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Ten years working towards
sustainable and inclusive
economic and socia

development for vulnerable
neople

This year the BBVA Microfinance Foundation
s celebrating its 10th anniversary:.

INn 200/ BBVA set up BBVAMEF, an institution
that has supported more than five million
vulnerable people in Latin America,
Creating opportunities for development
and better standards of living.

Our purpose

The financial sector plays a key role in
development, both because of its support
for economic growth, and because of

its impact on disadvantaged segments

of society, making their access to financial
services possible.

Financial exclusion is an obstacle to devel-
opment for the poorest and their communi-

ties. Financial policies that encourage appro-

priate incentives and help people with talent
and entrepreneurial spirit to get access to
financing are extraordinarily important.
They provide stability, promoting growth,
poverty reduction and a fairer distribution
of resources and skills.

BBVA Microfinance Foundation (BBVAMF),
a non-profit entity, came into being within
the corporate social responsibility area of
the Spanish bank Banco Bilbao Vizcaya
Argentaria, S.A. (BBVA), and has put all the
knowhow of a bank with more than a cen-
tury and a half of experience at the service
of the most vulnerable.

BBVAMEF is a legally incorporated entity
with the purpose of promoting sustainable
and inclusive economic and social devel-
opment for disadvantaged people through
Responsible Productive Finance. The aim is
to accompany them over time with a meth-
odology designed to raise their standard

of living with products, financial services,

advice and training. These people are at the
center of everything that BBVAMF does; the
Foundation, driven by the BBVA, remains
true to its mission to reduce poverty and
inequality, bringing fresh ways of thinking to
the microfinance sector.

BBVAMEF focuses on two strategic activities:
creating and managing a group of sustaina-
ble microfinance entities that are a reference
point in Latin America; as a linked activity,

implementing projects that are the drivers
for transformation in the sector and for
eliminating the barriers to their expansion.

Over this decade, BBVA Microfinance Foun-

dation has signed off more than USD 8.2
billion in loans to vulnerable entrepreneurs
(2007-2016), and has become a philan-
thropic institution with one of the greatest

social impacts in Latin America, the first op-

erator with proprietary methodology in the
region, and one with 1.8 million clients.m

Significantscale
Total net clients as of December 31, 2016

45%
1,826,607 clients
0.9%
0.6%
6%
21%

26% [ | 828,499 Bancamla

468,902 Financiera Confianza
390,199 Banco Adopem
MO0, 817 Fondo Esperanza

B 1,106 Emprende

W 17,084 Microserfin

Source: BEVAMFG institutions. BEVAMF calculations.

Currently serving 1.8 million clients with an estimated

indirectimpact on 7.3 million people.
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Attheservice of low-income entrepreneurs Extensive regional footprint
19% 23%
USDFB0a IR T e
Dominican Republic
© 46% . Banco Adopem
s 161 ' 50% N
Panama
Microserfin
: Colombia
Bancamia
23% ...
usp* 72 Peru
20% Financiera Confianza
LN
1:% R
USDF 35 7% A Chile
Fondo Esperanza
New 2016 Tatal 12.31.2016 Emprende

B Extremely poor B Poor B vulnerable ¥ Others
507 branches in five countries
across six microfinance entities
and 8,038 employees.

*Maonthly net income per capita
Source: BBVAMFG institutions. BBVAMF calculations

As 0f 12.31.2016, 77% of credit clients were classified as virinerable, that is,
per capitanetincomes from their enterprises were less than three times the
poverty line in their respective country and environment (rural/urban).

Creating value for the future

Solid assetbase
Aggregate total assets as of Decernber 31 of each year (USD million) 2007 BBVAMF established, with a donation of EUR 200 million from BBVA (Spain).
_CﬁGRn-IE 2008 Acquisition of majority stake and merger between Caja Rural NorPerd,
) § = 9.2% Caja Rural del Sur and Edpyme Crear Tacna. Caja Nuestra Gente (Peru) incorporated.

- Acquisition of majority stake and merger of WWB Colombia and WWB Medellin.
_ - Incorporation of Bancamia (Colombia).

2009 Acquisition of majority stake and creation of Emprende (Chile).

2010 Acquisition of majority stake in Financiera Confianza (Peru).
Acquisition of majority stake and creation of Microserfin (Panama).

= S o 3 Q 2
] = = - - - 201 Acquisition of majority stake in Fondo Esperanza (Chile).
DEC DEC12 DEC13 DEC4 DEC"5 DEC1&
2012 Acquisition of majority stake in Banco Adopem
Source: BEVAMFG institutions. BEVAMF calculations (Dominican Republic).

Solid asset base to support the growth of entities in the BBVAMF Group. 2013 Merger of institutions in Peru and creation of a merged Financiera Confianza.
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Partners

Founding NGOs

o

FRUAOUL DI LS HLILR
COLOMBIA

Corporacion Mundialdela
Mujer Colombia [Women’s
World Corporation Colombial
Non-profit institution set up in 1989
with the mission of improving the
standards of living of those in a
situation of vulnerability, particularly
women, with programs and projects
driving human and productive
development.

Corporacion Mundialdela
Mujer Medellin [Women’s
World Corporation, Medellin]
(Colombia)

NGO running since 1985 and
focusing on the development
and reinforcement of
microentrepreneurs. It provides
tools and services to train,
consolidate and sustainably grow
microenterprises and protect the
families economically dependent
on them.

2,

?
AT T M O

ONG Adopem: Asociacion
Dominicana para el Desarrollo
delaMujer [Dominican
Association for Women’s
Development]

(Dominican Republic)

Created in 1982, this NGO has

the mission of enhancing and
building on entrepreneurial skills,
together with the social and human
development of its clients and

their families. It provides training,
assessment and research services
in a number of areas, generating
greater integration and participation
in the development process

as well as a positive impact on their
business growth and living conditions.

Sefpar

ONG SEPAR: Servicios
Educativos, Promociony
Apoyo Rural [Educational
Services, Support and Rural
Development] (Peru)

This non-profit civil association set
up in 1987 promotes sustainable
development in Peru, particularly in
the country’s central region, through
the execution of development
programs and projects.

Hogar de Cristo [Home of
Christl (Chile)

Charitable institution founded in
1944 to help the poorest of the
poor and the socially excluded,
opening up their opportunities
for a better life.

BBVAMF Social Performance Report 2016

1 Imternational
1 Financo Corporation
WORLD BANT ORI

International Finance
Corporation [World

Bank Group]

Set up in 1956, IFC is made up of 184
member countries and is the largest
global development institution
focused exclusively on the private
sector in developing countries. As a
member of the World Bank Group,
the goals of the IFC are to end
poverty and boost shared prosperity.
Its vision is that people should have
the opportunity to escape poverty
and improve their standard of living.
It uses its capital, expertise, and
influence to create opportunities
where these are most needed.

Social investment funds

< 0IKO

iy, =

Oikocredit

Oikocredit - originally called
Ecumenical Development
Cooperative Society - was founded
in 1975 to provide religious
institutions with an alternative
investment channel focusing on
disadvantaged people. Today it is

an international cooperative based
in the Netherlands that finances
organizations that improve the
standard of living of low-income
people and communities sustainably.
With a great deal of experience in
microfinance, Oikocredit is currently
also investing in agriculture and fair
trade, as well as in renewable energy.

£ incofin

IR TMEET G M T

INCOFIN

Headquartered in Belgium, Incofin
Investment Management (Incofin
IM) manages and advises funds that
invest in microfinance institutions

in developing countries. As a
specialist in rural microfinancing, it
attaches great importance to the
social objective of the organizations
which it supports, selecting only
those institutions that have a
positive impact on their clients and
employees standards of living.

responsAbility

responsAbility

Based in Switzerland, responsAbility
Investments AG is one of the worlds
leading asset managers in the field
of development investments. The
company’s investment vehicles
supply debt and equity financing

to non-listed firms in emerging
economies and developing
countries. Through their activities,
these firms help to meet the basic
needs of broad sections of the
population and to drive economic
development - leading to greater
prosperity in the long term.

22123
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Vleasuring

With over 1.8 million clients, BBVAMF Group is com-
mitted to serving low-income entrepreneurs. Of the
900,000 plus people who have taken out a loan,
/7% are vulnerable, and 60% are women. Their net
INncomes grow on average by 18% a year, their assets
by 26% and the segment of clients classified as poor
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at the outset falls by 38% after two years. Furthermore, | NEIOKNDL FOTURDS
at the same time, some are creating new job po- | 3-'*
sitions and improving their housing conditions and . &~

education levels.

Totalclients (1) According to Total credit clients as of Dec 31, 2016
the DANE poverty
line (differentiating
between rural and urban o 4 o 1 o
environments). Clients
whose net income per o o o
capita (estimated as the . .
’ ’ business net income Vulnerable® Prlmary education Women Rural Under 30 years old
e e divided by the size of the at best®
TOtal cred.t Chents household) is below the
threshold calculated by
multiplying the poverty ;
line figure by three, are New creditclients in 2016
classified as vulnerable.
’ (2) Proportion of all o o o
credit clients who have
completed primary o o o

New creditclients education, at best.
Vulnerable® Pri]gnaryz)education Women Rural Under 30 years old
at best



BBVAMF
Social Performance Report

3

N

Measuring the progress
of microentrepreneurs

The provision of financial products and services

to vulnerable people with productive activities is

an efficient tool in the fight against poverty.

BBVA Microfinance Foundation's vision was put

iNto practice with Responsible Productive Finance,

a methodology based on case-by-case knowledge
of microentrepreneurs to support them in generating
net incomes that can be sustained over time.

Microfinance has demonstrated that itis an ~ microentrepreneurs, as well as training
effective tool for accessing and managing and advice to stimulate the development
financial resources for low-income people. of their productive activities, mitigate risks
It encourages the development of and improve their families’ standard of
microentrepreneurs’ productive activities living sustainably. It means putting these
by giving them financing options, and thus economically vulnerable entrepreneurs at
helps to smooth financial flows through the center of microfinance activity, helping
better income management, together with them to take decisions that optimize

access to saving and insurance. This is their resource management from an
indispensable for low-income families and intertemporal perspective and that increase
communities to make progress. Drawing their likelihood of success in the long term.
on its experience, BBVA Microfinance
Foundation (BBVAMEF) believes that it is
very important to establish sustainable,
long-term relationships with clients to
reduce poverty, since this enables them to
generate higher incomes and consolidate
their wealth.

BBVAMEF supports and contributes to the
development of these vulnerable entrepre-
neurs’ skillset, so that they can make good
progress, improving their current and future
standard of living through their productive
work and effort. All the merit of any success
they may have in their endeavors, however
BBVA Microfinance Foundation’s vision small, is entirely the client’s.
was put into practice with Responsible
Productive Finance, a methodology
based on providing a complete range
of financial products and services to

The ultimate goal is for these people’s
progress to be sustainable and as broad
and wide-ranging as possible, having an

’
a1
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impact on the various dimensions of their
economic and social development. But the
aim is also that the development of this
activity should be inclusive (in terms of
reach), that it should have a positive impact
on as many vulnerable people as possible
(scale) and that this be achieved on a
sustainable basis.

Within this framework, BBVAMF has made
it a priority to develop an advanced system
for measuring, analyzing and tracking

the economic and social attributes of the
people it serves and in 2012 created the
Social Impact Assessment unit, in order

to measure to what degree it was fulfilling
its mission, and to drive a framework for
social performance management that would
become a benchmark in the sector.

BBVAMF currently has a system of quan-
titative and qualitative metrics that are
designed to systematically and regularly
analyze the changes clients are undergoing

The detailed and

repeated measurement

of microentrepreneurs
progress is an effective
way of ensuring
compliance with BBVAMF's
mission and of enabling
effective action.

in terms of their business development and
social conditions throughout their relation-
ship with the six institutions that make up
the BBVA Microfinance Foundation Group
(“BBVAMF Group” or “the Group”).

The concept of social performance
management is still relatively new in the
microfinance sector, although a number of
initiatives exist that seek to find an overall
vision and a shared framework to integrate

BBVAMF
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it across regions and institutions. BBVAMF
was a pioneer in this field and has defined
a specialized, proprietary and practical
model, based on measuring who its clients
are and how they behave, what their

1. Commiitted toserving
low-income clients

BBVAMEFs culture is focused on serving
vulnerable clients and on measuring and
monitoring their progress over the long

New credit clients (@)

businesses are like and how they progress term. To this end, clients are segmented by 90.3% 88.1% 85.1% 85% 82.5% 80.8%
over time in economic and social terms. their economic vulnerability, comparing
These elements are covered in this chapter the per capita net incomes from their
under the following three sections: productive activities (profit obtained from
their businesses divided by the number of
« Committed to serving low-income clients =~ members in the family unit) with the official
Introduction to the approach used in poverty and extreme poverty lines in their
BBVAMEF to segment clients by their country at the time, and differentiating
economic vulnerability and verification between urban and rural environments. In
that clients served by the institutions are this way, four client segments have been B ™ i o o P
low-income entrepreneurs. defined: extremely poor, poor, vulnerable ; Q E E ™M ‘;}
(when their per capita net income is less & 2 Q Q % o
+ Observing microentrepreneurs’ progress  than three times their country’s poverty line) ot 2012 2013 2014 2015 2016

Close analysis of progress made by clients
in their productive activities, giving the
specific characteristics of each sector.

« Staying with clients as they grow
Arguments supporting the importance
of nurturing long-term relationships with
clients to further their development and
generate more impact from the point
of view of fulfilling the mission, and

and others (considered non-vulnerable).
This is the main criterion used to classify
clients throughout the report.

11Keeping thefocus onvuilnerable
clientsusing specifictargets

Staying close to the vulnerability profile of
clients served by the Group’s entities is crit-
ical in order to ensure alignment with the
mission and a key element for managing the

B Mew by cohort B % Vulnerable

Source: BEVAMFG institutions. BEVAMF calculations.

Economic vulnerability )

description of the principal products social performance of each institution. are classified as poor or extremely poor E?[?iﬂ 23%
available to them. and live on an average of USD 1.9 a day.
Economic vulnerability | 46%
The outcomes suggest that there is The trend of serving new vulnerable Reduction of poverty segments LsD st | 50%

a positive relation between access to
microfinance products and services offered
by BBVA Microfinance Group institutions,
and the progress made by clients in the long
term. BBVAMF does not attribute the cause
of these changes to itself, given that they
are the result of a series of multiple factors;
however, it does consider that measuring
them in a detailed and systematic way

is the most effective means of ensuring
compliance with the mission and converting
it into an actionable purpose.

clients continued in 2016. With a social
performance measurement system that is
solid in terms of quality and volume of
information, and with stable indicators,

it has been possible to set targets for fo-
cusing attention on vulnerable clients as a
guarantee of alignment with the mission.

To the end of December 2016, 77% of cur-
rent clients were classified as vulnerable',
and 80.8% of clients who joined the Group
during 2016 were so at the outset®. To give
an idea of the order of magnitude, among
new vulnerable clients, each member of the
family produced an average of USD 3.9 a
day from the net income generated from
their microenterprises. Of new clients, 35%

(a) New clients (without
previous loans) signed up
over the year.

(b) According to each
country’s official poverty
lines (differentiating
between rural and urban
environments). Clients
whose per capita net
income (estimated as

the business net income
divided by the number of
members in the household)
is above the poverty line
but below the threshold
obtained by multiplying
the poverty line by three
are considered to be in the
vulnerable segment.

This system of classification and regular
measurement makes it possible to record
that the reduction in clients’ economic vul-
nerability is directly related to the time they
remain as clients in the Group. On average,
clients in a given cohort who were initially
classified as poor or extremely poor gradu-
ally generate bigger incomes over time, so
their per capita net incomes break through
the poverty lines and they are reclassified
as non-poor. For example, among clients

in the 2014 cohort who were still clients

at the end of 2016, 45% were classified as
poor or extremely poor at the outset of their
banking relationship and as of the end of
2016 this same segment accounted for only
27%, a reduction of 40%.

12%
LIsD 35

Mew 2016

23% N 20%
usD 72+
7%

Total 12.31.2016

[ | Extremely poor N roor B vuinerable ¥ Others

* Monthly net income pear capita
Source: Each country’s official body, BEVAMFG instituticns.
BEVAMF calculations
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(c) Shows the situation at
the outset (SO) and the
current situation (CS).
Clients who have been
current at some point du-
ring 2016, and who have
updated their information
in the 12 months prior

to the last time they were
monitored in 2016. Clients
who have been written off
are not classified as having
escaped poverty.

(d) Clients who have been
current at some point du-
ring 2016, and who have
updated their information
in the 12 months prior

to the last time they were
monitored in 2016. Clients
who have been written-off
are not classified as having
escaped poverty.

+ Escape from poverty:
clients classified as poor

at the outset of their
relationship with the
institution, who have
broken through the
poverty line, divided by the
number of clients classified
as poor at the outset.

« Entry into poverty:
clients classified as non-
poor at the outset of

their relationship with

the institution, who have
slipped below the poverty
line, divided by the num-
ber of clients classified as
poor at the outset.

« Net reduction: escape
from poverty, less entry
into poverty.

BBVAMF Social Performance Report 2016

Vulnerability segments, change ()

3% 26% W% 24% W% 23%

35% 36% 37%
54% 53% 52%
32% 1% 28%
19%
20% | 17% % | > 2%
3% 4% "
cs 5

50 c5 50 L8] Cs
20m 20012 2013

After two years, the
client segment classified

30131

1.2Looking beyond incomes:
other vulnerable segments
As well as measuring and monitoring

clients’ economic vulnerability, other seg-
ments are tracked that, for their specifics on
gender, environment in which people live,

educational level and age, are considered
of interest from the perspective of social
performance measurement (see figure e).

P R ] ELE L as poor at the outset
o shrinks by 38%.
48%
52% 51% 53%
the conviction that the financial channel
plays an important role in improving
clients’ standards of living.
28%
2T%
26%
21% 2% 22%
17%
12%
6% 6% 8% Nax
Profiles of non-economic vulnerability ©
S0 CSs S0 CSs S0 cs
2004 2015 2016

B Extremely poor B Poor M Vulnerable ¥ Others

Source: BEVAMFG institutions. BEVAMF calculations.

Although there is also a set of clients whose
net incomes fall and thus who may fall

into, or back into, poor segments, this is a
small proportion and a shrinking one. As a
net effect the segment of clients classified
as poor or extremely poor diminishes over
time; on average this reduction is 22% after
a year and 38% after two years with Group
institutions (see graph d).

In absolute terms, in 2016 over 224,000
clients improved their per capita net
incomes relative to their corresponding
poverty lines (country and rural/urban
environment), once these were updated
by the official bodies or corrected for
inflation® and over 56,000 have escaped
poverty (i.e. are not classified as poor or
extremely poor).

Overall, the data show a positive
correlation between clients continuing in
the BBVAMF Group, and the increase in
their net incomes over time. This reinforces

Segment as % of total
S0: Situation at the outset current clients

C5: Current situation

Women [ .
60%
Reduction inpoverty segment ()
69%
59%
Rural | —
32%
Under30
yearsold | [—
19%
10% Over 60 | ]
yearsold 11%
t1year 1-2 2-3 34 4-5
years years years years
Fl'll'l';:q [
B Escape from poverty B Entry into poverty :tdll:uﬂ on 45%

» Net poverty reduction .
(e) Clients current

Source: BEVAMFG institutions. BEVAMF calculations. as of 12.31.2016.

Some aspects of vulnerability

Disadvantaged from the perspective of:

- Economy: wage inequality. more time spent
on unpaid jobs.

- Law: differences in gender legislation, in labor
legislation and property ownership.

- Society: gender violence, lower political
representation.

Low basic services availability, limited infrastructure,
difficult access,

Growing youth unemployment rate,
early motherhood.

Barriers to accessing labor market, limitations
in social care (pensions), high healthcare expenses,
family responsibilities.

Limitations in managing a business,
difficulties in finding labor opportunities.
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In recent years, the proportion that each
of these segments represents in terms of
client enrollment has remained stable,
except in the segment of clients with little
formal education (primary at best) which
has fallen a little since 2014 (see graph f).

Turning to gender, 60% of all credit
clients at the end of 2016 were women
and 32% of these were classified as poor,

a proportion higher than 27%, which is
the average for the entire client portfolio,
as is the case with the under-thirties
segment (see graph g). The Women’s
empowerment chapter, later on in this
report, presents a vision of the situation
of women in Latin America, conducting
an in-depth analysis of the profiles and
progress of female clients of BBVAMF
Group institutions.

BBVAMF Social Performance Report 2016 32133

(f) New client (no previous
credits) acquisitions over
the year. Total represents
the entire portfolio current
as of 12.31.2016.

(g) Clients current

as of 12.31.2016.

Profile of new & existing clients ()

61% i 60%
H m @
46% 459%
37%
32%
26% 19%
1%
.
5% 6%
201 2012 2013 2014 2015 2016 Total

B 5% women W % Rural environment B % Under 30 years old
B 5 overso yvearsold U % Primary education at best

Source; BEVAMFG institutions. BEVAMF calculations,

Poverty by segment (0)

Poverty rate in the portfolio: 27%

— m % Women
29% % Primary ed., at best
— 32% 9% Under 30 years old
19% % Rural environment

T —— 22% % Over60 years old

Source; BEVAMFG institutions. BEVAMF calculations,
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(h) New client (no pre-
vious credits) acquisitions
over the year. Total repre-
sents the entire portfolio
current as of 12.31.2016.
Emprende does not have
an individual indicator for
client environments, so it
is not possible to establish
the poverty of clients in the
rural environment. Fondo
Esperanza has no rural
clients.

(i) Clients current

as of 12.31.2016.

New and current credit clients in the rural environment ()

35.7% o L-————_

27.3% _;f
Bl

26.4% 23.3%
24.2%
20m 2012 2013 2014 2015 2016

+43.6%

-“-9‘%
38.2%

*33.5%

Total

I Bancamia ¥ Financlera Confianza B Banco Adopem B Emprende U Microserfin

Source: BEVAMFG institutions, BEVAMF caloulations.

On the question of environment, the

poverty rate is still considerably higher in
rural areas in relative terms. According to
the latest CEPAL figures (2015), in Latin

America and the Caribbean 23.8% of the Bancamia [
urban population was living in households 27%
in a situation of poverty, and this propor-

tion rose to 46.2% in the rural environ-
ment®. However, when the relative size
of the client segment classified as poor in
the Group was analyzed, it was seen to be
larger in urban than in rural areas, (see
graph i), which is characteristic of the Banco
microfinance sector. Adopem 34%

Confianza

. . 19%
In terms of clients’ educational levels,

the environment in which they live is the

key factor. Rural clients have significantly
lower levels of education than those re- 14%
siding in towns: 64% of extremely poor

Poverty by environment ()

Financie I
anciera a%

Microserfin I
22%

and poor clients in the rural environment
have primary education at best, whereas
in urban surroundings this ratio is 42%.

B 2 Urban poor & % Rural poor

Source: BBVAMFG institutions. BEVAMF calculations,

BBVAMF Social Performance Report 2016

(j) New clients represents
clients joining during 2016
(no previous credits). Total
represents the number

of clients current as of
12.31.2016.

These proportions are lower for new
extremely poor and poor clients served in
2016, who have slightly higher education
levels (59% and 36% in rural and urban
environments, respectively). Meanwhile,
in the case of new non-poor clients the dif-
ference is greater: the percentage of clients
with primary education at best is double in
the rural environment (52% vs. 26%).

The Special projects sections in the country
reports later on in the book describe some
of the local programs specifically designed
to serve some of these segments, such as
Financiera Confianza’s Palabra de Mujer
[Woman’s Word] product, Bancamia and
Banco Adopem’s agent banking, that help
to reach the rural or poor populations
more effectively.

Clients with primary education
athest, by environment ()

64%
59%

Rural Urban

[ | Extremely poor & poor - New clients
Extremely poor & poor - Total clients
Vulnerable & other - New clients
Vulnerable & other - Total clients

Source: BBVAMFG institutions except for Fondo Esperanza
and Emprende. BBVAMF calculations,

34135

1.3 Making progress

by integrating management
into daily activities

Developing efficient and timely manage-
ment of social performance is an effective
route for guaranteeing mission alignment.
Social impact and sustainability must be
twin priorities and should form part of
Group institutions’ strategies. To do this,
a shared language has to be created, based
on objective data, which makes continuous
tracking possible and which supports
decision-making.

BBVAMEF has gone a long way in this di-
rection, succeeding in defining measurable
targets on social performance indicators
that are aligned with the mission, in coor-
dination with the social impact assessment
teams in the Group’s institutions. In turn,
the quarterly review by each institution’s
boards of directors and management com-
mittees of social performance reports has
had the effect of creating a fluid, regular
communication channel that strengthens
the social performance perspective and also
serves as an active management tool.

Integrating performance
indicators into
Mmanagement has
highlighted and
strengthened the
commitment to serve
vulnerable clients

and remain aligned

with the mission.
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(k) Clients current
as of 12.31.2016.

2.Signaling
microentrepreneurs’
development

Microentrepreneurs’ economic and social
development is linked to the intrinsic
properties of the value chain in which
they operate, subject to geography, sector
and levels of economic vulnerability.

The knowledge, skillset and investment
required for a mobile store (retail trade)
are different to those needed to breed
cattle (agriculture). The following analysis
explores in depth some of each sector’s
specific characteristics and how these relate
to client development.

2.1Digging deeperintosector
specificities

In order to make it easier to analyze dif-
ferent vulnerability segments, throughout
this section, clients have been grouped to-
gether as poor (clients classified as extreme-
ly poor and poor) and non-poor (clients
classified as vulnerable and others).

Client profiles and margins
ineachsector

The distribution of microentrepreneurs
by activity sector has not changed in the
Group’s institutions in the last few years;
to the end of 2016, the breakdown was
as follows:

* 55% of clients work in trade and manage
businesses that offer tangible products such
as grocery stores, clothes shops, retail sale
of food and beverages, convenience stores,
etc., for which high educational levels or
technical skills are not necessarily required.
Furthermore, retail trade (49% of total cli-
ents) is the sector that contains the highest

volume of clients classified as poor (31% vs.

27% of all clients).

Most clients working in agriculture are men
(66%), and farmers are the highest percen-
tage of clients with primary education at
best (62% vs. 45% of all clients). In rural
areas, agriculture (coffee plantations, cereal

crops and cattle-breeding) is the second
most common economic activity among
clients, and 86% of microentrepreneurs in
agriculture live in rural areas.

In the service sector, 67% of microentre-
preneurs operate in urban areas and make
up the lowest percentage of clients with pri-
mary education at best (34%), which sug-
gests that training and skills development
play a more important role here than in the
other sectors. Indeed, the product offered is
the direct result of the microentrepreneur’s
knowledge. For example, in a hairdresser’s,
the differential factor for good performance
is to be a good hairdresser, for which skills
development is the critical factor.

Economic activity
by environment (k)

1%
40%

5%
15%

6%

Rural Urban

Services Retail trade Wholesale trade

B Froduction/Transformation B Agriculture

AMFG institutions,
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Clients classified as poor, by economic activity and profile ()

————
¥

% Poor % Women % Primary ed., at best ‘;—
Total | I ] 1s,
27% 60% 45%
Services | I ]
21% 55% 34%
Wholesale
trade ] [ 1
22% 52% 39%
Retalltrade | [ ]
31% 72% 44%
Production/
Transformation ] [ |
27% 58% 42%
Agriculture ] I
22% 34% 62%
Source: BEVAMFG institutions, BBVAMF calculations.
Average margins, sales and assets, by sector (M)
% Clients Breakdown Avg. monthly Avg. assels
by sector of sales sales (UsSD) (UsD)
W | Services I
18% 48% 1% 41% 1377 9319
Wholesale
1 trade I
6% 69% 8% 23% 2505 10594
Retall
N | trade L I |
49% 64% 9% 27% 1.744 5,301
Production/
| | Transformation I |
12% 52% 12% 36% 1,452 6,598
WM | Agriculture I
16% 57% 10% 33% 1537 10676
l Costs W Netincome W Installment

(1 & m) Clients current
as of 12.31.2016. Source: BEVAMFG institutions. BBVAMF calculations.
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On average clients in the services sector
obtain higher margins, lower monthly sales
and relatively high assets. On the other
hand, those working in trade have lower
margins, and in particular those involved in

Sustained growth

of microentrepreneurs
Microentrepreneurs’ businesses report
sustained growth over time in terms of sales,
net incomes and assets in the case of all the

BBVAMF Social Performance Report 2016
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Average monthly business sales (by cohort) USD (0)

CAGR
18.2%

retail trade have the lowest asset levels. cohorts analyzed. They post a compound 1,803 1,858
annual growth rate (CAGRy.;6) of 26% in 1 “1,802 .
A comparison of margins by vulnerability assets and 18% in sales and net incomes. STTOORRRP S .- - S oo -+ NNRORE: vONROR. & | ' - |
ts bet lients classified ¢ busi h thly sal “1,612 TR s
segments between clients classified as poor n average businesses have monthly sales » 1,555 BBVAMF Group
vs. the non-poor®, does not reveal signi- of USD 1,702, net incomes of USD 564 and 1
ficant differences in trade, although this is assets of USD 7,622®. There is a trend to 1,376 1.329 8 current (UsD)
not the case in production/transformation, accumulate/reinvest assets, since these grow z 32 1,220 Outset (USD)
services and agriculture; especially in these at a faster rate than sales and net incomes. 1,164
two final sectors, where the non-poor get These results show the generation of wealth 1,050 994
higher margins from their businesses, given  and highlight the positive relation between
that with economies of scale their average the period during which they have access to
fixed costs are lower. financial services and their progress. 24% 19% 19% 17% 15% 13% CAGE T
: : : : > : L ‘ i & i - Clients by cohort
The greater weight of cl'lents who work in The growth of clients busmessgas depends, 22762 93512 cE542 50,252 29,205 23972 plet il
trade within the portfolio as a whole, de- on the one hand, on the sector in which they
spite lower margins, is associated with their ~ operate and, on the other, on the size or degree 2016 2015 2014 2013 2012 20N

risk aversion. They prefer to develop their
activities in sectors which offer them flexi-
bility, so that they can change and operate
with low fixed costs.

of their vulnerability at the outset. In terms of
the size of level of vulnerability, both in assets,
sales and net incomes, clients classified as poor
show faster growth rates than the non-poor,
although more volatile ones.

Source; BEVAMFG institutions. BEVAMF calculations,

Average monthly business netincomes (by cohort) USD (p)

Margins by sector for poor and non-poor clients (n) 181%
629
. ) 608 &
Poor clients Non-poor clients 573 ?“ 8 .
..................................... N ciiinaevnss e vaiimiesrs Poorosmarmisivivsibosasssvenioe: DR
Services I e [ — - .
5313 Current avg.
Wholesale I 2090 2 00 B current (USD)
trade 72% 28% 69% 31% 443 434
408 413 Outset (USD)
Retail —— N & : 382
p) Data on clients
trade 66% 34% 64% 36% who were current as of 340
12.31.16, and who have

Production/ I made any disbursements

Transformation 54% 46% b51% 49% in the previous 12 months o
(n) Clients current as of - - - 3 (which restricts the sample 23% 2186 199 149 139 13% CAGR 14
12.31.2016. In this case Agriculture | | — to approximately 290,000 o
poor clients are those 66% 34% 55% { 45% clients in these diagrams). i . . 2 iz . Clients by cohort
Classified as extremely poor Situation at the outset 26,887 99,056 64,537 50,092 27929 22675 considered
and poor; and non-poor (data in their cohort year)
are clients classified as B cost over sales B Operating margin over sales and current situation (la- 2016 25 2014 2013 22 20M

vulnerable and others.
This definition will be used
throughout this section.

Source: BEVAMFG institutions. BEVAMF calculations.

test update) to 12.31.2016.
CAGR: Compound Annual
Growth Rate.

Source; BEVAMFG institutions. BEVAMF calculations,

[
S
2
[



BBVAMF

(q) Data on clients

who were current as of
12.31.16, and who have
made any disbursements

in the previous 12 months.
Situation at the outset
(data in their cohort year)
and current situation (la-
test update) to 12.31.2016.
CAGR: Compound Annual
Growth Rate.

For example, in services, sales of clients
classified as poor grow annually by 34% on
average, whereas the non-poor grow by 15%;
in the case of net incomes, by 40% compared
to 9%, respectively (see graphs r and s).

Looking at assets, these differences in the
growth rates between the poor and non-
poor can also be found here, although the
distances are shorter. Non-poor clients post
higher growth rates in assets than in their
sales and net incomes, and closer to those
reported by poor clients for their assets
(comparatively), even when starting at
much higher asset levels. In terms of asset
value, in trade and production/transforma-
tion the asset value for the poor is lower
than the average, and growth rates are

higher. Note that a poor client in agriculture
has an average asset value that is close to
the average value for a client classified as
non-poor in the trade sector. This sector
(agriculture) requires a comparatively high
investment (see graphs t and u).

The growth of clients
businesses depends,

on the one hand, on

the sector in which they
operate and, on the other,
on the size or degree

of their vulnerability

at the outset.

Average business assets (by cohort) USD (@)

CAGR
257%
8415  go19 - g
..................................... 2568 B B, 1,622
& *7.063 ; Current avg.
¢ 6,865 BBVAMF Group
5,812 8 Current (UsD)
812 5598
4,927 Outset (USD)
4,251
2,994 2,815
35% 24%. 24% 26% 28% 25% CAGR 1
» ‘ i & 3 - Clients by cohort
22,270 92444 64,493 44,482 28539 24 522 considered
2016 2015 2014 2013 2012 201

Source: BEVAMFG institutions, BEVAMF caloulations.
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(r & s) Growth rates are
annual. Compound annual
growth rates (CAGR) from
the 2011-2016 cohorts
were used and weighted

by the number of clients

in every cohort, for

each sector.

Average annual growth rates of business monthly sales
(20112016 cohorts) (N

49%

33%
Total
poor
16%
s i oo TG _ B% =i
......................... TTTTTTYes LA B LS R 4 LR R e T T T T T R 1 £ haana bk danan s - Ea‘la
ola
non-poor
13%
Agriculture Production/ Trade Services
Transformation

B rcor B Non-poor

Source: BEVAMFG instituticons. BEVAMF caloulations,

Average annual growth rates of business monthly netincomes

(2012016 cohorts) (s)
61%
47%
Total
poor
% tae = _13_"'_ i
............ i T Tt e T e gl e
oo ¢ Total
7% 9% non-poor
Agriculture Production/ Trade Services
Transformation

B rcor B Non-poor

Source; BEVAMFG institutions. BEVAMF calculations,
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(t) Growth rates are
annual. Compound annual
growth rates (CAGR) from
the 2011-2016 cohorts
were used and weighted

by the number of clients

in every cohort, for

each sector.

(u) Shows the current
average value, i.e. the latest
as of 12.31.2016 (bearing
in mind that it has been
updated in the previous

12 months) for each sector,
for the 2011-2016 cohorts,
weighted by the number

of clients in each cohort.

Average asset growth rates by sector (2011-2016 cohorts) (t)

40%

34%
Total
poor
24%
Total
non-poor

Agriculture Production/ Trade Services

Transformation

B rcor B Non-poor

Source; BEVAMFG institutions. BEVAMF calculations,

Currentaverage assets by sector (USD, 20112016 cohorts) (L)

12,218

i
9,902
Total
NoN-poor
4,343
Total

3,99 poor
3,502
Agriculture Production/ Trade Services

Transformation

B rcor B Non-poor

Source; BEVAMFG institutions. BEVAMF calculations,
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Investment levels, margins and growth rates, by sector ()

T

Margins are higher in services and lower for trade.

Margins improve in the less vuinerable segments, particularly in agricufture and servic-
es, suggesting an improvement in management efficlency in these businesses,

High level of average assets in services and especially in agriculture, reflection of the
need for minimums of scale in these activities.

Poor clients show high growth rates, higher than those of non-poor clients in sales, net
incomes and assets, although in assets the disparity is smaller.

Clients inthe agriculture and services sectors have comparatively low growth rates, in

particular for assets,

There is greater volatility (by cohort) in the growth rates of poor clients compared to
non-poor clients, whatever the sector, although particularly in agriculture.

The performance of the different sectors
by cohorts is broken down in table (v).

These factors, intrinsic to the performance
of each sector, for different vulnerability
levels, account for the concentration of
BBVAMEF Group clients in the trade and
services sectors.

Financial structure of client businesses
BBVAMEF Group clients’ assets continue to
be for the most part their own capital: on

the smallest indebtedness ratio. In agri-
culture this is logical because of the busi-
ness profile: lower margins and seasonal
variations that explain volatile, less certain
incomes. Trade is a segment requiring rel-
atively small investments and less business
knowhow. Essentially, for the latter sector,
it depends on the capacity of daily transac-
tions and these vary, so the conditions for
taking out a loan are more unstable; this is
reflected in the fact that this segment has
the highest number, in relative terms, of

Financial structure
and equity, by vulnerability (v)

15% 19% 15.6%
90%
87% Bgs% 84.4%
4,970
Extremely Poor Vulner- Others  Total
pocr able

Financial structure
and equity, by sector (x)

2% 19% 15% 7%
88% 85% 83%
81%
2861
N30 |46

Agriculture  Production/ Trade Services
Transf,

B Liabilities; W Equity! W Avg. equity
assets assets (usm)

Source: BEVAMFG institutions. BEVAMF calculations,

B Liabilities; W Equity! W Avg. equity
assets assets (usm)

Source: BEVAMFG institutions. BEVAMF calculations,

Sector specificities ()

Dimensions Agriculture

Dependence Clients positioned indifferant At the end of the value

Retail trade Services

Mo value chain. Highly

average 849% of their assets is funded by poor clients. onvalue parts of the value chain, chain, with littie control dependent on micro-
equity. Liabilities account for no more than — el r“arll?am:;?._tduur?:;' over the same. ﬁfgss miﬁ'ﬁ?::fe
10% of extremely poor clients’ assets and Understanding the needs product processing).
19% of non-vulnerable clients’ assets (oth-  of each sector better Investment  Averageasset: Average asset: Average asset:
ers). By sectors, agriculture and trade report  In order to offer microfinance services USDH10,676; comparatively USD 6,301; comparatively USD 9,319; comparatively
that are better adapted to clients’ needs, it high investment. low Investment. high investment.
. . . is a useful exercise to identify some gene-
Cl |entS N the Services ral trends so as to understand more full Scalability Technology and processes Volume sales required Volume sales required
. . . Y . required to be scalable. to be scalable. to be scalable.
sector need to access clients’ characteristics and behavior in their
; activity sectors, in line with the analyses
bigger loans to make the ! A b y
presented above. (w & x) Assets and
Skillsneeded Requirestechnical Mo managerial knowledge Requires a tested skill.

investments they want,
and a greater diversity
of financial products.

Differential characteristics have been iden-
tified for the three sectors in which most of
our clients operate, as shown in table (y).

liabilities calculated at the
time of assessing the credit
risk (i.e. the credit is not
included). Clients current
as of 12.31.16.

know-how.,

necessarily required.
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Agriculture requires a connection, prefera-
bly one that is stable and regular, with the
various players involved in the value chain
(intermediaries, other producers, financiers,
etc.), and a high degree of technical assis-
tance. Although clients appear to be less
vulnerable because of the aggregate sales
and assets shown (which are higher) they are
still vulnerable because of other key reasons:
(a) their incomes from production are very
volatile; (b) the investments required can be
significant and have to be made at specific
moments during the year; (c) their risks are
multi-factor and may be difficult to estimate
and mitigate, and (d) since they are mostly
in remote locations and it is more difficult to
reach them, it is difficult to access the most
vulnerable farmers. The Group’s microfi-
nance institutions are aware of the needs of
this sector and for this reason are using a

The trade sector
concentrates most clients,
because it has lower
barriers to entry and it

is feasible to operate with
low fixed costs.

number of different tactics to adapt their service
offering. For example, specialized assessment
systems continue to be developed; loans and
payment methods adapted to real production/
delivery times are being offered; and insurance
products to protect clients from adverse events
are being designed.

Microentrepreneurs in other, more devel-
oped, sectors, such as services (with a smaller
proportion of clients classified as poor, stable
growth, high margins and high average asset
levels) can be more sophisticated in financial
terms. Due to the need for a greater invest-
ment in assets, they need to access not only
higher levels of credit to make the investments
they want, but also a more extensive liability
product portfolio in order to manage their cash
flows and save successfully. There is a gap in
the access to financing that can be filled.

Turning to frade, most clients work here; it
is an easier type of business to start up for
vulnerable clients (apart from subsistence
farming identified in agriculture), with a
high percentage of clients classified as poor
and extremely poor (31%) in retail trade.
Particularly in the latter trade sector, clients
enjoy high rates of growth, but low margins
and asset levels. There may be good reasons

why many microentrepreneurs do not take
the decision to grow their businesses, prefer-
ring instead to diversify their income-gener-
ating activities between several microenter-
prises, rather than creating a single business
that would be more vulnerable to factors
out of the microentrepreneut’s control;

or to invest their surpluses in feeding and
educating their children, giving priority to
their families” human capital rather than the
scalability of their businesses. Perhaps for
these reasons, the performance of financial
products and services in this sector depends
more on the type of environment in which
they are operating than the needs of the
businesses per se.

One of the features with the greatest influence
on the behavior of entrepreneurs who are
targeted by the BBVAMF Group is the insta-
bility of their income and their limited room
for maneuver in the event of external shocks.

This leads to their preference for the short term
over long term, and explains why they have a
lower threshold of tolerance for the interim pe-
riod before some operations come to maturity,
leading them to operate in short-cycle sectors
such as frade. Intuitively they manage higher
margins -risk-adjusted — which means that
they are over-represented in this sector.

There is also a clear correlation between the
stage in the economic cycle and the degree of
portfolio diversification. In periods of lower
growth or recession, the demand for loans
destined for trade increases relative to those for
other sectors, compared to the concentration of
such loans in other stages of the economic cycle.

The analysis carried out in BBVAMF has
identified differential characteristics in
each sector, in terms of financial needs and
management requirements, illustrated in
graph (z), below.

Differing financial and management needs, by sector ()

Financial needs

Cash flow T High
stability Trade
Production /
Transformation

3 > Investment
Low High Inassets
e Low
Management needs
Knowhow ‘T High
and technical
expertise
i busine: Transiormation | services |
the business
effectively 3 » Financlal
Simple Sophisticated ~ Product

+ Low
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(aa) Number of clients’
business employees current
as of 12.31.2016.

(bb) Increase in the num-
ber of business employees
from the situation at the
outset, for clients current
as of 12.31.2016 from
each cohort (2011 to
2015). Cumulative graph.

2.2Impactonjobs

Self-employment is the most frequent form
of employment among BBVAMF Group
clients; 86% do not have any other employ-
ees in their microenterprise. Nevertheless,
note how the capacity to generate employ-
ment rises as vulnerability levels fall: 10%
of clients classified as poor have at least one
employee, and in the case of non-vulner-
able clients, this percentage rises to 22%.
901,624 credit clients generate jobs for an-
other 182,790 people”, and an analysis of
the different cohorts reveals that on average
7% of clients create at least one job posi-
tion after two years with their institution.

50 |51

2.3 Going beyond financial
services

An analysis of the impact achieved beyond
access to financial services, one that looks
at the progress of their microenterprises,
reveals that the longer the client’s relation-
ship with the institutions in the BBVAMF
Group, the greater their interest in extend-
ing this relationship and in improving their
standard of living in general. After two
years, on average, 8.5% of clients have
improved their housing conditions and
nearly 5% have improved their educational
attainments after four years. Improvements
in housing conditions and education occur
at a moderate rate, but the data show
long-term stability.

Source of employment (co)

Johb creation (by cohort) (bb)

0.2% 0.3% 0.5% 1% 0.7%

1% 2% 3% 6% 3%

8% 8% 109% 15% 10%

1% 90% 86% 78% B86%

i +1 +4

Extremely Poor Vulner- Others  Total o vear :,EDFS ::ars vears ,I,E;ri
poor able
| I L F | B dor Bzon B201z W2o13 W2014 B 2015 » Average

employees employee employees more

Source: Information available for all institutions apart from
Bancamia. BEVAMF calculations.

Source: Information available for all institutions apart from
Bancamia. BEVAMF calculations
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(cc) Proportion of clients
current as of 12.31.2016
from each cohort (2011to
2015), whose situation
improves from not having
any schooling, to having
primary, secondary, techni-
cal or tertiary education.
(dd) Proportion of clients
current as of 12.31.2016
from each cohort (2013 to
2015), whose situation im-
proves to having their own
home, or that has made
sanitation improvements
(bathroom, septic tank) to
their home, upgraded its
construction material, their
fuel system or increased
the number of rooms from
the number first registered.

Improvementineducationlevel
(by cohort) (cc)

Start +] +2 +3 +4 +5
year years Wears  years  years

Improvementinhousing
(by cohort) (dd)

12.0%

Start +1 +2 +3
Years Years Years

Bzon Bz201z B2013 B 2014 B 2015 » fverage

Source: Information available for Bancamia, Banca Adopem
and Fondo Esperanza, BBYAMF calculations

3.Being part of the
clientjourney

Access to responsible loans, combined with
microentrepreneurs’ hard work and skills,
generate the right conditions for develop-
ing productive activities and contribute to
reducing inequalities.

3.1Reducing the economicgap
The data show that when clients renew
loans with the Group’s institutions, the
economic gap between the various poverty
segments shrinks. The performance of per
capita net income relative to the poverty
line® shows how much clients’ average per
capita net income grows during their rela-
tionship with the institutions in real terms,
depending on the credit cycle they have
reached (first loan and successive ones)®.
On average, clients who are in a situation
of extreme poverty at the outset take three
cycles to get over the poverty line, and

B0 B2014 02015 e Average

Source: Information available for all institutions apart from
Emprende. BEVAMF calculations.

Average per capita net
incomes of extremely
poor clients make it
over the poverty line
after two or three credit
cycles, and those of
poor clients, after one.

those in poverty need just one. For clients
under the poverty line, the first cycle is
when they grow fastest, and then the speed
tends to slacken. There is also a gradual
growth in the per capita net income of cli-
ents who are vulnerable when they join, as
they renew credits with Group institutions;
in the sixth credit cycle they are nearly over
the vulnerability line (their net incomes are
reported at 2.9, so nearly three times the
poverty line).

BBVAMF Social Performance Report 2016

(ee) In the case of the
sample of clients served
between 2011 and
12.31.2016, classified

by their situation at the
outset, on their first
disbursement, we show the
change in the net income
per capita at each cycle of
the disbursement, relative
to official poverty lines (by
rural/urban environment
and year of disbursement).
Relative net income per
capita takes a value of 1
when it is the same as the
poverty line. It includes all
institutions’ individual cre-
dit portfolios. It therefore
does not include Fondo
Esperanza Banca Comunal
clients, Banco Adopem
Grupo Solidario clients,
nor Financiera Confianza’s
Palabra de Mujer and
Inclusion grupal cuotas
clients.

The growth in per capita net incomes
relative to the poverty line is greater in the
case of poor clients than those classified as
vulnerable, and this pattern is true in all the
institutions. In general, as clients consoli-
date their relationship with the entity, they
achieve improvements in their per capita
net incomes that enable them to rise above
the poverty line.

3.2 Keeping the focus
oncreatinglongterm
relationships

One of the main characteristics of the
microfinance sector is the high dropout rate
in this segment of clients, added to the fact
that the rump of clients who leave the in-
stitution do not do so to go to another, but
just exit the system. The evidence indicates
that poverty causes negative frames of mind

52153

that can lead to short-term attitudes when
taking decisions and risk aversion, making
formal commitments appear unmanage-
able. These states of mind are probably a
limit on entrepreneurship, more efficient
and effective behavior patterns, self-control
and long-term planning. In many cases the
stress of the relationship and the obligation
taken on with a formal institution makes
people prefer options that are more costly
but informal and which, supposedly, give
them greater flexibility.

These responses imply, on the one hand,
that the industry operates at high costs to
attract new clients, which impacts on the
average size of loans and on the segment of
clients served; they also stifle the positive
impacts, which tend to grow the longer
clients stay with the institutions.

Per capitanetincomevrelative to the poverty line (cc)

. 290
270
25L="-=F_F:_‘ p— ga—
228 "
205 ="
—
172 ‘?_:,.pﬂd-‘f’s} 179 189

151

034

Cycle Cycle 2 Cycle 3 Cycle 4

Poverly line
Undex=1}

Cycleb Cycleb

1] Extremely poor B roor B vulnerable

Souwrce: BEVAMFG institutions. BEVAMF calculalions
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(ff) Percentage of clients
in each cohort current on
cach date. Averages from
2011-2015 cohorts.

(gg) Clients served since
2011. Percentage of clients
who, after a first loan, take
out another. The distance
between cycles is the time
between disbursements

of one credit and the

next (the first does not
have to be complete).

All institutions” indivi-
dual loan portfolios. It
therefore does not include
Fondo Esperanza Banca
Comunal clients, Banco
Adopem Grupo Solidario
clients, nor Financiera
Confianza’s Palabra de
Mujer and Inclusion grupal
cuotas clients. The average
distance between cycles

is 367 days between cycle
one and cycle two, 353
days between cycle two
and cycle three, 308 days
between cycle three and
cycle four, 265 days be-
tween cycle four and cycle
five and 221 days between
cycle five and six.

So it is that, if the impact of the BBVAMF
Group’s activity is to expand, the client
retention index is an extremely important
indicator. After a year, on average 66%

of clients continue their credit relationship
with Group institutions and after

two years a little less than half remain
with them?.

Although the fact that there are no signifi-
cant variations between client cohorts is the
reflection of a structural trend in the sector,
it is still important to work on improving
client retention rates, particularly during
the initial phases of their relationship.

With this in mind, the Group’s institutions
are implementing specific programs to build
up longer term relationships.

In order to broaden

the impact of BBVAMFG's
activity, relationships

with clients need to be
long term.

As an additional measurement to that of
client permanence after certain time frames,
recurrence is a measurement of the willing-
ness of clients, in different cycles, to renew
their loans, whatever the term of these
loans. This indicator shows that on average
53% of clients take out a second credit, and
31% sign up for a third. The average period
between taking out successive credits (peri-
od between cycles) is falling.

Credit client retention
(by cohort) (ff)

100%

N
\\ﬂjg

_ 29%
: 21%
17%
Start + +2 +3 +4 +5
year years years years  years

Credit client recurrence (o)

7%

Cyclel Cycle2 Cycled Cycled Cycled Cyclebs

Bzon Bzo1z B2013 B2zo1a B 2015 e Average

Source: BEVAMFG institutions. BEVAMF calculations,

& Average

Source: BEVAMFG institutions. BEVAMF calculations,
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(hh) Performance of avera-
ge disbursement by opera-

tion depending on the time
since the client was signed
up (seniority). Average of

2011-2016 cohorts.

3.3Servingclients’

differing needs

The outcomes described above suggest
that permanent access to credit may be

a safe and effective solution to aid devel-
opment and reduce poverty. The average
disbursement of clients who remain with
the BBVAMF Group increases over time
(CAGR,4 16%), starting from initial aver-
age loans of around USD 803.

Of the 268,582 clients who began their
credit relationship with one of the BBVAMF
Group institutions in 2016, their reported
average monthly sales were USD 1,328,
their average first loan was for USD 855,
and the relative weight of the installment
payment as a percentage of monthly sales
was 8.3%, remaining at levels close to 8%
since 2013 for new clients.

Over the total client base, the monthly
credit installment payment accounts for
9% of average monthly sales. This percent-
age varies between different segments of

economic vulnerability: the greater the vul-
nerability (lower business scale), the greater
the relative effort of paying the installment
as a percentage of sales. For clients classified
as extremely poor, the installment is as high
as 20% of their average sales, while for the
non-vulnerable it is only 8%.

The cost structure falls as clients’ vulnerability
lessens, with a big difference by vulnerability
(going from 64% for extremely poor clients,
to 55% in the case of the non-vulnerable),
reflecting a potential for efficiency improve-
ments. Thus, the more vulnerable the clients,
the less efficient the cost structure of their
microenterprises and so the greater their sen-
sitivity to cash flows when paying their loan.

As well as credits, BBVAMF Group clients
have access to other products. 49% of all
clients have at least one credit product, and
35% have both credit and savings products.
Furthermore, most clients have shown inter-
est in diversifying their needs, and 49% also
have insurance products.

Average dishursement per transaction (by cohort) USD (hh)

1,719

First +1 year
dishursement

4+ 2 years

+ 3 years

+ 4 years + 5 years

Bzon Bz2o2

Source: BEVAMFG institutions, BEVAMF calculations

2013 W 2014 W 2015 12016 e Average
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(i) New clients (no pre-
vious loans) signed up over
the year.

+ Average disbursement
(USD), calculated as
average of each year’s new
clients’ first loans.

+ Weight of the payment
installment, calculated as
the ratio average (payment
installment as % of sales)
for each year’s new clients.
(jj) Calculated on the
number of clients reporting
expenditure; that is, 82%
of current clients as of
12.31.2016.

(kk) Clients current as of
12.31.2016. Linkage of
credit products for all insti-
tutions. All institutions,
apart from Microserfin,
offer voluntary insurance
products. Bancamia, Finan-
ciera Confianza and Banco
Adopem also offer savings
products.

56 157

Sales, disbursement USD & instaliment payment as % of sales,

new clients (i)
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Source: BEVAMFG institutions. BBVAMF calculations

Instaliment payment, expenses
& margins as % of sales ()
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Number of clients by product
type (kk)
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(I1) Possession of voluntary
insurance by credit clients
current as of 12.31.2016.

Increased product diversity is of benefit
both to clients, who can better meet their
different financial needs, and to financial
institutions in the BBVAMF Group: the
more wide-ranging the relationship, the
greater the client retention, while greater
impact can be achieved in terms of fulfilling
BBVAMEF’s mission. As products become
more sophisticated, the range will have to
be diversified in order to achieve compet-
itive advantages that, in terms of impact,
will serve to create more stable relation-
ships over the long term.

3.4 Voluntary microinsurance,
agrowth product

In aggregate, 49% of credit clients have

a voluntary insurance active as of Decem-
ber 31, 2016, but the scenarios with this
product differ greatly across the Group’s
institutions. This is due to the particularities
of the value offerings and the needs of the

clients served in each market, and also to
each institution’s different stages of maturi-
ty and independence in placing and manag-
ing microinsurance products. The product
enjoys high and growing penetration among
clients and helps to serve the needs of
microentrepreneurs more fully.

Despite these differences, there are some
aggregate patterns in microinsurance pur-
chasing, such as, for example, the greater
propensity to purchase on the part of ag-
riculture sector clients, compared to other
sectors, and the greater uptake, too, from
less vulnerable clients generally.

The voluntary insurance policies sold by
Group institutions are mainly life insurance
(both those with a capital payout and funer-
al services), (personal) accident, damages
(protecting the assets of microenterprises
among others) and debit card protection.

Credit clients with amicro-insurance policy ()

13% 58% 4%
87%
42%
26%

Bancamia Financiera Banco
Confianza Adopem

96% 62% 51%
49%
38%
4%

Fondo Emprende BEVAMFG
Esperanza

B withinsurance B Without insurance

Source: Information available for all BEVAMFG instituticns apart from Microserfin, BEVAMF calculations.
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(mm & nn)

Possession of voluntary
insurance by credit clients
current as of 12.31.2016.
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(00) Possession of
voluntary insurance by
credit clients current as of
12.31.2016. Vulnerability
is determined by the latest
(current) monitoring of
the client (last data point
available).

Credit clients with insurance, by vulnerabhility (00)
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In view of the high penetration achieved
with these products, the best practices

in advice and marketing are being shared
between one institution and the next. The
chapter on Chile later on in the book con-
tains a section titled Microinsurance special
project, with an in-depth analysis of the Fon-
do Esperanza and Emprende case studies.

3.5 Clientsavings

Formal saving is an extremely powerful
financial inclusion channel which enables
more efficient use to be made of intertem-
poral client surpluses and which also serves
as an instrument to protect them from fu-
ture adverse situations. To the end of 2016,
over 1.5 million BBVAMF Group clients
had savings or deposit accounts. Of these,
41% had a current credit with the Group,
while 22% only had savings products and
have never had a loan with Group entities.

Turning to balances, as one would expect,
term deposits have higher balances than sav-
ings accounts, and credit clients have lower
balances than clients who only have savings.

In general, balances are low in savings
products, partly because low-income cli-
ents, instead of using financial institutions’
formal services, often keep their savings

in informal places, such as at home, to be
looked after by friends or family, invest-
ing in cattle or goods, or joining a savings
group. Informal saving vehicles are impor-
tant for many vulnerable people’s lives,
even though these methods entail greater
risk, since they do not enjoy the safeguards
of formal mechanisms.

This preference is a response, in some
cases, to the high transactional costs
people face in gaining access to formal in-
struments, in terms of the average balance
they have to pay in (costs of transfer to
cash in channels) and/or high opportunity
costs of closing their business in order

to be able to visit their branch office. As
soon as channels can be promoted that
minimize these costs, these preferences
will be reversed. Given that this restriction
is acknowledged, Group institutions are
working to extend areas of contact with

BBVAMF Social Performance Report 2016

(pp) Clients with savings
products (savings and de-
posit accounts) as of 31st
December of each year.
(qq) Clients with savings
products (savings and
deposit accounts) as of
12.31.2016.

(rr) Breakdown of clients
with savings accounts as of
12.31.2016, by balance on
12.31.2016, distinguishing
between those who are
savings clients only and
those who have savings
and credit (who have had
some kind of loan with the
institution).

(ss) Breakdown of clients
with deposits as of
12.31.2016, by balance on
12.31.2016, distinguishing
between those who are
savings clients only and
those who have savings
and credit (who have had
some kind of loan with the
institution).

60 |61

Clients by savings product type Linkage of savings clients (00)

(000) (pp) YoY'16
10%
1562

1,421
1,214

1,070

58 222 502 494

DEC13 DEC14 DECHS DEC1E

[ | Savings clients with current credit

[ | Savings clients with credit in last 12m

[ | Savings clients with credit before last 12m
Savings clients without credit

B Total savings clients (savings & deposit accounts)

B Clients with deposit account

Source: Bancamila, Financiera Confianza and Banco
Adopem. BBVAMF calculations.

Source: Bancamla, Financiera Confianza and Banco
Adopem. BBVAMF calculations.

Clients with deposits
Breakdown by balance USD (ss)

Clients with savings accounts
Breakdown by balance USD (1)

23% l 8% 44% 9%
2% 5%
3% 3%
3% 17% 24%
I % 70%
56% 14% 59%
7%
i m1%
24%
Savings Savings & Deposits Deposits &
only credit only credit
| |
22% 78% 40% 60%
% of clients % of cllents
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Source: Bancamila, Financiera Confianza and Banco
Adopem. BBVAMF calculations.

Source: Bancamla, Financiera Confianza and Banco
Adopem. BEVAMF calculations.
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clients, getting closer to them through mo-

(tt & uu) Client profiles
and households with
savings products (savings/
deposit accounts) as of
12.31.2016, distinguishing
between those who only
have savings and those
who have savings and
credit (some kind of loan
with the institution as of
12.31.2016).

bile offices and a network of banking agents
(see chapter titled Innovation in our DNA).

Clients who only have savings are propor-
tionately younger, have slightly more edu-
cation, and there are less women compared

to clients who have both savings and credit.

Also, their household structure is less sta-
ble, with a high proportion of people who
are single, separated or widowed.

There is a niche that needs pursuing in the
natural market of credit clients in order to
guide them towards formal saving. 53%
of savings clients have a current credit or
have had one in the previous 12 months,
which means that great potential exists

to promote a culture of saving. Achieving
success in the inclusive savings product
offering is very important from the social
performance perspective, as it generates
positive impacts that include being able to
absorb economic shocks, increase invest-
ments and improve the material quality of
low-income people’s lives. m

Profile of savings clients (it

57.2%
L

47.6%

52.3% .
46%

29.2%
®
9%  107%

9.2%

% % %

% %
Women Under 30 QOver 60  Primary ed.,

years old years old at best

Savings only m Savings and credit

Source: Bancamia, Financlera Confianza and Banca
Adopem. BEVAMF calculations.

Savings and credit clients and savings-only clients (L)

Savings & credit

Savings only

B women B Men Single, separated or widowed B Married, cohabitant

Source: Bancarmia, Financiera Confianza and Banco Adopem. BEVAMF calculalions

Conclusion

The results presented in this report
demonstrate the positive relationship
between access to the microfinance prod-
ucts and services offered by the BBVA
Microfinance Group’s institutions, and the
progress that low-income entrepreneurs
make over time; this verifies BBVAMF’s
alignment with its mission.

In terms of the development of its micro-
enterprises, clients’ businesses experience
annual growth rates of 18% in their sales
and net incomes, and 26% in their assets;
this means that in four or five years they
succeed in doubling their initial sales and
tripling their assets.

This progress leads to many of them man-
aging to rise up out of segments classified
as poor or extremely poor. In general, after
two years of a relationship with the BBVA-
MF Group, client segments classified as
poor or extremely poor at the outset of their
credit relationship shrink by 38%, and by
54% after four years. On average, clients
who start from a situation of extreme pov-
erty need three credit cycles before their per
capita net incomes rise up over the poverty
line, while those starting in a situation of
poverty only need one.

The characteristics intrinsic to the perfor-
mance of each sector by different levels

of vulnerability are factors that account

for the concentration of BBVAMF Group
clients in the trade and services sectors.

For vulnerable clients in particular, insofar
as it is possible to reduce the barriers to en-
try to other sectors, there is high potential
for growth and wealth creation.

Clients’ margins increase as their economic
vulnerability falls, and their capacity to hire
employees increases over time: 7% manage
to create at least one job after two years,
with the consequent positive impact in their
communities.

Clients also experience improvements to
their living standards in other dimensions:
8.5% make improvements to their housing
after two years, and nearly 5% manage to
raise their level of education after four.

Given the speed of change, the greater un-
certainty and huge complexity of the exter-
nal factors facing microfinance institutions
in the future, the acquisition, accumulation
and use in decision-making of diverse types
of abilities will be key factors in serving
vulnerable clients comprehensively, while
still maintaining financial sustainability and
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operational efficiency. This must be done
by embracing diversity and promoting the
capacity to coordinate teams across differ-
ent locations with diverse skillsets.

The BBVA Microfinance Foundation stands
out for its expertise in coordinating these
diverse levels of knowledge:

+ Global knowhow (methods of analysis,
management practice, technology appli-
cations) inherited from its philanthropic
founder, the BBVA Group, and then trans-
ferred to BBVAMF Group institutions by
the BBVAMF team in Madrid.

 Valuable local knowledge (economic
circuits, value chains, culture and environ-
ment) provided by the microfinance insti-
tutions making up the Group portfolio.

« Its individual clients’ immense store
of knowledge.

So it is that in 2016 significant progress has
been made to integrate these components
of social performance management by using
new indicators that more closely reflect
clients’ realities and dynamics: continuous

Clients economic and
social development, as
seen in the results of this
report, is a confirmation
of BBVA Microfinance
Foundation’s alignment
with its mission

services offered and clients’ progress; man-
agement that puts the focus more clearly
on the clients, including mission targets

for signing up vulnerable clients, and more
intensive regular tracking of social per-
formance with Group institutions. These
factors are critical to keep up the success in
fulfilling the Group’s mission.

In the face of the huge magnitude of pover-
ty and the multiplicity of its causes, the so-
cial performance management being carried
out by the BBVA Microfinance Foundation
may seem like a drop in the ocean, but it is
important, marking out a route to achieving
a proper balance between the sustainability

research that seeks to better understand of the Group’s MFIs and the value that they
the relationship between the products and bring to society. m

Notes (1) Includes those classified as extremely poor, poor and vulnerable. (2) This percentage has changed since 2015 as
a result of a reclassification in Peru. Financiera Confianza (Peru) did not have the data on household member numbers for
2015 and earlier, so the national average was taken (3.7, INEI data). Collation of this data began in January 2016 and is
being added, client by client. (3) Clients who renewed a credit in 2016 and/or updated financial information about their
microenterprises, and whose latest per capita net income ratio against the poverty line (recorded point in time) improved
from their situation prior to 2016, or improved with respect to their initial situation in the case of clients new in 2016. (4)
CEPAL, Inclusive Social Development: a new generation of policies for overcoming poverty (2015). (5) Poor includes clients
classified as extremely poor and poor; non-poor includes clients classified as vulnerable and others. (6) The 2015 report
presented per capita net income; in 2016 the business net income is presented (without dividing by the number of people
in the household). (7) Data provided by 57% of all clients as of 12.31.16 (not including Bancamia), who in turn employ
104,674 people. Assuming a proportionate number of Bancamia clients, an estimated total of 182,790 jobs were generated
by all credit clients. (8) Net business income, divided by the number of household members relative to each country’s
poverty level and environment type when recording the data (generally, at each disbursement). For more details, see Notes
on methodology. (9) In each client credit cycle there is a relation between their per capita net income and the poverty line
that year, which can be expressed as a proportion. Values of less than one indicate a per capita net income under the poverty
line; a value of more than one indicates that the client has per capita net income above their country’s poverty line. (10) The
outcomes are very similar to 2015; however, the Group’s retention rate in previous years is not comparable because it is
affected by the distribution of the number of clients that each institution contributes to the aggregate value.
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A note oninformation constraints

The results in this report are based on quarterly
reporting of the institutions in the BBVA
Microfinance Foundation Group (BBVAMFG or the
Group). They are based on information that has
been collated by credit analysts from applications
submitted for the Group’s various financial products.
In view of the importance in the business model of
lending to clients with small productive units, most
of the analysis has been conducted on credit clients
(900000 current clients and over 2.7 million in the
historic database).

The variables and the criteria used in each country
have been aligned to ensure that the data are
homogeneous and can be compared. The inputs
are collated by local credit analysts, often from

the same community as the client, so the analysts
themselves validate the accuracy of the information.
Furthermore, the information goes through a
detailed validation process by the local risk team;

as such it is considered as reliable an information
source as it is possible to be.

Once the data has been input into the core banking
and data IT systems of each microfinance institution
(MFI), an ETL (extract, transform and load) process
is conducted every quarter; the BBVA Microfinance
Foundation carries out in-depth checks for external
and internal consistency and reliability, verifying and
filtering any measurement imprecisions (outliers,
for example) to guarantee that the data is of good
quality, complete and accurate. Whenever possible,
the data are also compared with other BBVAMF
departments (risk, sales and finance).

The indicators (the outputs) are constructed using
a single methodology and subjected to sensitivity
checks to ensure their consistency. Results are
validated every quarter with local MIDE teams and
the MIDE team in BBVAMF makes improvements
and reviews methods as necessary. The process is
dynamic and aims to ensure a consistent, clear and
reliable data source.

However, given that the databases are
heterogeneous and different processes are involved
in collating them, BBVAMEF recognizes that it

is a challenge to hold information that reflects
each client’s reality, and that it is difficult to keep

a comprehensive database. Differing processes
and legal realities have on occasion limited the
data available for analysis. Steps have been taken
to mitigate possible bias and data gaps to ensure
that the analysis is as robustly accurate as possible.
Specific details on data limitations can be found in
the Information Limitations section.

BBVAMF
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Being a woman in Latin America still implies having

to face significant inequality gaps with men. Despite
the shortening of distances over the last few years

IN areas such as education and health, economic gaps
remain, of poverty and access to the financial system.
BBVAMF is fighting to make this distance

shorter every day.

1. The status of women
inLatin America

In the last 50 years, the situation of women
in the world has improved greatly. They now
account for around 40% of world employ-
ment, and the same numbers of girls go

to school as boys. In relative terms, parity

in secondary education has nearly been
achieved and more women than men go on
to higher education. All the health indicators
have improved significantly, as has life ex-
pectancy, which has risen by between 20 and
25 years in most parts of the world in the
last five decades, reaching a global average
of nearly 74. This progress has also been
visible in terms of rights and representation.

Nevertheless, there is a great deal left to

do, particularly in the field of promoting
economic opportunities, which is one of the
arenas where the status of women differs
most from that of men. As of today, only
two of every four women of working age is
included in the active population, whereas in

the case of men it is three out of every four.
Women do two and a half times as much
unpaid work as men.

On the whole, when they join the labor
market, women still lag behind in terms of
income and productivity. An example of this
is the disproportionately high presence of
women from low-income backgrounds in
less productive activities, in self-employment
and in the informal economy. Even in waged
work in the formal sector, they tend to proli-
ferate in lower-paid occupations and sec-
tors. This creates a series of gaps which are
reflected in the greater likelihood of women
being poor or more vulnerable, as well as
being excluded in some markets.

About 31.6% of the world population, that
is, 2.27 billion people, are poor” and 766
million, ie. 10.7%, are extremely poor® Of
every 10 people in poverty, six are women®;
in other words, 38% of women are in this
situation, as compared to only 25% of men.

Although both men and women suffer pov-
erty, the reality is that women have fewer re-
sources with which to cope. They have fewer
opportunities to work or start businesses and
are over-represented in the worse-paid jobs,
those in the informal economy and without
any kind of occupational security. In the case
of many developing countries, these econo-
mic determinants are exacerbated by factors
of inequality in social and economic power, or
discrimination on the basis of race, religion or
class. So much so, that in some societies even
their health care is more limited, or basic
needs such as proper nutrition are sidelined.

In order to consider the causes of this situ-
ation in more depth, it is important to ana-
lyze the composition of households and their
impact, particularly in developing countries;
the limitations of the labor market; their
higher participation in the informal sector
and how this determines the characteristics
of their enterprises; together with certain
institutional factors that create conditions of
exclusion, or in any event do not encourage
the inclusion of women on equal terms.

11The poverty rateinlLatin
America

Latin America is not immune to this dy-
namic, which affects women throughout
the world. According to the global average
for the poverty line, which is USD 3.18 day,
11.3% of the population is poor. If we use
another measurement, the average of the
region’s poverty lines (USD 5.63/day), the
poverty rate rises to 29.2% of the popula-
tion, that is, 185 million people. Of these,
about 78 million, 12.4% of the population,
is in a situation of extreme poverty.

Around 95.1 million
women and 89.4 million
men in Latin America live
iNn poverty. 51.6% of the
POOI are women.

In general terms, in Latin America there

is not a huge difference in the aggregate
poverty rates between men and women®,
Around 95.1 million women and 89.4
million men live in situations of poverty.
51.6% of the poor are women, 1.1% more
than their participation in the total popu-
lation (women represent 50.5% of the
total population).

In the region, 80% of the population lives

in urban areas and as such, poverty levels

are determined by what goes on in the cities.
Of every 100 poor people, 67 live in urban
zones and 33 in rural areas, meaning that the
urban poverty rate is 22.7% of the population.
If we look at the urban poverty rates by gender,
we see that 22.1% of men are poor, whereas
the rate for women is 23.3%. In rural areas,
meanwhile, poverty among women stands at
44.1%, but among men it is 43.3%.

In other words, for every 100 urban dwell-
ers, there are 11.7 women and 10.9 men
in poverty, nearly 4.4 million more women
than men in this situation; whereas in
country areas there are 22.3 women and
20.9 men in a situation of poverty, around
1.7 million more women than men.

Even so, Latin America is one of the regions
with the smallest disparity in the world
between poverty among men and that of
women. Around 70% of people in poverty
live in southern Asia and sub-Saharan
Africa, areas where the levels of female
empowerment are lower, as shown by the
wider poverty gaps.

The biggest gaps are in the 25 to 34 year
group, where female poverty stands at
27.3%, whereas among men it is 21.8%.
This can be verified in both urban and
rural areas, with differences in the poverty
rates between men and women of 5 and
7.2 percentage points (p.p.) respectively.
The widest gap between genders coincides
with the years when women are of child-
bearing age.
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What is important about these figures is that
they reflect the restrictions women expe-
rience in the labor market, many of them
associated with motherhood, which pro-
duces major differences in terms of access
to economic opportunities and the attendant
disparities in income and productivity be-
tween women and men at these ages.

This means that the indicator for women
in poverty, between 20 and 59 years old,
compared to poor men in the same age
group, stands at 118.2, a rise of 4.7 points
over the last five years. The results show
that, although the overall percentages of
poor men and women fell over the period
analyzed, the rate of reduction was slower

among women of working age, which ex-
plains the indicator’s sustained rise.

More important in the case of Latin Amer-
ica is the fact that 42% of women in poor
households do not earn their own incomes.
This proportion falls to 17.2% in richer
households. On average, 29% of women,
nearly one in three, whatever their eco-
nomic situation, do not generate their own
income. 14 years ago, this average ratio
stood at 42%. Despite this slight increase
in recent years, women are still very vul-
nerable; furthermore, there are a series of
behavioral conditioning factors in society
which explain a good part of the exis-

ting disparities.

Poverty rateinLatin America, by gender )

If we strip out the non-contributory transfers
received from the state, 36% of women have
no income, whereas only 11% of men find
themselves in this situation. Having one’s
own income does not guarantee full econo-
mic independence, given that, when incomes
are meager, the dependence of other house-
hold members continues. In Latin America
as a whole, around 24% of women with
their own earnings do not make it to the
poverty line on a per capita basis, in other
words, they cannot escape poverty, which
puts women in a manifestly dependent eco-
nomic situation.

1.2 Development gaps between
men and women

In this area, after Europe and North Amer-
ica, the region with the third narrowest
gender gap is Latin America and the Carib-
bean. In the last few years the distance has
shortened considerably. 96% of the gap in
healthcare between women and men, and
more than 95% of the education gap has
been closed. Nevertheless, the differences
between women and men in economic par-
ticipation remain considerable®.

Women make up 40%

of total employment but
account for 60% of those
who work fewer hours
and parttime.

More than a quarter of the wage gap is due
to the different jobs held down by men and
women, while approximately 10% is due to
the fact that women are more given to leave
work to look after members of the family.
Mothers earn approximately 7% less per
child than women without children (look-
ing after children leads to less time spent

403% The gap in economic participation has only on one’s working life and therefore lower
closed by 59%. The average wages of urban ~ income). To a large extent, these revenue
31.0% 34.3% women between 20 and 49 years old on a gaps are accounted for by the imbalance
27.9% steady wage, who work 35 hours or more a in the proportion of unpaid work done by
27.0% week, is 84% that of men in similar circum- ~ men and women, which limits the capacity
26.3% 23.0% 21.7% stances and the gap has only narrowed by of women to increase their formal and paid
22.5% 20.7% 12% in the last 14 years©, working hours.
The biggest gaps are to be seen in the more  In developing economies, women in employ-
121% highly educated workforce. Women who ment spend nine hours and twenty minutes
1.2% have been educated for 13 years or more a day on paid and unpaid work, while
receive only 74% of the salary received men spend eight hours and seven minutes.
by men with the same amount of education.  As a result women, who make up 40% of
The gap has fallen by 9.3 p.p. in the last total employment, account for 60% of those
14 years. This demonstrates how progress who work fewer hours and part-time. This is
Colombia Peru Duﬂminiﬁ_n Chile Panama . Latin made by women in education and pro- particularly important in low-income house-
epubiic mernca

B men Women

Source: Chile, Casen 2015; Colombia, Dane 2015; Panama, Peru, Dominican Republic & Latin America: Cepal 2014,

fessional training has not brought their
incomes in line with those of similarly
educated men.

holds and one-parent families, or in two-pat-
ent families where the woman is the head of
the household.
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1.3 Importance

of household composition

In Latin America there has been a major
transformation in household composition.
Two-parent households now only represent
40% of the whole. Households of this type,
but with big families (which include other
family members), represent 12% of the
total. That is, households where men and
women live together account for 52% of
the whole™.

One of the structural elements in the change
in vulnerability levels among women in

the region is the make-up of households.

In recent years, the number of one-parent
households led by women, including exten-
ded families, rose by 17%. In about 90%

of households where the head of the family
is a woman there is no spouse. Per capita
income in these homes fluctuates at between
80% and 95% of per capita income of those
households where the head of the family unit
is a man.

The weight of unpaid work conditions
women’s access to the labor market, whether
they are the heads of one-parent house-
holds or not. This factor also determines

the preference for self-employed activities

in the informal sector, the bulk of them in
less productive sectors, mainly the service
sector. 62% of women work in this sector.

One of the elements in
women’s vulnerability
s the composition of
households. In recent
years, one-parent
households headed by
women have increased
by 17%.

This segregation by sector and occupation
contributes much to gender inequality, both
in terms of employment numbers and in
their quality.

1.4 Labor market and the
informal sector

One of the main sources of gender
inequality is the difference between levels
of inclusion in the labor market. The
participation of women of working age

in the labor market is 26 p.p. lower than
that of men. The gaps between the labor
participation rates of men and women rise
to 40 p.p. in the case of the lowest-income
segments. Thus, the poorest women have
the greatest difficulty in entering the job
market, which represents a key obstacle to
their overcoming poverty®.

Most of this segment operates in the
informal economy (47% of women'’s
employment is in the informal sector) and,
furthermore, they spend most of their time
on unpaid work (such as domestic tasks
or caring for people). On average, women
work 65 hours a week, spending 60% of
this time on unpaid work, conditioning
the type of paid job which they can access,
since they can only spend 25 hours a week
on average on this.

This pattern of greater dedication by women
to looking after members of the household
and to domestic tasks has a direct impact
on decisions about employment and
economic activity, limiting their options and
restricting their employment possibilities

to less productive segments, mainly the
service sector. These limitations, which are
mutually reinforcing, account for lower
female productivity and the difficulties

of overcoming this barrier. In addition,
women'’s access to the labor market in
segments with less training and skills

(low human capital) comes up against the
restrictions implicit to the main sources

of supply for these segments, generally in
the construction and agricultural sectors.
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In construction, there is low female
participation, mainly for physical reasons,
while in farming most women'’s jobs

are unpaid, leaving services as the most
employable sector.

On average,
women work
65 hours a week,
spending 60%
Latin America accounts for 37% of the Of th IS time on
entire world’s domestic work. 93% of those i

carrying out these domestic jobs in the un pa ld Work‘
region are women, representing 15% of all

the jobs done by women. This explains why

the gap in the segments with higher incomes

falls, because women with higher incomes

spend fewer hours on unpaid work. Most

of this type of employment is part-time and
under informal conditions.

Labor participationrate, by gender (D)

81.0%
78.4%
75.2% 75.1%
5%
62.3%
54.0%
48.2% 50.8% 49.6%
39.7%

Colombia Peru Dominican Chile Panama Latin
Republic America

B men Women

Source: ILD based on information from national househaold surveys.
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Productivity in Latin
America and the
Caribbean could increase
by 25% if women's
entrepreneurial capacity
were promoted.

#
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1.5 Women’s entreprencurship

In Latin America and the Caribbean,

17% of the adult population takes part in
some kind of entrepreneurial endeavor,
which makes it one of the regions with the
highest rate of entrepreneurial activity in
the world. However, most of the enterprises
in the region are in self-employed activities,
which try to surmount labor market restric-
tions or the lack of work openings; they are
not based on opportunities for innovation.
On average, 29% of the people with income
in the region are self-employed or small
employers®. This is evident in the fact that
companies are smaller than those in other
regions with similar levels of development,
and that not even the bigger companies cre-
ate as much employment as other regions.

Around 40% of women are self-employed
and they are the main growth driver of this
type of enterprise. The average income of
self-employed workers in Latin America

is only 75% that of waged workers.

This, combined with the fact that on average
an employer in the region earns 2.6 times
more than a waged worker, and 3.4 times
more than a self-employed worker, accounts
for part of the gender gap in incomes, given
that the participation of women as employ-
ers is half that of men.

Most of the enterprises
iN the region are in
self-employed activities,
trying to surmount labor
market restrictions

or the lack of work
openings; they are not
based on opportunities
for innovation.

The association between education levels
and self-employed jobs is also a clear one.
Less than four years of basic schooling is
very common among the self-employed.
Women with this low level of schooling are
2.6 times more likely to be self-employed
than other women with more schooling,
which conditions the type of enterprise and
their productivity.

The likelihood of women being self-
employed falls as the number of hours
worked a week rises. So, women working
less than eight hours a week are 3.2 times
more likely to be self-employed than women
who work more hours. This is probably a
sign of their needing more flexibility to be
able to fit paid work in with their domestic
responsibilities.

An analysis of enterprises linked to self-em-
ployment reveals that women invest 50%
less capital than men and achieve 20% more
income. Despite this higher productivity, the
lower investment is connected to the greater
financial restrictions faced by women who
depend to a large degree on informal finan-
cing sources. Thus, it is essential to promote
financial access in order to drive these
channels for promoting entrepreneurship,
whether to mitigate the restrictions facing
women in the labor market, or to encourage
growth in their participation as employers.

This has significant implications, given that
productivity in Latin America and the Car-
ibbean could increase by 25% if women’s
entrepreneurial capacity were promoted.
They make up over 40% of the region’s
economically active population, but their
contribution as entrepreneurs is only 15%.

BBVAMF
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1.6 Financialinclusionand
gapsinaccess

439% of adult women throughout the world,
about 1 billion people, do not have access to
formal financial services, compared to 35%
of men in this situation!?’. There is a signifi-
cant difference in the ratios between female
financial inclusion because they depend on
multiple factors, in many cases being the
product of discrimination on religious or cul-
tural grounds, or legal restrictions preventing
women from signing contracts in their own
name, including opening a bank account,
and having independent management of
their own income.

The financial gap due to gender remains 9%
in developing countries, although in some
parts of the world it is much higher. The part
of the world with the lowest financial inclu-
sion for women is the Middle East, where
91% are not in the financial system, while
the figure for men is 81%.

However, the region with the widest gap
between men and women in terms of access
to the financial system is Southern Asia,
where there are 18 p.p. more men holding
bank accounts than women. In Latin Amer-

ica, around 115 million adult women, 52%,  37% of women in Latin America report 62.8%
are outside the financial system, making it having saved in the past year, but only 30%
the region with the lowest gender gap (4%),  do so using a formal account in the finan- 52.1% § 55.8% 59.1%
together with East Asia and the Pacific. cial system, while 35% of men who report 53.9%
The ratio of women’s access to the financial ~ having saved, 44% do so within the finan- 46.6% 48.5%
system in high-income OECD countries cial system The rest use informal savings 43.5%
is 94%, a distance of just 0.5 p.p. from methods, particularly saving clubs or people 40.2%
the men. outside the family. 22% of women’s sav- 33.6% 35.6%

ings is used to start an activity or expand a

current one, whereas men use 30% of their

. . 22.5%

savings for that purpose: women instead

use more of their savings on household-

related expenditure.

; ; 30% of adult women in the region have
|n Latl n Amerlca: requested some kind of loan in the last year, Colombia Peru EDmiSliltal'l Chile Panama ]Il;latil'l |
epublic merica

around 115 million adult
women, 52%, are outside
the financial system.

Financial inclusion plays an important role,
as our results show, in increasing women'’s
economic independence, inasmuch as they
increase their assets and are fully empow-
ered. The simple fact of having a financial
account is of great value to the most vulner-
able women, representing a safe place where
they can save their net income, incomes that
in general they spend to the benefit of mem-
bers of their household. This is particularly
important when they receive direct transfers
from social programs.

Around 9.5 million women in Latin America
receive direct transfers in cash. The figures
show that the positive impact on house-
holds of transfers received through a bank
account are greater than transfers received
in cash. The reasons are directly correlated
with the nature of these segments, both male
and female. Access to cash leads people to
make decisions thinking only of the short
term: self-control is required and it becomes
difficult to take decisions with the future in
mind. For example, having a bank account,
particularly if it is linked to regular patterns
of use, helps to reduce potential problems

of self-control and third-party pressure.

a 4 p.p. gap between men. 32% of these
loans were applied for through the financial
system, with the same reported difference,
between loans requested by men.

Women’s lower savings rate and fewer
applications for loans to start or expand
their enterprises show that, to a large degree,
they are involved in self-employed activities,
instead of a wage working for someone else.
It also conditions their work to being in ac-
tivities with lower productivity and less risk
compared to men.

On the whole, women find it more difficult
to provide collateral and may have a weak-
er credit history. These results suggest that
women, as a general rule, may be suffer-
ing from a negative bias on the admission
scoring used in credit risk software. These
restrictions on the part of formal institu-
tions are also manifest in informal sources
of funding.

Lower access by women to financial prod-
ucts is one of the key factors behind their

Financial inclusion

plays a major role in
INCcreasing women's
economic independence
inasmuch as it increases
their assets and

they can become

fully empowered.

greater vulnerability to income shocks and
their lower capacity to invest, save and plan
for the future. Promoting financial inclusion
for women is one of the areas which has the
greatest impact on reducing the gender gap
in several categories.

Financialinclusion (% of people over 15 years old with

accountsin the financialsystem) ©)

B men B women

Source: Global Findex Database 2004,
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1.7 Theimportance

of thestate’srole

Undoubtedly, one of the most unaccep-
table gender gaps is the one created by the
state itself, both by the institutions and the
legislative superstructure, which stunts
equal opportunities, preventing women from
choosing the best for themselves and their
families. The gap in equality of opportuni-
ties deriving from the institutional and legal
framework restricts their capacity to take
economic decisions in a number of ways
and, in many cases, is the main cause of the
gaps mentioned earlier.

The dimensions that tend to account for

the bias are the following: the legal capacity
women (married or not) have to interact with
public authorities and the private sector with-
out sexual discrimination; women'’s capacity
to own, administer, control and inherit goods;
ownership rights of women in the conjugal
residence; restrictions on women’s work;
incentives for maternity or paternity, and legis-
lation against gender violence in all its forms.

When all these dimensions are analyzed,
they reveal that Middle Eastern and
sub-Saharan Africa countries have the
most restrictions, basically linked to social
conventions of a religious nature. Latin
America as a whole has made progress to-
wards greater equality. Caribbean countries
lag in some ways and others, such as Chile,
despite having advanced in gender equality,
still treat couples as a partial community
property, legally administered by the man,
which has major implications from the per-
spective of empowerment'”, Other more
general restrictions have to do with the lim-
ited or nil cover enjoyed by self-employed
women during maternity, which explains
the higher poverty levels associated with
periods of fertility.

In recent years, however, the distances
have been shortening, and reforms have
been passed to increase women’s economic
opportunities, although there is a great deal

76177

left to do. Where legal disparities based on
gender prevail, women'’s opportunities are
not equal and the gaps are endemic.

The most unacceptable
gender gaps is the one
created by the state
itself, which stunts equal
opportunities.

2. Women as akey factor
indevelopment

Since the BBVA Microfinance Foundation
was set up, women have had a key role in all
the countries in which it operates, whether
because of the history of institutions in the
group, (Women World Banking, in Bogota
and Medellin, Asociacion Dominicana

para el Desarrollo de la Mujer [Dominican
Association for Women’s Development] and
Fondo Esperanza), or because of the special
opportunity that the portfolio of financial
services for small entrepreneurs offers
women and their families.

Experience has shown that economic
development and poverty reduction

are more likely to be achieved when an
investment is made in women’s economic
empowerment and the gender gaps

are narrowed. Women are particularly
concerned with their families (their
children’s education, housing and health).
These factors are the drivers for their effort,
their struggle and their work, so supporting
women also means supporting the next
generation, making a future with better
opportunities and higher standards of living
a possibility.

A McKinsey report!'? revealed that if all
countries reduced the current gender gap in
the labor environment, down to the level of
the most equal country in their particular
region, it would add USD 12 trillion to GDP
by 2025. This increase would be possible
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if investment were made on reducing
gender gaps at work and in other arenas,
particularly access to education, family
planning, motherhood, financial and
digital inclusion, as well as support for
unpaid caregiving.

In order to make meaningful progress in
gender equality, important changes need to
be made in the workplace (both through
social policy and private initiative), in so-
ciety, politics and legislation. For example,
promoting formal employment, encouraging
gender-neutral standards, laws and regula-
tions that preclude discrimination, increas-
ing representation in public institutions and
collective representation, as well as ensur-
ing that legislation and business practices
enable access to property, training, IT and
financial resources. It is critical that support
systems be set up that make it possible to
share equally the number of hours of unpaid
work spent principally on looking after the
family and the household. The economic
value of this unpaid work is estimated to

be as much as USD 10 trillion (13% of the
world’s entire GDP).

From the business perspective, BBVAMF
wants to position itself as the driver of
change, to achieve economic and social
development, backing gender equality and
getting financial access for women, meet-
ing their families’ needs and those of their
enterprises with its products, as well as
with additional services providing financial
education and generating networks

of contacts.

Over the course of this past year, BBVAMF
has taken part in the United Nations
Secretary General’s high-level panel on
women’s empowerment and has been
acknowledged as a case study by this same
panel®, The Foundation is also a member
of the private sector advisory group to the
United Nations13’ Sustainable Development
Goals Fund, which identifies gender equality
as one of its 17 goals.

BBVAMF also attended a number of events
about gender equality and women’s empow-
erment in 2016:

o International Women’s Day organized by
the United States Chamber of Commerce in
conjunction with United Nations, where it

took part in the working group on The future

of financial inclusion with Citi Foundation,
Action Global Investments, JP Morgan Chase
and S&P Global. New York, March 20164,
+ Latin American Regional Consultation

of the Secretary General’s high-level panel
on Women’s economic empowerment.
Participation in the financial inclusion and
digital group. Costa Rica, July 2016,

Societies across the world are aware, more
than ever before, of the contribution that
economic and social policies will make,
together with private-sector initiatives, in
creating a more sustainable and equal
society, as seen from the gender perspective.

2.1Womenweserve

by providing credit

The institutions forming BBVAMF use
Responsible Productive Finance to serve
the most disadvantaged segments, with
emphasis on financing programs led by
women. They strive to be a catalyst for
change in society, reducing gaps, generating
opportunities and having an impact on a
large number of people so as to achieve
progress throughout society as a whole.

Women account for 60% of group

clients overall, and as much as 83% in
Fondo Esperanza and 67% in Banco
Adopem. They are concentrated in urban
surroundings and the most popular sector
is trade. Taken as a whole, over half our
women clients (56%) have secondary
education or higher. Although most clients
are women, they only account for 54%

of the total amount disbursed to the end
of 201619, Looking at women'’s business
turnover, their sales account for 53% of
the aggregate for all clients17, and for 49%
of all client assets!®.
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(d) Percentage of clients
by gender and institution.
Percentage of client profile
by gender. Client current
as of 12.31.2016.

(e) Considers clients
current as of 12.31.2016
to calculate assets and
sales. Credit value is

the average value of
disbursements

in 2016.

Client features by gender ()

Men in portfolio

Clients in BBVAMF
I
40% 60%
Percentage of male portfolio
Il
50% 19% 32% 50%
Vulnerable Poaor Vulnerable
|
42% 26%
Rural
| ] |
12% 18% 20% 10%
Ower 60 years old Under 30 years oid Owver 80 years old
I
34% 14% 12% 32%
Primary Mo education Primary
I
42% 26% 9% 64%
Trade Agriculture Trade

Source: BEVAMFG institutions. BEVAMF calculations.

Proportion by gender and economic magnitudes ©

N - -
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| T
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e 60% w549, " a9%
MO clients Total value of Total value Total value
disbursement of sales of assets

901,624 Credit clients
B men B women

Source: BEVAMFG institutions. BBVAMF calculations.
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(f) Portfolio data as of
12.31.2016. Average
values are calculated on
the current portfolio,
except for the average
credit, which is averaged
out by the number of
transactions carried out
during the year. Female/
male gap takes values
between zero and one
(one being parity). It is
the ratio of the indicator
for women against the
indicator for men.

(g) Client data as of
12.31.2016. According
to each country’s

official poverty line
(differentiating between
the rural and urban
environments).

Taking the per capita

net income (estimated
from the business surplus
divided by the number

of occupants in the
household), vulnerable
segment is taken to be that
formed of clients whose
per capita net income

is over the poverty line,
but below the threshold
obtained by multiplying
the figure given for said
line by three.

This difference in the business magnitudes
becomes more apparent in average terms.
49% of the asset referred to, in the hands

of women, represents average assets of
USD 9,621 for men and USD 6,509 for
women, 32% less. This difference corrobo-
rates the lower investments made by women
in their micro-enterprises.

These proportions reflect the greater vul-
nerability of the women served by BBVAMF
compared to men. Specifically, of clients
served and classified as poor or extremely
poor, seven out of 10 are women. Men are
concentrated in less vulnerable segments,
making up 54% of clients classified as others
and non-vulnerable.

As well as greater economic vulnerability,
other dimensions have been identified that
can also reveal client vulnerability:

+ Access to education, as a basic foundation
for social mobility and for improving one’s
economic situation!?.
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- Age, particularly that of:

by economic valnerability - Young people. who encounter additon-
segment Q) alo staq es to. Inding a jo 0t ¢ ditficu ty
of combining it with their studies or of
overcoming hurdles of a social nature,
78%  68% 59% 46% such as those intrinsic to becoming par-

ents at a young age®”.
+ Those over 60, who tend to opt for
setting up their own businesses because
they lack links to the labor system, with
pensions that are insufficient to cover their
needs and household costs.
+ The environment where the business
operates, which conditions both the type of
activity and access to basic services (health
and education) and financial services.

54%

41%
32%
I 22%

80181

Women are particularly
concerned with their
families, which drive their
efforts, their struggle and
their work, so supporting
women also means
supporting the next
generation, making a future
with better opportunities
and higher standards

of living a possibility.

Extremely Poor Vulnerable Others

poor

B vien 52.1%

43.1%

Economic magnitudes and women/men ratio ()

Average assets 50D '505‘“9
Average monthly

sales JSGD 1,474
Average creditUsD 1,027
B vien B Women

Source: BEVAMFG institutions. BEVAMF calculations.

Women 47.9% 47.8% 45
Source: BEVAMFG institutions. BEVAMF calculations, 39'1%

42.8%

New client profiles by cohort and gender, change (0

Primary education
at best

40.8% 35.8%

34.2% 35.5% Under 30 years old

33.8% 33.2%
27.7% 32.0% . -
Men Ratio women/men . . « .
—rr il 299% 30.6%
2a8% 272% 280% 294%
7.0% 6.8% 6.7% 6.6% 7.2% 7.4% Ower 60 years old
9.621 068 . . - - — ™
. 44% 43% 46% 50% 51%  52%
- N - - -
20M 2012 2013 2014 2015 2016
B men B wWomen

(h) New client (no
previous loans) acquisition

over the year. Source: BEVAMFG institutions. BEVAMEF calculations
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Women account for 60%
of Group clients overall,
and as much as 83% in
Fondo Esperanza and
6/% in Banco Adopem.
They are concentrated
IN urban surroundings
and the most popular
sector is trade. 56%
have secondary
education or higher.

>

Participation of clients under 30 and over
60 years old has risen among the new clients
signed up by Group entities, and educational
attainment has been higher in the more
recent cohorts, due perhaps to progress in
educational policies. Nevertheless, when
divided by gender, there is no significant
differential trend. The environment of
clients served for a year shows how the
institutions have made a special effort to
penetrate rural areas, although this effort
is having more impact on the proportion
of men than of women.
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(i) Client data as of
12.31.2016. Female/male
gap: women'’s average
sales, by educational
attainment, compared

to average sales by men
with the same level of
education.

(j) Client data as of
12.31.2016. Female/male
gap: women'’s average net
incomes, by educational
attainment, compared

to average sales with the
same level of education.

2.2Educationasa

development factor

Education is an efficient mechanism for
improving the situation of vulnerability

and access to resources. An analysis of the
level of educational attainment of BBVAMF
Group clients reveals a positive relationship
between the former and the sales generated
by their businesses.

As their educational levels improve, the
sales figures of clients of both genders rise;
however, among clients with higher
educational attainment, the differences
between men and women are greater:
women’s income is 25% less than that
of men with the same education (tertiary
or technical studies).

As their educational
levels improve, the sales
figures of clients of both
genders rise. Women's
income is 25% less than
that of men with the
same education.

Looking at the per capita net income
(surplus generated by the business for

each household member), the positive
relationship between education and wealth
generation continues, although the gap
between genders is even wider at higher
educational levels, rising to 31%. This
suggests that female entrepreneurs have
households with more members to support,
with the average of 3.31 dependents per
woman with an education to tertiary or
technical level, compared to 3.02 for men at
the same educational level. This is another
confirmation of how household structure
conditions women more and is key in

their development.
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Avg. monthly sales by
educational level attained USD ()
2,042
1,954
1,799
1en =
/1m
_..--_-_ 1,368
1.302
Tech/
Mone Primary Highschool College
081 076 076 075

Ratio women/men

B vien B Women

Source: BEVAMEG institutions. BEVAMF calcudations.

Avg.per capitanetincome
by educational level attained
USD (and portfolio % by genden) ())

310

197 @
@ 214
161
Mone Primary High Tech/
school College
082 0Fe 072 09

Ratio women/men

B vien B women

Source:; BEVAMEG Institutions. BEVAMF caloudations.
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(k) Costs, payment
installment and net income
against sales for clients
current as of 12.31.2016.
Participation of women,
ratio of women clients to
all sector clients, current
as of 12.31.2016.

2.3 Women and their businesses
As mentioned above, there are differences
between levels of assets, sales, average
credits, etc. Some of these inequalities are
due to the fact that the sectors in which men
and women conduct their businesses are
not the same. Clients whom we serve tend
to become entrepreneurs out of necessity,
because they have fewer options in the
labor market, rather than in response to a
business opportunity. Women have a higher
participation in businesses with lower assets

Women have a higher
participation in those
businesses with

lower assets which
therefore need a
smaller investment at
the outset, as well as
fewer technical and/or
physical requirements.

Sales margins, and assets by gender (k)

Costs, installment & net income
over sales by activity and gender
49% 14% 37%
Services ——————pm
50% 14% 36%
. e MN% 7% 22%
trade I
66% 8%
68% 8% 24%
Retaill trade I
64% 10% 26%
56% 11% 33%
Prod./Trans{. I
"
52% 13% 35%
57% 10% 33%
Agriculture  Eem—
56% 10% 34%

Womenclients Averageassets(USD)

participation  women S
) 55% 825 10583
) s2%  osn 1161
) 72% 56 7856
) s8% 5004 8598

V34% o4 1138

B Costs/sales (men) B Installment payment/sales (men)

B costsfsales iwomen) B Instaliment payment/sales (women)

Source: BBVAMFG institutions. BEVAMF calculations.

Met income/sales (men)

Net incomefsales (women)
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(1) Data for clients current
as of 12.31.2016.
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Profile of women clients working inretail trade ()

Economicstatus L :
34% 51%
Poor Yulnerable
Agerange !
21% 9%
Under 30 yvears old Owver 60 years old
Education (max.) I 1
43% 13%
Primary Higher ed.
Housingstatus |
T 7%
Cwned From a relative

Source: BBVAMFG institutions. BEVAMF calculations.

which therefore need a smaller investment
at the outset, as well as fewer technical and/
or physical requirements.

So, most of the women served work in
retail trade (little initial investment and/or
asset requirement and higher rotation of the
latter). This sector, in which 72% of women
who bank with Group entities work, reports
a low level of net income over sales (it is less
productive) in comparison with other sectors
such as services or agriculture. The latter is
where the highest proportion of men work
(only 34% of participants are women) and
concentrates a high level of assets.

Of clients working in retail trade, enterprises
led by women accumulate fewer assets

(there is a 28% gap) than men’s, although
on average women are more efficient, with

a net income over sales ratio 2% above that
of the men. As pointed out in the section on
women’s situation, women are more produc-
tive, so that in the remaining sectors (except
for services) they also report higher percent-
ages of net income over sales.

The vulnerability level of women in retail
trade is higher than in other sectors, with
34% of Group clients classified as poor or
extremely poor, compared to 25% in the ser-
vices sector and 32% on average in the entire
portfolio of women. These women are rela-
tively younger and with slightly lower edu-
cation levels. Nearly three out of every four
women working in trade owns her home.
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(m) Data on sales
performance of clients

current as of 12.31.2016,

and who have received
a disbursement in the
previous 12 months.
Their situation at the
outset is shown (data in
their cohort year) and
the current situation
(at the last update) as
of 12.31.2016. CAGR:
Compound Annual
Growth Rate.

2.4 Business performance

Taken together, for the whole client
portfolio, the performance of basic business
variables (average monthly sales, average
monthly net income and average assets)

is positive, both for men and for women,
although it shows some differentiation.

Average monthly sales performance is very
solid, with compound annual growth rates
of 17.7%, in the case of women’s enter-
prises, and of 16.2%, slightly less, in those
run by men. However, the starting point
for sales is lower in the case of women and
on average there is a gap of 0.78 (women'’s
average sales/men’s average sales).

Average monthly sales (by cohort) USD (m)

Women C AGR
17.7%
1,661 1,642
1570 1,616
..................................................................... STPARORET, AR SRR, [ 7
m w C t H
[ 5 & B;U:;Fag?oup
L]
1,225 1,222 1,150 ;‘ 2 4 Current (USD)
04 894 ;46 B cutset (USD)
25% 18% 17% 17% 16% 14% CAGR 16
2016 2015 2014 2013 2012 20N
e CAGR
16.2%
2177 2363 2,239
1997 ° ° o
.................................... L L L I L ::I:,ﬂ“
! urrent avg.
1,769 ® 1822 BBVAMF Group
e ° ®
1,572 1,535 1,474 1,469 ° . :Current (UsD)
1,345 1,254 Outset (USD)
23% 17% 16% 14% 13% 12% CAGR 16
i & & n & & Ratio women/men Q.78
2016 2015 2014 2013 2012 20m

Source: BEVAMFG institutions. BEVAMF calculations.
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(n) Data on net income
performance of clients

current as of 12.31.2016,

who have received a
disbursement in the
previous 12 months.
Their situation at the
outset is shown (data in
their cohort year) and
the current situation
(at the last update) as
of 12.31.2016. CAGR:
Compound Annual
Growth Rate.
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Average monthly netincomes (by cohort) USD (n)
Women CAGR
190%
216
186 187 200
Current avg.
is0 ;B3 ) BBVAMF Group
¥ - 127 116 ;m & Current (USD)
92 B outset (UsD)
17% 15% 25% 19% 20% 20% CAGR 118
& ik i F Fy s
2016 205 2014 2013 2002 20m
Men CAGR
124%
265 260 269 255 .
: Current avg.
258 :m o @ ° BBVAMF G?nup
208 206 212 204 ® B current (USD)
178 B cutset (usD)
10% 14% 15% 9% 8% 1% CAGR 118
A " i i i i Ratio women/men 0.69
2016 2015 2014 2013 2012 201

Source: BEVAMEFG instilutions, BEVAMF calculalions.

Turning to the performance of average
monthly net income, women’s compound
annual growth rate is 19%, 6.6% higher
than the men. Even though women’s initial
net income is 31% less than that of men,
the faster net income growth in businesses
led by women is shortening the gap between
them and the men.

In terms of assets, growth rates are higher
here, although the differences between

men and women are also higher. Women'’s
average initial business assets are nearly half
those of men (a ratio of 0.57). The growth
rate for men’s assets is faster in the short
term (seen in the 2016 cohort), expanding
much faster than assets in the hands
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(o) Data on average asset
performance of clients
current as of 12.31.2016,
who have received a
disbursement in the
previous 12 months.
Their situation at the
outset is shown (data in
their cohort year) and
the current situation

(at the last update) as

of 12.31.2016. CAGR:
Compound Annual
Growth Rate.

Average assets (by cohort) USD (0)

Women C AGR
8,874 248%
7,092
....................................... S,ﬂdlsl 5,449
13905 (4326 . | BBVAME Group
3407 2,369 2,323 Current (USD)
B outset (USD)
33 24% 22% 20% 35% 33% CAGR 15
2016 2015 2014 2013 2012 201
Men CAG R
13,270 23.2%
.
11,528 :
10,380 »
s seos OO ST N SO 9,566
; C tavg.
; ;‘E 7,762 B;U::ﬂFaEEoup
6 6,586 6,798 ;.155 B Current (USD)
[ ] e l
4’533 mn Qutset (LSD)
48% 22% 21% 21% 29% 27% CAGR w6
" " i " i i Ratio women/men Q.57
2016 2015 2014 2013 2012 201

Source: BEVAMFG institutions. BEVAMF calculations.

of women in the first few months, but it
soon levels off and, by the end, growth

rates are lower than those of women. Thus
women’s compound annual growth rate is
24.8%, against that of men, which is 23.2%,
thus narrowing the gender gap over the long
term. Women entrepreneurs invest less in
their enterprises, but their greater stability
and risk aversion reduces the gap in the
longer term.

Men’s businesses increase their employee
numbers more frequently than women’s.
On the strength of this, a possible
interpretation is that men re-invest more
in business growth than women.

We can see how our female clients make
their businesses grow, although these do
not become as large as businesses led

by men. With respect to per capita net

BBVAMF Social Performance Report 2016

(p) Measures the increase
in the number of business
employees against the
situation at the outset,
for clients current as

of 12.31.2016 by each
cohort. Shows averages
from the 2011-2016
cohorts. Data aggregated
from all institutions,
except Bancamia. Fondo
Esperanza’ information
covers 2013-2016,
Financiera Confianza
covers 2014-2016.

(q) For the sample of
clients served between
2011 and 2016, classified
according to the situation
at the outset on the first
disbursement. Shows

the change in per capita
net income in each
disbursement cycle,
relative to each country’s
official poverty line (by
rural/urban environment

and year of disbursement).

The relative per capita net
income takes the value of

one when it is equal to the
poverty line.

Faster growth of net
incomes in businesses
led by women is
narrowing the gender
gap with men.

income performance (the sum generated
by the business per household member)
women achieve a level of growth in their
net incomes that enables them to overcome
extreme poverty after three loans and cross
the poverty line from poor to vulnerable
after just one.

Women clients’ average net incomes grow

88189

Job creation, by gender
(% of the cohort) (p)

2006 2015 2014 203 202 20m

steadily in every cycle and at all levels of Cohort
vulnerability, with the fastest growth in the
first cycles, which thus show a steeper curve. B men B women
Source: BEVAMFG institutions. BEVAMF calculations.
Women’s per capitanetincomerelative to the povertyline ()
283
264
w
]V L?E_-—-— 185
1_'5,6—/
133 :
22— 20 145
134
Powverty line
Clmclex=1}
33
Cycle Cycle 2 Cycle 3 Cycle 4 Cycleb Cycle

1] Extremely poor B Foor B vulnerable

Souwrce: BEVAMFG institutions. BEVAMF calculalions
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(r) For the sample of
clients served between
2011 and 2016, showing
the ratio of women’s

per capita net income
relative to that of men
for each cycle. Individual
portfolio is the entire
BBVAMF portfolio
except for the Fondo
Esperanza portfolio,
Financiera Confianza’s
Palabra de Mujer and
Banco Adopem’s Crédito
Solidario, which make up
the group portfolio.

(s) Clients who have been
current at some point
during 2016, and who
have updated their
information in the 12
months prior to the last
time they were monitored
in 2016. Clients who
have been written-off are
not classified as having
escaped poverty.

+ Escape from poverty:
clients classified as poor
at the outset of their
relationship with the
institution, who have
broken through the
poverty line, divided

by the number of clients
classified as poor at

the outset.

+ Entry into poverty:
clients classified as non-
poor at the outset of their
relationship with the insti-
tution, who have slipped
below the poverty line,
divided by the number of
clients classified as poor
at the outset.

+ Net reduction: escape
from poverty, less entry
into poverty.

Women/men ratio relative
income performance by each
dishursementcycle ()

0.72

Cyclel Cycle2 Cycle3 Cycled Cycle5 Cycleg

» Portfolio women/men ratio

Source: BEVAMFG institutions, BEVAMF calculations.

As time passes and there are new
disbursements, women’s per capita net
incomes come closer to those of men,
moving from an initial gap of 0.69 to 0.77
over five credits; in other words women'’s
per capita net incomes after five cycles are
on average 33% lower than those of men.
Financial services appear to be helping to
reduce the economic gaps between men and
women in the medium and long term. The
first cycles show the greatest growth, both
for men and for women, but the reduction
in the gap is lower.

Climbing up over the povertyline
There is a somewhat larger reduction in the
client segment classified as poor at the outset
for women as a whole. After two years

with the institution, the reduction is 40%,
compared to 35% for men.

Reduction of the poverty segment ()

Women

14%

tlyear 1<2vyears 23vyears 3-4years

Men 68%

18%

clyear 1-2vyears 2-3years 3-4years

[ ] Escape from poverty
» Net poverty reduction

Entry into poverty

Source: BEVAMEG institulions. BBVAMF calculations

[ | Escape from poverty B Entry into poverty
» Net poverty reduction
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(t) Percentages for the
female portfolio as of
12.31.2016. “Single/
separated/widow with
family dependents”
covers those women
clients whose household
contains more than one
person; “without family
dependents” covers

the rest.

After two vears the
number of women in the
poverty segment falls

by 40%. Of clients who
overcame poverty in
2016, 69% are women.

The reduction over time in the client seg-
ment classified as poor is similar for men
and women. However, the percentage of
entrepreneurs who were not poor at the out-
set, but whose situation has worsened over
time (those who fall into poverty) is much
higher for men. The percentage of men
classified as poor at the outset, who climb
out of poverty is also higher, which suggests
greater income volatility among men than
among women. Of the 56,427 clients who
climbed over the poverty line in 2016,

69% (38.962) are women.

90 |91

3.Staying with women
throughout theirlives
According to poverty figures®? by ages,
childhood is the most critical period, and
in Latin America 42% of children are poor.
This affects boys and girls equally; it is not
until puberty that the economic inequalities
between genders begin to appear. For this
reason, the decision to have children and the
structure of households are relevant factors
in economic capacity.

Furthermore, the fact of having domestic
responsibilities is even more of a determining
factor in monetary capacity if the parent is
very young and the family mono-parental.
The household structure of our female clients
is analyzed below, by age, civil status and the
number of members in the family unit.

Our clients’ household structure ()

Under 30 years old

30 to 60 years old

Over 60 years old

% [ I— [ | — =
Clients 20% 70% 10%
Vulnerable 87% 81% 76%

60% 37% 28%
54% 46%
39%
7, _,p, 1%
02% 1% | e

15%

Single [ | Separated B widow M Married/Cohabitant B with dependents & Without dependents

Source; BEVAMFG institutions. BEVAMF calculations,
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(u) Civil status

of women clients as of
12.31.2016, according
to information from their
latest disbursement.
“Single/separated/
widow + dependents”

if the household contains
more than one person;
“married/in union with
+ dependents” if the
household contains more
than two people.

(v) Clients current as of
12.31.2016. Percentage
of women by civil status
and dependents, with
primary education at
best. Single/separated/
widow + dependents”

if the household contains
more than one person;
“married/in union with
+ dependents” if the
household contains more
than two people.

If one studies the Group’s women clients
by age, we see different family struc-

tures over the different life stages. In the
group of the youngest clients, six out of
10 are single, and five of these six have
dependents. In the adult phase, most of
the women (54%) live with, or are mar-
ried to, someone, and 46% are heads of
their household, whether because they are
single, separated or widows. The increase
in the proportion of widows and separated
women leads to a situation in which, in the
group of women over 60, once again they
are more frequently supporting the family
on their own (54% of women). Further-
more, we see how one-parent families
with dependents are more common than
those without dependents, so a connection
between this factor and entrepreneurship
is established.

Half of households in the female portfolio
are administered solely by the client, and
46% are women on their own with depen-
dents. This represents major challenges
when defining products and services to
meet their needs and promote their business
growth and improved welfare. Although to a
lesser degree, the percentage of male clients
who manage their household on their own
(41% of them) is also significant.

The fact of taking on family responsibili-

ties also conditions the level of education
reached by women and, as such, affects their
future development, both their own and that
of their family.

Clients by civil status,
household structure & gender (1)

8% 4%

10% 7%

34% 49%

Men

Women

Women clients with primary
educationathbest(\)

Under I 3%

0 years D 27,

old I 753
29%

0to 60 M
years old I .45

Over 60 I .
years old I G 7%
B i 68%
67%:

[ | | Married/Cohabitant + dependent

[ ] | Singlefseparated/widow + dependent

BE Married/ Cohabitant + without dependent
single/separated/widow + without dependent

Source: BVAMFG institutions. Calculations: BEVAMF.

L Singlefseparated/widow + without dependent

[ ] Singlefseparated/widow + dependent

B Married/ Cohabitant + without dependent
Married/ Cohabitant + dependent

Source: BEVAMEFG institutions. BEVAMF calculations,
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There are two important features in the
client portfolio: greater access to education
among the younger generations, and the
correlation between their household com-
position and their educational and training
decisions. Excluding the first feature as
exogenous, two conclusions can be drawn
from an analysis of household characteris-
tics: women who live in union stop studying
carlier, perhaps because of greater depend-
ence on the couple. The second conclusion
concerns people with family dependents;
having domestic responsibilities seems to
push women into leaving their studies in
order to earn their own income. This is more
noticeable in younger generations (under 30
years old). Among women over 60, educa-
tion levels are so low that there are hardly
any differences.

Lower educational levels among the over
60s, together with insufficient pension
systems (those countries with lower state
support systems have more entrepreneurs
among their older population) and heavy
family duties push men and women to start a
business and to continue working after they
are 60 years old. Lower educational levels
also condition their activities, and they work
more in agriculture and activities with lower
training requirements.

Economic inequalities
between genders appear
at childbearing years.

For this reason, the
decision to have children
and the structure of
households are both
relevant factors of
economic capacity.

4.Women intherural
environment

According to the FAO, women who live

in rural environments are responsible for
more than half the production of food and
perform a crucial role in food security and
in conserving biodiversity. Despite this,
worldwide, they only possess 30% of the
land, take out 10% of the loans and receive
5% of the technical assistance.

Women in the rural environment not only
live in the reality described at length in this
chapter, but their surroundings condition
their likelihood of getting good quality jobs.
The roles of women in rural areas are more
rigidly defined than in town, so they have
been more restricted to domestic tasks (they
spend more time on unpaid work than those
in the urban environment), unqualified

jobs and those requiring less physical

effort. These rural women make up 43%

of the agricultural workforce in developing
countries. However, only a minority has
their own land and/or performs a job with
decision-making power in organizations or
local government®?.

The barriers that women outside the

major urban centers have to overcome are
many: economic and financial obstacles

to education, particularly in remote areas;
legislative hurdles (guaranteeing equal rights
to property); little access to sexual and
reproductive health services (lack of access
to medicines and basic products, no family
planning measures); and no way to improve
their skills because of the lack of access to
agricultural extension services, technology,
vocational training and financial loans.

26% of our women clients live in the
country and they are younger than those in
the urban environment, since their reduced
access to education, greater unemployment
and more youth pregnancies in these areas
create the conditions for women to become
entrepreneurs sooner in order to support
themselves. As has been noted above,

BBVAMF Social Performance Report 2016

(w) Proportion of clients
compared to all women
clients current as of
31.12.16, by environment,
age and education.

(x) Considers clients
current as of 12.31.2016
in the rural environment,
for the calculation of assets
and sales. Value of the
credit is the average value
of disbursements to clients
in the rural environment
in 2016.

one of the factors behind entrepreneurship
in rural areas is the lower level of education
than in urban centers.

Low levels of education condition access to
good quality jobs and technical training, so
becoming an entrepreneur may be the only
way of making a living. Women (and men)
with less training are to be found in the
agricultural sector.

In BBVAME, rural clients make up 32%

of the whole portfolio, of whom 49% are
women; however, women account for 46%
of all the credit and take out loans that on
average are 29% smaller than men’s.

The number of women clients in rural areas is
much lower (49%) proportionately than in the
urban environment (66%); this shows that it is
more difficult to be a female entrepreneur and
sign up for a loan in the rural environment.
However, the differences between men and
women in rural areas are less pronounced than
in the cities, with higher female/male ratios for
all economic magnitudes.

94195

Women with primary education
athest ()

36%
22%

Under 30 30 to 60 Over 60
years old years odd vears old

I Rural women W Urban women
Agriculture & rural women

Source: BEVAMFG instilutions. BBVAMF calculations

Clientsin the rural environment. Representation & key economic

attributes by gender (x)

51%

rF I

Total value
of disbursement

N2 clients

0 men B Women

Source: BEVAMFG institutions. BBVAMF calculations

o a5%

Total value

Total value
of sales of assets
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(y) Considers clients
current as of 12.31.2016
in the rural environment,
for the calculation of
assets and sales. Average
credit is the average value
of disbursements to clients
in the rural environment
in 2016.

EFconomic differences
between men and
women in rural areas are
smaller than in the urban
environment.

Although in economic terms the inequal-
ities are lower, it is in the rural environ-
ment where we see the biggest differences
between activities carried out by men and
women. Lack of access to land title and

to productive resources leads women to
focus on sectors other than farming, princi-
pally trade. Men in the rural environment,
meanwhile, work mainly in farming activities

(except in the Dominican Republic where
the farming sector is a small one).

In all the regions where BBVAMF has a
footprint, in the rural environment more
men farm than women. Women have the
highest representation in the agricultural
sector in Bancamia and Microserfin. In
those cases where women work in this
sector, it tends to be in support activities
or as employees, so farming enterprises
run by women, according to the figures,
are unusual.

In the rural environment, after two years
with the bank the segment of rural women
clients classified as poor or extremely poor
falls by 36%.

Clientsin the rural environment. Economic magnitudes

and women/men ratio ()

Women
Average
assels |5 E,BM
Average monthly
sales | 50" "513
Average
credit L5D* 1,042

Men Women/men ratio

. 9,222 074

. 1,806 0B84
. 1,437 073

B men M women

*The size of the circle represents the size of the indicator
Source: BEVAMFG institutions. BEVAMF calculations.
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(z) Activity sectors
reported in the latest
update or disbursement
of clients in rural
environments current as
of 12.31.2016.

(aa) Percentage of rural
women and men working
in agricultural activities
who are our institutions’
clients, current as of
12.31.2016.

(bb) Clients who have
been current at some
point during 2016, and
who have updated their
information in the 12
months prior to the last
time they were monitored
in 2016. Clients who
have been written-off are
not classified as having
escaped poverty.

+ Escape from poverty:
clients classified as poor
at the outset of their
relationship with the ins-
titution, who have broken
through the poverty line,
divided by the number of
clients classified as poor at
the outset.

+ Entry into poverty:
clients classified as non-
poor at the outset of their
relationship with the ins-
titution, who have slipped
below the poverty line,
divided by the number of
clients classified as poor at
the outset.

+ Net reduction: escape
from poverty, less entry
into poverty.

96 197

Clientsin the rural environment
and theirs activity sectors ()

1M% 10%

5% 9%

54% 28%
6%
47%

4%

26%

Women Men

Services B Wholesale trade [ Retail trade
B Froduction/ Transt. I Agriculture
Source: BBVAMFG institutions, BEVAMF calculations,

Rural clients. Reductionin
poverty segment (bb)

69%
64%

18%

17% 16%
13%

«1year 1-2 years 2-3 years 3-4 years

Escape from poverty Entry into poverty
* Net poverty reduction
Source: BEVAMFG institutions. BEVAMF calcudations.

Clientsin the rural environment.
Percentage of womeninvolved
infarming activities (a2)

Ba ia :
ncam yr

|
60%

Financiera I

Confianza 32%
|
51%

Banco

Adopem 3%
[ |
14%

Microserfin
44%
|
65%

Agriculture women [ | Agriculture men

Source: BEVAMFG institutions. BEVAMF calculations,

Rural women are
responsible for more
than half of all food
production. Despite this,
worldwide, they only
possess 30% of the land,
take out 10% of the
loans and receive 5% of
the technical assistance.
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BBVAMFE
Empowering women

Urban
Wholesaletrade —
Retaill trade —
sercs C —
Rural
Wholesale trade — : :
Retall trade _
(cc) Data on current Services — ' : i
clients reported as of N© of clients o 10,000 20,000 30,000 40,000

12.31.2016.
(dd) Data on current
clients reported as of
12.31.2016.

Women inthe rural
environment in Bancamia
Bancamia is one of the entities with the best

Bancamia’s rural
clients mainly work

BBVAMF

Bancamia. Agriculture in the rural environment segments (dd)

performance in the rural environment. Its N agr icultur €, Pa rticula rly 0.2% !
product specialization and sales network coffee gl’OWiﬂg an activit Fishing 0.9% n
enable it to serve over 140,000 clients in . . ’ : Y
rural areas (44% of its credit clients). with h|gh net margins. Animathusbandry %4,9; = |
14% Bovine MN.8% FPorcine Other stockbreeding
In rural areas there is a major concentration
of activities inherent to the agricultural Within the agricultural sector in the Crops E‘ﬁ S ——
sector: one in every two clients works countryside, men and women specialize 17.9% Colfee 3.8% Vegetable Other
in an associated activity. Practically half in different activities. Bancamia’s rural 0.1% | crop
of this rural population is made up of agriculture portfolio contains five main types Forestry/Floriculture 0.3% I
women (46%), and of these, 41% have an of activity: crops (35% of clients in this
agricultural business. As the FAO points out,  group grow coffee), stockbreeding (of which Mixed farming 2.6% —
women’s dedication to farming activities is 38% raise cattle and 32% breed pigs), and support 10.5% [

critical for poverty eradication and
food security.

mixed and support activities, forestry and
woodland activities and fishing.

Bancamia. Distribution by activity and by environment (co)

B men B women

Source: Bancamia. BEVAMF calculations,

0.8% Mixed farming

B Women (% of total portfolio) Bl Most frequent activity In each subsector
B second most fre quent activity Remaining activities

Source: Bancamia. BBVAMF calculations.
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BBVAMFE
Empowering women

Although in general terms women'’s presence
in agriculture is a minority one, there is a
series of activities in which women play a
key part. Bancamia’s female credit clients

in the agricultural sector in the rural
environment mainly work growing crops

and in stockbreeding (9% of them in mixed
operations), whereas the number of women
in forestry, fishing, and agricultural support
is residual. The most frequent activity among
rural women involved in agriculture is coffee
growing (17%). In stockbreeding they are
mainly concentrated in pig breeding (16% of
the female portfolio); cattle breeding (14%)
and rearing poultry (11% of rural woman

in agriculture).

(insignificant, less than 1% of the portfolio)
and coffee growing (18% of all farming
clients) generate the highest net incomes
(167% higher than the average weighted net
income for all farming activities in the rural
environment; and where net incomes in busi-
nesses run by women are 4% lower than
those managed by men).

Cattle breeding, a sub-division of stock-
breeding, generates lower net incomes
than agricultural activities as a whole, and
women’s net incomes are 6% below that
of men. Net incomes from pig breeding are
slightly lower than in cattle breeding, and
the gap between men and women widens;
women’s net incomes are 24% lower than

Conclusion

Serving the vulnerable population means
primarily serving women. Their businesses
require lower investments (32% lower assets),
but report greater efficiencies and growth

rates than men’s businesses. Female clients of
the Group’s institutions are, to a high degree,
women on their own with families to support
(45%) and they do this working mainly in retail
trade, including in rural areas (where farming
enterprises are on the whole led by men). These
enterprises not only improve women'’s situation
of vulnerability, but also narrow the economic
gap with men. 68% of the clients who pushed
up over the poverty line in 2016 were women.

In their clearly defined mission to generate
opportunities for less advantaged people,

BBVAMEF supports women as they develop
their enterprises, providing financial services
(see Palabra de mujer [Woman’s Word]),
financial education for their empowerment
(see Escuela de Emprendimiento [School
for Entrepreneurs]) and creating networks,
staying with them over the different stages of
their lives. The outcomes of these activities
are economic progress and improved living
standards for our women clients, their
families and communities, reducing the
differences between men and women.

Meanwhile, as part of its institutional function,
BBVAMF is working to raise women’s visibility
and to support international institutions that
are pushing to achieve the 2030 Sustainable
Development Goals. m
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Crop-based activities bring in larger net those of men.
incomes than stockbreeding. Rice growing

Bancamia. Average net business income from principal activities
(proportion of clients engaged in each activity) (co)

UsD 1,100

4.2%

3.0% Notes (1) PovcalNet: Poverty measurement developed by the World Bank’s Research Group. A poverty line of USD 3.1 in
purchasing power parity is used for all regions. Data to 2013. (2) Idem with a poverty line of USD 1.9 in purchasing power
parity for all regions. (3) UN Women. (4) Remaining data in this section are from CEPALSTAT, BBVAMF calculations.
(5) The Global Gender Gap Report WEF. (6) Calculations using ILO data. (7) Cepal: Changes in family structures in
Latin America. (8) ILO: Women at work. Trends 2016. (9) Constructed from World Bank and CAF data. (10) All data
in this section are from Global Findex, with 2014 data from World Bank. (11) Women, Business and the Law 2016,
World Bank. (12) McKinsey, The power of parity, 2015 (13) http://www.womenseconomicempowerment.org/assets/
reports/country/Responsible%20Productive%20Finance_BBVA.pdf. (14) https://www.uschamberfoundation.org/event/

usp 200 international-womens-day-forum-2016. (15) http://mfbbva.org/en/naciones-unidas-invita-a-la-fundacion-microfinanzas-

bbva-al-panel-de-alto-nivel-sobre-empoderamiento-economico-de-la-mujer-en-america-latina/ (16) Credit measured as the
average disbursement made in 2016. (17) Total value of sales as the sum of the last average monthly sales figure, clients
current as of 12.31.2016. (18) Total value of assets as the sum of the latest value for total business assets recorded by
clients current as of 12.31.2016. (19) Between 2000 and 2014, the gross rate of tertiary education fees has risen from

22.3% to 44.5% (in the case of women, from 24.1% to 50.2% and of men, from 10.6% to 38.9%). CEPAL, data obtained

from the preparatory meeting for the IberoAmerican Business Forum. (20) The adolescent fertility rate (births per 1,000

women between 15 and 19 years old) is 81.1 in Panama, 51.9 in Chile, 96.2 in Dominican Republic, 67 in Peru and 85 in

Colombia. The Global Gender Gap Report 2015, World Economic Forum. (21) Stands at 42% in Latin America. Cepal

2015. (22) UN Women.

Average net income

Coffee Cattie Pig Mixed Rearing Crop
arowing breeding breeding operations poultry growing

(ee) Data on current
Bancamia agricultural

clients reported as of *Each circle represents the proportion of agricultural clients by gender
12.31.2016. Source: Bancarnia. BEVAMF calculations.
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The impact of financing vulnerable woman and men

BBVAMF has a clearly defined mission to generate opportunities and reduce

inequalities. Financing aimed at women contributes to eliminating barriers and imbalances,
generating positive and sustained impacts for families and driving integrated economic

and social development.

Women

UsD 8000
39%

Women clients classified as poor or
extremely poor as % of total vulnerable
women clients as of 12.31.2016

4 have incomes below
the poverty line

two years with us, % of poor women who break through
escape poverty the poverty line

Impacting on the e o e 36
lives of ancther ﬁ ﬁ Average household size of women
5_6 people under the poverty line

Men
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incomes under the w w Male clients classified as poor

poverty line or extremely poor as % of total
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Aggregate data
As of December 31, 2016
COP /USD PEN/USD DOP/USD CLP /USD CLP /USD PAB/USD
Exchange rate as of December 31,2016 0.0003331 0.2985252 0.0215848 0.0014989 0.0014989 1.0000000
Acti\/ity summary BBVAMFG Bancamia Financiera Confianza Banco Adopem Fondo Esperanza Emprende Microserfin
Financial data
Gross loan portfolio (USD) 1,082,485,050 380,562,145 467940,439 128,577,386 64,668,275 15,213,664 25,523,141
Amount disbursed in 2016 (USD) 1,300,373,669 325,768,413 593,969,100 146,935,016 196,807,915 15,555,474 21,337,742
Number of disbursements in 2016 1,062,325 256,520 301,1M 208,368 270,150 11,690 14,486
Average disbursement in 2016 (USD) 1,224 1,270 1973 705 729 1,331 1473
Deposits & others (USD) 562,159,033 183,675,808 322,437,594 56,045,631
Operating data
NO of employees 8,038 3,542 2137 1,393 560 163 243
N© of offices 507 199 149 74 53 21 1
People receiving financial education 353,868 160,382 54,549 28,801 10,136
Our clients BBVAMFG Bancamia Financiera Confianza Banco Adopem Fondo Esperanza Emprende Microserfin
Net number of clients 1,826,607 828,499 468,902 390,199 110,817 11,106 17,084
Number of credit clients 901,624 325,712 212,134 224,771 110,817 11,106 17,084
As a % of all BBVAMF Group credit clients 36.1% 23.5% 24.9% 12.3% 1.2% 1.9%
Number of savings clients 1,562,132 785,472 395,975 380,685
As a % of all BBVAMF Group savings clients 50.3% 25.3% 24.4%
Vulnerability level of credit clients (% clients)
Extremely poor 71% 6.0% 2.9% 4.3% 30.3% 11% 3.9%
Poor 19.6% 19.2% 15.4% 24.1% 20.0% 5.6% 14.9%
Vulnerable 49.7% 45.8% 51.1% 59.0% 36.3% 51.6% 51.9%
Total vulnerable 76.4% 71.0% 69.5% 87.4% 86.6% 58.3% 70.7%
Others 23.6% 29.0% 30.5% 12.6% 13.4% 41.7% 29.3%
Other credit client segments (% clients)
Rural 32.4% 43.6% 24.7% 38.9% 33.5% 38.2%
Women 60.2% 55.3% 50.5% 66.9% 82.8% 58.2% 421%
With primary education, at best 44.8% 56.3% 16.8% 50.1% 411% 50.5% 31.1%
By age (credit clients)
Under 30 years old 19.7% 20.3% 41.5% 44.2% 28.0% 21.0% 21.5%
Between 30 & 60 years old 70.2% 65.1% 50.4% 49.3% 60.8% 59.5% 67.3%
Over 60 years old 10.1% 14.6% 8.2% 6.5% 1.2% 19.5% 1.2%
Monthly netincome p.c. of new credit clients USD 193 190 231 161 146 370 327
Extremely poor 35 23 42 33 39 53 47
Poor 72 52 79 75 86 91 103
Vulnerable 161 121 171 165 184 218 235
Others 509 488 512 44 589 619 656
Average dishursement of new credit clients USD 855 1,021 1,298 441 301 1,229 983
Average monthly sales of new credit clients USD 1,328 1,609 1,385 1,234 826 2,187 1,554
Avg.ratio of installment as % of credit client sales 8.3% 6.4% 9.8% 3.8% 14.8% 6.8% 5.6%
Segments of savings clients (% clients)
Rural 37.3% 20.9% 37.9%
Woman 57.2% 55.4% 46.2% 671%
With primary education, at best 47.6% 57.7% 28.3% 26.0%
By age (savings clients)
Under 30 years old 19.0% 10.4% 22.7% 26.0%
Between 30 & 60 years old 70.3% 74.6% 68.6% 67.3%
Over 60 years old 10.7% 15.0% 8.7% 6.7%
Year-on-year growth of savings clients (YoY 2016) 10.0% 5.8% 21.4% 2.0%
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Aggregate data
Their bussinesses BBVAMFG Bancamia Financiera Confianza Banco Adopem Fondo Esperanza Emprende Microserfin
Economic activity (% credit clients)

Agriculture 15.8% 25.2% 20.6% 41% 17.9% 30.5%

Production / transformation 1.7% 14.9% 10.1% 0.2% 25.8% 18.6% 24.7%

Trade 55.0% 41.6% 46.1% 79.6% 65.7% 50.9% 26.5%

Services 17.6% 18.3% 23.2% 16.1% 8.5% 12.6% 18.2%
N° of employees hired by clients 104,674 35,807 44,729 13,936 3,325 6,877

% of clients reporting they have employees 57% 81% 92% 100% 96% 99%
N° employees hired (extrapolating to 100% of clients) 182,790 44,073 48,731 13,957 3,481 6,965
Average monthly sales USD 1,658 1,730 2,097 1,399 991 2,152 1,876

Agriculture 1,537 1,719 1179 1,415 1,909 1,405

Production / transformation 1,452 1,453 1,890 1647 880 1,833 1,706

Trade 1,826 1,980 2909 1,418 1,018 2,266 2,626

Services 1,377 1,404 1,390 1,300 1125 2,511 1,806
Average assets USD 7,812 7,520 14,717 5,300 1,489 7,969 15,121

Agriculture 10,676 8,540 13,550 7766 11,954 31434

Production / transformation 6,598 6,373 14,407 6,878 1126 6,535 5,759

Trade 6,766 6,523 14,290 5176 1,442 6,371 7,045

Services 9,319 9,314 16,745 5,267 2946 10,871 12,230
Netincome, instaliment & costs as percentage of sales

% Costs 59.4% 61.4% 60.2% 61.2% 45.6% 48.7% 54.8%

% Net income 31.4% 31.1% 271% 33.8% 30.6% 44.4% 38.8%

% Installment 9.3% 7.5% 12.7% 4.9% 23.8% 6.9% 6.4%
Financial structure

Equity/assets 84.5% 80.3% 85.4% 89.2% 89.5% 90.0%

Liabilities/assets 15.6% 19.7% 14.6% 10.8% 10.5% 10.0%
Their d eve|opment BBVAMFG Bancamia Financiera Confianza Banco Adopem Fondo Esperanza Emprende Microserfin
Average retention of credit clients

First year 65.9% 78.4% 57.0% 73.5% 44.0% 63.3% 70.4%

Second year 41.2% 471% 32.2% 55.7% 30.7% 35.9% 41.8%

Third year 28.7% 32.8% 20.5% 43.4% 25.2% 23.5% 30.9%

Fourth year 21.3% 23.5% 14.2% 34.2% 21.5% 17.2% 23.5%
Average recurrence of creditclients

Cycle 2 53.2% 47.3% 55.8% 66.8% 75.0% 56.2% 50.5%

Cycle 3 30.6% 24.4% 34.1% 44.9% 60.0% 34.5% 31.2%

Cycle 4 18.3% 13.6% 21.9% 28.8% 51.5% 23.1% 19.0%

Cycle 5 1.2% 79% 14.8% 16.6% 42.8% 16.6% 10.2%

Cycle 6 71% 4.7% 10.7% 7.5% 40.9% 11.4% 4.3%
Client linkage by product type

Credit, savings and insurance 20.5% 29.7% 14.5% 15.4%

Credit and savings 14.4% 4.4% 15.2% 39.7%

Credit and insurance 3.6% 4.3% 45% 0.0% 4.3% 38.3%

Credit only 10.9% 0.9% 11.1% 2.4% 95.7% 61.7%
Improve their housing conditions after two years (% credit clients) 8.5% 9.6% 9.2% 6.6% 11.6% 9.5%
Improve their educational level after two years (% credit clients) 2.4% 2.3% 2.9% 3.8%
Create employment after two years 7.4% 2.4% 8.4% 4.3% 5.1% 6.4%
Performance of 2011 to 2016 cohorts

Increase in sales (Avg. CAGR) 18.2% 19.1% 14.2% 19.0% 42.9% 10.4% 79%

Increase in assets (Avg. CAGR) 257% 28.6% 29.0% 22.2% 27.3% 10.3% 11.6%

Business income increase (Avg. CAGR) 18.1% 19.4% 10.6% 18.9% 53.6% 19.7% 4.3%
Net poverty reduction after three years 44.8% 41.9% 30.2% 52.5% 53.5% 20.0% 22.7%
Poverty line in 2016 (Usb) Bancamia Financiera Confianza Banco Adopem Fondo Esperanza Emprende Microserfin
Rural

Extremely poor 293 441 445 51.7 51.7 59.8

Poor 50.5 722 91.7 774 774 1071
Urban

Extremely poor 36.0 546 46.4 671 671 70.7

Poor 843 104.9 103.0 me me 1441
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BBVAMF
Notes on methodology

Information limitations

Comments on the variables and indicators chosen

Informationlimitations Comments Indicator Comments
Lack of information on certain variables. + Where there are data gaps, client’s data Economl.c. Clasmﬁcatlor} of clients by their per capita (p.c.) net income (monthly bqsmess income minus
; . . . . vulnerability monthly business expenses) / (number of people in the household), against the poverty
There are certain variables for which has not been used and thus is not included X . . . e
. ; . . . . and extreme poverty lines by environment (rural/urban) published by each country’s official
information on some clients is not available.  in the samples analyzed. ) . . . . .
body (see National poverty lines section). Clients are classified as extremely poor (when their
e . .c. business net income is below the national extreme poverty line), poor (when the p.c. net
p p y p p
+ When calculating financial outcome ! . . . .
o . . income is below the national poverty line and above the extreme poverty line), vulnerable
indicators (sales, net incomes, assets, equity), . . . . . .
. (if the p.c. net income generated by the business is less than three times the poverty line
data was not always available. . . ) )
and above the poverty line) and others (p.c. net incomes more than three times the national
poverty line).
Positive bias. C11§nts tendc'ancy' to present a : BB,VAMF methodo!ogy works on the Economic Based on the United Nations International Standard Industrial Classification of all economic
more favorable view of their microenterprise.  premise that the data is gathered by a loan sectors activities (version 4)®

officer/agent with an informed understan-
ding of the client’s circumstances, who will
therefore only report data he/she considers
reasonable.

Differences in criteria. Indicators are based
on the faithful interpretation of each micro-
finance institution’s (MFI) criteria and those
of its agents/officers.

« Assets and sales indicators, in particular,
are based on the in-depth understanding
of each MFT’s criteria and that of its agents.

Process limitations. Typically the data is
gathered once a client acquires a new product
or renews their loan, entering the core
banking system. Some indicators, however,
are separate from the traditional data collec-
tion process and as such are less reliable.

« When we have found the data to be less
robust, it has not been presented.

Heterogeneous databases. Not all MFIs
track the same set of information about
their clients, or maintain it to the same
standard.

+ Only applies to a few indicators (e.g. type

of environment), where information has
not been disclosed or a specific criterion
has been used (which has been disclosed
in each case).

« Specifically, some MFIs designate environ-
ment (rural/urban) based on the branch with

which the client has a banking relationship.
The branch is assigned to a municipality/
region that is defined as rural/urban based
on local government criteria.

o Agriculture: agriculture, forestry, fishing, mining and quarrying.

« Production / transformation: manufacturing; electricity, gas, steam, air conditioning supply;
water supply, sewerage; waste management, remediation activities; and construction.

+ Trade: wholesale and retail trade, repair of motor vehicles and motorcycles.

« Services: transportation and storage; accommodation and food service activities; information
and communication; financial and insurance activities; real estate activities; professional,
scientific and technical activities; administrative and support service activities; public
administration and defense, compulsory social security; education; human health and social
work activities; arts, entertainment and recreation; activities of households as employers,
undifferentiated goods- and services-producing activities of households for own use; activities
of extraterritorial organizations and bodies.

New credit clients

New clients are defined as those who have not previously had a loan with any BBVAMF
Group institution.

Financial statement
data (P&L and
Balance Sheet)

Indicators with information on sales, assets, disbursements, net incomes, etc. for current
clients, taking the values provided based on their latest disbursement, whatever the date
it occurred. The exception to this methodology are the performance charts (e.g. growth
of average monthly sales), which require the information to be updated in the prior

12 months, that is, which requires the disbursement to have taken place in the previous
12 months (except in the case of Fondo Esperanza, see Performance and Reduction in
the poverty segment below).
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Notes on methodology

Performance

To prepare sales, net income and asset performance indicators, BBVAMF used data on clients,
current at December 31, 2016, who have had a second or subsequent disbursement in the last
12 months and, as such, who have updated their economic data. In exceptional cases, where the
information was updated after the disbursement, this information is used for the calculation

(i.e. the latest available data is used). Fondo Esperanza is an exception because of the nature of
its processes, in which the client’s economic information is only updated in the fourth/fifth cycle/
disbursement, with the result that the client sample is made up of clients who have had two
disbursements (at the outset and at the end, when their financial data was updated) without the
stipulation that this had to have happened in the preceding 12 months.

The aggregate data for BBVAMFG is calculated by requiring there to have been an update
in the previous 12 months, except in the case of Fondo Esperanza.

Reduction
of the poverty
segment

Clients who have been current at some point during 2016, and who have updated their
information in the 12 months prior to the last time they were monitored in 2016. Those
clients whose loans have been taken off their MFI balance sheets for non-payment (who
have been written-off) are excluded.

Payment
installment

The installment has been calculated as a monthly figure (where it had another frequency) and,
where the client has more than one loan, all their installments to the institution are added together.

Client
retention

The number of clients in each cohort that stays with BBVAMFG (that is, who continue to
have a banking relationship with one of its MFIs) after a defined period (yearly in most
cases). This is calculated as the difference between the clients at the outset and those remai-
ning at the end of the period.

Recurrence

Proportion of clients who take out successive loans, so, for example, recurrence in cycle 2 are
those clients who, having taken out a first loan, take out a second.

It is calculated with cohorts from 2011 onwards; to see whether clients have renewed a subsequent
loan or not, a minimum time is required for the renewal, depending on the average terms

of the institution’s transactions. Since the average term is generally about a year, in order

to qualify as recurrent in the second cycle, the cohort must have passed a minimum term

of 12 months, to qualify for the next cycle, the time passed must be 24 months, etc.

The differences in the terms between the methodology for individual loans and for group
lending mean that these transactions cannot be aggregated by cycles or disbursements,

so they are presented separately and flagged up in each case.

Net income
relative to the
poverty line

Measures the ratio that per capita net income represents relative to the poverty and extreme
poverty lines for the environment in question (rural/urban) at the moment when the data is
collected (i.e. relative to the poverty line that year). Relative per capita net income is calculated
taking the poverty line current at the time of the disbursement and, since the measurement
is relative, it can be compared over time (in the same way as the financial update of monetary
units) as well as comparing between different geographies or segments. The result of (1- relative
p.c. net income), represents the distance from the poverty line; for example, if the average
net income has the value of 0.82, it is 0.18 below the poverty line.

CAGR

Compound Annual Growth Rate.

YoY

Year-on-year growth rate.

BBVAMF Social Performance Report 2016

National poverty lines

1o m

The official extreme poverty and poverty

lines, by rural and urban environments,
as published by each country’s statistics
institute, are used. Where these figures

have not been updated, the latest available

is taken and updated with that country’s
annual Consumer Price Index (CPI).

In the case of Chile, the Social Development
Ministry changed its method for estimating

to preserve standardization with the
measurements of the other countries,
BBVAMEF uses the traditional methodology
of poverty measurement in which the

extreme poverty line is based on a minimum
calorie intake and the poverty line on a basic

basket of goods and foodstuffs. In the event
of the Ministry for Social Development not
publishing updates, the latest poverty line

available (2013) will be updated using each

the poverty line in 2013. Nevertheless, year’s CPI.
Country Source Povertylevel Rural(LOC) Urban(LOC)
Colombia 2015 lines updated 2016 Extreme poverty 87832 108,093
with December CPI Poverty 151,493 252,959
(5.75%)?
National Statistics 2015  Extreme poverty 83,056 102,216
Department (DANE)® Poverty 143,256 239,205
DANE 2014 Extreme poverty 78,332 96,548
Poverty 137612 229,855
DANE 2013  Extreme poverty 77947 95,884
Poverty 136,192 227367
DANE 2012  Extreme poverty 77720 95,351
Poverty 133,522 223151
DANE 2011 Extreme poverty 74,855 91,650
Poverty 128,593 215,216
Peru 2015 lines updated 2016 Extreme poverty 148 184
with December CPI Poverty 242 353
(3.34%)%
National Statistics 2015 Extreme poverty 143 177
&IT Institute (INED Poverty 234 340
(2014)®
INEI 2014 Extreme poverty 137 169
Poverty 226 328
INEI 2013  Extreme poverty 132 163
Poverty 218 316
INEI 2012  Extreme poverty 128 159
Poverty 212 308
INEI 2011 Extreme poverty 121 151
Poverty 203 296
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Notes on methodology

Country Source Povertylevel Rural(LOC) Urban(LOC)
Dominican Republic 2015 lines updated 2016 Extreme poverty 2,060 2150
with December CPI Poverty 4,250 4774
(1.7%)©
Ministry for the 2015  Extreme poverty 2,025 214
Economy, Planning Poverty 4179 4,694
& Development
(MEPyD), March®”
MEPyYD (Mar.) 2014 Extreme poverty 2012 2100
Poverty 4153 4,664
MEPyD (Sep.) 2013  Extreme poverty 1985 2071
Poverty 4,096 4,600
MEPYD (Sep.) 2012 Extreme poverty 1,888 1970
Poverty 3,896 4,375
MEPyD (Sep.) 2011 Extreme poverty 1,840 1920
Poverty 3,797 4264
Chile 2015 lines updated 2016 Extreme poverty 34,495 44,765
with December CPI Poverty 51,660 74,468
Q7%)®
2013 lines updated 2015  Extreme poverty 33,588 43588
with December CPI Poverty 50,302 72,510
(4.4%)®
2013 lines updated 2014 Extreme poverty 32172 41,751
with December CPI Poverty 48182 69,454
(51%)®
Ministry for Social 2013  Extreme poverty 30,61 39,725
Development (MSD)® Poverty 45,844 66,084
MSD (re-uses 2011 2012 Extreme poverty 27436 35,605
figures) Poverty 42,324 61,366
MSD 2011 Extreme poverty 27436 35,605
Poverty 42,324 61,366
Panama 2015 lines updated 2016 Extreme poverty 60 71
with December CPI Poverty 107 144
(15%)19
2014 lines updated 2015  Extreme poverty 59 70
with December CPI Poverty 106 142
(0.3%)©
Ministry of Finance & 2014 Extreme poverty 59 69
the Economy (MFE) Poverty 105 142
(Mar)®™
MFE (Mar.) 2013 Extreme poverty 56 66
Poverty 102 137
MFE (Mar.) 2012 Extreme poverty 53 63
Poverty 98 131
MFE (Mar.) 2011  Extreme poverty 49 59
Poverty 92 125
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Exchange rates

All the (historical) data from MFIs is
incorporated in local currency and the
exchange rate current as of December
31, 2016 is applied so that exchange rate
fluctuations do not have an impact

on the conclusions.

Country Exchangerate Source

Peru PEN/ USD 0208525 Do Bank micmatket rate
Dominican Republic DOP/ USD Oozisgs SO Bank midmerket rate
Chile CLP/ USD 0001499 BYA Bank m 'g{y”;gqéet rate
Panama PAB/ USD 1000000 BBVA Bank, mid-market rate

on December 31, 2016

Notes (1) https://unstats.un.org/unsd/cr/registry/regcst.asp?Cl=27&Top=2&Lg=1 (2) https://www.dane.gov.co/index.php/en/statistics-by-topic-1/
prices-and-costs/indice-de-precios-al-consumidor-ipc (3) https://www.dane.gov.co/index.php/estadisticas-por-tema/pobreza-y-condiciones-de-vida/pobreza-
y-desigualdad/pobreza-monetaria-ano-movil-julio-2014-junio-2015 (4) https://www.inei.gob.pe/biblioteca-virtual/boletines/informe-de-precios/12/
(5) https://www.inei.gob.pe/media/MenuRecursivo/publicaciones_digitales/Est/Lib1347/index.html (6) http://www.bancentral.gov.do/estadisticas_
economicas/precios/cvipc/cipe.php(7)http://economia.gob.do/mepyd/wp-content/uploads/archivos/uaaes/boletines/boletin-pobreza-septiembre-2015.pdf
(8)http://www.ine.cl/canales/chile_estadistico/estadisticas_precios/ipc/base_2013/(9) Traditionalmethodology.http://observatorio.ministeriodesarrollosocial
.gob.cl/documentos/Casen2013_Situacion_Pobreza_Chile.pdf(10)https://www.contraloria.gob.pa/inec/Avance/Avance.aspx?ID_CATEGORIA=2&ID _
CIFRAS=10 (11) http://www.mef.gob.pa/es/informes/Documents/Pobreza%?20e%20Indigencia%?20-%20Marz0%202014.pd
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INNovation
N our DNA

IN recent years the wave of technological
change in financial services has
improved financial inclusion, quality

and sustainability. BBVAMF wants to

be part of this process, particularly

iN the technological arena, to put the
opportunities of this new era within

reach of everyone.

In the last 30 years, microfinance has

made possible the largest wave of financial
inclusion in history, essentially in developing
countries. It was in the fifties when financial
inclusion began to take root in these
countries, focusing above all on credit
offered by public institutions. From the
eighties onwards, major progress was made
towards achieving sustainable models, with
greater cover. After this, in the nineties, the
term microcredit began to be replaced by
microfinance, going from a single product
offering to one with a range of products

and services.

This progress was achieved using a branch
office model, in other words, involving
direct personal relationships with the client,
which built up a system based on trust.

This is essential when targeting low-income
segments but implies a high expenditure to
revenue ratio: labor costs account for nearly
half of total operating costs.

The model has now come up against its
limitations: low efficiency because of the
high costs deriving from the average size of
transactions in this sector, transaction costs
for clients, especially those in rural areas,
and the unavoidable infrastructure outlay
needed in order to serve these areas.

As a result the most vulnerable clients and
those living in the remotest spots have not
been included. Today, 2 billion people, 38%
of adults in the world, do not have access to
formal financial services; most of these are
in rural areas and on the whole are located
in developing countries. Demographic
density and per capita income have been the
main factors that have had a repercussion
on financial inclusion.

The limitations of a static model have
conditioned the rate of progress in financial
inclusion, but perhaps it has been the best
model available to deal with the obstacles

the sector has faced in serving the financial
needs of people in a situation of poverty.
They have particular circumstances, a
structure of preferences that conditions their
long-term performance and high volatility,
both in their activities and in their incomes.
Along with these elements, there is the cost
that institutions must assume to access
information about their clients’ activities
and performance, the implicit uncertainty in
the absence of guarantees and/or collateral,
and the higher costs of serving more
vulnerable groups who are geographically
dispersed. All this has given rise to high
transaction and delivery costs.

Another dimension implicit in the model,
and no less important, is voluntary exclusion,
as well as many people who remain in the
system once they have accessed it, but who
have faced high transactional costs to receive
services. In other words, if it costs someone
who wants to make a savings deposit a
quarter of the amount they are saving to get
to the branch office, even without counting
the opportunity cost of not being engaged in
their occupation during that time, they will
prefer to use informal sources.

No less important are the technology
limitations which the microfinance industry
has faced in this period, particularly

Less than 5% of the
population had access
to this technology in

the mid-nineties.

The average cost of a
cell phone is equivalent
to a year and a half’s
income among the most
vulnerable segments.

significant in these segments. The progress
in the rest of the financial system was
designed for other segments, while the
development of solutions adapted to this
segment ran up against major shortfalls,
both in attributes and in costs, with the
result that innovations lacked the scale
needed for the enormous task of inclusion.

Traditional banking’s mobility solutions,

cash machines, cards and online banking
were all designed for clients who were already
included or who had other characteristics.
The vast majority of operators did not have
access to an appropriate core banking system
that provided them with an information
management system to promote the take-

up of more inclusive models, which would
overcome branch office restrictions and
encourage alternative channels for contacting
with the most remote excluded segments.

These, in turn, faced major barriers to
entry in using technology. The main and
virtually sole channel giving the poorest
people technological access is the cell
phone. The average cost of a cell phone
was equivalent to a year and a half’s income
in these segments, and lines were limited,
being available to people with access to the
financial system, ie. who had credit cards.
Less than 5% of the population had access
to this technology in the mid-nineties.

All these elements contribute to explaining
why access to financial service has been
rationed in the last 30 years, on average,

to 60% of adults in the world. For these

3 billion people and their family dependents,
operating on a daily basis with cash makes

it difficult to save or think about the future
and it inhibits social mobility, perpetuating
the precarious conditions at the outset and
making them more vulnerable.
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1. Technology infinancial
inclusion

However, in recent years this situation

has been reversing, thanks to a series of
innovations in financial services, which
have improved financial inclusion in terms
of access, quality and sustainability. At the
heart of these innovations is the wave of
technological changes that, particularly in
the last few years, has made it possible to
adopt innovative, less expensive business
models to provide financial services,
making it viable to reach the poorest and
most remote segments.

We are in the midst of the biggest
revolution in information, communications
and democratization of access to technology
in the history of humanity. For example,
more than 40% of the world’s population
has access to the internet, and nearly seven
of every 10 homes, of the 20% poorest,
have a cell phone. For many people, the
current expansion in access to digital
technology broadens the options available
to them and makes a series

of activities easier to consider doing.

We have entered a new era, marked by
the democratization of technology and

a change in consumer behavior, which
requires a complete transformation of the
financial system if it is to adapt to the new
competitive panorama that is unfolding,
with new players entering the sector.

FinTech is an industry that uses technology
to make the financial system and the
delivery of its services more efficient.
Many of these companies have sprung up
in response to the changes in how people
and companies save their money, make
payments, invest, apply for loans and buy
insurance products. Nowadays, millions of
people throughout the world carry out a
broad range of financial transactions using
other channels, without having to go to

a bank branch, which encourages a new
model of interaction.

Access to these technologies opens

up opportunities that formerly were

out of reach for the poorest and most
disadvantaged sectors. Technology is for
everyone, and the fact that they live in
remote areas or have low resources should
not create a barrier to digital inclusion, but
rather an opportunity to move forward and
be creative about how to integrate these
segments. Putting effective tools into the
hands of people in situations of poverty,
tools that help them to develop, is the real
power and potential of technology.

One of technology’s most important gifts
is the greater mobility it brings. This,
without a doubt, is a key component of
progress in financial inclusion. Clients are
no longer received in offices; the bank goes
in search of them, creating the appropriate
channels of interaction. This minimizes
the transaction costs incurred by people
accessing a financial service and makes the
model more efficient. Both are important
catalysts for inclusion.

New financial inclusion centers on
implementing branch-less banking models
centered on technology. These models
reduce the cost of making a transaction

by using digital and mobile technologies
and leveraging the presence of existing
retailers. They close the gaps in branches’
infrastructure to make clients’ convenience
a reality and offer more affordable services.

New financial
inclusion centers

on implementing
branch-less banking
models based around
technology, that make
it viable to reach

the poorest and most
remote segments.
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Furthermore, one of the most important
dimensions of technology is the availability
of information. Financial services are, in
essence, an information business. The
problem of lack and/or asymmetry of
information lies at the heart of financial
exclusion. Some of the most important
contributions of new technologies are:

the increased quantity and quality of
information available when looking for new
clients, the strengthening of relationships
with existing clients and risk management.
Other impact areas affect a wide range of
existing products and business models,
where digital data enriches decisions or
helps to automate processes.

Another dimension that is not so frequently
mentioned, but no less important, is the
speed of response in different interactions
with this type of client. Scarcity and
precarious conditions are a permanent
reality for them; as such they need shorter
response times with solutions that enable
them to seize opportunities and cope with
unexpected events.

2.Responsible

Productive Finance
Responsible Productive Finance,
practiced by BBVAME, can therefore
deploy technological solutions that satisfy
the purpose of reaching greater numbers
of vulnerable people, bearing in mind
twin dimensions: scale and reach, and
sustainability (efficient and effective),

to strengthen the interface with clients.

Our institutional mission of promoting our
clients’ economic and social development
means that our entities must have a business
model that is centered on clients and

meets their financial needs. We work with

a relational banking model that requires,

on the one hand, our presence along the
length and breadth of the countries where
we operate in order to reach our clients; it
also requires our institutions to be close and

This model focuses

not only on financial
accessibility, which is
important per se, but
also on staying close

to the client. We make
the journey with clients.

stay with clients throughout their life cycle,
in the knowledge, as our own experience
has shown us, that this accompaniment is a
factor that influences their development.

It is clear, from the size of the loans we
originate, that our relational model is very
intensive in terms of people and client
contact, something which is fairly costly and
it is precisely for that reason that innovation
in all its aspects, whether in technology or
in improving or creating new process or

in supplying new products, acquires vital
importance if we are to ensure that our ins-
titutions can achieve critical mass, signing
up many more clients, and sustainability, in
order to operate with lower marginal costs.

Our Responsible Productive Finance model
also involves a significant challenge that
consists of contributing technology solu-
tions that enable us to retain the spirit of
the model, providing financial products
and services to clients who are developing a
productive activity, which enables them to
generate surpluses and raise their incomes
on a permanent basis.

This model focuses not only on financial
accessibility, which is important per se, but
also on staying close to the client. We make
the journey with clients as they develop
their financial and business culture, which
has been shown to be a necessary adjunct
to their natural skills, and which ensures a
high success rate.

The technological and innovation solutions
that we develop are not designed to
substitute personal relationships, but to
reinforce them, making them better and
more efficient. Managing information

and their data leads to discovering and
efficiently identifying clients’ capacities to
develop productive activities, whether for
self-employment or in small enterprises with
scope to grow.

In BBVAMF we are aware of this reality and
of the challenges imposed by our model,

so, leveraging the opportunities opened

up by technology, we have worked on five
dimensions: core banking, the distribution
model, digital channels, innovation in risk
models and products. These are the factors
that we believe have the greatest impact

on inclusion, on whether people stay in the
financial system and on efficiency.

3.Core banking system

Our core banking system is the centerpiece
housing all the institution’s business
information. We decided to install a solution
designed to handle the processes specific to
microfinance, that needed to be particularly
powerful in risk tool configuration and that
also had a technology infrastructure that
would make the time-to-market fast enough
to satisfy all kinds of channel.

It is a customer-centric platform that
manages clients by profile and characteristics.
New product configuration is quick and
flexible, which ensures that we can look

after different types of clients appropriately.
This flexibility, associated with the other
strategic essential (appropriate management
of business processes) has enabled us to
establish the groundwork for humanizing the
client experience.

This solution means that its package of
functionalities can be installed in any
type of technology architecture such as,
for example, Oracle’s solution in our

The core banking system
makes new product
configuration quick and
flexible, which ensures
that we can look after
different types of clients
appropriately.

bigger institutions and SQL in the smaller
institutions, without losing any functionality.
We maintain the synergy of a Group-wide
platform but match the infrastructure
expense to the size of the institution. What
is more, its SOA architecture means that
channels can be developed quickly and

the solution installed in the cloud. All
these mobility solutions are connected to
this banking core system, making them
more efficient, and enabling these types of
operations to be monitored in real time.

4.Distribution models

In order to reach more people more
effectively, BBVAMF Group’s distribution
model has changed from a traditional
branch office model to a multi-channel one,
with additional channels (both physical and
virtual) that support commercial dynamics.
These complementary channels bring our
institutions’ products and services closer to
our clients, with lower transactional costs,
both for clients and for the institution.

Light offices and banking agents are the key
components of this approach. The former
enable us to reach rural or remote areas
where microfinance has not yet arrived,
with light customer service points, staffed
by just a few officers, mainly located in
rural areas where a traditional office would
be unviable because of the low volume of
clients they could serve.
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Their function is principally commercial;

they provide information to clients and make
assessments for loans. For monetary operations
they rely on the banking agent network.

This model was created in order to reach
far-off areas, where there are many vulnerable
clients. In this way we increase the capillarity
of our institutions, with lower investment
costs and more agile roll-outs.

Banking agents, meanwhile, mean that the
client has to travel as little as possible to
carry out transactions with our institutions.
Close to the client, they are existing
commercial premises that are open to the
public, located mainly in rural areas and
those close to large conurbations, where
our clients can conduct basic transactions,
as though they were in one of our

branch offices.

Unlike other proposals already available on
the market, our model of external agents is
based on proprietary technology, developed
for mobile devices, that allows agents to
provide the main banking operations:
balance queries, loan installment payments,
deposits and withdrawals from savings
accounts. These are all completely aligned
with our core banking system, which
represents a saving in the transactional cost
for the entity; but much more importantly,
it guarantees a saving for the client in both
time and money because of the greater
closeness, convenience and flexibility.

Clients no longer have to shut their business
to travel to the branch office (two or three
hours, there and back), with the attendant
loss of business and the transport cost (see
Banking agents special project in Colombia
and the Dominican Republic).

Moreover, to make operations in this
channel much more straightforward, we use
biometric fingerprint authentication systems,
which has reduced identity verification times
and, with them, transaction times. The use
of biometric authentication has a positive
influence on client behavior, triggering
greater commitment on their part and better
credit performance.

5. Digital channels

The distribution model aims to minimize the
branch office channel, currently the main
form of contact with clients. It is true that
most new branch offices are being opened

solution for our network associates that
enables them to operate from any point on
their daily routes, without having to visit the
branch, to develop a strong network of own
banking agents and to provide our clients
with a solution that makes it easy for them to
interact digitally with our institutions’ services.

Thus, within the strategy defined for
developing digital channels, we identified
three distinct work streams: the loan
officer’s mobility, the mobility of our
banking agents and the mobility of clients
(mobile banking). Our model of relationship
banking, intensive in terms of client contact,
relies heavily on our sales officers, given the
proximity and links they generate with each
of our clients on their initial visits, follow-
up visits, etc. In essence, the officer is the
public face of our institution.

Hence the need to make the daily tasks

of each officer simpler, more efficient and

more effective since these are the key tools
in providing a better service to our clients.

This idea was the inspiration behind the
Sistemdtica Comercial [Sales System]
program, which organizes our officers’
daily workload, creating a general activity
template with standardization of sales
processes, protocols and work procedures.

Thanks to the mobility program, loan
officers’ mobile devices have functionalities
that make their work much more efficient
and at the same time enable them to operate
from the clients” own place of work or
indeed anywhere.

The main functionalities in our mobile
application are: managing the daily

w SN

- Mobility for officers with a light office concept, more suited to appointment diary, accessing complete

E the needs of our institutions. Although we information on every client, geo-referencing
a understand that branches must continue to clients to optimize their visiting routes,

o Mobility for clients > exist as our reference for physical centers, being able to sign up clients and submit

- other, more efficient and effective ways of credit applications, approving some loans

= reaching clients exist. on the spot during the visit, being able to

u. . .
= take money for loan installment payments in
o New FinTech channels To achieve this, we must provide a mobility the field and to print out the receipts for the

client with a mobile printer. This solution
also allows officers to complete the sales
process in situ, even enabling them to print
out contracts. All this is a more efficient use
of the loan officer’s time, improves response
times to applications and, in short, provides
a better service to the client.

This application works on a tablet or
cellphone and contains the principal
operating functionalities of core banking.
This solution can be used for working
online and offline; in the latter case, it sends
data automatically to the core banking
system when it identifies that there is an
active data channel; it also complements
each institution’s banking agent network,
facilitating client operations (see Mobile
banking special project, in Colombia).

This same solution, with minor security
additions, serves to create a proprietary
banking agent network in places where no
other networks exist. It will be possible

to approve the transaction in the client’s
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Mobile banking seeks

to provide a low-cost
transactional medium,
support client digitization
and minimize the transfer
risk of cash.

presence and disburse the sum immediately,
whether in a savings account or in cash, in
any of our branches or banking agents.

Client mobility, or mobile banking, is
already operative in two of our institutions,
enabling our clients to manage their savings,
their loans and to carry out transactions,
monetary and others, in real time from their
cellphones (whether these are smartphones
or not and whether they carry data or

not). It is supported by physical channels
(banking agents) to manage cash-in/cash-out.

Mobile banking is linked to the client’s
savings account and seeks to (i) offer
clients a low-cost transactional medium,
particularly those whose geographical
location makes it difficult for them to access
banking services; (ii) promote the active
use of savings accounts; and finally, (iii)
support client digitization by keeping the
money within the mobile banking system,
minimizing the transfer risk.

The channel is gradually being used more

as clients familiarize themselves with the
technology and trust increases. As of today,
the channel is mainly used for non-monetary
transactions, particularly queries about
movements, balances and debt obligations;
in monetary transactions, the predominant
operation is topping up the balance on

the cellphone.

However, the idea is to make this channel a
real mobility tool for the client. Unlike other
technology solutions, which depend solely

on us for implementation, this alternative is
highly conditioned by external factors, such
as the obstacles our clients face in accessing
communications, the difficulty in setting up
straightforward digital economic flows
between users of different institutions, and
the lack of digital culture among end users.

Although the lack of digital culture can

be addressed gradually with clients,
communications and electronic clearing
have to be resolved by governmental
regulators, allowing the most vulnerable to
have affordable access to communications
— probably along the lines of México
Conectado [Connected Mexico], and also
to be able to carry out transactions with
other users without the complexity of
current clearing systems, rather like the
process being rolled out in Peru with the
BIM system (with the public company Pagos
Digitales Peruanos S.A.).

Despite all these obstacles, we think that

this is a digital solution that not only serves
clients’ need to operate with banking
products, but that helps them in other
aspects of their daily lives, such as purchasing
non-banking services, financial education,
local information of interest (market prices,
weather forecasts, etc.). It does this by

giving them a direct communication channel
with their officer, a social network for their
community and a tool for recording and
monitoring their daily cash flow. The offering
contains all these elements, making it possible
to strengthen this channel, which is essential
if progress is to be made towards greater use
of cashless operations.

6.Innovationinriskmodels
Traditional methods of assessment in
microfinance are based around in situ
assessment of each client in their workplace,
with face-to-face visits and one-to-one
interviews. These determine whether clients
have intent to pay, that is, whether they

will be prompt payers or not; and also
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their ability to pay, or, depending on the
economic health of their business, how
much they can pay a month.

It is important to stress at this point that

in BBVAMF we only work with people or
micro-enterprises with a productive activity,
and, furthermore, that we are only obliged
to originate a loan in those cases where our
clients’ businesses or projects are viable

6.1 The generalrisk appetite
framework

This allows risk appetite methodology to

be incorporated into BBVAMEF institutions’
strategic planning processes, as well as
providing one of the best practices that exist
in the international market, helping to ensure
stability over time in risk outcomes and thus
to support the institutions’ sustainability.
BBVAMF’s risk governance model stands

Supports
pre-assessment

To acknowledge that fact, we have designed
different scoring models for each segment;
in the first case greater weight is assigned

to the client’s profile information: their

age, experience in their activity, civil status,
composition of their family unit, etc.; in

the second, the information about payment
behavior is more highly weighted, becoming
the officer’s key reference.

and, as such, will have the opportunity to out for the close involvement of its organs of $ One-to-one 6.3 Reference margins
generate more net income for them. governance, both in setting the risk strategy = Enaliation This enables analysis to be standardized and
and in monitoring and continuous supervision 8 to reduce the subjectivity of our decisions.
In view of this, our risk model in BBVAMF of how it is being implemented. " One of the assessment phases of the risk
aims to provide our sales officers with more 9 inherent to an operation in microfinance
objective information, that enables themto ~ G.2Scoring models - Pro-active is the quantitative assessment estimating
take better decisions and, at the same time, These help to reduce the subjectivity of -~ evaluation ability to pay, in which the methodology for
to try to give the client a faster response. our decisions. In BBVAMF we have been collating economic data is highly subjective;
The components of innovation in the risk working for several years on scoring models this can result in two different officers
model area are divided into: general risk that enable us to use historical information obtaining variations in the quantification of
appetite, scoring models, reference margins,  about our own clients’ profiles to infer To make the the client’s income and expenses after they

collection scoring, real-time monitoring and
non-traditional information models.

Threshold &

management metrics
structure

each of their risk levels automatically from
the first contact. This risk measurement
helps all the officers in our institutions

to respond on the most straightforward
transactions (those with less risk) using a
much faster procedure; they can then leave
the more complex ones to people with more
experience. Under no circumstances do we
use scoring models as a tool for exclusion.

From the methodological perspective,
availing ourselves of this information from
the first contact means that proprietary
scoring models can be designed that are
adapted to the different client segments we
serve; and from the technology perspective,
their integration into the banking core
means that they can automatically offer

the loan officer the necessary support to
complete their final decision.

It is logical to assume that in a credit
assessment, receiving an application from a
new client about whom we know very little
in terms of their payment behavior is not
the same as receiving one from someone
who has grown with us and has complied
impeccably with their commitments.

collection process
more efficient

have conducted the same analysis.

Activity marginsinclothing sales

32%
29%
26%
25%
24% 23% g 220; 24% g 230,
19% 20%
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Developing this methodology enabled
us to prove that every economic activity
has a similar business margin, but that
at the same time this differs depending
on the client’s geographic location. With

BBVAMEF's risk model
aims to provide our
sales officers with more
objective information

these outcomes we expect to obtain more ° Non-traditional data
obfjlective finﬁuncial analyses, that Sccgrately SO that th ey can ma ke = Telco a
reflect our clients’ situation, standardizing x e : ,
their business margins by their activity and Detter-informed d,eGSlons ? SDC'E_”_ media > > -
geographical location, and incorporating and at the same time try = Mobility c'l““"““
this standardization into the credit to gi\/e the C|ieﬂt a SWifter Demographics
assessment process. Products

response. Payments

6.4 Collectionscoring

This provides more efficiency in collection
processes. Using historical databases on
our clients’ payment behavior, profile data,
economic characteristics and the different
collection arrangements we have in place,
we succeed in predicting their payment
probabilities.

Traditional recovery models focus on
resolving who should manage collections
and what that management should consist
of. Thanks to our collection scoring, we
have included a third question: from whom
should I collect first? At the same time we
have enhanced the decision-making process
about who is the best person to collect from
each client.

With these payment probabilities for each
client, every month the collection officers
carry out this task, which is more efficient
from the perspective of our institutions,

and which from the client’s point of view is
better adapted to their particular needs. In
many cases they succeed in anticipating debt
restructuring options for clients who may

be just starting to show problems with

their business.

6.5 Real-time monitoring

This makes it possible to see portfolio
performance in real time. Most of our
decisions are taken every day on a local
basis in our offices. This requires a major
effort on the part of our institutions, to try

to reduce the subjectivity of their analysis
and standardize their criteria and policies.

Nevertheless, in such a wide network,
reaching so many and such diverse places,
we need to monitor closely to determine
the quality of the assessments made by our
officers so that we are really originating
loans responsibly and, in conclusion, not
jeopardizing the sustainability of

our institutions.

At BBVAMF we have designed a new
methodology using information acquired by
our officers on their visits to predict each
client’s risk level; with this data, branch
office managers have at their disposal
information in real time about the quality
of new actions at a number of levels: each
client; each officer portfolio; and each
office. This will allow them to see in good
time likely misalignments from the target
client profile that we are accepting or,

for example, which officers need more
assistance or training.

In addition to all these innovations in our risk
models, we have made progress in designing
assessment methods that incorporate non-
traditional information to estimate a client’s
payment behavior; information about
payment of public services, geo-referencing of
the client’s home and workplace, historic log
of cell phone usage patterns.

Browser history

These are just some of the new proposals
for improving client assessment, all of them
focusing more on people who have never
had a loan in the financial sector.

7.Products and services

Our business model implies a greater
understanding of clients and their needs;
based on this experience, a range of
products and services is being developed to
meet each segment’s expectations.

71 Flexible payments

One of the projects underpinning this
personalized management in credit products
is the Flexible payments project, the purpose
of which is to adapt the payment system to
service a loan depending on the cash flow
of clients in the agricultural segment. This
product has given access to new clients who
otherwise would not have been able to
fulfill regular payments, but which are
viable under this payment scheme adjusted
to the revenue creation cycles of this
particular sector.

Furthermore, we have developed other
products and services that contribute to the
progress and enterprise of our clients and to
improving their standard of living and

those of their families. Among the most
representative is the education loan,

the home improvement loan and the
microfranchising loan.

7.2Education and housing loans
The education loan is a product that
makes it easier for the most disadvantaged
students to access financial services and
enables them to start, continue and finish
technical and tertiary studies. Through
agreements with several educational
institutions, we offer financing to cover
tuition, books, transport, study materials
and other equipment they need for their
studies. With these loans we are promoting
education in the countries where our
institutions have a footprint and, most
importantly, in facilitating education we

are ensuring a future in which our clients’
children will have more opportunities for
personal, economic and social development.
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Another very important aspect in the
development of our clients is the loan
scheme for home improvements. We have
designed products so that our lower-
income clients in particular can afford

this, supporting them in the process of
identifying improvements with

an Asistencia Técnica Constructiva
[Constructive Technical Assistance]
program that identifies how to build and/
or upgrade their homes appropriately and in
line with what they can afford. The specific
needs in each case are identified and a
program of gradual improvements and
viable solutions drawn up, advising the
client on the construction/refurbishment
stages their home will undergo, and with
the commitment that the work will be
completed. The aim of this product is to
improve the living standards of our clients
and their families, increasing their business
productivity, since this helps to make the
space where they carry out their productive
activities more suitable (see the Casafin
special project in Panama).

7.3 Microfanchises

Another product that has a major impact
on our clients is micro-franchising. We are
continuing to make progress with this
business model, which is mainly targeted
at women (female heads of household),
and is a recognized strategy for developing

A range of products

and services that

meet the expectations

of each segment is

being developed such

as, for example, the
education loan, the home
improvement loan and
the microfranchising

loan, among others.

entrepreneurial ability, enabling income
levels in the most disadvantaged groups of
the population to be increased. It is based
on a template for sustainable and affordable
business models, has a proven distribution
model, and one where the product being
sold is of interest to the community (see

the Microfranchises special project in the
Dominican Republic).

By applying this model we facilitate
financing for distributors and sellers,

as well as other products and services that
support their development and progress.
Thanks to the financing they receive,

they buy the inventory, and we therefore
guarantee the continuity and sustainability
of their entrepreneurial activity. A large part
of this model’s success is down to the fact
that it gives people extensive skills while
guiding those with little or no business
experience to manage and administer their
micro-enterprises, making it easier for them
to perform these productive activities.

The specific characteristics of our target
client type, people who in the main are
economically and socially vulnerable, have
led us to abandon the single-product model
(credit) prevalent in the sector. Offering a
range of financial products and services that
enable our clients to meet their different
needs is fundamental, and part of our reason
for existing. Our savings and insurance
products are particularly important here.

7.4 Microinsurance

Microinsurance offers clients the opportunity
to protect their wealth. Insurance has a
direct impact on the vulnerability of our
clients, enabling them to manage more
efficiently those risks that are beyond their
control and that could have catastrophic
consequences on everything they have built
up for themselves and their families.
Insurance, very developed in other
segments of the population, has only a
small foothold and, in some cases, has yet
to arrive. On this journey, in BBVAMF we

have faced a number of difficulties: the
need to establish strategic partnerships
with insurance firms and brokers who
understand the specific characteristics of
our clients and find the way to give them
a tailored response; the need to find a
premium and assured sum that matches
what our clients can pay; and finally, the
low level of awareness or understanding
of insurance on the part of our clients’
officers (see the Microinsurance special
project in Chile).

In this scenario a tool has been developed
that is installed in officers’ mobile devices
and which supports them in the sales
procedure in the field, offering them all
the resources they need to teach themselves.
The tool identifies which offering should
be made to each client based on an
identification of their specific needs, and
provides officers with a number of sales
resources (videos, images, sales pitches,
responses to objections, etc.), that helps
them explain the product to the client
more convincingly.

Indexed agricultural insurance policies have
been developed for farming entrepreneurs
who face a number of challenges, among
which the most difficult to resolve is the
managing the risks specific to this type of
activity. Traditional agricultural insurance
has lots of disadvantages that limit its
success among these clients, the most
important of these being the high cost and
the time it takes to assess the loss and pay
compensation, because the loss adjuster has
to go personally to the affected area.

Indexed insurance policies calculate the
ratio of the insurers’ expected losses based
on an objective and measurable external
index, so that by using this index the client
can be recompensed swiftly, obviating the
need for the loss adjuster’s visit. We are
currently testing in one of the institutions
how this type of insurance works, trying,
basically, to make it affordable for our clients.

Insurance has a direct
impact on our clients
vulnerability, enabling
them to manage those
risks that are beyond their
control and that could
have catastrophic conse-
quences for themselves
and their families.

7.5 Promoting savings

The liability product offering enables us to
encourage a culture of formal saving among
our clients. Encouraging saving by our
clients means helping them to achieve their
projects and long-term goals. In order for
this culture of saving to have a real effect
on these aims, it has to be recurrent and
disciplined; these requirements are the main
challenges to overcome (see the Savings for
All special project in Peru).

To support our clients in this arduous

task, we are testing a platform for two-

way interaction between the client and the
institution via sms; we send personalized
messages that adapt to each client with the
frequency and content appropriate to the
client’s replies and interests. Behind this is a
very powerful algorithm that uses Big Data
technology; through its recurring interaction
it accompanies the client, reinforcing the
importance of saving, resolving operating
queries and other related services. m
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BBVA Microfinance Foundation is
following a steady course implementing
iNnitiatives that drive the transformation
of the microfinance sector and the
elimination of the obstacles to its

expansion.

Over the decade we can point to the work
of disseminating good corporate governance
practice, the promotion of better regulatory
environments, training of human capital
and the drive in social impact measuring
systems. The microfinance sector has also
been assisted in its growth by the strategic
partnerships we are developing, together
with the institutional activity and recogni-
tion received over this period.

capital flows. It also contributes to efficient
management and takes the demands of
different stakeholders into account, helping
to build up the reputation and integrity of
the microfinance institution, promoting
clients’ trust.

BBVAMEF, which is committed to developing
the sector and aware that good corporate
governance constitutes one of the greatest
challenges facing the microfinance sector in
Latin America and the Caribbean, defined

entity identify areas for improvement in its
own good governance.

BBVAMF has organized nine good gover-
nance training workshops, open to the

rest of the sector, for board members of
microfinance institutions. Up to 2015,
BBVAMF trained over 400 board mem-
bers and senior management of over 230
microfinance institutions in Colombia,
Peru, Dominican Republic and Costa Rica.
SBS, the Peruvian banking and insurance
supervisory body’s training center, Asomif,
Peru’s Microfinance Association, Fepcmac,
Peru’s Municipal Savings & Loan Federa-
tion, Redcamif, the Central American and
Caribbean Microfinance Network, Redcom,
the Costa Rican Network of Organiza-
tions for the Micro-enterprise, Abancord,
the Dominican Republic’s Association of
Savings Banks and Credit Corporations,
Banca de las Oportunidades and Bancoldex
have all been key partners in achieving
success in these workshops.

In December 2015, BBVAMF approved its
new Corporate Governance Code for all
the institutions in the BBVAMF Group, a
scorecard to interpret the values and prin-
ciples of governance shared by all. This is
a framework for strengthening its commit-
ment to generating inclusive social impact,
long-term sustainability and the creation of

Promoting better regulatory
environments

Making financial inclusion a driver of inclu-
sive and sustainable economic and social
development in disadvantaged segments

of the population requires a responsible
regulatory framework. BBVAMF publi-

shes Progreso Microfinance: Corporate
Governance, Inclusion and Development,

a quarterly digital newsletter about le-

gal news in the microfinance sector, that
collates the most important legislative and
regulatory developments in the sector and
new developments in corporate governance,
worldwide. This publication reports on the
trends influencing change in the regulatory
framework, in order to support better infor-
med decisions and debate.

Progreso Microfinance includes the most
important microfinance news in the legal
arena, provides direct links to the docu-
ments cited in the publication, as well as
expert commentary, opinion articles and
interviews. It is targeted at the main players
in the microfinance world: governments,
regulators, supervisors, multilateral insti-
tutions, universities with a microfinance
specialty, rating agencies, the media, foun-
dations and non-profit financial entities,
financial associations and institutions.

It reports on two aspects that may enable the

1. Initiatives a Universal Corporate Governance Code value and good name, which differentiates sector to expand efficiently. Firstly, on each
for Microfinance Institutions, a benchmark the Group and improves its performance. country’s key legislation and the main trends
Corporate governance document for the sector that lays out the in regulation; and secondly, disseminating

BBVA Microfinance Foundation

(BBVAMF) is convinced that a good
institutional corporate governance system
leads to clear organizational structure, with
well-defined lines of responsibility that are
transparent and coherent, and effective
procedures for managing, monitoring and
communicating risk.

Corporate governance develops the internal
checks and balances of institutions and,
as such, is essential to generate transpa-
rency and trust among investors and attract

principles and standards that all micro-
finance institution’s good governance code
should contain, in line with internationally
accepted standards and good practice.

So that it could be adopted and applied in
practice, BBVAMF worked with the Inter-
American Development Bank to draw up
Guidelines for the adoption of good gover-
nance principles in microfinance institu-
tions. The guide has an attached Passport, a
self-diagnosis survey with a list of the essen-
tial questions that can help any microfinance

The Code has been recognized as one of the
10 best transparency and good governance
initiatives 2015-2016 selected by Compro-
miso Empresarial, journal of the Fundacién
Compromiso y Transparencia [Commitment
& Transparency Foundation], for the design
of a governance model in line with the highest
international standards, that can be adapted to
all countries’ own legislation through regula-
tions and internal norms. BBVAMF Group’s
Corporate Governance is a document of refe-
rence in the sector and for groups operating
across different jurisdictions.

corporate good governance principles, in
order to create awareness about their impor-
tance for the sector’s sustainability.

Human capital

In 2009, BBVAMEF joined forces with the
Inter-American Development Bank to create
a Microfinance Specialist Training Program
(the Program), for the purpose of up-skilling
loan officers in microfinance and thus miti-
gating the lack of specialized professionals
in the sector, which represents an obstacle
for expansion.
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The Corporate Governance
Code one of the ten best

With this in mind, a global and digital LMS
(Learning Management System) platform
was rolled out, with easy multi-device access

2.Strategic partnerships
As part of its collaborative effort, BBVAMF
has made agreements with other organi-

Panama with UNHCR and the WHO are
notable examples.

for the Group’s 8,000 plus associates, middle zations that drive and multiply its impact, Since April 2015, the United Nations’ Sus-
tra ﬂSpa rency and goofd managers and senior staff, which integrates contributing to develop and consolidate tainable Development Fund (SDG Fund)
governance INitiatives for innovative training solutions and places a va- the microfinance sector. Partnerships have chose BBVAMF as one of the 13 institutions
the governance model. lue on internal knowhow and good practices been put in place to encourage microfinance  around the world chosen as founder mem-

The Microfinance Specialist Training Pro-
gram was developed in conjunction with
the National Distance Learning University
of Spain (UNED) and universities and
prestigious tertiary education centers in
Latin America (Universidad del Pacifico,
Universidad Javeriana, Instituto de Estu-
dios Bancarios, Universidad Latina and
Autoridad de la Micro, Pequenia y Mediana
Empresa-Ampyme), that train students from
an economic, entrepreneurial and social
perspective in a broad understanding of
the microfinance sector, specializing in and
adapted to the very low income population
profile that they will be serving.

The Program had two training modules,
online and face-to-face, and participants
were awarded a dual certificate from both
universities - their national university and
Spain’s UNED. The program ran from 2009
to the end of 2013 and trained 1,669 micro-
finance specialists in all across the 48 cour-
ses in Peru, Colombia, Chile, Argentina and
Panama.

Microfinance Campus

In BBVAME, training is strategic leverage
that influences the sector, the institutions,
those working with us and clients, through
the learning and knowledge they need to
promote sustainable and inclusive economic
and social development. To bring this to life,
in 2015 BBVAMEF set up the Microfinance
Campus. This is a company program to
guarantee a training offering that increases
associates’ knowhow, skills and abilities

to improve their qualification, professional
growth and enhanced performance,
centered on our clients’ development.

honed during the Group institutions’ years
of experience in the microfinance sector.

The catalogue contains more than 3,000 tea-
ching hours and cross-disciplinary contents
developed with new teaching methodologies,
supported by the use of digital technologies.
Since the Microfinance Campus was laun-
ched, it has imparted over 750,000 hours

of tuition in subjects such as client develop-
ment, risk, sustainability, project manage-
ment, corporate governance, information
systems and induction for new sales officers.

Thedriveforsocial measurement
BBVAMEF developed its social measuring
system for the purpose of assessing the
social performance of its actions, and to

see the impact on the lives of people we are
serving and accompanying. It has been pub-
lished in the annual report since 2012 and
has become best practice within the sector.
It was acknowledged as such in the report
Business and the UN. Working together
towards the SDGs: A Framework for Action,
University of Harvard Kennedy School,
commissioned by the UN’s SDG-F.

BBVAMEF has presented its social measure-
ment system in several specialist sector
forums around the world (Madrid, San-
tiago de Chile, Washington, Brussels,
Morocco, Bogota and Luxembourg, among
others). What is more, BBVAMF’s social
measurement system is published as a case
study in the report Guidelines on Out-
comes Management for Investors report.
This publication by the European Micro-
finance Platform (e-MFP) and the Social
Performance Task Force (SPTF) sets guide-
lines for integrating social measurement into
the activity of inclusive financial investors.

activity with institutions that include:

Inter-American Development Bank

A memorandum of understanding (MOU)
was signed in October 2007 between the
Inter-American Development Bank and
BBVAMF to work together on activities

to improve access to microfinance services
in Latin America. The agreement is to part-
ner on programs that drive the microfinance
industry as a whole and provide support to
microfinance institutions that make it easier
for these to expand.

World Bank-IFC

An MOU was signed between the IFC

and BBVAMF in May 2008 outlining their
strategic microfinance cooperation in Latin
America. In November 2016 BBVAMF
signed its commitment with the World Bank
to the Universal Financial Access 2020
program, supporting the World Bank in its
aim to achieve universal access to financial
services by 2020 and has committed to
working towards making accounts available
to over 2.3 million clients.

Stateaid from Spain

The partnership with the Department of
State for International Cooperation & Ibero-
America was signed in September 2014 to
join forces in developing actions in the area
of microfinance and financial inclusion. This
cooperation was reiterated in June 2015
with the signing of a partnership agreement
with Marca Espania [Brand Spain].

United Nations Organization

BBVAMFG institutions have worked over
the course of these last 10 years with United
Nations. Bancamia’s agreement with UNEP
in Colombia and Microserfin’s work in

bers of its Private Sector Advisory Group,
which provides strategic support to the UN
so that, in coordination with the private
sector, better results in sustainable develop-
ment can be achieved. The UN SDG Fund
has renewed BBVAMF’s membership of this
advisory group for 2017-2019.

The partnership with UN Women was
formalized in February 2015 with an agree-
ment to promote the development and in-
clusion of low-income women entrepreneurs
in Latin America and the Caribbean. Since
2016 BBVAMF has been involved in the UN
Secretary-General’s High-Level Panel on
Women’s Economic Empowerment, which
has highlighted BBVAMF’s experience as a
financial inclusion case study.

In July 2016 the United Nations Economic
and Social Council (ECOSOC) awarded
the BBVA Microfinance Foundation con-
sultative status. BBVAMF may be consulted
by the United Nations to provide guidance
and recommend actions that contribute to
sustainable development.

As a result of its
contribution to the SDGs,
the United Nations SDG
Fund selected BBVAMF
as one of the 13 global
founding institutions of the
Private Sector Aavisory
Group, which gives the

UN strategic support
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3. Institutional activity in2016

March2nd

SPTF Social Investor Working
Group Meeting Responsible
Finance 2016.

United States, New York.

March 8th

International Women’s Day
Forum 2016. Organized by the
US. Chamber of Commerce
Foundation. Corporate
Citizenship Center & United

Nations Office for Partnerships.

United States, New York.

March 30th

Working session with the
Queen of Spain. The President
of BBVA presented the 2015
Social Performance Report to
H.M. the Queen Letizia.

Spain, Madrid.

Aprildth

Visit by Rebeca Grynspan, of
the General Ibero-American
Secretariat (SEGIB), and former
United Nations Under-Secretary
General, to the HQ of the BBVA
Microfinance Foundation,
where she gave a lecture.

Spain, Madrid.

May 11th

IV Sustainable Finance Forum.
Organized by the Business
Council for Sustainable
Development Turkey (BCSD
Turkey), the United Nations
Environmental Program
(UNEP - FI) and the UN Global
Compact in Turkey.

Turkey, Istanbul.

May 16th

Private sector advisory group
to the United Nations SDG
Fund.

United States, New York.

May 18th

The BBVAMF 2015 Social
Performance Report is
presented at the Institute of
International Finance.

United States, Washington.

Juneist

2016 SPTF Annual Meeting.
Case Study Discussions:
Measuring and Reporting
Client Outcomes.

Morocco, Marrakech.

June 15th &16th
European Development
Days (EDD).

Belgium, Brussels.

— Presentation of the BBVAMF
2015 Social Performance
Report at the EDD.

— Claudio Gonzdlez-Vega,
President of the Board

of Trustees of the BBVA
Microfinance Foundation at
the High Level Panel Digital
technologies’ contribution to
the Sustainable Development
Goals.

- deviys.eu

a

— BBVAMF organizes the
session Technology &
innovation in financial inclusion
for sustainable development,
making a positive impact on
the lives of the poor.

June 20th
Microfinance in Latin America
round table.
Spain, Madrid.

Photo1 The President of BBVA, Francisco
Gonzélez and the CEO of BBVAMF,

Javier M. Flores, presenting the Social
Performance Report to HM. the Queen

of Spain.

Photo 2 /isit and lecture by Rebeca
Grynspan, of the SEGIB, to the HQ of
the BBVA Microfinance Foundation, with
Claudio GonzalezVega, President of the
Board of Trustees of the BBVAMF.

Photo 3 The BBVAMF 2015 Social
Performance Report being presented at
the Institute of International Finance.

Photo 4 Claudio Gonzalez\Vega, President
of the Board of Trustees of the BBVA
Microfinance Foundation taking part in

the High Level Panel Digital technologies’
contribution to the Sustainable
Development Goals during the European
Development Days.

BBVAMF Social Performance Report 2016

July 14th

UN High Level Panel
on Women's Economic
Empowerment - 2016
Latin America Regional
Consultation.

Costa Rica, San José.

August 3rd

BCIE [Central American Bank
for Economic Integration]
presents the President of the
Board of Trustees of BBVAMF,
Claudio Gonzalez-Vega, with
the Award for Excellence in
Microfinance.

Nicaragua, Managua.

August 9th and 10th
Preliminary meeting of the
Xl Ibero-American Business
Meeting.

Colombia, Cartagena.

August 29th

International Forum on
microlending, its impact and
regulation.

Costa Rica, San José.

September 13th

United Nations Workshop
on Sustainable Development
Goals. Organized in
conjunction with the United
Nations SDG Fund.

United States, Houston.

September 20th

Impact evaluation in social
interventions. Organized by the
Business Observatory against
Poverty.

Spain, Madrid.

September 21st

Media launch of the 2015
Social Performance Report,
chapter on Colombia, at the
Colombian HQ of BBVA.

Colombia, Bogota.

September 22nd

71st United Nations General
Assembly High Level Panel
on Women'’s Economic
Empowerment event, with
Secretary-General Ban
Ki-moon.

United States, New York.

October 27th & 28th

XI Ibero-American Business
Forum.

Colombia, Cartagena.

November December

November 11th

— Private sector advisory
group to the United Nations’
SDG Fund.

— Presentation of the UN
report: SDGs and the private
sector report.

United States, New York.

November17th
Visit by the President of BBVA

to Banco de las Microfinanzas -

Bancamia, S.A. clients
Colombia, Soacha.

November 17th & 18th
European Microfinance
Week 2016. Organized by
the European Microfinance
Platform (e-MFP).

Luxembourg.

November 28th

BBVAMF signs up to the
World Bank initiative Universal
Financial Access 2020.

United States, Washington.

1341135

December 6th

Taking Action: One year on
from COPZ21 and the launch
of the SDGs conference,
organized by CSR Europe.

Belgium, Brussels.

December 12th
Presentation of UN Report
SDGs and the private sector.
Spain, Madrid.

Photo 5 Javier M. Flores speaking at the
SDGF Report Launch ©David Ito-7615.

Photo 6 The President of BBVA,
Francisco Gonzalez, and the CEO

of BBVAMF, Javier M. Flores, with children
at the playschool owned by BBVAMFG
client Norma Ordofiez, during one of his
visits to Bancamia clients in Soacha.
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4. Outstanding

acknowledgments

BBVA Microfinance Foundation Bancamia (Colombia) Banco Adopem Fondo Esperanza (Chile)

« The United Nations Economic and Social < Ethics Code among the 10 Best in (Dominican Republic) « Financial Education 2016 Award

Council (ECOSOC) awarded the BBVA
Microfinance Foundation (BBVAMF)
consultative status (2016).

+ The methodology of BBVAMF and its
group of microfinance institutions, Respon-
sible Productive Finance, was showcased as
a case study in the report Universality and
SDGs: a business perspective, published by
the United Nations’ Sustainable Develop-
ment Goals (SDG) Fund.

+ The Corporate Governance Code was re-
cognized as one of the 10 best transparency
and good governance initiatives in 2015-
2016 by the Fundacion Compromiso

y Transparencia [Commitment & Transpa-
rency Foundation] (2016).

« BBVAMF’s social measurement system
was recognized as best practice in the report
Business and the UN. Working together
towards the SDGs: A Framework for Action.
University of Harvard Kennedy School,
commissioned by the UN’s SDG-F (2015).

+ The UN’s Sustainable Development Goals
Fund chose BBVAME, for its contribution

to SDGs , as a member of its Private Sector
Advisory Group (2015).

» United Nations Social Investment
Pioneer Award (2012).

the World, Smart Campaign (2012).

* Best in Risk Quality and highest number
of microcredit beneficiaries, Colombia’s
Securities Commission National Fund
Award (2010).

 Transparency Certificate, Five Diamonds,
Mix Market (2010).

Financiera Confianza (Peru)

« Award for the most innovative institu-
tion, for its Ahorro para Todos [Savings for
All] program, Citi Microfinance

Award (2015).

« N°I Peruvian institution in reaching mi-
cro-enterprises in the overall classification,
Microfinance Americas: the 100 best in
2014 ranking, Mix Market, BID-FOMIN.

+ Chosen one of The 300 Best companies
in Peru and Latin America in 2013 by the
magazine América Economia.

 Best Microfinance Institution in Latin
America and the Caribbean 2011 in the
Microfinance Americas: the 100 best in
2011 ranking, Mix Market, BID-FOMIN.

« Award for Excellence in Leadership 2016,
Women’s World Banking (WWB).

« Argentarium 2016 Award as the best
financial institution in the Dominican Repu-
blic, for its work in financial education and
banking inclusion in 2015.

+ Smart Campaign 2015 certification.

+ Only institution in the microfinance sec-
tor with the top financial and social rating:
ALFA MAS (a+) with Stable trend, Micro-
Rate (2015).

» Four and a half star (4.5) with stable
outlook social rating, with social outcome
and social commitment in the Excellent
range, MicroRate (2015).

« Five Diamond transparency certification,
Mix Market (2013).

« Citi Award for the Most innovative
microfinance institution of the year (2013).

 Recognition for Leadership 2013,
Women’s World Banking (WWB).

 Best Microfinance institution in Latin
America and the Caribbean, 2012, Mix
Market, BID-FOMIN.

 Best Microfinance institution in Latin
America and the Caribbean, 2010, Mix
Market, BID-FOMIN.

 Institution with best reach, 2009,
Mix Market, BID-FOMIN.

for Contribution to Financial Inclusion,
given by the Banking & Finance Authority
(SBIF) and the University of Chile,

for its Segmentos Excluidos [Excluded
Segments] program.

« Five Diamonds transparency certifica-
tion, for quality and reliability of financial
information, Mix Market (2008).

Emprende (Chile)

« Five Diamonds transparency certifica-
tion, for quality and reliability of financial
information, Mix Market.

Microserfin (Panama)

« APC award for satisfaction, updating
and compliance, Asociacion Panamena de
Crédito [Panamanian Credit Association]
(2015).

« Five Diamonds transparency certifica-
tion, for quality and reliability of financial
information, Mix Market (2014).

« APC award for updating,
Asociacidon Panamena de Crédito (2014).

+ Only Panamanian company in the overall
ranking Microfinance in the Americas: the
100 best in 2014 (Mix Market, BID-
FOMIN) for the third consecutive year.

« APC award for satisfaction, updating
and compliance, Asociacion Panamena de
Crédito (2013).m
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United Nations SDGs

The 2030 Agenda for Sustainable Development
sets financial inclusion as a key goal for the member
countries of the United Nations, and, to date, over
60 governments across the world have set financial

iNnclusion as a formal goal. BBVA Microfinance GOODMEALTH
Foundation (BBVAMF), using Responsible Productive e
Finance is a bold commitment to reduce poverty.

End poverty in all its forms Direct

NO
POVERTY everywhere.

vtk i)

End hunger, achieve food

Sl
on an e

sustainable agriculture.

Ensure healthy lives and Indirect
promote well-being for all
at all ages.

The Sustainable Development Goals
(SDGs) are an ambitious plan of action
for people, the planet and prosperity that
define sustainable development priorities
worldwide for 2030. They are univer-
sal, applicable to all nations and people,
and a call to action to governments, civil
society and the private sector, to put an
end to poverty and promote a decent life
with opportunities for all. They are wide-
ranging, with 17 goals and 169 targets,
including putting an end to poverty and
hunger, guaranteeing sustainable pro-
duction and consumption and promoting
inclusive, peaceful societies.

These goals have an overarching con-
nection with one another. For example,
progress on reducing poverty cannot be
achieved without improving food security
and reducing inequality. One goal leads to
another, thus contributing to improving
the whole. Companies can make a positive
contribution to a large number of sustain-
able development goals.

Financial inclusion and microfinance

play a key role in reducing poverty and

in ensuring economic and social develop-
ment. The 2030 Development Agenda
acknowledges this role, including access to
financial services, in several of its SDGs.
The agenda indicates how important it is
to ensure access to financial services for
everyone, emphasizing in particular the
importance of access for women, who have
lower rates of financial inclusion.

BBVAMF is committed

to creating measurable
impact and is aligned with
the SDGs, in particular
with the challenge of end-
INg poverty, the goal with
which we most identify.

(a) United Nations’
Sustainable Development
Goals. The numbering

of the goals is the

United Nations” own.
http://www.un.org/
sustainabledevelopment/
es/globalpartnerships/

QUALITY
EDUCATION

]

GENDER
EQUALITY

4

DECENT WORK AND
ECONOMIC GROWTH

o

REDUCED
INEQUALITIES

G

PARTNERSHIPS
FORTHE GOALS

&

Ensure inclusive and quality
education for all and promote
lifelong learning.

Achieve gender equality and
empower all women and girls.

growth, empl t
and decent work for all.

Reduce inequality within and
among countries.

global
p for sustainable
ent.

Direct

Direct

Direct

Indirect

Direct
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SDGs and BBVAMF SDGs Map

Since it was set up, the BBVA Microfinance =~ BBVAMEF Group’s activity works towards
Foundation Group (BBVAMFG), with its SDGs on two levels: the impact (direct/
mission to promote economic and social de-  indirect) and the influence the Group has
velopment through Responsible Productive (core vs. non-core), that is, its capacity to
Finance, has been entirely in alignment with ~ improve and extend that impact.

the SDGs™. In general terms, BBVAMF

Group’s activity has an impact, to differing

degrees, on eight SDGs; on five of them

directly, and indirectly on a further three.

SDGs in the area of BBVAMFG’s activity (D)

Non-core
1 u REDUCED
INEQUALITIES
Infl f th
broducts & services 1 PARTNERSHIPS QUALITY
offered FOR THE GOALS EDUCATION
| [ ]
DECENT WORK AND : ot
ECONOMIC GROWTH \S8
: N
™M B oo ;
ND EUALITY : GO0DHEALTH
POVERTY AND WELL-BEING
Core
Direct Economic and social impacts Indirect
in the communities in which
BEVAMF Group operates

Source: BEVAMF
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SDGs as theyrelateto
BBVAMFG indicators
BBVAMEFG's activity serves specific goals,
following its strategic lines of action and
aligned with its mission.
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Direct contributionto society of BBVAMFG’s core activity (©

Serving vulnerable /low-income clients

€.600,000 vulnerable
clients.

27% of clients classified as
poor; 60% are women, 19% are
young people under 30 and 11%
are over 60 years old®.

The BBVAMF Group has a client base of 1.8 million,

of whom 901,624 are credit clients. Of these, 77%

were vulnerable as of 12.31.2016. 81% of new clients in
2016 are vulnerable and live on an average of USD 3.9
person/day. BBVAMFG’s purpose is to continue serving
the disadvantaged and on average, over the last five
years, 85% of clients were vulnerable when they signed
up with their institution.

Staying with them as they develop

Theirnetincomes
grow by 18% yearly.
Extremely poor clients
escape poverty after two
or three cycles and poor
clients after one®.

Client sales, net incomes and assets grow at sustained
rates of 18%, 18% and 26% a year respectively
(CAGR)®. On average, the segment of clients classified
as poor at the outset falls by 38%® after two years with
Group institutions.

353,868 potential clients
receive training.

2.4% have raised their
educational level after

two years®.

Indirect contribution to society of BBVAMFG’s core activity

With animpact on their local community

182,790 jobs created.
Bearing in mind that only
14% of clients have one
or more employees?,

Driving their communities’ economy, by
supporting small local companies. For
example, 8.5% make home improvements
after two years®.
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Other Group activities with aninfluence onseveral SDGs ()

Governance

Quarterly publication of the digital magazine Progreso, with the most important news on legislation and regulations
affecting the microfinance sector, and new developments in international corporate governance, to support the
sector’s sustainable development.

 Compilation of the corporate governance code, creating a single model for management and relationship
processes across Group institutions, in order to reinforce our commitment to generating inclusive social impact,
long-term sustainability, value creation and reputation.

« Participation in training workshops, events and work sessions to promote corporate governance in
microfinance institutions (outside the Group).

Stakeholders/Partnerships
« Partnerships with multilateral and bilateral bodies (such as the United Nations Organization, the World Bank,
Inter-American Development Bank, CAF — Development Bank of Latin America and Spain’s Department
of State for International Cooperation and Ibero-America).

« Partnerships with non-profit organizations (particularly local NGOs).

« Collaboration with universities through institutional activity, spreading the word on SDGs and sharing
case studies with different players.

« For more detail, see Sector Development chapter, Strategic Partnerships section.

BBVAMF Social Performance Report 2016

The social and economic
goals defined by BBVAMF
were already aligned with
the SDGs before the latter
were formalized and it is
part of our raison d étre

With the creation of the new 2030 Agenda
for Sustainable Development, BBVAMF was
invited to be a member of the United
Nations Sustainable Development Goals
Fund — Private Sector Advisory Group,
together with another 13 private sector
organizations worldwide. BBVAMF has
participated with the United Nations in
compiling two reports on work the private
sector has done towards achieving the new
goals. BBVAMF Group’s good practice
examples have been cited in both reports,
presented at the UN HQ in 2015 and
2016, where they appear as examples of
responsible productive finance.
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Conclusion

The BBVAMF Group serves the needs

of microentrepreneurs, creating eco-
nomic and social value sustainably, for
them and for the communities where
they operate. The Group has a footprint
in five Latin American countries and
serves over 1.8 million people, of whom
901,624 are credit clients. Of these, 77%
are vulnerable, with average incomes

of less than USD 4.2 a day. The Group
also stays with its clients as they develop,
monitoring the rise of the businesses in
the medium term and the improvement
in other indirect socioeconomic variables,
such as housing and education.

BBVAMEF Group’s work shows that tack-
ling development challenges with humi-
lity, but with rigor, leads to an improved
diagnosis of the problems and the design
of better solutions. SDGs provide an
excellent roadmap to align the Group’s
activity with that of other actors because,
if we are to meet these goals and leave the
planet in a better state for future genera-
tions, we need the cooperation of govern-
ments, civil society, the private sector and
citizens in equal measure.m

Notes (1) Conclusions consistent with earlier reports: El Sector Privado ante los ODSs. Guia prdctica para la Accion [The private sector and SDGs.
Practical Guide for Action] (pub. Pacto Mundial, Red Espafiola), and the SDG Industry Matrix - Financial Services (pub. UN, KPMG). (2) Per capita
household net income is estimated by dividing business net income by the number of household members. Poverty lines are set by each country’s offi-
cial bodies (differentiating between rural and urban environments). Vulnerable clients are those whose per capita net income is below the threshold
obtained by multiplying the poverty line by three. (3) Clients served between 2011 and 12.31.2016, classified by their economic vulnerability at the
outset on the first disbursement. (4) Compound annual growth rate. Data on clients current as of 12.31.2016, and who have received a disbursement
in the previous 12 months. The compound annual growth rate (CAGR) is calculated for cohorts 2011-2016, from the situation at the outset (data
for their cohort year) and the current situation (latest update) as of 12.31.2016. (5) Clients who have been current at some point during 2016, and
who have updated their information in the 12 months prior to the last time they were monitored in 2016. Clients who have been written off are not
included in the exit from poverty figures. (6) Proportion of clients current as of 12.31.2016, from each cohort (2011-2015) who have increased
their educational level. Available for Bancamia, Banco Adopem and Fondo Esperanza. (7) Data for clients current as of 12.31.2016, extrapolated to
include the total portfolio. (8) Proportion of clients current as of 12.31.16 for each cohort (2011-2015), who have improved their housing (become
homeowners), made home improvements (eg. sanitation, fuel), or increased the number of rooms. Available for all institutions apart from Emprende.
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Macroeconomic context
Latin America
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has increased. Nevertheless, the size of

the countries in recession, most of them

in Mercosur, has resulted in a fall of 4.2%
in their overall GDP, representing 57% of
the region’s total GDP®. This is in spite of
the remaining countries, taken as a whole,
posting 2.3% growth. In BBVA Microfinan-
ce Foundation’s footprint (Colombia, Chile,
Peru, Panama and the Dominican Republic)

2.9%
growth has averaged at 3.2%.
The 2.2% drop in domestic demand has
been the main reason for the aggregate 1.0%

Unegual growth

The slowdown of activity in Latin America resulted
IN Negative growth of 1.4% in 2016, together with an
uptick in inflation. The economic recession has also

contraction in the Latin American eco-

nomy. Private consumption fell by 1.1%,
public consumption by 1.2% and invest-
ment by 7.3%. Nevertheless, this perfor-

..........

The world economy in 2016 was charac-
terized by financial turbulence, political
surprises and shaky growth in many parts
of the world; nevertheless, overall, growth
continued, at a rate of 3%. Developing
economies grew by 3.8% and advanced
economies by 1.6%".

Against this backdrop of moderate recovery,
trade has been weak, posting its lowest rate
of growth since 2009, at 2%, the second
lowest in the last 20 years. The drop in the
price of raw materials hit bottom at the be-
ginning of the year and since then recovered
part of the reverse suffered in 2015, but has
not returned to pre-correction levels.

Better relative performance in the price of
raw materials, together with a relaxing in

been conducive to unemployment, with 5 million
people newly unemployed. The number of poor
people hit 1/5 million, meanwhile 45 million adults
have accessed the financial system for the first time.

world financial conditions has been reflec-
ted in a recovery of inward capital flows to

emerging economies. Net financial flows re-

ceived by Latin America in 2016, although
lower than the previous year, started push-
ing back in the first quarter, enabling the
current account deficit to be covered and
an improvement in the aggregate level of

international reserves in the region. This en-

vironment has allowed national currencies,
in particular those of raw material expor-
ters, to appreciate with respect to the mini-
mums of recent years.

The region is still very heterogeneous in
terms of growth. Activity in Latin America
as a whole shrank to the end of 2016 by
1.4%?, but growth was only negative in
seven countries, whereas in 25 activity

mance is explained by the countries in -0.5%

South America that have suffered a 3.1%
contraction in domestic demand, driven
by the Mercosur countries.

The fall in construction, the production

in the industrial sector, together with the
shortfall in services, particularly in trade,
have been the principal supply-side factors
accounting for the behavior of the economy
in 2016, taken with lower investment in
machinery and equipment.

Despite the fall in activity, there has been
a sharp uptick in the region’s inflation,
conditioned by the performance of Argen-
tina and Venezuela, both of whose coun-
tries” economic activities are contracting

GDP has grown in 25
countries in the region;
however, the GDP of
the seven countries in
recession, representing
5/7% of total GDP in the
region, has dropped
by 4.2%.

-1.4%

20M 2012 2013 2014 2015 2016

Source: IMF. BEVAMF Research estimates,

sharply. The former is in the process of an
economic correction and of bringing its
pricing statistics back to normal; the latter
is immersed in hyperinflation. If we exclude
these two countries, the region’s inflation
comes in at 5.8%".

Most countries are experiencing improve-
ment in inflation terms, particularly those
that export raw materials, after the brusque
depreciation of their currencies in 2015, on
top of major weather events that year. This
improvement mostly took place in the se-
cond half of the year, enabling central banks
of the major economies to begin a round of
lowering their monetary policy rates.
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Labor market

Economic performance in the region had

an impact on deteriorating unemployment
creation, in both quantity and quality.

The unemployment rate rose by 1.7%, to
8.3%", that is, around 5.1 million newly
unemployed, bringing the total by the end

of the year to approximately 25 million.
Furthermore, the lower quality of employment
can be seen in an average drop of real wages.

These results have been strongly influenced
by the results in Brazil, which posted an
unemployment rate of close to 11.5%, a rise
of 3.2 percentage points (p.p.), conditioning
the average rate for South America, which
spiked from 8.2% in 2015 to 10.7% in
2016, given that Brazil accounts for about
40% of the economically active population
of Latin America. In general terms, how-
ever, the rate of unemployment rose in 68%
of those countries in the region that repor-
ted information®.

The slowdown in economic activity was
reflected in a 60 b.p. (base point) fall in

the employment rate, which slipped from
57.3% in 2015, to 56.7% in 2016, with the
rate of labour force participation holding
steady at 61.6%. These averages are the sign
of a series of combinations: countries where
there has been a reduction in the rate of em-
ployment and, at the same time, an increase
in the rate of participation; others, in which
there have been reductions in the employ-
ment rate that were not offset by the drop
in the participation rate; countries in which
there has been an increase in the employ-
ment rate, but in which this has been offset
by a greater proportional rise in the parti-
cipation rate; others, in which there have
been significant increases in the employ-
ment rates, which offset the increase in the
participation rate and, to a lesser degree, by
a greater reduction in the participation rate
than the reduction in the employment rate.

There has been a drop in the region of around
4.5 p.p. in manufacturing industry employ-

In the BBVAMF footprint,
the unemployment rate
was 6.4% in 2016, a rise
of 20 b.p. against the final
figure for 2015.

ment, of 1.3 p.p. in agriculture and 2.4 p.p.
in financial services and services to com-
panies; these have been offset by improve-
ments in construction, trade, transport and
other services. In general terms, there has
been a shake-up in the composition of em-
ployment, moving to “lower quality” employ-
ment, associated in some cases with working
in the informal economy.

In BBVAMF’s footprint, the unemployment
rate posted at 6.4% in 2016, an increase of
20 b.p. from the end of 2015. Unemploy-
ment has risen in all countries apart from
the Dominican Republic®. The average
participation rate in these countries was

62.8%, an increase of 50 b.p., while the em-

ployment rate has risen by 30 b.p., closing
the year at 58.8%.

Poverty and inequality

The worst performance of the region’s
economy in recent years”’ has reversed the
improvements achieved over the last five
years in terms of the numbers living in po-
verty; during this time there has been a rise
in income and, as a result, an improvement
in most countries, where the poverty gap
has narrowed and its intensity diminished.

This reversal has seen increases of 1 and
0.6 p.p. in the poverty and extreme po-
verty rates, which stand now at 29.2%

and 12.4%, respectively. This implies that
around 175 million people are income-poor,
of whom 75 million are in a situation of
extreme poverty.

Increased poverty in Latin America is caused
by the combination of growth and the
distributive effect. Lower income growth is
responsible, on average, for 90% of the total
accumulated variation, with the distribution
effect explaining the remaining 10%.

This has taken place in a context of a reduc-
tion in total labor revenue flowing into poor
households, mainly due to the fall in income
per employed worker, associated with an in-
crease in unemployment and the re-shaping
of employment into lower quality jobs, as

part of the recession affecting the region.

Financialinclusion

The number of people in the region with a
bank account in the financial system grew
by 45 million between 2011 and 2014®.

In 2011, 39% of the adult population used
banking services, which in turn meant that
255 million adults did not. Three years later,

Poverty (% total population)

31
29.7%
29.2%
‘ | 28.2% 2g1% 282%

2010 20m 2012 2013 2014 2015

Source: Cepal,

210 million adults, 49% of the total, still do
not have an account. This is an 18% reduc-
tion in the total number of those excluded
from the financial system.

Latin America has the highest rate of
financial exclusion in the world after the
Middle East and Sub-Saharan Africa; it has
only 54% of the average inclusion rates for
OECD countries. Nevertheless, in relative
terms, it has the highest female partici-
pation rates for women in the financial
system, after OECD countries, East Asia
and the Pacific.

In rural areas, 46% of adults have an
account in a financial institution, so the gap
between them and those living in urban
environments is 6%. This suggests that
among those with bank accounts the geo-
graphical factor is not a major reason for
differentiation®.

The main cause for differentiation in the
region’s financial inclusion is income level.
In Latin America, 58% of those in higher
income brackets (60% of the higher per-
centiles) have access to the financial system,
whereas this is true of only 41% of those in
lower brackets (the 40% lowest), a partici-
pation gap of 17 p.p.

Level of schooling is another important fac-
tor. 56% of adults with secondary education
or higher are financially included, while

this is the case with only 43% of those with
primary education or less, making the gap
one of 13%.

Turning to products, 32% of adults applied
for a loan in the past year, but only 11% did
so from a formal financial institution, that
is, only 34% of those needing financing.

We should point out here that Latin
America is the region in emerging markets
where the fewest people in relative terms
have applied for a loan, but where formal
institutions are most used.

[
S
2
[




Macroeconomic context
Latin America

Latin America is the
region in the world

with the highest relative
participation of women
IN the financial system.

Only 18% of those requesting a loan, that
is, 6% of adults, did so to begin, expand
or operate a productive activity; mostly
the funds were used for medical expenses,
followed by education. 40% of adults re-
ported having made some kind of saving in
the past year, but only 13% saved through
a formal financial institution. After OECD

countries, East Asia and the Pacific, it is
the region with the highest relative parti-
cipation in using financial institutions to
deposit savings, at 33%, a similar figure to
that for loans.

The use of cash continues to be very exten-
sive throughout the region. 50% receive
their wages in cash, 38% receive it by bank
transfer to their account and withdraw it
all at once, while 96% pay for services and
invoices in cash. In terms of use, 17% make
no transactions throughout the month and
only 22% of adults make more than three
transactions a month, compared to more
developed countries, where the percentage
rises to 65%.m

Financialinclusion (% adults)

Has an accountin
a financial institution

I 51.1%C
I 39,2 %

Among the 60% I 5800
richest e 49.4%
Among the 40% EEEEE—— 4 0.9%

poorest —— 24.1%

Finished primary IEEEE—— 42.8%

education at best Eessssssss—— 30%

Finished secondary e 56.5%
education or higher e 45.5%

Loans from financial —— 11.3%

institutions . 7.9%

Savings in financial I 13.4%

institutions — 9.6%

Hzo14 Wzon

Source: Global Findex (Global Financial Inclusion), World Bank.

Notes (1) BBVAMF Research estimates. (2) In 2016 purchasing power parity. (3) BBVAMF Research. (4) ILO.
(5) BVAMF Research. (6) Cepal, with estimates to 2015. (7) Global Findex (Global Financial Inclusion), World Bank.
(8) Latest figure available published in April 2015.
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