasing recognition? The organization sees
the need to track metrics that can quantify more rigorously the improvements in “client connection”
(retention and client referrals), brand-building and public relations that result from these efforts.
These data would allow the institution to more completely assess the overall value and contribution
to scale of these services.
These services also generate costs, and some of the Scale Academy microlenders have raised
the question whether the opportunity costs of focusing heavily in this area detract from focusing
30
*USTINE 0ETERSEN PROVIDES )$!S FOR HOME OWNERSHIP OR BUSINESS /PPORTUNITY &UND PROVIDES )$!S FOR THESE PURPOSES AND
EDUCATION
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on growing a small business portfolio. While ACCION New Mexico has attempted to minimize the
cost of these services through the use of volunteers, Justine Petersen has managed to substantially
cover its costs through fees charged for its educational and counseling services and loans. The
organization has also realized additional cost savings by separating the credit building out from
other microlending services, so that staff can more efﬁciently focus on their charge, whether it is
personal ﬁnance or microlending. Although the Scale Academy lenders have not resolved the issue
of how the beneﬁts of ﬁnancial literacy and credit-building services relate to their costs, what is
clear is that their value to the organizations is not measured solely through direct revenue.

LESSONS FOR SCALE
These experiences with ﬁnancial education and credit building suggest the following lessons:
䡵 Financial education and credit-building initiatives can expand an organization’s suite
of services and microﬁnance products and meet the demand of many disadvantaged
individuals for ﬁnancial education and credit-building information, skills and assistance.
Microlenders’ traditional capacities ﬁt nicely with those needed to deliver these services. If
scale is envisioned as an increase in customers served, these services can lead to volume.
䡵 Microlenders that want to use ﬁnancial education and credit-building services to
increase their microloan volume need to develop explicit links between these services and
their target market of microentrepreneurs. Approaches include tailoring curriculum to the
speciﬁc needs of entrepreneurs, offering credit builder loans designed explicitly as step
products to business loans, and creating clear bridges to microlending staff and services.
䡵 Financial education and credit-building products produce an array of beneﬁts for
organizations. Although the precise beneﬁts will depend on the structure of the program
and how it is marketed, they can include revenue generation, new funders, greater
visibility in local markets and enhanced client relationships. To ensure that these services
are achieving their aims, organizations need to be clear about the beneﬁts they are trying
to achieve and integrate methods to measure the results.
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Geographic Expansion
Each of the Scale Academy lenders has scaled, in part, by expanding their geographic target
markets. Opportunity Fund, Justine Petersen, and Mountain BizWorks have reached out to
ADJACENT COUNTIES !##)/. .EW -EXICOs!RIZONAs#OLORADO HAS AS THE NAME IMPLIES ADDED TWO
states to its target market. And, ACCION USA has developed a physical presence in some markets
(Miami, Atlanta, Boston, New York) and also expanded nationally, using an Internet-based loan
application, to reach microentrepreneurs across the country.
Clearly, a larger geographic market opens up a wealth of new market prospects. Accessing
those prospects successfully demands an understanding of the local market and the development
of a cost-effective infrastructure. As the experience of these microlenders shows, and as the earlier
chapter on market research discussed, market knowledge needs to deepen over time to gain the
full beneﬁt of geographic expansion. And, the need to penetrate new markets with as lean an
infrastructure as possible demands both creative strategies and an effective use of technology.
Table 5: Geographic Markets
Scale Academy Member

Coverage Area

Office Locations

ACCION New
-EXICOs!RIZONAs#OLORADO

New Mexico, Arizona, and Colorado

Albuquerque, Phoenix, Tucson,
Denver

ACCION USA

Nationally via on-line system except
within ACCION licensee lending
areas31

Atlanta, Boston, Miami, New York

Justine Petersen

Throughout the St. Louis MSA, which
includes St. Claire, Madison, Jersey
and Clinton counties in Illinois

St. Louis; East St. Louis

-OUNTAIN "IZ7ORKS

12-county area, including Buncombe,
Clay, Cherokee, Graham, Haywood,
Henderson, Jackson, Macon,
Madison, Polk, Swain, and
Transylvania

Asheville, Sylva, Hendersonville

Opportunity Fund

Alameda, San Francisco, San Mateo
and Santa Clara counties

San Jose, San Francisco

Converting Need to Market Demand
All of the Scale Academy microlenders conducted feasibility studies of their expansion areas that
identiﬁed gaps in services to microentreprenuers. But, each also has found that “need” doesn’t
automatically translate into widespread “demand” for its services (a theme also explored in the
section of this report on market research and marketing).
For many, the pattern has been an initial penetration of the market at some level, after which
the work becomes harder. As one lender commented, “Getting beyond one hundred loans in a
new market is a huge step; there is something about moving beyond low-hanging fruit we don’t yet
understand.” These early borrowers may be the most agile, those who are open to new opportunities
or who have businesses with the greatest potential to use new capital. Or, they may simply be
entrepreneurs who are connected to the initial communications channels used by the microlenders.
Opportunity Fund, for example, has seen that even within one particular county, Alameda, there are
many different pockets of populations to potentially serve. Some may be more like previous clients
and respond to standard marketing strategies. Others may require different approaches.
Justine Petersen has experienced this dynamic in its expansion to counties adjacent to its main area
of client concentration. The organization straddles two states, Missouri and Illinois. Most of its client
31

ACCION USA does not lend in New Mexico, Arizona, Colorado, Texas, Lousiana, San Diego or Chicago.
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base has traditionally been in St. Louis, St. Claire and Madison counties. The organization encountered
CHALLENGES WHEN MOVING TO LENDING IN %AST 3T ,OUIS JUST ACROSS THE -ISSISSIPPI 2IVER EVEN THOUGH THE
population is similar in many respects to its traditional target market. To build trust in the face of an
historically strong distrust of outsiders, Justine Petersen found it necessary to establish a full-service ofﬁce
and business center near a key transit line to break into the community. The organization recognized
that gaining depth in a market often requires a sustained effort — even in an adjacent county.
ACCION USA has found, not surprisingly, that while its Internet loan platform has generated
borrowers in 48 states, achieving greater penetration or density requires additional outreach
strategies. To that end, it has experimented with partnership models, corporate sponsors and
Hispanic on-line media outlets to reach a wider small business network.32 Over time, it has
learned that the organization needs to target geographies with demographics and market
characteristics with which it has been most successful (such as immigrant entrepreneurs) and be
ﬂexible enough to pursue new strategies as they meet with some success (for example, focusing
on Internet-savvy Brazilian immigrants in key geographies). Thus, its on-line system has served
as an entry point to develop a portfolio of clients in particular areas, giving the organization
legitimacy as it recruits on-the-ground partners that are key to further depth.

Taking a Measured Approach
One advantage of slower growth in new markets is that it allows organizations to test their products
and gain better knowledge of the context before increasing their visibility and investment. ACCION
New Mexico, for example, decided on a “soft entry” into both Arizona and Colorado, states with
different population densities and proﬁles than New Mexico. The organization purposefully kept
costs low by deploying only a few staff, took the time to get to know the market, and made its ﬁrst
loans carefully to ensure they were of high quality. Staff also resisted the pull to take advantage of
some early opportunities (for example, municipalities that approached the organization to run small
local loan funds) and depended on existing funders for its ﬁrst expenses, rather than seeking new
funders that might bring new expectations and deliverables. In 2009, the expansion markets have
been ACCION New Mexico’s most productive in terms of loan volume. Whether this means that
the organization has reached beyond the “low-hanging fruit” remains to be seen, but staff believes
that this measured approach has, at least, given them time to integrate themselves into their local
market, develop a portfolio that will perform solidly, and create the case for local ﬁnancial support.
At this writing, the organization has launched development activities in both states.

Building Infrastructure
Whether a geographic expansion means expanding to a new county or to another state, lenders
have had to adjust their internal processes and stafﬁng. Opportunity Fund, Justine Petersen and
ACCION New Mexico have placed staff in each new location, some full-time and some part-time.
Although the distances in urban expansions are not as great as in state-to-state expansions,
reducing travel times and increasing visibility are reasons for establishing a physical presence.
Technology is an important tool in geographic expansion — for supporting and unifying operations
and keeping staff connected to each other. Opportunity Fund, for example, upgraded its management
information system to allow access from any computer and simultaneous updates by multiple users
and invested in a new server and Voice over Internet Protocol (VoIP) phone system. Its Outlook server
allows staff to see each other’s calendars to ease group scheduling and to receive e-mail at any
location. The phone system can “ﬁnd” staff rather than requiring clients to have to track them down at
different locations.
32
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ACCION New Mexico has used ACCION Texas’ Microloan Management Services to support
operations at its headquarters and its remote sites. The system provides an Internet-based loan
application that can be completed at any location and submitted for underwriting. The data can also
be accessed by users at all locations, enabling ACCION New Mexico to deploy a few “client-facing”
staff in each expansion state, with other functions provided by its headquarters team. ACCION
New Mexico staff members cite going “paperless” through the use of MMS™ and other Web-based
technology as a pivotal step in expanding their programs, while maintaining a tightly-knit team.
ACCION USA’s expansion plans involved two elements: extending the reach of its staff in
Miami, Atlanta and Boston across those respective states, and reaching clients in other states
where they had no physical presence. The organization created two units: a Boston-based lending
team to interact with clients located in states without an ofﬁce, and a centralized processing
center to underwrite and support applications from all locations. The lending team can work with
applicants who ﬁnd ACCION USA on their own, as well as those referred by the various partners
that the organization has incorporated into its delivery system. In all cases, the paperless, on-line
platform has been essential to the effectiveness of these strategies.
One of the biggest challenges to ACCION USA’s nationwide expansion has been handling the
inquiry process well during periods of high volume. In 2008, the organization reached 16,500
NEW INQUIRIES FOR THE YEAR 2ATHER THAN ADD MORE FULL TIME EMPLOYEES THE ORGANIZATION HAS CHOSEN
TO DEPLOY AN )62 )NTERACTIVE 6OICE 2ECOGNITION PHONE SYSTEM TO MANAGE THESE PEAK PERIODS
However, it is still experimenting and evaluating the potential costs and beneﬁts to this new
structure as it is a fundamental shift in that initial client-staff contact.

LESSONS FOR SCALE
The Scale Academy lenders’ experiences in pursuit of geographic expansion suggest the
following:
䡵 Geographic expansion has made a strong contribution to growth in loan volume among
the Scale Academy lenders. However, it is still not clear whether the Scale Academy
lenders have reached below the “low-hanging fruit” in their expansion geographies.
䡵 Microlenders must not assume that objective assessments of market characteristics and
need are the same as assessments of likely demand. Initial research into market conditions
may enable organizations to launch services and generate some early uptake of their loan
products. But, deeper penetration will require deeper market understanding, testing of
MARKETING STRATEGIES PILOT EXPERIMENTATION AND HARD WORK 2ECOGNIZING THIS FACT PREPARES
the organization for both the sustained work, and potentially costs, of the endeavor.
䡵 Lenders looking to scale should consider the infrastructure that must be developed in
order to expand geographically. The experience of the Scale Academy lenders suggests
that one key approach is to combine a streamlined staff structure with technology in
order to leverage the organization’s current resources in the expansion areas.
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Capitalizing the Loan Fund
A growing loan program requires sufﬁcient capital, and so capitalization must be part of any
discussion of the scale-up process. During the three years of their participation in the Scale
Academy, the lenders have had varying needs to attract new capital. Although some lenders
have continued to experience growth in their portfolios, others have focused more on portfolio
quality than on growth. But, even those that have been less focused on acquiring new capital are
wrestling with often complex capital structures and funding streams that impose restrictions and,
therefore, limit their cost recovery. And, all of the lenders have begun to look forward to a day
when an improved macroeconomic climate will allow them to further expand their lending efforts
and, therefore, are thinking about their future capital needs.
The total capitalization for the Scale Academy lenders’ microlending activities ranges from $2
million to more than $10 million. Given that lenders were required to have achieved a signiﬁcant
level of scale in order to be selected for the Academy, it is not surprising that their capitalization is
large relative to others in the industry. For example, among the non-Scale Academy microlenders
reporting to FIELD’s MicroTest program in FY 2008, the median capitalization was $427,500, while
the mean capitalization was $1.5 million.
The Scale Academy lenders had built their loan funds on different capital bases. Three
received a portion of their capital from foundations and the federal government’s Community
Development Financial Institutions (CDFI) Fund (which had provided both equity and debt) and
then leveraged that capital with debt provided by banks. The other two lenders had used smaller
amounts of private and CDFI Fund capital to leverage debt through the SBA Microloan program,
which provided the bulk of their loan capital.
At the time they entered the Scale Academy in 2007, two of the ﬁve lenders were
experiencing capital constraints, with around 90 percent of their loan capital deployed in loans
to entrepreneurs. The remaining three lenders had sufﬁcient capital to expand lending, with
deployment rates between 50 percent and 60 percent.

Diverse Capital Strategies and Opportunities
During the three years of the Academy’s work, the microlenders increasingly have turned to
public ﬁnancing to build their lending capital. Each has received at least one award from the
CDFI Fund (although in one case, the bulk of the capital received was dedicated to ﬁnancing
activities other than microlending). And, two new organizations have elected to become
intermediaries under the SBA Microloan program. This move to public capital is not surprising, as
the availability of bank capital has declined and Federal funds increased with the ﬁnancial and
economic crisis and subsequent stimulus funding.
In addition to these more traditional capitalization strategies, the Scale Academy lenders have
engaged in several creative efforts to build their capital bases:
` Justine Petersen launched a (equity) capital campaign, aimed at providing funds, both for core
capital and for loan loss reserves, that it could use to support additional lending through
the SBA Microloan program. Justine Petersen was one of the lenders that came into the
Academy with signiﬁcant capital constraints. It began its efforts to build its capital base
with a rebranding, communications and public awareness campaign aimed at attracting a
more diversiﬁed funding base.33 As of early 2009, the organization had received funding
commitments from several new bank funders, but each of these was put on hold as the
ﬁnancial crisis and recession took hold. Conversations resumed later in 2009, and by the end
33
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of the year, the organization had received grants from three new ﬁnancial institutions and
was in conversation with others.
` !##)/. .EW -EXICOs!RIZONAs#OLORADO formed a limited liability company (ACCION LLC) to
reduce the impact of outstanding debt liabilities on its balance sheet. An EQ2 investment
from one bank partner makes up the capital of the LLC, in which ACCION New Mexico has
a controlling interest. When the ﬁnancials are consolidated, these funds are booked as
contributions from the LLC to the institution’s net assets, allowing the organization to leverage
more debt ﬁnancing as needed. In addition, during the year, ACCION New Mexico can borrow
funds from the LLC, if needed, for lending. The structure is an innovative strategy in that
BANKS THAT INVEST CAN SATISFY THE LENDING INVESTMENT OR INNOVATION #2! TEST )T ALSO PROVIDES
banks a second option to contribute to ACCION New Mexico. In addition to any debt ﬁnancing
provided directly to the organization, the bank can make EQ2 investments in the LLC.34
` Opportunity Fund and ACCION USA became the ﬁrst U.S. microenterprise organizations to
participate in Kiva. The loan capital is structured as a recoverable grant that they repay as
principal is repaid. The agreements are such that organizations can pass losses along — Kiva
lenders assume the risk, which is helpful, because it offsets the necessary reserve levels that
organizations must maintain. Although there is no interest due on this capital, and that is a net
beneﬁt to the organization, there are associated costs, including monthly reporting to Kiva and
the lenders, as well as the creation of marketing collateral (stories, videos) to keep the site fresh.
It is unclear how much further this source will grow. At present, the maximum amount that
the organizations can tap is limited and comprises a small portion of their total capital base —
$250,000 and $550,000, respectively.
One of the important outcomes of these capitalization efforts is that each has supported the
overall brand-building and recognition of the organization in their respective geographies and,
in some cases, on the national stage as well. Ultimately, these additional beneﬁts strengthen the
organizations’ overall ability to attract new investors and donors into their loan funds.

Capitalization Issues Moving Forward
One commonality among the lenders is the increasingly complex loan pools they have put
together to keep pace with growth. As is discussed in greater detail, this increasing complexity
has implications for scale, due to the time spent in managing multiple sources of capital and the
product development and pricing requirements that funders sometimes impose. The questions
that lenders are now confronting include: What are the implications of having an increasingly
complex loan pool? Do these pools impose other opportunity costs to the organization? Do they
increase management costs and drive product development, thereby potentially limiting costrecovery and self-sufﬁciency?
As the Scale Academy lenders have reﬂected on these questions, they have concluded that the
move to scale would be signiﬁcantly strengthened if leading lenders had access to a large pool
of attractively-priced loan capital that offered consistent terms and management requirements.
This is another area where collaborative efforts among leading practitioners, in partnership with
donors, could yield important beneﬁts.

34
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LESSONS REGARDING CAPITALIZATION
The experiences of the Scale Academy lenders with respect to capitalization suggest the
following:
䡵 New capitalization strategies can be a means of strengthening an organization’s
funding as well as its brand and public awareness — critical not only to individual
lenders, but also to the microenterprise ﬁeld as it moves toward this next level of scale
and development.
䡵 The formation of limited liability companies and the advent of peer-to-peer lending in
the U.S. pose innovative and potentially transformative approaches to the capitalization
of microlending efforts in the U.S.
䡵 Both lenders who are seeking capital, and the investors and funders who provide it,
must be cognizant of the costs speciﬁc funding requirements can impose — and the fact
that, in some cases, these costs slow progress toward scale.
䡵 The time is becoming ripe for more sophisticated, long-term investment vehicles aimed
at scaling lenders. Lenders could scale more quickly if there were a single appropriate and
signiﬁcant source of capital they could tap, enabling them to cut costs associated with
reporting and managing myriad funders and redirect resources to currently-underfunded
areas such as product development, marketing and market research.
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Structure and Stafﬁng
As organizations scale, their structures must evolve, and all of the microlenders have restructured
over the course of their participation in the Scale Academy. Their experience suggests that there is
not one “right” structure for greater scale, but rather that effective structures must achieve a set of
goals. The most important goals include:
` 4O REmECT AND SUPPORT ORGANIZATIONAL VALUES
` 4O ENABLE THE ORGANIZATION TO MANAGE GREATER VOLUME
` To build and support greater capacity in areas that enhance outreach and visibility, fund
DEVELOPMENT AND QUALITY AND
` To extend capacity through strategic use of volunteers.
Critical to achieving these goals is getting the right people in the right positions and providing
them with professional development and incentives to perform well. Implementing systems that
increase efﬁciency and support staff operating at greater distances (as described in the section
of this report on geographic expansion) is also critical. This section discusses how the Academy
lenders have approached these challenges.

Reﬂecting and Supporting Organizational Values
4HE CASE OF !##)/. .EW -EXICOs!RIZONAs#OLORADO PERHAPS BEST ILLUSTRATES HOW AN ORGANIZATION WORKS
toward a structure that reﬂects and supports its organizational values. The organization’s statement
of values emphasizes passion, pioneering spirit, integrity, excellence and accountability.35 Beginning
in 2005, an increase in delinquency provoked concerns that there was a disconnect between the
organization’s focus on growth and its emphasis on excellence. After a close review of operations, the
organization made a variety of structural and functional changes that would allow it to continue to push
for scale and maintain its value focus. Among the most important changes, the organization:
` 2EVISED THE LOAN OFlCER POSITION TO MAKE SALES AND ORIGINATIONS RATHER THAN UNDERWRITING THE
focus of this staff’s work. Simultaneously, the organization introduced a loan ofﬁcer incentive
system that rewarded portfolio quality as well as production. The intent was to highlight
individual responsibility for achieving the institution’s goals.
` Strengthened and standardized underwriting by adopting Microloan Management Services for
underwriting microloans and creating a separate in-house underwriting process for larger loans.
` Increased monitoring and quality review by adding a quarterly safety and soundness review
conducted by an external auditor to its existing internal monitoring and compliance function.
` 2EVISED ITS LOAN OFlCER HIRING PROCESS TO PLACE A HIGHER VALUE ON COMPATIBLE VALUES OPENNESS
to learning and teamwork and sales experience, rather than banking experience.
` Implemented staff retreats and used technology to support staff cohesion. Quarterly retreats
of staff from all states facilitate staff cohesion. The move to the Microloan Management
Services platform supported the work of remote staff. In addition, ACCION New Mexico’s
new building will have video conferencing facilities that can further enhance communication
among team members (as well as provide a tool for client training).
Other ways that lenders have worked to strengthen values include:
` ACCION USA has made customer service a key value, and built staff understanding and support
FOR IT THROUGH A STAFF RETREAT AND INTEGRATING CUSTOMER SERVICE GOALS INTO ALL STAFF WORK PLANS AND
` Justine Petersen views credit-building as the foundation of its mission and has strengthened
its focus by adding staff positions dedicated strictly to this function.
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Restructuring to Manage Greater Volume
In building a structure to support greater scale, the issue is how best to organize the lending
process to expand outreach, deliver more high quality originations, speed approval time, and
enhance the customer experience. In part, the solution to this challenge is ﬁguring out how
best to assign and implement the marketing, sales and underwriting functions. Some Scale
Academy lenders are still wrestling with ﬁnding the best conﬁguration. Others have deﬁned their
approaches and are more focused on ﬁne-tuning and improving the process.
Two of the lenders, ACCION New Mexico and ACCION USA, have restructured to focus their
loan ofﬁcers on sales and developed separate underwriting (also called risk management)
departments to centralize that function. Both organizations also separate general marketing
from sales and have other positions in the organization that focus on increasing overall visibility
to the target markets. Of course, nothing is absolute and each organization ﬁnds ways to build
appropriate ﬂexibility into their models. As the CEO of ACCION USA said, “If there are 12 factors
[in a process], eight can be standardized but four can be ﬂexible and depend upon the teams.”
One example of that ﬂexibility is in its services to the Brazilian market in New England. The loan
ofﬁcer for that community has strong community connections, the right cultural skills and solid
lending skills. In that instance, ACCION USA allows him to take on a broader range of lending
tasks (from marketing and intake to disbursement) than other loan ofﬁcers.
The three other lenders have kept underwriting central to their loan officers’ job
descriptions, while seeking other ways to increase the overall efficiency of the process to
support more production. Opportunity Fund has added business development officers charged
WITH MARKETING TO SPECIFIC GEOGRAPHIES OR TARGET MARKETS THEIR ROLE IS TO BUILD RELATIONSHIPS
with referral sources, manage client intake, screen out unpromising inquiries and support the
application process. The loan officers focus on interaction with the most promising applicants,
underwrite loans (now with assistance from Microloan Management Services) and provide
some technical assistance.
Justine Petersen’s microlending staff has grown from 4.75 FTEs (with 197 loans outstanding)
to 7 FTEs (with 444 loans outstanding). It increased the production of its more senior loan ofﬁcers
by adding a junior staff position designed to handle intake and other administrative functions. In
addition, its new credit-building department allows clients who need greater assistance with credit
building to receive assistance from specialized staff, further increasing the ability of its loan ofﬁcers to
focus on microenterprise loan production. As noted in the section on underwriting, Justine Petersen
re-organized its underwriting and approval process from a committee process to one managed by its
senior loan ofﬁcers in conjunction with its compliance ofﬁcer.
And, as Mountain BizWorks’ has grown its loan program to play a more prominent role in its
overall microenterprise program, it has had to increase the sophistication of its lending structure.
In 2005, its total outstanding portfolio was $200,000, composed of loans in the $2,000 to $4,000
range. By 2007, the portfolio had grown to $1 million with an average loan size of $13,000, and by
the end of 2009, the portfolio had doubled to $2 million with a maximum loan amount of $50,000.
The organization added a senior position to manage the loan fund, and is now focusing on
restructuring the roles of regional and central ofﬁce staff to smooth and strengthen the loan process.

Increasing Capacities
FIELD’s ﬁrst report on the Scale Academy, Forging Ahead: Early Lessons discussed the importance
of organizational capacity to scale and identiﬁed the components and key dimensions of the
capacities that Academy members believed to be essential to sound, transformational growth.
Leadership, development and fundraising, human resources, capitalization, technology, branding and
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communications, data collection and evaluation, and ﬁscal management and controls were all critical,
and the lenders have worked to strengthen their stafﬁng and structures in many of these areas.36
Most commonly, the lenders have added the following components to their structures as they
have scaled:
` Compliance and monitoring: Several lenders have added these positions, or enlarged the
team addressing these issues. The intent is to increase quality control throughout the lending
process, ensuring that all procedures are followed, that all documentation is reviewed and
ﬁled, that underwriting guidelines are applied consistently, and that appropriate ﬁnancial
management controls are in place.
` Collections: At least two lenders have added collections staff. Several have strengthened this
function by increasing and clarifying the roles of various staff in the collections process (including
loan ofﬁcers) and providing training to improve staff conﬁdence, and skills, in collections.
` Underwriting: As discussed above, ACCION New Mexico and ACCION USA have developed
separate underwriting/risk management positions to increase standardization and rigor in
their lending process.
` Loan servicing: ACCION USA also has created a separate department to manage loan closing
documentation and ongoing servicing of loans (i.e., billing and perfecting liens). Opportunity
Fund outsources much of this function to a local bank. Others may choose to follow one of
these paths as loan volume increases.
` Marketing: ACCION USA has a separate marketing department focused on new business
development, product development and communications. Opportunity Fund has created new
business development positions. Justine Petersen has increased its communications stafﬁng to
increase visibility to its target markets as well as to prospective supporters.
` Development: Justine Petersen has strengthened its stafﬁng in this area. Three others —
Opportunity Fund, ACCION New Mexico and ACCION USA — all have strong development
departments that they view as critical to their ability to scale and sustain their operations.
Because these organizations differ in size, the number of staff and level of investment in each
department varies. Yet, the direction is clear: as these institutions have grown, they have seen
the need to specialize staff functions, hire talent that brings new competencies and adopt more
standardization throughout the entire loan process. In addition to increasing capacities, one of
the intents is to increase the amount of loan ofﬁcer staff time that is client-facing in an effort to
generate more production. To the extent that other functions can be transferred to other positions,
loan ofﬁcers can focus on client outreach and service.
Efforts to structure and staff these lenders for scale have also been about clarifying of roles
and responsibilities, and developing staff who are clear about how their efforts contribute to
institutional goals, and their roles in assuring portfolio quality and customer satisfaction. The
organizations have employed incentives, messaging and culture-building initiatives as they have
worked to develop staff in these areas.

Leveraging Volunteers
As organizations expand, they generally experience a strain to existing resources. Yet, lenders
are carefully adding FTEs in an attempt to keep their organizations lean. To that end, most have
leveraged volunteers to extend their capacities. Opportunity Fund, for example, has an allvolunteer fundraising council. ACCION USA has a part-time volunteer coordinator to manage
myriad volunteer requests, in addition to a New York-based “Microﬁnance Council” of young
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professionals who work on short-term consulting projects for the organization. As noted earlier,
ACCION New Mexico has developed a substantial mentoring program that they see as a longterm risk management and client relationship-building strategy. In order to maintain quality,
manage expansion in different directions and still maintain lean structures, volunteers have
almost become a necessary component of organizational structures.

LESSONS FOR SCALE
These experiences with stafﬁng and structure suggest the following lessons:
䡵 There is no one right organizational structure to support scale. Lenders looking to scale
must rather work to build a structure that reﬂects their values, increases their efﬁciency,
and adds capacities that allow them to achieve greater production.
䡵 Effective lending processes allow organizations to increase outreach, deliver more
high-quality originations, speed approval time and enhance the customer experience. The
key, in part, is ﬁguring out how best to assign and implement the marketing, sales and
underwriting functions. Although the Scale Academy microlenders have taken different
approaches to deploying staff in these areas, there is an overall trend toward greater
specialization in functions.
䡵 Scaling organizations need to emphasize quality as much as production in order
to assure sustainable growth. To that end, increased attention to monitoring and
compliance, customer service and collections must also be strengthened as the
organization scales.
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Conclusion
For U.S. microenterprise development, the path to scale during these economically tumultuous times
is marked by shifting contexts and strewn with challenges. Yet, the experience of the Scale Academy
microlenders suggests that an organization’s ability to successfully scale up operations is not entirely
dependent on the context. Despite often enormous challenges, these lenders have shown the
capacity not only to persevere, but also to innovate. While it is easy to blame an unprecedented
crisis for underperformance, the ﬁve participating organizations have shown that their own
agency — their actions and strategies — is pivotal to organizational performance and survival.
4HIS LESSON IS BORNE OUT IN A VARIETY OF EXAMPLES !##)/. .EW -EXICOs!RIZONAs#OLORADOS
strategic restructuring, especially around risk management, positioned the organization to
maintain a strong handle on its portfolio, even as the economy began to decline. Justine Petersen
and Opportunity Fund are now using this time to strengthen their loan underwriting processes.
Justine Petersen and ACCION USA introduced stronger credit-building and ﬁnancial education
components to their product mix as the credit landscape in their markets changed. Their next step
is to link their credit-building portfolio more closely to their overall microenterprise strategies.
And, Mountain BizWorks incorporated a coaching strategy to help its borrowers strengthen their
businesses in challenging times.
These and other examples underscore that if microenterprise organizations are to scale
their operations, even amidst difﬁcult situations, they need to be both disciplined and
entrepreneurial — disciplined in their work on improving systems and practices focused on quality
and entrepreneurial in capitalizing on opportunities presented by the changing context. Yet,
innovation requires investment in the areas of product development, market research, marketing,
underwriting and risk management. These types of investment, along with core operational
support, are often hard to come by.
All the Scale Academy microlenders articulate the challenge of adequately evaluating and
“unpacking” the real costs (and corollary beneﬁts) of different aspects of their lending operations.
Questions remain regarding: How much does it cost to acquire a client? What does it cost to retain
a current client? Is it more cost-effective to maintain loan quality or generate new business? How
do investments in ﬁnancial education and credit building “pay off” in terms of revenues and future
loans? How does pricing inﬂuence loan acquisition, and what are the trade-offs at various price
points? Currently managers make decisions on product mix, loan ofﬁcer objectives and program
strategy with limited data. The industry needs this type of detailed analysis to move forward.
In the journey toward scale, the Scale Academy lenders have confronted the fact that they must
strive for new efﬁciencies and adopt transactional practices, as many older processes simply do not
work with a burgeoning client portfolio. Many of the lenders have also expressed concern about losing
touch with clients and the personalized approach for which the industry is known. Yet the experience
OF THE !CADEMY MICROLENDERS IS THAT ORGANIZATIONS NEED NOT CHOOSE ONE PATH OVER THE OTHER 2ATHER
Academy members have blended relationship- and transaction-based lending, incorporating crucial
practices of both into key parts of the lending process. Illustrations of this balance are clear in how
some have approached customer service, underwriting and the allocation of staff time.
Finally, the experience of Academy members underscores the need to ensure that the
end user of products and services remains at the center of the work. In a competitive and
changing marketplace, lenders must be driven by consumer demand. The great diversity among
microentrepreneurs requires that lenders build a deep understanding of different market segments.
That means developing products and services tailored to meet varying needs, creating underwriting
and decision processes that respond to client feedback, and recognizing the need to incorporate
BEST PRACTICES IN CUSTOMER SERVICE AS A PORTFOLIO GROWS 2ENEWED FOCUS IN THESE AREAS WILL KEEP
microlenders competitive and relevant.
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The work of scale is in some ways at a critical juncture. The easy work has generally been done,
and, to make matters more complicated, at present, reaching more of the market means offering
products and services that match the needs of entrepreneurs operating in a struggling economy. Yet,
as this text suggests, there are opportunities for new leaps forward. New types of clients — shut off
from traditional ﬁnancial institutions — have shown up at the door. Advances in systems, such as
ACCION Texas’ underwriting and servicing platform, provide ways to increase efﬁciency and quality.
And, there are important opportunities for joint work — in market research and market outreach, in
data sharing and analysis, and in product innovations and testing. This is the work not only of the
ﬁve institutions outlined here, but also of the industry as a whole — if it expects to remain a critical
provider of capital for low- to moderate-income entrepreneurs nationwide.
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FOR MORE INFORMATION
To learn more about the Scale Academy for Microenterprise Development,
please see: http://ﬁeldus.org/Projects/ScaleAcademy.html
For more resources on Scale, published by FIELD and others, please see the resource list
at: http://ﬁeldus.org/Projects/direction3.html
Additional publications on Scale Academy grantees featured in this study include:
䡵 FIELD forum Issue 19: Blazing a Trail to Sustainability through Social Enterprise: A Case
Example (2008) on Mountain BizWorks, http://ﬁeldus.org/Publications/FieldForum19.pdf
䡵 FIELD forum Issue 20: Capital Structure: Getting it Right to Increase Sustainability
(2008) on Justine Petersen, http://ﬁeldus.org/Publications/FieldForum20.pdf
䡵 FIELD forum Issue 22: Increasing Sustainability through Improved Efﬁciency (2009) on
Opportunity Fund, http://ﬁeldus.org/Publications/FieldForum22.pdf
䡵 FIELD forum Issue 23: The Organizational Foundations of Sustainability (2009) on
ACCION New Mexico.Arizona.Colorado, http://ﬁeldus.org/Publications/FieldForum23.pdf

PRODUCTION CREDITS:

Designer:
Olmsted Associates, Inc., Flint, Mich.
Printer:
The Riegle Press, Davison, Mich.

The Aspen Institute
One Dupont Circle, N.W.
Suite 700
Washington, D.C. 20036
Phone: (202) 736-1071
Fax: (202) 467-0790
Web site: www.ﬁeldus.org
E-mail: ﬁeldus@aspeninstitute.org
10/010

54

Dollars for Dreams: Scaling Microlending in the United States

