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Executive summary 

Ivan Tygel 
The present work is a case study from a project developed by FINCAFÉ, a Bolivian microfinance institution (MFI) based in El Alto, Bolivia. 

FINCAFÉ was founded in 1998 by peasant economic organisations (OECAs) and its mission is to provide financial services to the small-scale coffee producers from the Yungas region.   

FINCAFÉ offices are next to the capital and its clients are dispersed in rural areas. In order to be more efficient, FINCAFÉ decided to hire local credit agents and also train them. The training was split in 8 modules. It started mid July 2007 and the closing ceremony took place in May 2008. 
The aim of the institution is to count with a network of credit agents at each OECA able to:    

a) Create and manage credit portfolios in their community; 

b) Report the activities to FINCAFÉ accordingly.

21 out of the 23 OECAs sent members to the training. 59 inscriptions have been received and 35 of the applicants have succeeded the formation.
The institution reported that one credit officer is already operational. He created a credit portfolio and is reporting to FINCAFÉ accordingly. 

Hiring local credit officers is referred in the literature as a direct link to a local credit market. It is considered as an important tool to help the lending institution to face problems related to the information asymmetry with the borrowers. Credit officers close to the borrowers are expected to better perform screening and monitoring of loan applicants than the institutions. 

In a conventional lender-borrower relationship, this is not very important as borrowers have collateral to guarantee the loan. If they fail to repay, the lender can seize the collateral. The situation changes when the borrower has no collateral to offer in exchange to a loan. Information asymmetry gains importance and can lead to adverse selection and moral hazard; only borrowers know their capacity or willingness to repay only they know if they will use the funds as agreed.

Providing loans to this group of borrowers is a big challenge for microfinance institutions (MFIs) and innovations are needed. By hiring local credit officers, the lending institution expects that their proximity to the borrowers will tackle adverse selection and moral hazard through peer pressure. Nonetheless, new problems of information asymmetry can appear, between the lending institution and the local credit officers.

In our thesis, we describe how the training was delivered by FINCAFÉ and then analyze the results. Our aim is to answer the below two research questions:   

a. Does the hiring of local officers helps to solve problems of information asymmetry between the lending institution and the borrowers?

b. How can the lending institution face the new information asymmetry raised by hiring local credit officers (information asymmetry between lending institution and the credit officers)? How can the lending institution monitor its credit officers’ activities?

