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Corporate Governance Challenges in Microfinance

Introduction

Good corporate governance can improve firm performance and help assure long term firm
survival (Thomsen, 2008). Most providers of microfinance struggle to become financially self-
sufficient and to achieve their social objectives of servicing with quality the poorest clientele
possible. The issue of corporate governance has therefore been of increasing interest for
microfinance as it is today considered to be one of the weakest areas in the industry (CSFI, 2008).
This chapter aims to: inform the reader about what constitutes governance in relation to
microfinance; identify the reasons why it is of such high importance for the industry; review
existing academic research on microfinance governance; and highlight ideas on how to tackle
corporate governance issues in microfinance properly. Moreover, a new research agenda is

proposed.

Recent research by Mersland and Strem (2009a) and Hartarska (2005) has found that best
practice governance mechanisms for firms in mature markets generally have little influence on
the MFIs. Therefore, there is a need for a different and more specific approach to identifying and
understanding the governance system better, which can help MFIs to reach their goals and
enhance their long-term survival. However, searching for a “one-size-fits-it-all” solution will
certainly be of little use. Rather than looking for standard best practices, it may thus be more
rewarding to identify a general framework that can be adapted to different situations and
different types of MFIs, and that can inform policy makers and other stakeholders in their
respective microfinance markets.

In order to contribute to this debate, this chapter is structured as follows. Section 2 introduces
the topic of corporate governance and identifies the various reasons why it deserves attention in
the microfinance industry. Section 3 reviews the literature on microfinance governance and
argues that there is a need to move beyond the traditional agency theory and board management
best practices in this industry. Section 4 lays out the need for a broader and deeper approach to
microfinance governance. Section 5 proposes a new framework for the analysis of microfinance
governance. Finally, section 6 concludes and presents a new agenda for researchers who are
interested in exploring the complex issue of microfinance governance.

Why governance matters for the microfinance industry

Microfinance, which is understood as the means and institutions created in order to provide
financial services to people excluded from traditional banking, has a long history. Modern
microfinance in particular, which has emerged since the 1970s, owes much to the cooperative
movement and to traditional “informal” financial practices — for instance, Rotating Savings and
Credit Associations (ROSCAs) — that have been popular for centuries across the world (Lelart,
1990; Bouman, 1995). From an international development perspective, microfinance has
attracted increasing interest due to a wide variety of new institutions. Some of these have directly



emerged from the credit unions movement (such as the major credit and saving cooperatives
networks in Africa); some have their roots in NGOs (such as the celebrated cases of the
Grameen Bank in Bangladesh, Prodem-Bancosol in Bolivia and the K-Rep Bank in Kenya); while
others have emerged from public bank restructurings (such as the emblematic case of Bank
Rakyat in Indonesia). Together these initiatives, along with hundreds more, have received a great
deal of attention from national authorities, as well as from international donor and development
communities. During the last decade, we have also seen increased interest from the international
banking and investment communities (Reille and Foster, 2008). The wide variety in origins and
the many different stakeholders, with their often competing interests and competencies, together
form one of the reasons why corporate governance in microfinance is an interesting research
area, but remains demanding in terms of formulating public policy.

There are several reasons for governance to be at the forefront of the microfinance policy debate.
Among the major ones are, Firstly, the tremendous growth in service providers of various types
translates to a greater number of clients and assets, as well as more elaborate structures to
manage. Secondly, there have been numerous institutional and legal changes, with credit unions
building more and more elaborate networks and many NGOs turning into (shareholder-owned)
regulated financial institutions. Thirdly, institutions are evolving, from focussing mostly on a
single product (usually credit) to becoming more complete banking institutions that provide not
only credit, but also savings, and sometimes other types of financial services such as money
transfers, remittances, payment systems and insurance, therefore reinforcing the risks assumed by
these institutions. Fourthly, liabilities management, which had not received much attention at
first, when donors were often the main source of funds, is now increasingly important. Local
depositors, national public funds and the many international Microfinance Investment Vehicles
(MIVs) spur on microfinance growth and are becoming important stakeholders of MFIs. Fifthly,
the behaviour of public authorities towards microfinance is also changing. Their original neglect
is being replaced by more pro-active policies that create regulatory and supervisory frameworks
supposed to favour a sound development of the industry. Sixthly, the international attention
given to microfinance has been incredible, culminating with the United Nations naming 2005 as
the “Year of Microcredit” and the Nobel Peace Prize being awarded to the Grameen Bank and
Mohammad Yunus in 2006. Today, most people in Furope and the US know about
microfinance, and thousands of international NGOs, politicians and celebrities have joined in
extolling microfinance, motivating more actors to become involved.

Without doubt, these changes have been significant. However, critical voices are being raised that
question the impact, efficiency and ethics of microfinance,' the business models that are used and
favoured by the international community and the long-term survival and apparently noble
objectives of microfinance providers (e.g. Dichter and Harper, 2007). This is where the corporate
governance debate comes in. Basically, corporate governance in microfinance is about assuring
the long-term survival of service providers without them losing track of their missions. Some
institutions have experienced major crises, showing the high importance of controlling
institutional development. This can be illustrated by the much cited case of Corposol/Finansol,
now better known as Finamerica, in Colombia. This was created as an entrepreneurial NGO,
dominated by a CEO who was strongly supported by the chairman of a passive board. At its
conception, the NGO culture and cross-control between the different members of the staff
allowed for great success. Later on, the organisation got into trouble because of a more pyramidal
and bureaucratic organisational structure, setting wrong incentives to the staff and being weakly
controlled by the board and stakeholders (international cooperation agencies and microfinance
networks on the one hand, private banks providing debt on the other) (Austin, Gutierrez, Labie

! We will not discuss these issues here, as they are clearly central to some other chapters of this handbook. For
instance, on impact, see chapters .... ; on efficiency, see...; and on ethics, sece....



and Ogliastri, 1998). Other more recent crises are happening in major institutions in countries
like Benin or Marrocco.

Corporate governance is typically defined as a system, or a set of mechanisms, by which
organisations are directed and controlled (OECD, 1999). Governance mechanisms can be
defined internally by the MFI itself (boards, auditing, CEO characteristics and incentives, etc.) or
externally (through market competition, public regulation, etc.). Two major points should be
highlighted in this definition. Firstly, the idea that “corporate governance is a system” means that
it involves a variety of mechanisms that act together in directing and controlling the firm. There
is thus no single relationship based on a single tool, as is advocated by many experts when they
focus exclusively on the role of boards. Secondly, the definition stresses the fact that governance
is not just about “ex-post controls”, but also about how organisations are directed. In a way, this
comes close to Gérard Charreaux’s definition of corporate governance as, “#he set of mechanisms that
aim at limiting the discretionary power of the executives” > (Charreaux, 1997, 1). However, one point
remains pootly defined in these definitions: the ultimate aim of the control — the objective of the
firm. Indeed, in a field like microfinance, where organisations are usually characterised by
multiple objectives (mostly financial and social), it is not always clear where the priorities should
lie. This is why, by modifying slightly the phrasing of the OECD, we suggest the following
definition: “corporate governance is a system, or a set of mechanisms, by which an organization is directed and
controlled in order to reach its mission and objectives”. 'The advantage of this slightly expanded definition
is that it provides a benchmark for strategic planning and control (i.e. the objectives), and it
provides a specific benchmark for each institution rather than “a standard for the industry”. After
all, as illustrated by Mersland (2009) for example, microfinance is practiced by a wide variety of
organisations, not all of whom have the same priorities. Not only are MFIs different in terms of
their organisational forms, but they are also different in terms of products, methodologies, social
priorities and profit-seeking behaviour, not to mention subsidy-dependence and historical roots.
It can thus be argued that microfinance governance does not only need an industry-specific
approach (Mersland and Strem, 2009a), but also an ownership-specific, objective-specific and
even a situation-specific approach.

Reviewing the literature on microfinance governance

Most of the literature on corporate governance in the microfinance industry consists of
consultancy reports and guidelines on how to regulate the industry, how to structure boards and
board procedures and warnings against the “weak governance structures” found in cooperatives
and non-profit organisations like NGOs (Campion and Frankiewicz, 1999; Council-of-
;microfinance-equity-funds, 2005; Rock et al., 1998; Otero and Chu, 2002 Jansson et al., 2004;
Clarkson and Deck, 1997). What these reports have in common is their point of departure, which
seems to be that MFIs are not greatly different from western firms. Governance
recommendations from regular firms in mature markets are thus “translated” to the microfinance
industry, and are in most cases supported by limited empirics.

Theoretically, banking governance is generally studied from four perspectives: ownership control,
board management, regulation and supervision, and market pressure (Adams and Mehran, 2003).
Recently, a few specific studies regarding microfinance governance have been conducted. As with
the consultancy reports, these have taken a traditional approach in “translating” banking
governance, and to some degree NGO-governance, to microfinance governance. The aim of
these studies is first and foremost to identify those governance mechanisms that influence the

Z The sentence was translated from French into English by the authors .



financial or social performance of MFIs. Interestingly, the studies struggle to identify important
mechanisms, and those that are recommended in the industry guidelines are often not important.

For example, Hartarska (2005) and Mersland and Strem (2009a) explore the effect of traditional
governance mechanisms such as board composition and size, managerial incentives, ownership
type and regulation. However, consistency in the findings both within and across the two studies
is rare, and both studies struggle to identify significant governance influence. Mersland and Strom
(20092) found that having a female CEO and an internal auditor reporting to the board is
associated with better financial performance, while international directors on the board increase
costs and reduce operational self-sufficiency. Other governance variables were judged
insignificant or inconsistent. Hartarska (2005) found support for independent boards with limited
employee participation. None of the variables that were deemed significant in the two studies
were explored in both.

Two non-findings in these studies are actually the most interesting. Hartarska (2005) and
Mersland and Strom (20092) both found that neither regulation nor a for-profit ownership
structure advanced the performance of MFIs. Hartarska and Nadolnyak (2007) confirmed the
finding that regulation has no effect, while Mersland and Strem (2008) confirmed that ownership
of MFIs is not greatly significant. Both Hartarska (2005) and Mersland and Strem (2009a)
concluded that governance does matter, but found that traditional governance mechanisms seem
to matter less in MFIs compared to firms in mature markets. They called for better data and a
study of alternative governance mechanisms in order to understand the effect of corporate
governance in the microfinance industry better.

Two recent studies that have taken an original approach are particularly interesting. Firstly,
Hartarska and Mersland (Forthcoming) evaluate the effectiveness of several governance
mechanisms by taking into account #be dual objectives of MFIs simultaneously. While other studies
estimate the impact of governance separately for social and financial dimensions,they use
stochastic cost frontier analysis to capture the duality of objectives in MFIs. This study is thus the
first that adapts to the overall mission of most MFIs — the struggle to reach both social and
financial objectives simultaneously. Their findings indicate that MFIs are less efficient in reaching
the dual objectives when the positions of the CEO and the board chair are combined, and when
MFIs have a larger proportion of insiders (employees) on the board. They also find that the
efficiency of boards is non-linear, and is best between eight and nine members. These findings
confirm some of the advice that has been provided by the consulting reports already mentioned,
but with a stronger theoretical academic base. However, Hartarska and Mersland (Forthcoming)
do not find consistent evidence that product market competition improves efficiency, although
they do find weak evidence that MFIs in countries with mature regulatory environments could
reach more clients by operating as a unit that is regulated by the banking authorities.

Another recent study was conducted by Mersland and Strem (2009b), with the assumption that
governance mechanisms may act as substitutes for or may complement each other (Demsetz and
Lehn, 1985). They thus search for any interconnection between governance mechanisms and
assume that they will find different governance set-ups in non-profit and for-profit MFIs. The
findings confirm their assumptions. Board and CEO characteristics act as substitutes and
complements in the formation of board composition and size, the existence of external
governance mechanisms influence the set-up of internal mechanisms and the type of ownership
influences the set-up of internal governance. They conclude that researchers should include
interaction effects when studying the effect of governance on microfinance performance.



Beyond agency theory and board management

Although the aforementioned studies represent a step forward, there remains considerable
ground to cover and a need to broaden the theoretical perspectives. Most MFIs operate in
markets with limited competition, where the manager labour market is thin and very few MFIs
are publically quoted. These facts limit the possibility of “market discipline”, an underlying
mechanism in traditional governance studies. In addition, the influence of regulators, which is
normally strong in the banking industry, is limited in the microfinance industry because of
inadequate regulation and/or a huge gap between the regulations and the ability of the regulator
actually to supervise what is being regulated.

“Market discipline” and regulation are seldom part of the microfinance governance “toolbox”,
which is generally limited to boards and “professional” owners (Campion and Frankiewicz, 1999;
Council-of-microfinance-equity-funds, 2005; Jansson et al., 2004). We argue that this is short-
sighted. The real effect of the corporate governance impact of boards often turns out to be
minor in most industries (Thomsen, 2008), and type of ownership tends to be a poor predictor of
bank (Altunbas et al., 2001) and MFI (Mersland and Strem, 2008) performance. For example, a
case study by Labie and Sota (2004) is interesting in this respect. Analysing a Colombian
microfinance NGO, they show that, even in an organisation where the board is highly active and
supportive, strategic direction and control may come more from a fine-tuning balance between
key executives than from board supervision. This indicates again the need for a more integrative
approach to the governance of MFIs.

How can the approach to microfinance governance be broadened? There are at least three ways
that may be used. Firstly, we propose taking a historical perspective and looking for lessons to
learn. Microfinance is not a recent phenomenon. Several pro-poor banking systems have been
around for centuries (Hollis and Sweetman, 1998). In a recent study by Mersland (Forthcoming),
he reviews historical literature to identify the governance mechanisms that enabled the survival of
the 19" century savings banks in Europe and the USA. The findings in this paper indicate that
boards did not have much influence. What mattered were bank associations (similar to, but more
advanced than, the MFI networks today), mismatches in liability/asset maturity (deposits that
could be withdrawn on demand) that forced managers to manage the banks well, local
communities monitoring “their banks”, and donors risking their own personal reputations.
Boards, regulation and market discipline were less important.

Secondly, we propose focussing on risk analysis. Institutional governance issues often receive a
large amount of attention when a crisis is emerging or unfolding. Indeed, when everything seems
to be running smoothly, there is usually little concern about ways of improving governance. But
when balance sheets, access to funds, shareholders’ value and staff are at stake, governance rises
higher on the agenda. This should lead us to the following consideration: for many stakeholders,
governance is first and foremost a “crisis avoidance tool”. In this regard, a recent paper by
Galema et al. (2009) helps to set the agenda. The dependent variable in this paper is the variability
of performance. The assumption is that, for many MFI stakeholders such as the employees, one
main objective is to avoid going out of business. Galema et al. (2009) show that having a
powerful CEO is risky because it increases performance variability.

Thirdly, adopting a real stakeholder approach could help broaden the perspective. Paying
attention to all of the potential stakeholders in the MFIs (and there are usually many) may give a
broader vision of what the most influential governance mechanisms can be. As part of this, a
clear focus on where “real authority” stands — to use the term suggested by Aghion and Tirole
would clearly contribute to a wider understanding of how MFIs are really managed (Aghion and




Tirole, 1997). A first step in this direction is to be found in the type of analysis promoted by
CERISE.” This proposes a framework that is based on the idea that good governance should not
only be based on its ability to ensure financial sustainability and regulatory fitness, but also on a
clear strategic vision and a high level of transparency. All of this would appear easier in a
stakeholder approach that includes all of the key actors of an organisation (workers, elected
representatives, clients, communities, fund providers and/or shareholders) (Lapenu, 2002). Based
on this, CERISE suggests that analysing governance may be done through three steps. The first
consists of finding out who really has the power in the organisation based on two major criteria
(who is the owner and who makes the decisions). The second step focuses on the way that power
is exercised, looking at the information that is provided in order for a decision to emerge. The
third step focuses on dysfunctions and risk analysis."

The CERISE framework is certainly interesting as it focuses on questions (regarding power,
transparency and stakeholder participation) which can be considered as relevant to MFIs. Indeed,
microfinance methodologies are normally based on highly decentralised procedures, which
supports the idea that transparency and stakeholder participation make sense for this type of
organisation. As a broad approach, it is therefore useful. Nevertheless, we may wonder whether it
is possible to suggest a more detailed framework that would allow us to identify what the prime
mechanisms are for each type of microfinance organisation at each stage of its existence (Labie,
2001 ).

A new framework for microfinance governance
Charreaux (1997) suggests an analysis framework which classifies the Corporate Governance

mechanisms. Altough this was not established for microfinance, it can be used as a first approach
to identify a broad list of potential governance mechanisms.

Specific Mechanisms Non-Specific Mechanisms
Intentional
Mechanisms . Direct shareholders control (assembly) . Legal Environment (Regulation and
e Boatd of directors supervision procedures)
. Salary and bonus mechanisms . Legal Auditors
. Formal Structure & organization . Consumers Associations
chart . National and international associations
e Internal Auditors and networks
. Ownership structure
Spontaneous
Mechanisms . Informal (relationship) Networks . Depositors
. Managers cross-control . Financial Providers (MIVs and others)
L Corporate culture
. Reputation (among the employees) * Labour Market
. Political Market
. Media Environment
. Business Culture

[Adapted from Charreaux, 1997, 427],

3 CERISE (Comité d’échanges, de réflexion et d’information sur les systemes d’épargne-crédit) is a group of French
research centers (CIDR, CIRAD, GRET & IRAM).
* This last step allows for a parallelism with the second approach previously mentioned.



“Specific mechanims” refer to those created for a “specific firm” whereas “non-specific” are created for a whole set of similar firms
(for instance all the MFIs or all the cooperatives) .

“Intentional mechamisms” are created for a corporate governance purpose whereas “spontaneous mechanisms” exist but wete not
established with a “corporate governance” goal in the first place.

Charreaux’s framework is based on two criteria: the intentionality of the mechanism, and its
specific or non-specific character. A mechanism is said to be “intentional” if it was originally
designed to improve corporate governance. A mechanism is said to be spontaneous if its role in
governance is an “indirect effect” of this mechanism, rather than being a prime reason for its
existence. In terms of being specific or non-specific, a mechanism is said to be “specific” if it was
“designed for a specific firm”, while it is considered “non-specific” if it was created for a whole
set of institutions.

Of course, this table does not suggest that all mechanisms are relevant in all cases. On the
contrary, Charreaux (1997) favours looking through the whole table in order to identify the key
mechanisms for any given organisation. It is thus possible to use the framework to understand
how corporate governance is structured for a specific organisation.

In our opinion, this type of framework constitutes an interesting first step for the following three
reasons. Firstly, the governance mechanisms which are often advocated, such as boards and
market competition, are only part of the whole set. Secondly, the mechanisms that are usually
analysed in literature and advocated by policy makers are intentional ones such as regulation and
supervision (non-specific & intentional) or board management (specific & intentional). There is
thus a whole set of mechanisms that may (and do) play a role that are widely underestimated —
the so-called “spontaneous mechanisms”, those whose role is not intentional but rather derives
from unplanned externalities.

Thirdly, although the framework does not mention this explicitly, the results may show that some
mechanisms are highly relevant at certain stages (e.g. the birth and infancy of an organisation),
while others may only play a role further down the road. This framework of analysis could
therefore create a potentially dynamic perspective. For instance, after its conception, an NGO
may rely on spontaneous and specific mechanisms (such as corporate culture or cross-control
between managers); later on, as it grows and develops a more elaborate structure, intentional and
specific mechanisms may play a greater role; further down the road, when local competitors and
regulations have emerged, non-specific mechanisms may be of more importance.

Adapting Charreaux’s (1997) framework can help to obtain a better view of the mechanisms that
have the potential to provide good governance to the various types of MFIL. A first attempt has
already been made in the case of credit unions, showing the importance of network management
(Labie & Périlleux, 2008; Périlleux, 2008). However, this still lacks one dimension: a way of
identifying the key stakeholders at certain times in order to identify the type of mechanism most
likely to play a major role in maintaining good governance over time.

Identifying the key stakeholders is therefore fundamental. Indeed, without this there is a risk of
free riding, where everyone joins a bandwagon in believing that someone else is monitoring
whatever is happening. This is one of the lessons learned from the Corposol saga, where many
actors were involved (microfinance international networks, major donors, banks, Colombian
authorities, wealthy businessmen, academics), giving everyone a sense of confidence (Labie, 1998;
Austin et al., 2000). In order to avoid this situation, it is important to identify at each stage the
type of stakeholder that may be the most efficient for ensuring good governance and, from then
on, to pay specific attention to the type of mechanism usually associated with this type of
stakeholders.



This could be achieved by analysing the surplus distribution (rent extraction) in the organisation.
Indeed, property theory states that the true owner (and therefore the stakeholder to whom
governance should matter most) is the one who benefits from the residual earnings (Hansmann,
1996). Some research is in progress using this approach, but it is not yet clear the extent to which
it will help in identifying key mechanisms for good governance (Hudon & Périlleux, 2008).

Another method would be to rely on Mintzberg’s framework of analysis (Mintzberg, Quin &
Ghoshal, 1995). In Mintzberg’s model, the key to analysing an organisation is identifying where
the true power for decision making lies. Mintzberg suggests considering the organisation as a
balance between an internal and an external coalition of interests. He identifies categories of
stakeholders that may be susceptible to assuming power in the organisation. For the internal
coalition, five types of stakeholders are identified: the strategic apex (top management team), the
middle line (the intermediary staff), the operating core (the people actually in charge of
operations), the techno-structure (the specialists in charge of planning and organising) and the
support staff.” Mintzberg shows that the actor or stakeholder who is dominating the organisation
plays a major role in imposing the type of supervision mechanism and the level of centralisation
or decentralisation that will maintain their control on the organisation. For the external coalition,
he lists a whole series of potential stakeholders, the main ones being the different types of publics
addressed by the organisation, the different levels of public authority and the more direct
“partners” of the organisation (clients, suppliers, associates, trade unions, competitors).
Mintzberg suggests that the external coalition may be either passive (leaving the power to the
internal coalition), dominated (by one of the actors of the external coalition) or divided (when
various actors of the external coalition tries to dominate the organsation). Therefore, using the
categories suggested by Mintzberg, it may be possible to identify, for any type of organisation at
any stage of its life, who are the stakeholders dominating the organisation and, from this, to
question the type of mechanism that should help to ensure good governance.

A new research agenda

The purpose of this chapter is to outline microfinance governance and to stimulate a broader
search for the mechanisms that actually control and direct MFIs. Based on the analysis of the
former sections, we suggest a new research agenda. This agenda should be driven be a multi-
theoretical approach and move beyond agency theory (Dennis, 2001). The following eight
patterns may help to stimulate new research:

Firstly, we suggest historical studies. What where the governance mechanisms that helped prior
microfinance systems to survive and what where the ones failing when systems disappeared
(Hollis and Sweetman, 2001)? By identifying these historical important mechanisms researchers
can study their influence in MFIs today. For example, following Mersland (Forthcoming), it is
time to investigate how MFI networks today influence the governance of MFIs, how depositor
monitoring and liability maturity discipline managers, whether MFIs that are more embedded in
their communities are different from other MFIs and whether MFIs with donors who take a
more active governance role perform differently from other MFIs.

® Please note that Mintzberg’s framework also mention a sixth element that Mintzberg calls the ‘ideology’,
which is the whole set of values that organisation members may share. We do not mention this in our list because
it does not match a category of individuals.



Secondly, there is a need to understand governance in relation to risks. A natural step in this
would be to identify the various risks (performance, survival, environmental) of an MFI, and to
search for governance mechanisms that can help to control or alleviate each of these risks.

Thirdly, because of their nature and the fact that MFIs generally operate in contexts with limited
“market discipline” and public regulation, we believe that MFIs should be analysed from the
stakeholders’ points of view. Microfinance corporate governance is more than simply a question
of good board management, or having the right shareholders providing the right incentives to the
right staff. Microfinance corporate governance is a complex issue because microfinance
institutions are diverse, multi-purpose organisations. However, they are also organisations in
which many people put their trust. There is thus a need to understand better which are the
stakeholders who truly influence the governance of MFIs.

Fourthly, as illustrated in Charreaux’s (1997) framework, there is a need to look at microfinance
governance as a se of mechanisms that can substitute for and/or complement each other. Which
mechanisms substitute for and which are those that complement each other?

Fifthly, also using Charreaux’s (1997) framework, we need to know more about the specific and
spontaneous governance mechanisms, such as corporate culture or the cross-control of
managers. These remain, to a large extent, unexplored in the literature on microfinance
governance. This may be combined with Mintzberg’s organisational framework.

Sixthly, MFIs differ greatly in terms of ownership structures, legal incorporations and
organisational objectives. There is definitely a need to understand better how the differences
between MFIs influence their governance structures. This could be further broadened through
studying what are the most efficient mechanisms for the different types of institutions at the
different stages of their lives.

Seventhly, studies may help to understand how local contexts and institutions influence the
governance of an MFI. For example, a recent paper by Seibel (2009) shows that the governance
of an MFI depends on the local culture. Similar papers are needed, as are papers studying the
effects of other institutional/contextual factors, identifying what key contingencies should be
taken into consideration when analysing the corporate governance of MFIs.

Eighthly, and finally, microfinance is an international business, where alliances and cooperation

across borders is common Greater efforts are needed to understand how international actors
such as donors, networks, investors and policy advocates influence the governance of MFIs.

References

Adams, R. B. & Mehran, H. (2003) Is corporate governance different for bank holding
companies? Economic Policy Review 9, 123-142.

Aghion, P., J. Tirole (1997) “Formal and Real Authority in Organizations”, Journal of Political
Economy, vol.105, n°1, 1-29.

Altunbas, Y., L. Evans & P. Molyneux (2001) “Bank Ownership and Efficiency”. Journal of Money,
Credit, and Banking, 33, 926-954.



10

Austin, J., R. Gutierrez, M. Labie & E. Ogliastri (1997) “Finansol: Financiera para
Microempresas”. Harvard Business School Case, Harvard University, N9-398-073 (en espafiol), 16 p.

Austin, J., R. Gutierrez, M. Labie & E. Ogliastri (1998) “Finansol”. Harvard Business School Case,
Harvard University, N9-398-071 (in English), 15 p.

Austin, J., R. Gutierrez, M. Labie & E. Ogliastri (2000) “Dos casos colombianos de gerencia
social: La Corporacién de Accidn Solidaria Corposol y la Compafifa de Financiamiento Comercial
Finansol”. Universidad de los Andes, Monografias de Administracion, Serie Casos, 55.

Bouman, F. J. A. (1995) “Rotating and Accumulating Savings and Credit Associations: A
Development Perspective”. World Development, 23, 371-384.

Campion, A. (1998) “Current Governance Practices of Microfinance Institutions,” Microfinance
Network, Washington, 43 p.

Campion, A. & C. Frankiewicz (1999) “Guidelines for the Effective Governance of Microfinance
Institutions”. Microfinance Network, Occasional Paper n°3.

Campion, A. & V. White (1999) “Institutional Metamorphosis : Transformation of Microfinance
NGO into Regulated Financial Institutions”. Microfinance Network, Occasional Paper n°4.

Charreaux, G. (1997) “Le gouvernement des entreprises”. Economica, Paris, 540 p.

Churchill, C.F. (1997). “Establishing a Microfinance Industry, Governance, Best Practices,
Access to Capital Markets”. Microfinance Network, Washington, 54 p.

Churchill, C.F., (ed.) (1998) “Moving Microfinance Foward, Ownership, Competition, and
Control of Microfinance Institutions”. Microfinance Network, Washington, 63 p.

Clarkson, M. & M. Deck (1997) “Effective Governance for Micro-Finance Institutions”. Focus,
CGAP, n°7.

Council-of-Microfinance-Equity-Funds (2005) “The Practices of Corporate Governance in
Shareholder-Owned Microfinance Institutions: Consensus Statement of the Council of
Microfinance Equity Funds”, Mzcrofinance Network, Washington, 35 p.

CSFI (2008) “Microfinance Banana Skins — Risks in a Booming Industry”. Centre for the Study of
Financial Innovation, London, 52 p.

Demsetz, H. and K. Lehn (1985) “The structure of corporate ownership: Causes and
Consequences”. Journal of Political Economy, 93 (6), 1155-1177.

Denis, D. K. (2001) “Twenty-five years of corporate governance research ... and counting”.
Review of Financial Studies, 10, 191-212.

Dichter, T. W. & Harper, M. (eds.) (2007) What's wrong with Microfinance. Essex: Practical Action
Publishing.



11

Duca, D.J. (1996) Nonprofit Boards, Roles, Responsibilities and Performance. New Y ork: John Wiley &
Sons.

Galema, R., R. Lensink & R. Mersland (2009) “Do Powerful CEOs Have an Impact on
Microfinance Performancer” First European Research Conference on Microfinance, 2-4 June 2009,
Brussels.

Hansmann, H. (1996) The Ownership of Enterprise. Cambridge, Massachusetts: The Belknap Press
of Harvard University Press.

Hartarska, V. (2005) “Governance and Performance of Microfinance Institutions in Central and
Eastern Europe and the Newly Independent States”. World Development, 33, 1627-1643.

Hartarska, V. & R. Mersland, (Forthcoming) “What Governance Mechanisms Promote
Efficiency in Reaching Poor Clients? Evidence from Rated Microfinance Institutions”. Ewuropean
Financial Management.

Hartarska, V. & D. Nadolnyak (2007) “Do Regulated Microfinance Institutuions Acrhive Better
Sustainability and Outreach? Cross-country Evidence”. Applied Economics, 39, 1-16.

Hollis, A. & A. Sweetman (1998) “Microcredit: What Can we Learn from the Past?” World
Development, 26, 1875-1891.

Hollies, A & A. Sweetman (2001) «The Life Cycle of a Microfinance Institution : The Irish Loan
Funds » Journal of Economic Behavior & Organization, 46, 291-311.

Hudon, M. & A. Périlleux (2008) “Répartition de la wvaleur créée au sein des IMF
Le  statut un  élément  central 7 Jowrnée  des  Cherchenrs,  CERMI,
Umvers1te libre de Bruxelles, unpublished.

Jansson, T., R. Rosales & G. Westley (2004) Principles and Practices for Regulating and Supervising
Microfinance. Washington D.C.: Inter-American Development Bank.

Labie, M. (1998) “La pérennité des systemes financiers décentralisés spécialisés dans le crédit aux
petites et micro-entreprises — étude du cas “Corposol-Finansol” en Colombie”. These de
doctorat, Université de Mons Hainaut.

Labie, M. (2001) “Corporate Governance in Microfinance Organizations: a Long and Winding
Road”. Management Decision, MCB University Press, 39 (4), 296-301.

Labie, M. & J. Sota (2004) “Gobernabilidad y organizaciones de microfinanzas: la necesidad de
delimitar las funciones de una Junta Directiva”. Revista espasiola de Desarrollo y Cogperacion, Instituto
Universitario de Desarrollo y Cooperacién, Universidad Complutense de Madrid, n°13, otofio-
invierno, 135-148.

Labie, M. & A. Périlleux (2008) “Corporate Governance in Microfinance: Credit Unions”.
Working Paper n°08/003, Centre Emile Bernheim, Solvay Business School.

Lapenu, C. (2002) “La gouvernance en microfinance: grille d’analyse et perspectives de
recherche”. Revue Tiers Monde, t. XI.I11, n°172, 847-865.



12

Lelart, M. (1990) “La tontine, pratique informelle d’épargne et de crédit dans les pays en voie de
développement”. AUPEILF-UREF, John Libbey Eurotext, Paris.

Mersland, R. (2009) “The Cost of Ownership in Microfinance Organizations”. World Development,
37, 469-478.

Mersland, R. (Forthcoming) “The Governance of Non-profit Microfinance Institutions —
Lessons from History”. Journal of Management and Governance.

Mersland, R. & R. @. Strom (2008) “Performance and Trade-Offs in Microfinance Institutions —
Does Ownership Matter?” Journal of International Development, 20, 598-612.

Mersland R. & R. @. Strom (2009a) “Performance and Governance in Microfinance
Institutions”. Journal of Banking and Finance, 33, 662-669.

Mersland, R. & R. @. Strom (2009b) “What Explains Governance Structure in Non-profit and
For-profit Microfinance Institutions?” First European Research Conference on Microfinance: 2-4
June 2009 - Brussels.

Mintzberg, H., J.B. Quin & S. Ghoshal (1995) The Strategy Process. London: Prentice Hall,
European Edition.

OECD (1999) “OECD Principles of Corporate Governance”. OECD Publications, Paris, 43 p.

Oster, S.M. (1995) “Strategic Management for Non-Profit Organizations”. Theory and Cases,
New York and Oxford: Oxford University Press.

Otero, M. & M. Chu (2002) “Governance and Ownership of Microfinance Institutions”. In D.
Drake & E. Rhyne (eds.) The Commercialization of Microfinance, Bloomfield: Kumarian Press.

Périlleux, A. (2008) “Les coopératives d’épargne et de crédit en microfinance face aux
problématiques de gouvernance et de croissance”. Working Paper 7, Université Libre de
Bruxelles, Solvay Business School, Centre Emile Bernheim (CEB).

Reille, X. & S. Foster (2008) Foreign Capital Investment in Microfinance. Focus Note, Washington:
CGAP.

Rock, R., M. Otero & S. Saltzman (1998) “Principles and Practices of Microfinance
Governance”. Microenterprise Best Practices, Development Alternatives.

Seibel, H.D. (2009) “Culture and Governance in Microfinance: Desa Pakraman and Lembaga
Perkreditan Desa in Bali”. 2™ International Workshop on Microfinance Management and
Governance, Kristiansand, Norway, University of Agder.

Thomsen, S. (2008) .An Introduction to Corporate Governance - Mechanisms and Systems. Copenhagen:
DJOF Publishing.



13



	Reviewing the literature on microfinance governance
	A new framework for microfinance governance
	A new research agenda
	References


