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Summary. — We compare the ownership-cost of shareholders firms (SHFs), non-profit organizations (NPOs), and cooperatives
(COOPs) involved in microfinance. A paradoxical situation motivates us: most providers, both historically and today, are NPOs or
COOPs, while policy papers advocate SHFs. We lay out a theoretical framework to understand ownership-costs in microfinance orga-
nizations (MFOs) better. We propose that cost-variables related to market contracting favor NPOs and COOPs, whereas most cost-vari-
ables related to the practice of ownership favor SHFs. We conclude that what best serves the customers is the coexistence of ownership
types and call for empirical research to test this theory.
� 2008 Elsevier Ltd. All rights reserved.
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1. INTRODUCTION

Microfinance is the supply of banking services to micro-
enterprises and poor families. Private suppliers of microfi-
nance are normally incorporated as member-based coopera-
tives (COOPs), non-profit organizations (NPOs), or
shareholder firms (SHFs). This paper compares the costs of
these three ownership types. A paradoxical situation motivates
us: while policy makers normally advocate SHFs, most suppli-
ers of microfinance are NPOs or COOPs. Compared to a few
hundred SHFs, there are thousands of NPOs and India alone
has more than a hundred thousand COOPs (Misra & Lee,
2007). To understand ownership-costs in microfinance organi-
zations (MFOs) better, we lay out a theoretical driven frame-
work and use it to compare the costs of the different types of
MFOs.

The UN Year of Microcredit in 2005 and the Nobel Peace
Prize given to Mohammad Yunus and Grameen Bank in
2006 have given considerable public recognition to microfi-
nance as a development tool. Christen, Rosenberg, and Jayad-
eva (2004) reported an astonishing 500 million persons served,
mostly with savings accounts, while the Microcredit Summit’s
2006 meeting in Halifax celebrated the milestone of 100 mil-
lion borrowers. Nevertheless, microfinance still only reaches
a fraction of the world’s poor (Christen et al., 2004; Robinson,
2001). Thus, there is a recognized supply challenge in the mar-
ket (Helms, 2006).

Other studies analyzing microfinance supply have compared
the welfare approach and the sustainability approach: the first
measures success by how well it fulfills the short-term needs
of the poorest people; while the second proposes a long-term,
‘‘win–win” logic between poverty outreach and organizational
sustainability (Morduch, 2000; Rhyne, 1998; Woller, Dunford,
& Woodworth, 1999). This conceptual study complements
existing research as it claims to be the first to present a system-
atic framework that explains the intrinsic ownership-cost dif-
ferences between the most common types of suppliers in the
microfinance industry. Proper use of the framework could help
direct future empirical work and policy guidelines on MFO
ownership.

To develop the framework, we apply Hansmann (1996) eco-
nomic theory of ownership, which identifies several variables
influencing the cost of ownership. We relate each of these vari-
ables to the microfinance industry and analytically compare

the ownership-cost of SHFs, NPOs, and COOPs. To illustrate
and support our analysis, we outline several examples and
share descriptive global statistics from the MIX 2006 Bench-
marks (www.themix.org). The effect of each cost-variable is
isolated and finalized with a proposition which indicates
whether the ownership-costs in NPOs and COOPs are, on
average, higher or lower than for SHFs. Based on an extension
of Hansmann’s theory, we propose that cost-variables related
to market contracts favor NPOs and COOPs, whereas most of
the cost-variables related to the practice of ownership favor
SHFs. The apparent lower costs of ownership-practice in
SHFs provide strong support for this ownership type. How-
ever, our analysis also indicates that NPOs and COOPs can
more effectively mitigate the costs of market contracts, and
that such a mitigation is highly relevant since most MFOs
operate in severely inefficient markets. Thus, the theory does
not support policy makers’ preferences for investor ownership.
A mixture of different ownership types, similar to that found
in mature banking markets, would probably best serve micro-
finance customers.

The rest of this paper is organized as follows: Section 2 lays
out ownership policies and empirics; while Section 3 explains
the theory and the methodology applied, followed by Sections
4 and 5, in which the cost-variables for market contracts and
the practice of ownership are analyzed. Section 6 presents a ta-
ble summarizing the discussions of the former sections. Sec-
tion 7 concludes the paper and provides implications for
policy makers and researchers.

2. OWNERSHIP POLICIES AND EMPIRICS IN THE
MICROFINANCE INDUSTRY

Policy papers generally advocate SHFs as the most appro-
priate ownership type for the microfinance market (Berenbach
& Churchill, 1997; C-GAP, 2003; Chavez & Gonzalez-vega,
1994; Christen & Rosenberg, 2000; Greuning, Gallardo, &
Randhawa, 1998; Hardy, Holden, & Prokopenko, 2003; Jans-
son, Rosales, & Westley, 2004; Staschen, 1999). The argu-
ments used are that SHFs can be regulated by banking
authorities, accept deposits, provide a larger range of better
quality services, be independent from donors, attract private
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equity capital, and benefit from superior corporate governance
because they are privately owned. Some of these arguments re-
late to a situation where national legal frameworks consider
NPOs and most COOPs as inferior banking organizations.
Few NPOs are regulated and allowed to mobilize savings,
and the supervision of most COOPs is generally considered
outside the scope of banking authorities (C-GAP, 2003).

One consequence of current policies has been a ‘‘call” for
NPOs to transform into SHFs (Fernando, 2004; Rhyne,
2001; White & Campion, 2002). Accounts of successful trans-
formations have been shared (Fernando, 2004), and guidelines
on how to transform have been published (Ledgerwood &
White, 2006; White & Campion, 2002). During 1992–2006,
about 43 NPOs were transformed into shareholder organiza-
tions (Fernando, 2004; Hishigsuren, 2006). In most cases,
the original NPO continued as a major owner in the new
SHF (Ledgerwood & White, 2006; White & Campion, 2002).
Transformed SHFs have generally been able to increase their
outreach considerably (Ledgerwood & White, 2006). How-
ever, some observers fear that increased outreach does not
come without cost and warn about a possible ‘‘mission drift”
(Woller, 2002). Christen (2001), however, did not give credit to
these fears.

Empirical studies of the ownership effects on the dual micro-
finance objectives of outreach and sustainability are scarce.
Exceptions are Mersland and Strøm (2008) who on a global
dataset of rated MFOs found that the differences between
NPOs and SHFs were minimal on both outreach and sustain-
ability dimensions, similar to what Hartarska (2005) found in
her study on corporate governance in East European MFOs.
However, Gutierrez-nieto, Serrano-cinca, and Molinero
(2007) did find that NPOs are more efficient in making a large
number of loans while operating as cheaply as possible when
compared to non-NPOs.

Historically, pro-poor banking has been dominated by
COOPs and NPOs, such as the 17th century philanthropic
English loan funds (Hollis & Sweetman, 1998), the 18th cen-
tury Irish loan funds (Hollis & Sweetman, 2004), the 19th
century savings banks (Teck, 1968), and the 19th century
Schulze-Delitzsch and Raiffeisen cooperatives (Teck, 1968).
The COOPs and savings banks still continue to flourish in
several highly competitive markets (Christen et al., 2004;
Peachey & Roe, 2006). In mature bank-markets, where differ-
ent ownership types coexist, researchers find little evidence to
suggest that SHFs are more efficient than the COOPs or NPOs
(Altunbas, Evans, & Molyneux, 2001; Crespi, Garcia-cestona,
& Salas, 2004; ESBG, 2004).

The global statistics from the MIX 2006 Benchmarks
(www.themix.org) provide self-reported data from 704 MFOs.
Five charter types are represented: Banks, Credit Unions, 1

Non-Bank Financial Institutions (NBFIs), NGOs, and Rural
Banks. Banks and Rural Banks can have different types of
ownership and be both privately and publicly owned. How-
ever, the Credit Unions are similar to the COOPs, the NGOs
are similar to the NPOs, and the NBFIs are similar to the
SHFs. In Table 1, descriptive statistics for the three ownership
types are displayed.

The smallest COOP in the dataset has more than 300,000$ in
assets, and thus the COOPs represented are clearly not the
average small COOP involved in microfinance. Few of these
smaller COOPs are in a position to self-report their data to
the MIX. However, the data illustrate that MFOs differ
according to their type of ownership. Generally speaking,
NPOs are smaller in assets, but not in customers, when com-
pared to SHFs. NPOs’ average loan balance is considerably
lower than that for SHFs. Similarly, NPOs serve more female

customers. Measured as Return on Assets, SHFs have higher
profits, while risk profiles are fairly even with the NPOs. Low-
er operating expenses in SHFs seem to be related to higher
average loans, since the cost per loan in NPOs is actually half
that of SHFs.

3. THEORY AND METHODOLOGY

Like Hansmann (1996), we do not advocate any particular
type of ownership. Instead, we search for non-legal (La-Porta,
Lopez-De-silanes, & Scheifer, 1998) and non-historic
(Bebchuk & Roe, 1999) variables which influence the cost of
ownership. SHFs are firms limited by shares like banks and
non-bank financial institutions, and owned by investors
whether they are profit seeking or social investors, individuals
or organizations. COOPs are customer owned organizations
like credit unions, building societies, savings, and credit coop-
eratives. NPOs are organizations without any legal owners.
We recognize that organizational objectives are not necessarily
uniform within the same ownership type. However, we follow
Hansmann’s logical reasoning that the intrinsic differences
between SHFs, COOPs, and NPOs lie in who controls the
organization and who receives the profit from it. In an SHF,
the shareholders control the organization, decide on how to
distribute the profits, and are free to sell their privileges. In
a COOP, the ultimate control is in the hands of its members
who, through their voting rights, can decide on policy issues.
The members are also the only ones entitled to receive pro-
ceeds from the operations either through dividends or through
rebated prices on services. An NPO may have several stake-
holders influencing the organization. However, no particular
group or person can legally claim ownership of it or receive
residual earnings from it.

We view the firm as a nexus of contracts between different
patrons and the firm (Jensen & Meckling, 1976). In MFOs
the main patrons are employees, credit customers, savings cus-
tomers, debt holders, equity holders, and donors. 2 There are
two possible relationships between the firm and the patrons:
in the first, the patron deals with the firm through market con-
tracts; while in the second, the patron can also be the owner of
the firm. Both these relationships involve costs and, by analyz-
ing these, ownership types can be better understood and com-
pared (Hansmann, 1996).

Market contracts are not costless. Market failures, like ab-
sence of effective competition and substantial informational
disadvantages, prevail in the microfinance industry (Porteous,
2006). In all the relevant markets—employees, customers
(both savings and credit), debt holders, equity holders, and do-
nors—market imperfections exist. According to Hansmann,
the costs of market imperfections can be reduced by assigning
ownership to the affected patrons or avoiding having owners
(NPOs). For the purpose of this paper, we will concentrate
on market failures affecting customers and, when relevant, do-
nors.

The practice of ownership involves costs. Agency costs, de-
rived from the separation of ownership and control, as well as
the cost of collective decision making, are well-known from
the literature and will, together with other relevant costs, be
studied in this paper. The assumption is that, whether owner-
ship of MFOs is assigned to investors, customers, or nobody
(NPOs), different costs will be incurred.

In our analysis, we identify cost-variables found in or de-
duced from Hansmann (1996). We start with cost-variables re-
lated to market contracts, followed by variables related to
ownership. We isolate the effect of each variable and compare
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