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Introduction

The purpose of this study is to review the literature about performance of Savings and Credit
Cooperatives (hereinafter, also called SACCOs) in terms of parameters such as credit risk and
profitability. The study investigates in details the relationship between the two parameters and
critically evaluates how these fit into the principles of cooperative operation. To do this, Da
Silva, et al. (2017) suggest how to measure the compliance of SACCOs from a financial
perspective. Likewise, Cruz L&zaro & Pérez Sosa (2020), among others, emphasize the
importance of compliance of Savings and Credit Cooperatives from a financial perspective and
how financial results of this type of organizations must be in order not to jeopardize their
sustainability. With this information, Toledo (2009) measures the main activities that affect
financial performance and the development of daily functioning of such cooperatives.

1.1. The Cooperative Movement

The cooperative movement is a doctrine that defends cooperation as a means to achieve a
greater good, in order to satisfy common needs that exist within a group or community of
people, or within an economy. Therefore, the cooperative movement is a set of institutions that
protect the cooperation of their members, expressing themselves from a socioeconomic
perspective as a means to bring great benefits to producers and consumers and better satisfy
their needs.

As expressed by Carmona et al. (2012), cooperatives tend to defend themselves as an economic
force that promotes financial inclusion of those most in need. Through the system of
associations proposed by the cooperative principles, this doctrine advocates working together
to achieve a common objective (Coba-Molina et al., 2019).

The cooperative movement is based on seven cooperative principles, the same throughout the
world, to mark the difference between cooperatives and other forms of economic association.
For this reason, cooperatives must combine economic purposes with the principles and values
of the cooperative and supportive economy (Cueva Jiménez & Peléez Moreno, 2022). Even
further goes Mifio Grijalva (2013), who highlight how the solidarity and popular economy
represented by cooperatives managed to establish an alternative economic model to the
dominant one. These, for the most part, are functional to the needs of resource-rich companies
that provide guarantees, while the cooperative movement has become an example of social
transformation even for small companies that cannot provide such guarantees.

All this seems to contrast the world trend of the last twenty-five years towards globalization,
but on the other hand it complies with the statement of Stiglitz (2006, p. 49), which indicates
that “most of us will live locally: in our communities, states or countries. But globalization
means that, at the same time, we will be part of a global community.” In the opinion of
Alburquerque (2004), cooperatives can play an important role in local economic development,
since this can be interpreted as an alternative approach to welfare policies to overcome poverty,
and that seeks to influence the generation of employment and income by improving the
productivity and competitiveness of different local productive systems. The horizon of
cooperatives in the 21% century and their main challenge is to be local institutions that
contribute to a globalized world.
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1.2. Saving and Credit Cooperatives: A Short History

Within the cooperative world, Savings and Credit Cooperatives take great importance, since
they represent the possibility of financing for companies and people who would have great
difficulty accessing traditional financial sources, such as banks

The origin of microfinance, SACCOs being an important part thereof, derives from the
Bangladeshi economist Muhammad Yunus, awarded the Nobel Prize in 2006, who, while
investigating extreme poverty, visited several poor villages in his native Bangladesh. In 1976,
he met a group of women who could not get out of the poverty trap because they were forced
to sell their products at below market prices to loan sharks. Yunus was surprised to learn that
the amount of money those women needed to break out of this vicious cycle was only 27 US
dollars. He lent them money (interest-free) and got two results: the women exited their slavery
condition and returned the money, showing that the idea could work (Yunus, 2001). This
experience led to the establishment of Grameen Bank, which became a model for many
microfinance institutions that since then developed in poor countries, poor regions, and slums
(Barbera, 2004). Although other banks followed the example, it always remained doubtful
whether the poorest part of the population possesses the ability to honour their financial
obligations, given the high interest rates due to the high risk incurred in lending them money.
Today, in the world there are very few institutions, aside of Savings and Credit Cooperatives,
that are available to finance micro-business as a source of funding aimed at liberation from
poverty.

Garcia Bravo et al. (2021) define Savings and Credit Cooperatives as socioeconomic
organizations that are not only capable of satisfying the economic needs of their members, but
also of having an impact on the well-being of people and even of entire communities. Very
positive about the role of Savings and Credit Cooperatives are Lara Gdmez & Rico Herndndez
(2011). Due to their research on the situation in Mexico, they believe that cooperatives that
operate in a local context still contribute to solving problems that affect the entire society.

1.3. The financial performance of Savings and Credit Cooperatives

Organizations such as cooperatives have as their main objective the generation of benefits for
their members. The importance of the results lies in analysing how these organizations can be
sustainable over time in economic, financial and social aspects (Barus et al., 2017). As observed
by Baez Roa & Puentes Montafiez (2018) and Garcia Saltos et al. (2018), among the many
financial factors that an institution must carefully monitor are the ability to honour debt to its
depositor partners and the ability to conduct its operations with reference to the principles of
good financial management necessary for any institution that grants loans to its members with
sound credit risk management (Perez, 2017; Flores Malaver & Llantoy Phala, 2020). In this
sense, two fundamental parameters have been identified in the literature: cash flow and
operational efficiency (Quiroz Calderén, 2020). Cash flow allows the cooperative to honour its
obligations to members and operational efficiency ensures that operations will lead to a positive
financial year result (Mayorga Diaz, 2021). Savings and credit cooperatives do not necessarily
have to generate profits (their first objective is social) but they cannot even generate losses, to
guarantee the survival of the institution irself. The cooperative organization, although as an
organization it has to ensure its economic efficiency to ensure its survival, must nevertheless
be more vigilant about the utility it provides to its members and the society in which it is
inserted (Mendiola et al., 2015).
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1.4. Legal Framework of Saving and Credit Cooperatives

Due to their focus on offering financial services to the base of the social pyramid, those people
and microenterprises that can offer little or no guarantees, Savings and Credit Cooperatives
have to pay maximum attention to risk factors. For this reason, they are subject to many laws
and regulations because, given the financial weakness of their clients (what they are looking
for and to whom they try to offer their services), risk is a constant companion in the life of
cooperatives. Therefore, to defend the rights of the members of the cooperatives themselves, as
well as those of the entire community, the cooperative world is truly inundated with legal
regulations to manage and minimize credit risk (Delfiner et al., 2007). Moreover, Lizarzaburu
et al. (2018) and Gémez Méndez (2019)., notice how, given the large amount of cash flow
management SACCOs are involved in, financial authorities are also concerned about the
possibility of money laundering, corruption, and financing of terrorism.

1.5. Saving and Credit Cooperatives in Peru

The origin of microfinance in Peru goes back to the 1950s, but its growth in the private sector
emerged in 1990 (Angulo Villarreal, 2019), supported by new economic liberalization policies,
based on the theory of the Peruvian economist Hernando de Soto (De Soto et al., 1987), in
which the economic activities of the poor had to be formalized to guarantee their access to
financial services (Chen, 2017). However, this was no longer necessary because until the
publication of this theory, microfinance was already growing in the world (and especially in
Latin America, as pointed out by Ortega Pereira et al., 2017); and financial guarantees to grant
credit were no longer essential. Instead of formalizing the poor, the lending institutions adapted
to real circumstances to do business with those at the base of the economic pyramid (Borda
Mamani & Basso, 2020). This result merits the effort of all those involved and the various
initiatives to launch microfinance operations. The diversity involved in this sector is very
notable, and this is also an important aspect for the evolution of the Peruvian microfinance
system, since the three main lending entities concentrate only 38% of all loans, something that
provides space for other institutions to emerge with the same capacity to obtain clients.
Furthermore, the methodologies used by each microfinance institution are different, but none
leaves the others behind. Thus, Los Olivos, a district of Northern Lima, has its own ‘Wall
Street’, 18 financial institutions located along three blocks aimed at providing opportunities to
the low-income population (Conger, et al., 2010), thus motivating them to create their own
business.

In Peru, the SBS (Superintendencia de Banca, Seguro y AFP) enforces effective financial
practices. The SBS divides Savings and Credit Cooperatives into three levels (modular
scheme). At modular level 3 are cooperatives whose total amount of assets is greater than
65,000 Tax Units (UIT); In modular level 2, cooperatives whose amount is less than 65,000
UIT, but greater than 600 UIT, and in modular level 1, those that have a total amount of assets
up to 600 UIT. A UIT is a variable amount of money that, as of January 2024, is worth 5,150
soles, approximately 1,400 USD. In Peru, as of December 2020, there were many microfinance
institutions supervised by the SBS: 12 municipal savings banks, 7 rural savings banks (there
were 10 in 2010), 9 Edpymes (Entity for Development of Small and Micro-Enterprises), and
437 SACCOs. These in turn were subdivided into 9 in Modular Level (ML) 3, 163 in ML2, and
265 in ML1. Just three years later, the total number of SACCOs still supervised (and therefore
accredited) by SBS had shrunk to 287, 7 in ML3. 148 in ML2, and just 132 in ML1. These
numbers confirm that the cooperative sector is presented as a very high risk one and therefore
credit risk management is essential for the survival of those institutions.
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Methodology

Credit cooperatives, by their very nature and by the essence of their cooperative principles, are
in a better position to achieve the goal of sustainability than any other credit entity, and they
have the greatest capacity to contribute to its economic, environmental and social objectives
(Gonzélez Castro, 2017). For this reason, this study aims to review the performance of Savings
and Credit Cooperatives based on parameters such as credit risk (Gallegos Crisanto et al., 2020;
Gutiérrez Janampa & Tapia Reyes, 2020) and profitability (Hayes, 1992; Luque Gonzalez et
al., 2019; Pelayo Cortés et al., 2019), and how these parameters comply with cooperative
principles. To this end, the literature was reviewed on the importance of compliance from the
financial point of view with the cooperative principles in SACCOs; and the way to measure
them. Likewise, several studies were reviewed that emphasize the importance of the financial
results that this type of organizations must have so that their sustainability is not affected
(Espinoza Cruz et al., 2021).

The literature offers a large number of sources on the importance of profitability and credit risk

management for SACCOs. This study used the following selection criteria.

. Relevance. A literature review should provide a broad view of most debated topics.
Sources have been selected on the importance for, and impact on, the academic
community and practitioners.

. Balance. The literature presents both optimistic and pessimistic views of the
performance of SACCOs with reference to the two parameters object of this research,
as there is no definitive conclusion about whether SACCOs adequately comply with
the standard requirements of the credit industry. The goal of a review is to offer a
balanced perspective of both sides.

. Span. Although this paper focuses on the microfinance sector in Peru, a look at the
macroenvironment the country is in, seems relevant. Therefore, the selected literature
belongs to the whole of Latin America.

. Timeframe. Microcredit is an evolving industry and therefore the main focus was on
studies published over the last few years, However, the paper also considers a broader
temporal scope in order to include historical context and trends.

. Quality of sources. Every effort was made to cite sources been published in high
quality journals.

Two Challenges For Survival: Credit Risk And Profitability
3.1. The Savings and Credit Cooperatives

Savings and Credit Cooperatives are part of the cooperative movement, a concept that exists in
most countries in the world, and which refer to common cooperative principles (Carmona et
al., 2013; Escobar et al., 2018). These principles are: voluntary and open membership,
democratic control of members, economic participation of members, autonomy and
independence, education, training and information, cooperation between cooperatives, concern
for the community. It is easy to understand that search for profitability contrasts with
cooperative principles, which are based on social and solidarity aspects (Cueva Jiménez &
Pelédez Moreno, 2022). The solidarity approach is paramount to the cooperative vision and
according to the two scholars, these organizations combine their principles with business
objectives, looking at financial results, yet without sacrificing the fundamental values of the
cooperative movement. In this environment, SACCOs are identified as organizations of a social
and economic nature with the objective of satisfying the needs of the partners, looking at the
same time to the well-being of the community and mutual help between members, and the entire
society (Garcia-Gutiérrez, 2000). Even clearer are Guaman Guallpa & Urbina-Poveda (2021),
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who identify an exclusively social character in cooperatives since their main objectives are the
well-being of the community and mutual help between members. De la Fuente Mella & Diaz
Bravo (2013:232) point to the human factors, due to the close relationship SACCOs establish
with their members, “the most influential components in perceived quality and corporate
image”. The authors refer to the history of the cooperative movement that was originated by
small farmers, producers and merchants, unions of workers and transporters, whose main goal
was to offer financial services that larger institutions did not provide to the poorest part of the
community. That is why cooperativism could be used as an alternative to the dominant models
of socio-economic development, the same strategy that SACCOs follow in most countries
today. (Lara Gomez & Rico Hernandez, 2011). Due to their focus on the solidarity and
community-oriented economy, some SACCOs received help and support from the institutions
of the Catholic Church (Lara Gomez & Rico Hernandez, 2011). The compliance of the
cooperative philosophy with the principles of Social Doctrine of the Church led the Jesuit
Fathers to promote SACCOs initiatives (Pardo Martinez & Huertas de Mora, 2017).

In recent years, cooperatives have added respect for the environment to their traditional
approach. Escobar et al. (2018) highlight their socio-economic nature as solidarity
organizations and observe that one of the most important characteristics is to involve members
in the success of the institution since they are part of the community and it adds value to
cooperate with it (Altamirano Salazar, 2018).

3.2. Financial Commitment of the Saving and Credit Cooperatives

The main objective of organizations such as cooperatives is to generate benefits for their
members, since by increasing operational efficiency, they will be able to maintain their
continuity in the market and diversify their products. (Zaniah Santo, 2017). Hinostroza Duefias
et al. (2021) observe that the significance of financial results lies in the analysis of how these
organizations are economically, financially and socially sustainable over time. The cooperative
system is quite dynamic, mergers and acquisitions do occur, which favours competition and
search for efficiency (Rayo Canton et al., 2010).

Among the many financial factors that an institution must closely monitor is the ability to
develop its business in accordance with the principles of good financial management that are
required of any institution that grants loans to its clients. In this sense, in this article two
fundamental parameters will be discussed: credit risk and profitability. They are not the only
parameters a SACCO should control, but it is highly unlikely that a successful concern would
not take them into serious account. By their very nature and cooperative principles, SACCOs
are closer than any other credit institution to agreeing on the values and dimensions of
sustainability, and are better able to contribute to their economic, environmental and social
objectives (Guallpa Guaman & Urbina Poveda, 2021).

3.3. Credit Risk

Credit risk is probably the main focus of Savings and Credit Cooperatives, due to the
institutional objective of offering financing to the base of the economic pyramid, which has
little or no collateral to guarantee the money received. Researchers have found many indicators
to corroborate the requests of small business owners seeking financing. Many authors define
credit risk as the parameter that measures the probability of credit default of a financial debt
(Diaz Cordova et al., 2017 and Morales Rios, 2022, among others).

Scholars and practitioners identify the following dimensions to measure credit risk.
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Solvency: It is the company's ability to meet its obligations in a timely manner, whether in the
short or long term. This is important to ensure that the company has enough money at any time
to return to the contributing partners.

Stability: This is the ability of a company to maintain good financial health over a certain period
of time. Volatility in finance is always a parameter of dubious evaluation. Stability (of cash at
disposal, of income due to payment of interest by debtors, of loans granted, etc.) is a positive
factor, highly valued by institutions, as well as by individuals who contribute cash to the
cooperative.

Productivity: Efficiency in the use of resources. The main resource of a Savings and Credit
Cooperative is money. Efficiency in the use of money means maintaining a percentage of cash
available for payments, at a certain extent even to unexpected ones. In the banking sector, there
is a regulation, called Basel Ill, that governs many related aspects and, among them, the
minimum percentage of cash that banks must have at their disposal. Obviously, SACCOs
cannot meet the same, rather strict, requirements of the banks, but the principle is valid and,
although the percentage may be different, a certain amount of cash at hand is required to cover
unexpected situations.

Overdue: This risk measure allows an institution to track loans that may generate losses due to
customer insolvency. This is one of the most important parameters for credit risk management.
On the one hand, overdue money is inevitable, since Savings and Credit Cooperatives lend
funds to those entities (companies or people) that were unable to receive financing from the
traditional financial system due to excessive risk. It is not surprising that, by providing loans to
such entities, overdue loans and even defaults are not uncommon occurrences. As long as the
amount of overdue loans is reasonable (a whole paper would be required to comprehensively
discuss the meaning of the word ‘reasonable’ in this context), the risk is covered through higher
interest rates compared to the traditional financial sector than the Savings and Credit
Cooperatives charge their clients with. On the other hand, it is equally important for sound
credit risk management that the ‘reasonable’ amount of overdue loans is always relatively low.
Escobar Castillo et al. (2018) discuss the difficulties of the credit risk management systems
used by many Savings and Credit Cooperatives. Such difficulties are due to the fact that,
although with some exceptions, the majority of SACCOs are small organizations, which do not
possess the resources to implement adequate risk management systems, as almost all larger and
more structured institutions, like banks, do. Thus, an apparent paradox occurs: the financial
entities that, due to their mission, accept higher credit risk, are those institutions that, in practice,
do not implement sophisticated management strategies for the level of risk they face.

Credit risk is a difficult parameter to evaluate mainly because of the arduousness to find a
commonly-agreed definition. Aside of the authors mentioned above, other scholars provide
different definitions. Bourke (1989), Okumu & Oyugi (2016), Bikker y Vervliet (2017), Ngumo
& Collins (2017), Tehulu (2017), Yitayaw (2021), Cueva Jiménez & Pelaez Moreno (2022)
identify the main factors of credit risk in delinquent payment, size, growth rate, liquidity, capital
adequacy, capital structure, asset quality, operational efficiency, tax burden, management
capacity, leverage, deposits, placements, liabilities, composition of the credit portfolio, interest
rate policy, productivity, information technology, GDP, risk level, management quality, risk
sensitivity, the company's ability to meet its obligations. In the middle of the 23 factors
mentioned, some internal to the cooperative and others external, it is easy to understand how
the evaluation of credit risk is an exercise permitted only to institutions equipped with sufficient
knowledge and structure. As a consequence, Peruvian cooperatives in ML1 (or SACCOs of
similar size in other countries) will find it difficult to measure credit risk appropriately and the
same problem, although at a lesser extent, applies to most SACCOs at ML2.
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3.4. Profitability

None of the cooperative principles mention, directly or indirectly, profitability. However,
profitability is an important variable for the sustainability of any company, but in SACCOs it
does not have the same fundamental importance as in private for-profit companies.
Nevertheless, as pointed out by Garcia-Gutierrez Fernandez (2000), the profitability-related
risk may be an explicative factor of financial risk.

Cooperatives are not-for-profit organizations; normally members do not receive dividends and
even if they do, since all members have the same weight in the distribution of profits and given
the large number of members, the amount distributed would not be economically significant.
However, while Hinostroza Duefias et al. (2021) admit that Savings and Credit Cooperatives
are non-profit organizations, on the other hand they observe that there are also authors that
recognizes the need to find financial efficiency, in order to sustain the fulfilment of its social
purposes. In other words, profitability is important even for non-profit organizations since
without orderly financial statements, it would be difficult to guarantee the survival of the
cooperative and therefore the achievement of its objectives (Aranda Quispe et al., 2020).

Many authors identify in Savings and Credit Cooperatives (as well as in any other for-profit
company) the return on assets (ROA) and financial profitability (ROE- return on equity) the
most important indicators for correct financial management of cooperatives (Coba Molina et
al. 2022). Other authors who suggest using ROA and ROE to measure the profitability of
cooperatives (Cueva Jiménez & Peladez Moreno, 2022) also emphasize that profitability has
become the most important financial indicator to measure the performance of cooperatives.
Indeed, insufficient profitability would amplify the risk to sustainability. Coba-Molina et al.
(2019) indicate members of the SACCOs and the entire community as entities whose
commitment to the organization favourably impacts profitability, although neither partners nor
the community directly benefit from that. Actually, none of these entities usually receives
dividends from profitability, but positive financial statements mean long-term survival of the
cooperative and a durable offer over time of financial services to members and, indirectly, to
the community to which the members belong. Among the factors that affect profitability, Trejo-
Garcia et al. (2017) identify (a) directly related assets, (b) risk assets relative to total assets, (c)
operating costs in relation to assets, and (d) the relationship between non-interest income and
total assets.

According to Lapo Maza et al. (2021), profitability is influenced by the size of the cooperative,
its assets, its solvency, its credit portfolio, and its liquidity, while Rivas Vinueza et al. (2021)
add operating costs, financial costs and provisions to the list of parameters that affect
performance of micro-financial institutions. The role of profitability is also recognized by
Higuerey Gomez et al. (2019), who observe a correlation between the size of the cooperative,
a greater diversification and a better ratio of assets to capital, although without establishing any
cause-effect relationship between such variables. The same authors state that profits are
important because they help form a capital base for future expansion and to cushion negative
shocks, thus helping to ensure long-term survival.

3.4.1. Women’s Role in Profitability of Credit and Savings Cooperatives

In addition, Savings and Credit Cooperatives have also been on the front line in the financing
granted to women. This is especially true in the poorest countries, where in many cases the
dominant culture has a sexist flavour and it is a fairly common opinion that women should be
at home to take care of their children. Many researches (two of them being Améstica et al.,
2021 and Carrién Gavilanes & Chango Casanova, 2022) show that when women are invested
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with management positions, they have a positive impact on the creation of value in the
company. Likewise, according to Hernandez Ortiz et al. (2020) the presence of women in
management positions increases the profitability of the company. Greater gender diversity in
any organization leads to an increase in a company's competitive advantage, which boosts
innovation. According to Esteban Salvador (2013) and Hernandez Nicolés et al. (2016), gender
diversity is associated with both profitability and value creation because there is a positive
relationship between gender diversity among managers and financial performance. Moreover,
women as debtors to Saving and Credit Cooperatives, often result as better repayor of their
debts and more savvy managers of microenterprise’s funds (Macias Somoza & Loor
Colamarco, 2022). Achinelli Baez (2019:4), rather optimistically, goes as far as suggesting “an
important impact the cooperative sector could have in eradicating the violence against women”.

3.5. Education of Members of Saving and Credit Cooperatives

Savings and Credit Cooperatives lend money to people or members who are unable to receive
financing from the traditional financial system due to excessive risk. The sustainability of the
SACCOs, that is, their ability to pay depositor members depends on their evaluation of the
credit risk granted to debtor partners. It can also be interpreted as the commitment to offer
services that are not necessarily profitable but safe enough to that part of the community that
needs them for business purposes. On the one hand, it is true that no educational credentials are
needed to start a business: anyone can start own activity, even without formal education, and
seek business success. On the other hand, compared to a few successful initiatives, there are
many that fail within a few years, leaving the entrepreneur in debt and the lending institutions
with unpaid loans. The bankruptcy of about 150 Peruvian SACCOs between 2020 and 2023 is
a clear proof of this type of problem. The approach of the cooperatives seems to be too oriented
towards granting of money and too little towards the educational development of the
community. One of the pillars of the cooperative movement (education, training and
information) lacks an adequate impact on the society (Carmona et al., 2013)

3.6. Analysis of the Saving and Credit Cooperative in Latin America — Peru as a Case Study
There are different models that explain efficiency, profitability and credit risk at a general level
throughout Latin America and the world, and how these relate to each other. Fully Bressan et
al., (2011) use one of them to analyse the insolvency of the Brazilian credit cooperatives: the
PEARLS Model (Protection; Effective financial structure; Asset quality, Rates of return and
costs, Liquidity, Signs of growth). There is also the DEA model (Data Envelopment Analysis),
used to evaluate the operational efficiency of SACCOs. Campoverde Campoverde et al., (2019)
evaluate the efficiency of Savings and Credit Cooperatives in Ecuador. Their DEA model uses
a minimization/maximization (Mini-Max) process of objective functions subject to money
input-output links. Another model used to evaluate the operational efficiency of Brazilian credit
cooperatives is CAMEL, which takes into account variables such as Capital adequacy, Asset
quality, Management capability, return Efficiency, and Liquidity (Da Silva et al., 2017).

The literature mentions many components of credit risk, without forgetting other risk factors
that may impact SACCOs. Garcia Bravo et al. (2021), identify 29 components associated to
risk of Savings and Credit Cooperatives in Ecuador, grouped by Control Environment, Risk
Assessment, Control Activities, Information and Communication, Supervision and Monitoring.
Among them, those that seem most relevant to credit risk are risk matrices, disaster recovery
plans, safeguards of financial resources, quality, truthful and timely information, and evaluation
of internal control components. It is worth mentioning that many other components have
indirect effects on credit risk.
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Lopez Jara (2017) mentions fraud prevention as another necessary step for risk management of
Ecuadorian Saving and Credit Cooperatives, an activity that academic authors often forget to
include. Therefore, it is essential that SACCOs establish control systems that guarantee
adequate management of all the different types of risks that exist at the financial level.

Brito-Cabrera & Vasconez-Acufia (2022) also focus their research on credit risk of SACCOs
in Ecuador and identify six components of this type of risk: decisions on interest rates active
and passive, applicant evaluation strategies, collateral requirements, credit portfolio,
delinquency, and recovery policies for periodic payments from debtors. Guallpa Guaman &
Urbina-Poveda (2021), in their article about the determinants of SACCOs’ financial
performance, mention a directorial resolution that establishes the ten main indicators according
to the Monetary and Financial Policy, and Regulation Board of Ecuador. Some of them are
similar to the components described above, adding the amount of expenses, the ratio between
assets and short-term liabilities (that is, the working capital of SACCOs), the concentration and
volatility of portfolio, and deposits.

On the other hand, while capital companies have profitability as the main objective of their very
existence, cooperatives see the world differently. Many authors (Cueva Jiménez & Peléez
Moreno, 2020, among others) agree that the best financial ratios to evaluate profitability of
Latin-American SACCOs are ROE and the ROA. From an institutional point of view,
profitability is not one of the cooperative principles and therefore it cannot be among its
objectives (Coba-Molina et al., 2019).

Finally, the next section discusses profitability, a fundamental variable in all cooperative
analyses at a general level throughout Latin America and in the specific case of Peru. This
variable, together with others that we already found, represents, according to Diaz et al. (2017),
one of the six vital signs of a company: solvency, stability, productivity, profitability, late
payment, and risk.

Peru is among the most developed Latin American countries as far as the microfinance sector
is concerned because the country presents a flourishing micro-business sector. In fact, small
and micro businesses produce 42% of the national GDP and employ 74% of the economically
active population (Pait, 2009). Furthermore, thanks to established regulation and supervision
authorities, Peruvian micro-businesses enjoy the confidence of investors (Conger et al., 2010).

Discussion and Conclusion

Savings and Credit Cooperatives play an important role in the economies of families and
microbusinesses in many developing countries. As evidenced by Yunus (2007), in some cases
a small amount of initial financing would be sufficient to allow the establishment of a
microenterprise that can guarantee an, although minimal, level of economic development for
the poorest part of the population. This benefit of SACCOs is recognized almost without
exception.

The main problem is represented by the next step, expected by the founder of Grameen Bank,
but not always corroborated by the results of academic research. Microenterprises, which
represent the main client entities of SACCOs, very rarely manage to go from the level of
survival to the level of development. Most microenterprises fail to grow, remain small, and do
not increase the well-being of their owners above a minimum level, they do not generate more
employment and (individually) contribute very little to the national economy. Furthermore,
many of such microbusinesses have a short life, and there are frequent cases of micro-
entrepreneurs who keep opening and closing activities without achieving a true economic
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increase for themselves or the local economy. The main debate about microfinance concerns
the role that this practice plays. Some authors are optimistic and highlight the advantages that
microfinance brings to borrowers. These are the availability of money despite little or no
guarantees, the willingness to accept high risk face to interest rates that are much more
competitive than those offered by usurious institutions and the informal financial sector, and
attention to local communities (Garcia Reyes et al., 2019).

Most credit risk management tools are designed with an appropriate administrative structure in
mind, which seldom fits the structure of small institutions. For example, in the opinion of Santa
Cruz Marin (2014), the COSO model (acronym for the Committee of Sponsoring Organizations
of Treadway Commission), is an effective instrument in the evaluation of internal control, since
it includes all aspects to be considered, such as control environment, risk assessment, control,
information and communication activities, as well as monitoring (Lawson et al., 2017).
Nevertheless, Garcia Bravo (2021) does not propose a credit risk management methodology
suitable for small institutions when they mention the COSO model as tool for analysis of
internal control processes in their study of fourteen cooperatives in Ecuador. It is clear that,
with risk assessment being one of the parameters to monitor within a much larger and structured
process, ML1 and ML2 cooperatives in Peru, or institution of similar size in other countries,
will not be able to adopt this methodology. although it is highly valued at academic as well as
at professional level. Once again, credit risk management appears to be a difficult task,
especially for small-sized SACCOs that, aside of being the large majority of Saving and Credit
Cooperatives in the world, are also the most exposed to the risk of low-income, low growth
opportunity and high-risk customers.

Another limit found in SACCOs, perhaps with the exception of the largest and most structured
ones, is the low quality of education (Lara Gémez & Rico Hernandez, 2011; Coba-Molina et
al. 2019). Many cooperatives do not have trained administrators, managers and directors. In
many cases a diploma in accounting is enough to access positions of great responsibility,
despite little or no professional experience. This cannot but negatively impact the evaluation of
credit risk in such cooperatives. Inadequately educated management of the cooperative sector
of course does not facilitate an appropriate evaluation of credit risk and therefore the well-being
over time of the cooperative, its members and the entire community. On the other hand, there
are also authors who doubt the effectiveness of cooperative sector and observe that SACCOs
swim in a closed lagoon, with no real opportunities to grow. Again, according to the opinion of
many scholars (Esteban Salvador et al., 2018 being one of them), the main reason is the lack of
business education of microentrepreneurs. Indeed cooperatives, contrary to one of their
principles, do not promote education enough, despite having an Education Committee, which
should take care to increase knowledge in accounting, finance, marketing, sales, business
management, and administration to their associates. The social theory, in principle appreciable,
faces the generally small size of the Saving and Credit Cooperatives and, above all, the large
number of members, which prevents the establishment of effective training programs (Lara
Gomez & Rico Hernandez, 2011). It's hard to blame the cooperatives for that. The problem is
not the lack of will to develop education of the community, it is the lack of possibility due to
the enormous effort required. For this reason, many authors have doubts about the possibility
of the cooperative movement to achieve its objectives beyond guaranteeing the poorest a
minimum standard of economic living.

Another hurdle is that the financial results of SACCOs depend on many factors. According to
Nava Rosillon (2009) the calculation of financial indicators that express liquidity, solvency,
operational efficiency, indebtedness, performance, and profitability is essential. All of these
indicators are impacted by credit risk. Significant delays in the payment of interest and principal
amount by debtors may reduce liquidity to a level incompatible with the cooperative's
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obligations, which in turn would impact solvency. Debt has to be balanced, so that income can
cover the needs of expenditure, and this balance can only be obtained if the institution operates
efficiently (Aguilar et al., 2004). Finally, the profitability of cooperatives is not as important as
it is in for-profit companies, but without reasonable profitability it is hard for the activities of a
financial institution to proceed smoothly in the long term. Profitability is a way to finance low-
cost loans and therefore all cooperatives should have profitability as a strategic objective of
their management. As indicated by many authors, including Meneses & Macuacé (2011),
profitability should be the main concern of microfinance entities. Savings and Credit
Cooperatives were born to take charge of the financial risk of companies at the base of the
socio-economic pyramid and then risk should be their daily bread. Cooperatives were created
to offer financing to those who will never be able to find it in larger institutions due to the high
risk compared to the parameters acceptable by such organizations. Therefore, it is essential that
all microfinance institutions take great care in risk control and that those that face more risk,
such as SACCOs, take even more care of it, starting with risk identification.

According to Alvarez Callahue & Apaza Tarqui (2019), through risk identification companies
can analyse, evaluate, prioritise, control, document, and monitor various risks that may hinder
or prevent the fulfilment of the organization's goals. Once again, practice clashes negatively
with theory and the result is sub-optimal. Scientific research and practices in major financial
institutions have indicated the path and many tools to carry out adequate risk control operations,
although bankruptcies even of large banks in recent years call these practices into question
(Lehman Brothers in 2008, Silicon Valley Bank and Credit Suisse in 2023, to name just the
most well-known worldwide). But, if risk control is a common practice, although costly and
difficult, in large banks, Savings and Credit Cooperatives, especially the smaller ones, such as
those of ML1 and ML2 in Peru, have enormous difficulties in carry out adequate control.

If the poor business culture is one of the main problems of micro companies, an insufficient
financial culture is also a frequent problem in these institutions. The majority of them begin
their activities after a meeting of people who lack an appropriate macro- and micro-economic
analysis (Uquillas & Gonzalez, 2017), without capabilities to predict trends even in the short
term, and above all motivated by a lot of enthusiasm for the possibility to save or raise money
through an institution close to the community and then, hopefully, more flexible to their needs.
If on the one hand these hopes comply with the cooperative principles (Pérez Espinoza et al.,
2016), we cannot forget that there are other principles, as the principles of correct financial
management, that take the driving seat. With the exception of some cooperatives in ML3, this
is not what normally happens. The common sense and prudence of a good 'parent’ cannot
replace the lack of financial education. Based on what has been analysed in the previous
sections, it seems essential that most SACCOs begin a path of adaptation made of steps that,
based on the recent wind-up of Peruvian cooperatives, it would be guilty to delay even more.
The analysis of the literature leads us to identify the following steps: The selection of SACCOs
managers among people who have a minimum basis of accounting, financial, and business
administration knowledge (King et al., 2018); establishment of practices, tools, and controls
that are appropriate for the size of the cooperative, but at the same time offer reasonable
guarantees of sound risk management and compliance with basic financial rules (Cuevas-
Villegas, 2002; Aguilar et al., 2004); facilitating the development of the cooperative, through
internal growth or through mergers and acquisitions (Méndez Naya, 2017).

As a last word, we must not forget the very good work being carried out by SBS, which has
taken charge of the supervision of more than 400 cooperatives since 2019. It is true that a long
process awaits to lead the cooperative sector under acceptable practices but the work and results
of the first years give good hope for the future of the cooperative movement in Peru. Last but
not least, it is worthwhile to discuss the controversial relationship between microfinance and
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women. On the one hand, the research results confirm that women are better clients of
microfinance institutions. According to Esteban Salvador (2013), women, accustomed to
managing family finances, are more reliable entrepreneurs, are better debt payers and therefore
guarantee less financial risk to credit institutions. Financial responsibility contributes to
women's sense of self-esteem and recognition of an important role in society. Despite, in
general, a lower educational level compared to men, female entrepreneurs do not perform
significantly worse and, on the contrary, their performance is often better. However, research
shows that microfinance does not have as great an impact on women's empowerment. Indeed,
establishing a microbusiness is often considered a survival method for the poor, in
environments where self-entrepreneurship is a forced choice due to lack of alternative job
opportunities rather than a carefully planned business decision. Hernandez et al. (2016) argue
that, in the vast majority of cases, microfinance institutions are oblivious to women's immediate
investment needs. Without rational explanation, the same institutions that should develop the
less guaranteed parts of society tend to rely more on granting loans to men (Esteban Salvador
et al., 2018). This may be the consequence of customs rooted in a misunderstood common
sense. As a consequence, in many cases, even when women receive financing, the money is
actually managed by the men of the family, the husband, father or brothers. If one of the
objectives of microfinance is the empowerment of women, it cannot be said that it has achieved
transversal success in all countries and in all cultures. A lot of effort is still needed for women
to be truly recognized at the same level as men in business administration, finance and even
microfinance.
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