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A committed team of 265 professionals works
continually in Microserfin to reduce the poverty and
vulnerability of Panamanians, especially those in rural

dlreas.

Soluciones de Microfinanzas S.A.
(Microserfin) has a strong track record
in Panama. Its purpose is to improve
the living standards of low-income en-
trepreneurs and their families through
financial inclusion. Every day, 265 peo-
ple drive the institution onward, com-
mitted to the development of their
clients, to putting an end to poverty
and to sowing prosperity in vulnerable
population segments.

Microserfin covers the entire country,
particularly in rural areas where it serves
entrepreneurs in their agricultural
businesses, whom it guides from the
outset and over time, with personalized
advice from its specialist officers.

It is also on Panama’s Strategic Entre-
preneurial Board, which brings toge-
ther key institutions from the public
and private sectors and also from the

academic community to stimulate en-
trepreneurship. This Strategic Board,
coordinated by the Panamaniangovern-
ment's Micro, Small & Medium-sized
Companies Authority (AMPYME in the
Spanish acronym), develops programs
for entrepreneurs and businessowners.

Microserfin received a prize at the IX
edition of the Panamanian Credit Asso-
ciation's APC Awards, which every year
honors those financial and commercial
institutions with the most comprehen-
sive and accurate reporting standards,
with the subseguent benefit to their
clients, the system itself and the coun-
try’s economy.

In 2017 Microserfin granted over
USD 22 million in productive credits,
to generate opportunities for social
and economic development through
microfinance.

Microserfin is

a member of
Panamas Strategic
Entrepreneurial
Board, which
brings together
the country’s key
public, private and
academic bodies
to stimulate
entrepreneurship



Headline figures

Data at December 3l1st, 2017

Total clients

17523

Gross loan portfolio (USD)

28,/32,626

Amount disbursed in 2017 (USD)

22,711,828

Source: Microserfin. BBVAMF calculations.

NO of disbursements in 2017

14464

Average disbursement in 2017

1,570

People receiving financial education

0,8/6

NO of branch offices

13

NO of employees

205
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Total
clients

1/,0/3

Over the course of 201/, Microserfin kept its focus
on serving low-income entrepreneurs in Panama:
of the more than 5000 new clients served, /2%
were in vulnerability. The institution has also made
a particular effort to reach clients in remote areas:
40% of its 17000 clients are in rural areas where
they face more economic and financial obstacles,
as well as barriers to accessing healthcare and basic
infrastructure. Furthermore, low levels of education
condition access to jobs and training, meaning that
becoming an entrepreneur may be the route to
earning an income.
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1. According to the Economy and Finance Ministry's poverty line (differentiating between the rural and urban environments).
Clients whose net income per capita (estimated as the business net income divided by the size of the household) is below the
threshold calculated by multiplying the poverty line figure by three, are in vulnerability. 2. Proportion of all credit clients who
have completed primary education, at best. 3. Average disbursement: average disbursement of new clients served in 2017.

Source: Microserfin. BBVAMF calculations.
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1. Our clients
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Socio-economic profile

« 72% of Microserfin clients arein vulne-
rability and 22% generate monthly per
capita net incomes below the poverty
line (PL). Our interest in serving low-
income clients has remained unchan-
ged, with this indicator staying the
same in 2017 from the year before.

« Encouraging entrepreneurship among
women is particularly important, since
they start from lower income levels: 26%
of women are poor, compared to 19% of
men. For that reason, to achieve a reduc-
tion in inequalities and foster inclusive
growth, it is important to finance women
so that they have their own source of in-
come. 43% of all clients are women.

« In 2017 we served 5037 clients, 16 % of
these being poor and 7% of clients in ex-
treme poverty, with their entrepreneurial
activities not bringing in enough income
to provide a basic food basket for every
person in the household.

1. According to the Economy and Finance Mi-
nistry’s poverty line (distinguishing between
rural and urban environments). Clients whose
net income (i.e. profit obtained from their micro-
enterprise) divided by the number of members
in the family unit (per capita) is above the poverty
line but no more than three times the poverty
line of their corresponding country are classified
as vulnerable. "Total' shows the number of
clients current at 12312017, 2. Proportion of clients
current as of 12312017 New clients (no previous
loans) signed up over the year.



- In relative terms, women are the most
vulnerable segment of new clients; of
those in extreme poverty served, 47%
were women, rising to 54% in the case
of poor clients.

» Monthly per capita netincome of the ex-
tremely pooris USD 46, whichis 35% of the
PL figure, and means that their incomes
have to double if they are to overcome
their initial situation. At the outset, women's
netincomes are lower in all segments.

» The gap between menand women wi-
dens as incomes rise (5.29 multiples of
the PL for men, compared to a multiple
of 502 for women, in the case of clients
in the others category).

« Over the course of 2017, 42% of new
entrepreneurs were women, which re-
presents the highest proportional intake
of new women clients in the last three
years. We have continued our efforts to
serve clients in rural areas (39% in 2016
and 44% in 2017) and those with primary
education at best (23% in 2017), since
these are the most vulnerable segments
(see graph 6).

» The poorest clients seek out small-
scaleactivities, with low technical require-
ments that enable them to generate
liquidity fast, such as relatively easy busi-
nesses in the Agricultural sector (cereal
crops), or Retail trade (selling food and
beverages).

3 & 4. New clients (no previous loans) signed
up over the year. 5. According to Economy and
Finance Ministry’s poverty lines, differentiating
between rural and urban environments. Consi-
ders clients signed up during the year (no pre-
vious loans).
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» The client profile we serve which su-
ffers the deepest levels of poverty is that
of women in agriculture, aged between
30 and 60. The poverty rate of men in
this same profile is 7 p.p. lower. Other
client segments with high poverty rates
arewomen in Retail trade, aged between
30 and 60, as well as clients more than
60 years old.
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Profile of their businesses

» Giventhefocusonservingclientsinru-
ral areas, Microserfin's client sectors, lis-
ted from more to less numerous, are as
follows: Agriculture (33% of all clients), fo-
llowed by entrepreneurs in Production
and Transformation (24% of the total);
and Retail trade (23% of the total).

» Onaverage, the Agro sector has signifi-
cantly higher asset levels than other sec-
tors, reflecting greater dispersal of clients
in terms of their poverty levels. This can
be seenin clients’ margins:average costs
over sales show greater differences than
inany other sector (67% for clients under
the PL, and 54% for clients over the PL).

« Inother sectors, the differencesinmar-
gins are not so marked and remain wi-
thin more narrow ranges.

» On average, the value of non-poor
clients' total assets is double the value of
assets of those clients under the PL. The-
re are high levels of assets in all sectors;
Trade is the sector with the best sales
over assets ratio (faster asset turnoven).

6. Covers new clients (no previous loans) signing
up during the year. Total shows the number of
clients current at 12.31.2017.7. Covers new clients
(no previous loans) signing up during the year.
“Total shows the sum of the participation of the
segments analyzed, calculated over total new
clients served in 2017. 'Remaining’ shows the
participation of segments not included in the
table, calculated over total new clients served
during 2017. 8 & 9. Average monthly sales and
assets in each sector, segmented as under the
PL (classified as extremely poor and poor) and
over the PL (classified as vulnerable and others)
clients. Covers clients current at 12.31.2017.
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« This flexibility and the relative ease of
starting commercial businesses means
women have a greater presence in Retail
trade (33% of the total). Their main acti-
vities are the sale of food and beverages
at18 %, followed by sale of hardware, cos-
metics, jewelry, toys and clothes (5% of
the total).

« Inthe Agro sector, in particular, there is
greater need for access to financing, be-
cause other sectors are more leveraged,
reaching levels of 16% of assets, whereas
inthe Agro sector debt over assets comes
inat 2%-4%.

» Agro-sector clients are, self-evidently,
in rural areas where access to financial
services is more limited and people are
more risk-averse. For this reason, despite
their relatively high asset levels, the sec-
tor is in need of microlending.

248

10. Assets, liabilities and equity, together with their ratios, for each sector, segmented as under the PL (classified as extremely poor and poor) and over
the PL (classified as vulnerable and other) clients. The loan granted by the institution is not included in liabilities. Covers clients current at 12.31.2017.

Whereour
clientsare

 Thanks to its 13 branch offices, seven
express offices and 10 client-service
points (ODEC in the Spanish acronym),
Microserfin has a footprint in most of
the country’s poorest districts, enabling
it to serve new clients with net incomes
below the PL (poor in this section)
in the provinces of Bocas del Toro
(where 62% of new clients are poor),
Coclé (34%), and Chiriqui (31%). 30% of
Microserfin's current client baseisin these
areas with high poverty rates according
to national statistics (Buglé, Kuna Yala
and Emberd are not served because their
indigenous communities are nomadic).

« This emphasis demonstrates our com-
mitment to serving clients in areas with
greater inequalities, promoting sustainable
development throughout the country.

Through its
branch network,
Microserfin
WOrKS in many
of the countrys
most vulnerable
districts, showing
its commitment
to sustainable
development
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11. Proportion of poor households by districts in the region (2015). Ministry of Economy and Finance. The 10 regions with the highest percentage of
poor new clients served in 2017 are shown.
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2. 0ur clients development
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Growth of their businesses

» Panama’s economic and financial sta-
bility enabled its GDP to grow in 2017 by
58%. This is a good backdrop against
whichentrepreneurscanmaketheir busi-
nesses grow, although the segment
served presents challenges of its own.
Thus, clients monthly sales are growing
by an average of 7%, with an increase in
average net incomes of 26% (men 2.3%
and women 32%).

« Monthly expansion in sales and net in-
comes is higher in the Agro sector, pos-
ting growth rates of 38% in monthly net
incomes, whereas, due to the high value
of its assets, the latter only grow by an
average of 76%, below other sectors.

« In absolute terms, women have half as
many assets as men, but their business-
es manage to generate the same level
of sales and net incomes, demonstrating
the accumulation of non-productive
assets on their part.

12. Current clients at some point in the year who
have made a disbursement or update in the last
12 months of their relationship with the institution.
The compound annual growth rate (CAGR) of the
2012-2017 cohorts was used for the calculation,
and the weighted average of these rates present-
ed by gender. 13,14 & 15. Current clients at some
point in the year who have made a disbursement
or update in the last 12 months of their relation-
ship with the institution. The compound annual
growth rate (CAGR) of the 2012-2017 cohorts
was used for the calculation, and the weighted
average of these rates presented for each sector.



Escaping poverty

» Because of its focus on serving vulne-
rable clients in rural areas, Microserfin
concentrates on Agro and Production/
transformation sectors. The incomes of
these entrepreneurs are more unstable
over time; thus, generatingincomes over
the poverty line in a sustained manner is
a challenge.

« Asisthecaseinother microfinanceins-
titutions, around 12% of non-poor clients
fall into poverty, and this performance is
stable over time.

« As the time they have been banking
with Microserfin increases, clients’ net
business incomes show sustained
growth. Thus, their contribution to the
household (in terms of monthly pc. net
income) shows a stable trend over time,
relative to the PL.

» Poor clients and those in extreme po-
verty need the same number of credits
and renewals (four in all) to get over the
PL threshold. The lower their income at
the outset, the greater the growth (@ngle
on the curve) that clients achieve. Dis-
bursements in 2017 are in line with historic
performance.

16. Clients current at some point in 2017 were
recorded and their data updated in the final 12
months of their relationship with the institution.
Clients who have been written off are excluded
from the escape from poverty figure. « Escape
from poverty: Clients in poverty (classified as
extremely poor and poor) at the outset, who
have climbed above the poverty line, in terms of
their own segment (poverty). « Fall into poverty:
Clients not in poverty (classified as vulnerable or
other) at the outset, who have fallen into pover-
ty, divided by the number of non-poor clients at
the outset. 17. For the sample of clients served
between 2011 and 12.31.2017. The client classifica-
tion was based on their degree of vuinerability at
the outset (the first credit) showing the progress
of monthly pc. net income in each credit cycle,
relative to each country’s official poverty line. Re-
lative monthly per capita net income takes the
value of one when it is equal to the poverty line.
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= Poor and vulnerable clients maintain
stable growth levels over time; clients in
extrerme poverty, however, suffer cyclical
effects, reporting higher growth levels in
their pc. net incomes, but with greater
instability, too.

« Inthe case of the client group that has
had at least five loans with the institution,
16% of clients under the PL experience
volatility (ie. a client who crosses the
PL at least twice), while among 10% of
the non-poor, instability impacts on our
clients progress.

« Of clients under the PL, 54% over-
come poverty, 38% do so permanently
during the period monitored, while 16%
suffer setbacks.

« Of nor-poor clients, around 80% main-
tain their initial condition while 22% slip in-
to poverty,of whom10% do so temporarily.

» Income instability is one of the primary
factors determining a drop into poverty:
48% of clients who enter poverty do so
asaresult of a reduction in their incomes
-(mainly clients in the Agro secton)- whe-
reas for 34% itis a result of anincrease in
their costs, with indirect costs being the
main culprit. The remaining 18% enter
poverty as a result of an increase in the
number of household members.

18. For the sample of clients served between 2011
and 12.312017. The client classification was based
on their degree of vuinerability at each credit cycle.
19. Clients served between 2011 and 12312017
who have had at least five disbursements. The
classification by wvulnerability considers their
situation at the outset (first loan) and is segmented
by under the PL (classified as extrermnely poor and
poor) and over the PL (classified as vulnerable
and others). « Volatile: client who crosses the
poverty line at least twice. « Escape from poverty:
client who escapes poverty and doesnt fall
back in. « Fall into poverty: client enters poverty
in one cycle and does not escape it again.
« Stable: client who remains poor or non-poor
throughout the five disbursements
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» We see how a large proportion of
clients perform well and succeed in over-
coming poverty orimproving their situa-
tion. A large part of their efforts is spent
on stabilizing their revenue stream.

Indirectimpact

« After two years of banking with Micro-
serfin, 5% of entrepreneurs manage to
provide employment for at least one per-
son, and after five with the institution, 11%
are employed, impacting on the econo-
mic environment in which Microserfin
clients work.

« Panama has a very dynamic labor
market, which makes it easy for entrepre-
neursto hireemployees. 24% of all clients
have at least one employee.

« After three years with the institution,
12% of clients succeed in improving their
housing, which suggests that they are
in @ more favorable situation to achieve
their goals.

20. Clients who have been current at some
point in 2017 and have updated their data in
their last 12 months with the institution. Shows
those clients who at the outset were classified
as non-poor and who are currently under the
PL. 21. Covers the number of employees wor-
king for clients current at 12.31.2017. 22. Co-
vers the increase in the number of employees
compared to the outset, for clients current at
12.31.2017 in each cohort. Averages from co-
horts 2012-2017 are shown. 23. Proportion of
clients current as of 12.31.2017 of each cohort
that has moved from a rented to their own
home or moved to a newer home.
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3. Relationships with clients
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» New clients served have similar monthly
sales over time, showing a correlation
with the fact that the institution is serving
“target clients” (in economic vuinerability).

» Theaverageratiooftheinstallmentover
saleshasalsoremained stable,around 6%
of average monthly sales in 2017

« |n addition, as clients grow with the ins-
titution, we see that average disburse-
ments match that growth, reaching USD
2080 for clients who have been with the
institution for five years or more.

» Microserfins client retention rate after a
vear is 72%.

« After the first loan over half (51%) of
clients decide to sign up for a second one.

24. New clients (no previous loans) signed up
over the year. Average disbursement, calcula-
ted as the average of the first disbursement for
new clients in each year. Weight of the install-
ment calculated as a ratio average (installment
over sales). YoY: 2016-2017 annual growth rate.
25. Variation in the average disbursement per
transaction by length of time since the client sig-
ned up. “Value at the outset” is the average of the
outset value of 2012-2017 cohorts to which the
average growth of the disbursement of cohorts
20122017 is applied. 26. Retention’: percentage
of clients in each cohort still current at each
year-end and to 12.31.2017 shows averages from
2012-2017 cohorts. ‘Recurrence: Clients served
since 2011. % of clients that, after an initial loan,
accesses another. Distance between cycles is
the number of days between two successive
disbursements.



Vlacroeconomic analysis

Panama

With one of the highest per capita incomes and the

lowest inflation rates, Panama’s economy is one of the

most dynamic in the region. However, the reduction

iNn poverty and inequality flowing from this growth

Ras been less pronounced than the average for Latin
merica.
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Economic context

Economic growth: the most
dynamicin the region

In 201/, the Panamanian economy
grew by 5.8%, thanks to the greater mo-
mentum in the Transport, storage and
communications, Construction, Mi-
ning & quarrying and Education ser-
vices sectors'. The Transport, storage
and communications sector grew
by over 12%, as a result of the extra-
ordinary jump in Panama Canal opera-
tions, linked to the increased infrastruc-
ture resulting from the expansion, now
complete, and to the better performance
of the port system and air transport.
The expansion of the third set of locks
and higher growth in worldwide trade
accounted for the 19% rise in toll in-
comes from the previous year, as well
as a 25% increase in cargo volumes.

Construction grew by 9% as a result
of the increase in the building of homes
and public and private infrastructure
projects. The volume of building pro-
jects grew by 23%, with public sector
housing construction being boosted
by programs such as the Urban Renewal
of Colon, the Techos de Esperanza pro-
gram, project housing and the Solidarity
Housing Fund [Fondo Solidario de
Viviendal.

Linked to the upturn in Construction,
the Mining and guarrying sector pos-
ted growth of 87%, because of greater
use of raw materials, particularly stone
and sand, produced by this sector.

Trade expanded by 3%, as a result of
better performance in the local whole-
sale segment and retail, while sales in
the Colon Free Trade Area fell, mainly
because of the difficulties of their main
trading partners: Venezuela, Colombia
and Puerto Rico.

Turning to demand, consumption ex-
panded by 549%, an improvement on
2016, while investment grew by 9.2%,
the key factor accounting for the mo-
mentum in the Panamanian economy
in recent years.
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Inflation: the lowest
intheregion

Panama’s inflation rate ended the year
at 05%, bringing the previous ten-year
average down, for the fourth year in a
row. The activity group with the great-
est impact on this low inflation level
was Food and non-alcoholic beverages,
which has the highest weighting, which
posted a negative variation of -1.3%,
while the groups contributing most to
inflation were Education, at 35%, and
Healthcare, at 2.3%.

1. Conducted to the end of November 2017. All estimates for 2017 are by BBVAMF Research, based on MEF data.



Inflation remains under control, due
to low fuel prices and the strength of
the dollar. It is forecast to rise slightly,
as fuel prices continue to normalize,
reflected in movements in trans-
port prices at the close of December,
which rose by 06% from the previous
month, and the weaker dollar. Lower
oil prices have made it possible to re-
duce energy subsidies.

Even though the minimum wage went
up by 85% in 2017, average unit labor
costs fell, following the trend over the
last few years, a factor which has had an
impact on the performance of inflation.
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Labor market: one of the countries with

the lowest unemployment rates

The Panamanian economy still has one
of the lowest unemployment rates in
the region, with total unemployment
(open and hidden) recorded at 6%; open
unemployment stands at 47%% The
unemployment rate edged up slightly
from 2016, in spite of the higher econo-
mic growth over the year, due to sectors
which, on average, need less manpower
compared to the year before.

When unemployment is broken down
by gender, we see that whereas men’s
unemployment is 49%, in the case of
women it was 76%, even though men's
rate of participation (773%) was 266
percentage points higher than that of
women. Less momentum in Trade and
Other services accounts for the fact
that, in relative terms, women’s partici-
pation rates in recent years has impro-
ved, but not much; the structural gen-
der gap in participation rates has not
been closed.

According to official figures, employment
in the informal economy rose by more
than three percentage points over
five years, from 369% in 2011 to 402%
(although unofficial figures put this at
53%) in 2016, in an environment where
there are more self-employed and fewer
waged workers. The occupation rate in
the informal sector has expanded by
around 8% in recent years, accounted for
by the increase in selfemployed work.

502% of all people in the informal
economy work for themselves, 325%
have a waged job, 111% are domestic
employees, 39% are businessowners
and 24% work in the family business.

2. All estimates for 2017 are by BBVAMF Research, based on Global Findex figures from the World Bank.
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Financial inclusion:
access to the financial system
is improving

Financial inclusion, measured as the
proportion of adults who have a financial
product, was recorded at 52%, an im-
provement of 9 percentage points (pp.)
from the last time it was measured, in
2014. This means that, during this pe-
riod, around 336,377 adults have joined
the financial system; in 2017 around
14 million adults still do not have access”.

Schooling levels still explain most of this
financial inclusion gap. 60% of adults
with higher levels of education are included
in the financial system, whereas only 29%
of those with primary education at best
are included, a gap of 31 pp. When inclu-
sion is analyzed by gender, there is gap
of 8 pp; only 48% of adult women have
any financial products, compared to 56%
of men.

In rural zones, 40% of adults are finan-
cially included, leaving around 495000
inhabitants of these areas outside the
system.
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Social environment

Poverty: less trickle-down
of growth on
poverty reduction

Monetary poverty? in Panama in 2017
is suffered by 217% of the population, a
drop of 41 pp. from 2014, when the po-
verty rate was 258%. Panama is one
of the world’s fastest growing econo-
mies; it has more than doubled its per
capita income between 2004 and 2017,
which has enabled the number of non-
poor to rise by 113 million over this pe-
riod, equivalent to 28% of the current
population®. However, the effect of this
growth on poverty reduction is lower
than the average for Latin America as
awhole.

The poverty rate differs greatly across
the country. In the districts of Ngabe
Buglé, Guna Yala and Emberd, poverty
levels stand at 84%, 76% and 67%,
respectively, whereas in Panama, Los
Santos and Colon they are 12.3%, 13.2%
and 14.5%, respectively. These regional
variations are even more marked when
we assess extreme poverty: in the
areas suffering the greatest poverty
65%, 56% and 37% of the population
are affected. In areas of less poverty,
3%, 2% and 4% respectively, are in a
situation of extreme poverty, thus
widening the gap between areas. These
areas are mainly indigenous com-
munities with the largest proportion of
poor people.

These divergences extend to other
areas that reveal yawning social and
institutional gaps: some sectors are
highly dynamic, in locations around
the Canal and the Coldn Free Trade
Agreement, for example, but in others
that employ more people there is low
investment and productivity.

The poorest parts of the country are
characterized by significant gaps in
education, healthcare and other es-
sential services, creating barriers to the
lower-income population joining the
productive areas that are expanding.
Migration processes also foster the
informal economy and pockets of poverty
in some city neighborhoods.

2. All estimates for 2017 are by BBVAMF Research, based on Global Findex figures from the World Bank. 3. Someone is considered monetarily poor if
his/her per capita monthly income is below the monetary value of a basket of goods and services that meet the basic needs of one person (poverty
line). 4. All estimates in this section are by BBVAMF Research.



Inequality: slow
improvements

In 2016, income inequality as measured
on the Gini index, which takes values be-
tween O (representing perfect equality)
and 1 (representing maximum ineguali-
ty), was recorded in Panama at 0513, a
worse rate of inequality than 2014, when
it was 0507 Thus, even though Pana-
ma has shown average annual growth
of 73% between 2004 and 2017, landing
the country the highest pc. GDP of the
region, ineguality reduction has grown
at a slower rate than the average for
Latin America, making it still one of the
most unequal societies.

In 2003, the Gini income inequality in-
dex stood at 0559, showing an average
year-on-year reduction of 0.7%, whereas
in Latin America, on average, the reduc-
tion was 11%. In Panama, the fifth quintile,
with the richest 20% of the population,
concentrated 47% of all incomes, whereas
the first quintile, the poorest 20%,
accounted for a mere 4.7% of income,
a ratio that is 10 times higher than the
average for the region. This is partly
explained by the reduction of the partic-
ipation of the total payroll in GDP, which
fell from 38% in 2004 to 28% now.
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Other dimensions

Extending the examination to other di-
mensions, 34% of the rural population
live in homes where at least one mem-
ber has insufficient education; 34%
have inadequate drainage; 31% suffer
from job insecurity, 22% of households
are built with poor materials, 19% of the
population live in overcrowded condi-
tions and 18% have insufficient or no
electricity, among other dimensions.

In urban households, the greatest failing
is job precarity, affecting 7% of ur-
ban populations; 6% have insufficient
schooling, 5% have poor sanitation and
around 5% live in households where
one or more members are unem-
ployed or works in the family business.
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