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“The stark reality is that most poor people in the world still lack ac-

cess to sustainable financial services, whether it is savings, credit or 

insurance. The great challenge before us is to address the constraints 

that exclude people from full participation in the financial sector … 

Together, we can and must build inclusive financial sectors that 

help people improve their lives.”  

UN Secretary-General, Kofi Annan, 2003 
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Foreword

The challenges in development often seem insurmountable. They overwhelm na-

tions and the builders of their most basic institutions. I am often asked how devel-

opment finance agencies can work together to meet this challenge. In reply I invite 

you to read a story about cooperation in re-building one of the most basic institu-

tions of any society –– the banking system. 

KfW Bankengruppe places great emphasis on financial sector development. 

Our experience in our own country, and beyond our borders, shows that one of the 

first steps is building a banking system that fuels growth through investment in 

enterprises. Micro, small and medium enterprises are the backbone of many 

economies; they are also the wealth of the people and generate their hope in the 

future. We believe that the depth of the financial sector is related to economic 

growth; the growth and safety of deposits, the facility of payments, and the inno-

vation to develop new products and services that strengthen markets and promote 

investment. A strong banking system supports economic growth by attracting 

unproductive capital and injecting it into the economy, increasing the productivity 

of the country’s capital base and leveraging it by attracting outside capital. 

Our dedication to building financial sectors that include the people – poor peo-

ple and rich people alike – rests on the principle that access to reliable financing is 

the cohesive source of support and stability that joins the people’s ideas and their 

innovations together with their assets to generate sustainable growth. Pushing the 

boundaries of the financial sector to make it inclusive rests on a platform of policy 

dialogue and exchange of ideas, supporting innovation at the organizational level 

and commitment to technically sound practices. In pursuing the vision of an inclu-

sive financial sector, we are guided by our commitment to sustainability, a focus 

on pro-poor growth, the promotion of micro, small and medium-sized enterprises 

as the backbone of the economy, and our dedication to technically sound and effi-

cient business practice. 

Yet tremendous courage and skill are required of those who opt to push the 

outer bounds of finance. The twentieth-century German playwright and poet, 

Bertolt Brecht, wrote, “Those in the dark see those in the light, but those in the 

light do not see those in the dark.” In the transition from the dark to the light we 

encounter what is hidden and frightening; we make our way slowly, tentatively, 

but with a clear purpose. We find these sentiments, and the challenges they pose 

for development, running throughout this story. 

This book traces the history of building ACLEDA Bank in Cambodia, from a 

time when there was no money. The book takes us on a journey through time, 



VIII Foreword

from the unique perspectives of the customers, the thinkers and innovators, the 

organizational architects, and the policy makers who influenced the development 

of ACLEDA Bank. The centerpiece is a rich amalgamation of theory and practices 

punctuated by vivid stories of builders of ACLEDA Bank as they challenged their 

ideas of organizational development, market-based strategies, business practices 

and product design in a dynamic environment. 

Just as the development of microfinance globally influenced the growth of micro-

finance in Cambodia, so did the evolution of Cambodia’s formal financial sector. 

The microfinance pioneers in Cambodia – practitioners and policy makers alike – 

had choices about how to position their innovations within the broader financial 

sector; they could wait for the financial sector to develop, or become a part of it as 

it developed. The ideas were often closely guarded and vigorously defended. We 

glimpse those debates of the past and see, with the benefit of hindsight, how 

changing views led to bold experiments and new advancements. 

At the core, this book is about how a small group of people made a great differ-

ence in the way financial services reach the Cambodian people. We see the crea-

tion of new institutions, and the laws and the regulations that allowed them to 

emerge. We examine the thinking of the risk-taking donors and investors, and gain 

insight into those strategies and the precise mechanisms that mitigated risk in the 

transition from a donor supported organization to a commercial bank. We see 

ACLEDA Bank attracting Cambodian capital into the system and leveraging in-

ternational capital, expanding Cambodia’s existing capital base to work for its 

own development – supporting the people’s ideas with a source of finance to work 

for their own development. 

As national policy makers and their international counterparts strengthen their 

commitment to building inclusive financial sectors across the globe, we tempt our 

imaginations to envisage what that shared commitment might mean in practice. 

This is a story about that practice and how it unfolded in Cambodia. It is a story 

that is relevant to all of us who have pledged together to build inclusive financial 

sectors that help people improve their lives. 

Acting on behalf of the German federal government, we at KfW Bankengruppe 

appreciated the opportunity to support and accompany ACLEDA in its develop-

ment. We are pleased and honored to support the publication of this book. 

Wolfgang Kroh August 2005 

Member of the Board of Managing Directors, KfW 
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Introduction  

In 1991 a large unquiet peace swept the land, quelling a silent little war in a 

mostly forgotten corner of the world. For more than one million Cambodians that 

piece of inconsequential land, wedged between a burgeoning Thailand and an 

industrious Vietnam, had been forcibly abandoned twelve years before; for more 

than nine million others, it was the only piece of land they had ever known. For 

both groups it was neither irrelevant nor forgotten. It was home. 

In 1991 Grameen Bank in Bangladesh was well established as the grandfather of 

microfinance institutions. That same year Prodem in Bolivia wrestled with the revo-

lutionary angst of transforming an NGO into a bank. Both organizations dominated 

discussions in the evolving field of microfinance. At the time they represented two 

starkly different approaches to serving their country’s poor borrowers with credit. 

The first approach, called the “poverty lending” approach in the early 1990s, fo-

cused on the power of a small loan to support families in their climb out of poverty. 

It aimed to build an alternative banking system exclusively for poor people. Its 

realm outside the existing formal financial system, a system that rejected poor peo-

ple by design, policy or indifference, caught the attention of international aid agen-

cies. The initial and rapid success of loan repayment in microcredit programs tar-

geted at poor women who owned tiny enterprises seemed to be the spark of hope for 

alleviating poverty. It was a bright light on the otherwise dismal development fi-

nance record of the 1980s. Increased donor allocations to fund microcredit programs 

for poor women followed in a trickle and then in a torrent.  

The second approach, the financial systems approach, owned the same goal, but 

chose a different means to achieve it.1 The center of the financial systems ap-

proach coveted independence from donors and international aid transfers, at first 

by connecting to the financial system and later by becoming an intrinsic part of it. 

The radical idea of a commercial operation serving poor people as worthy custom-

ers carried with it the winds of change for the formal financial system. The pio-

neers of the financial systems approach aimed to change the fundamental way the 

existing financial system worked by pushing it to become inclusive and cater to 

vast numbers of poor and low-income people. The banking sector was not alone in 

a long list of society’s institutions that excluded poor people, nor was it the most 

obvious culprit. Poor and low-income people are excluded roundly from most 

economic systems, political processes and social services. Yet this quiet system, 

                                                          
1 The first exploration of the financial systems approach to microfinance was articulated in 

Maria Otero and Elisabeth Rhyne, eds. The New World of Microenterprise Finance: Build-

ing Healthy Financial Institutions for the Poor (West Hartford, Conn.: Kumarian Press, 

1994), Chapter 1. 



2 Introduction

the banking system with its aura of mystery, marbled halls and whispering men in 

suits, occupied much of the revolutionary energy of the early pioneers of the fi-

nancial systems approach to microfinance.  

Neither approach to microfinance sounds particularly ideological, nor does one 

approach sound like a trigger for a passionate debate. At the time though, the sus-

tainability of credit operations was regarded as the enemy of poverty reduction. 

Even the term sustainability was introduced as a euphemism for profitability, a word 

that was rarely spoken aloud for fear of alienating one powerful group or another. At 

the center of the debate was an unspoken premise: the poverty alleviation approach 

assumed continued access to donor funding. The financial systems approach chal-

lenged that assumption. With that challenge, questions about future roles for tradi-

tional players spun out along a logical path. What role would the original develop-

ment partners play in this young field as it eventually matured and took on new 

commercial partners? Regulated financial institutions would replace NGO and gov-

ernment credit programs; investors would replace donors; professional bankers 

would replace social activists and development professionals. Technical assistance 

networks and those organizations that monitored performance standards and trans-

parency would seem redundant. Eventually, they too would be replaced by national 

government supervisory and regulatory authorities, bankers’ institutes and associa-

tions, and commercial rating services. The end point of the financial systems ap-

proach had many more radical changes in store for microcredit operations; some of 

them were easily anticipated, others came as a surprise. 

In 1992 the currents of the time ran fast and furious; they were less focused on 

the maturation of microfinance as a part of the formal financial system. The de-

bates centered on the poverty impact and empowerment properties of microfi-

nance. They centered on questions about the extent to which women were benefi-

ciaries of the new approach, or dupes of traditional household power structures. 

Minimalist credit programs and credit programs integrated into larger develop-

ment services vied for equal attention among donors. Many doubted microfinance 

as a viable business model. Few imagined that an NGO could survive without a 

large cache of donor money, or a long list of new potential contributors. When 

financial projections were offered to justify higher interest rates for poor people, 

an equal number of moral arguments were offered to counter these usurious 

mathematical proofs. The great subsidy and sustainability debate was just entering 

the radar screen as something that might gain notice.  

These were some of the issues that gained momentum in the field of microfi-

nance in 1992.  

1992 was an unforgettable year. The Soviet Union had disintegrated only 

weeks before the New Year approached. The Gulf War dominated global head-

lines. Buoyant prospects for economic growth in Asia quietly fueled a financial 

crisis five years away, and 370,000 Cambodians prepared to return to their 

Kingdom. At the Site II refugee camp on the border between Cambodia and Thai-

land it was a time when ILO recruitment staff met ACLEDA’s future leadership as 

they prepared to go home with a fifty dollar repatriation allowance in their pock-

ets, or a dubious claim on two hectares of land in the heavily mined Cambodian 
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countryside.2 On the dusty and dilapidated streets of Phnom Penh, in the Provin-

cial capital of Kampot, in the jungles of Strung Treng, it was a time when 

ACLEDA’s future leadership was recruited by the ILO and CARE International to 

staff a business development project for demobilized soldiers. The rumbling of ox 

carts making their way across the border and the rounds of distant explosions that 

punctuated the journey deafened debates about microcredit and which approach 

could better serve poor people or produce the greatest amount of impact for the 

least amount of donor funding. At the time, the envisaged future of microfinance 

in Cambodia was not centered on building an inclusive financial sector; it was 

centered on getting something on the ground as quickly as possible. 

 * * * 

This is a story about the unlikely success of microfinance in a war-torn country. It 

is a story about building small legends and big dreams. This is not a romantic tale; 

it is a story about poverty produced by war and neglect. The story makes us doubt 

idealistic notions of microfinance and poverty; yet it confirms some of our most 

profound beliefs in why microfinance makes a difference to poor people and the 

societies in which they live. This is the story of ACLEDA Bank that is working on 

becoming a legend in Cambodia; not because it makes tiny loans, but because the 

bank can make Cambodia a better place to live.  

The ACLEDA story traces the trials and triumphs of a group of people as they 

built an employment generation project for demobilized soldiers in 1992 into the 

largest commercial retail bank network in Cambodia by 2003. It is a story about the 

two approaches to microfinance that emerged as early as 1992 and continue to this 

day. The ACLEDA story is the story of an organization that pursued both approaches 

to microfinance, one after the other. The changes they witnessed in their customers 

and their operation encouraged further experiments as they gained experience in the 

marketplace and overcame challenges in a formidable environment. What they dis-

covered was a variation on the financial systems approach to microfinance; one that 

goes beyond the creation of strong retail microfinance organizations and a favorable 

policy environment for commercial and financial institutions. Their approach is 

rooted in their beliefs about how they should behave in society and how they should 

treat others. The approach is one that attempts to influence the way business is done 

in Cambodia at a fundamental level. It centers on the way transparent operations and 

no tolerance for corruption offer poor and low-income people a fair stake in a sys-

tem that has long denied them one. This is a story of corporate values and the people 

who have them; it is a story of perseverance and professionalism. By example, they 

attempt to change the way banking and business work in Cambodia. 

 * * * 

                                                          
2 Repatriation allowances included cash grants of USD 50 for each adult and USD 25 per 

child or two hectares of land. The promise of land quickly faded as few areas could be 

found that were not saturated with mines. Janet Heininger, Peacekeeping in Transition: The 

United Nations in Cambodia (New York: The Twentieth Century Fund Press, 1994), 51 
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Microfinance as it developed in Cambodia is not as well known as it is in other 

countries, such as Bangladesh, Bolivia and Indonesia. Yet the experience offers rich 

lessons to microfinance professionals. A broader audience interested in the recon-

struction of society after years of conflict that ravaged basic institutions and left a 

population scarred by war will draw lessons from this story. Those who are engaged 

in rebuilding their own countries will find a heartening example, if not helpful ad-

vice for consideration in their own endeavors. The voices of ACLEDA staff, their 

technical advisors, donors, investors, policy makers and banking authorities each 

add a unique perspective to the story. These views are likely to be of interest to their 

counterparts across national borders and organizational boundaries.  

The ACLEDA Story has fascinated me since 1996, the first time I met In 

Channy, who later became the General Manager of ACLEDA Bank. At that time, 

ACLEDA was struggling with its future as a microfinance organization; it experi-

enced such rapid growth in the demand for credit that it ran head on into a liquidity 

crisis that clouded its future with uncertainty. What continued to attract me was how 

quickly ACLEDA evolved, breathing life into emerging theories about commercial 

microfinance in such a tenuous environment. With every step, ACLEDA brought 

something new to Cambodia, risky endeavors no doubt, but ones that have lasting 

influence in the developing financial sector. Today ACLEDA Bank, Plc., is the first 

commercial bank in Cambodia to be rated by Moody’s Investors Service.  

This small step towards increasing transparency in the banking system paves 

the way for others to be as bold. 

My interest in ACLEDA’s history grows from my professional commitment to 

understand and support the wider field of microfinance. How do microfinance 

organizations emerge, how are they built, and ultimately what difference do they 

make to the societies that allow them to develop and nurture them along the way? 

Why do so few succeed, and so many fail? What role does risk-taking and innova-

tion play? And how do leaders emerge and embrace innovation in a field over-

whelmed by models and perfecting recipes? I have long been intrigued by the 

amount of passion in a field that counts adjusted return on average assets and ar-

gues about who is the poorest based on a poverty line below USD 1 a day per 

capita adjusted for purchasing power parity (in 1993 prices). To what extent does 

this passion fuel or deter leadership and innovation? And above all, why is there 

still such a yawning gap between the supply and the demand for financial services 

by poor and low-income people in most countries?  

As I learned about ACLEDA and Cambodia’s financial sector through the 

writing of this book, I discovered much more than I intended to at the outset. 

Those discoveries are grouped into the main thesis and themes of this book. The 

main thesis of this book is that sustainable microfinance is about more than the 

number of tiny loans borrowed by poor people and creating strong banking or-

ganizations that can deliver them. Sustainable microfinance is about changing 

the way the financial system works at its very core. It is about beliefs and values 

and making fundamental changes in entrenched social and financial systems. 

Those changes come about by degrees. They are resistant to quick fix policies 
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and large amounts of donor funding. The change is a gradual one since the fi-

nancial system is a reflection of the society in which it operates, its social val-

ues, cultural traditions and the accepted way of doing business. As is often the 

case in post-conflict societies, where the breakdown of traditional institutions is 

severe and broad, re-building waits for new values to emerge and a new genera-

tion to hold them dear. In a case where all institutions flounder, priorities be-

come easily scattered as basic human needs cry out for urgent attention. Yet, it 

is in just such a situation that the greatest amount of change is often possible; it 

is matched only by the difficulty of implementation in an often chaotic envi-

ronment energized by the absence of war.  

This story begins well before the founding of ACLEDA. It aims to introduce the 

reader to the special characteristics of a microfinance operation in the context of 

conflict, one that does not go away with the outbreak of peace. This first theme con-

tinues throughout the ACLEDA story and yields important operational lessons about 

the development of microfinance in areas in conflict. What makes microfinance 

different in times of conflict and in post-conflict societies? Do these special circum-

stances call for lessened expectations? What additional investments are required? 

Are timeframes lengthened to achieve results? Lessons from ACLEDA’s experience 

defy some common myths about microfinance in post-conflict areas; they also con-

firm principles and practices that are broadly applicable in war and peace.  

Organizational development is the second broad theme of the ACLEDA story. 

The field of microfinance recognizes that the lack of capable retail institutions is 

one of the main reasons why there is still such a huge gap between the supply of 

microfinance services and the demand for them by poor and low-income people. 

But why are these capable retail institutions absent from the financial sector? 

What are the elements of the business model, the perceptions about the customers 

and the dynamics of the policy environment that create significant barriers for 

emerging retail institutions? How does a microfinance organization start? What 

makes it succeed, what holds it together and what tears it apart? The ACLEDA 

story shows that aiming for and reaching financial self-sufficiency is an attainable 

goal for a microfinance organization. What held ACLEDA together and enabled it 

to grow were its shared organizational values, true ownership, accountability and 

trust. Solid financial performance over time rests on this organizational glue. Or-

ganizational development as presented in this book is the drive to learn, adapt and 

innovate. This drive is what distinguishes a mediocre microfinance organization 

from a good one, and what distinguishes a good one from one that brings with it 

lasting value to society.  

The third theme centers on commercial microfinance and poor people, the heart 

of the debate from the early 1990s. Questions about the compatibility of profit 

motivation and social goals still invite substantial philosophical argument in 2005. 

In the transition from donor subsidy to the marketplace, does the organization 

leave poor people behind? The concept of mission drift, the idea that a commercial 

operation abandons its poorer borrowers in pursuit of higher profits, receives the 

attention it deserves. Contrary to common belief, ACLEDA’s experience shows 
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that as revenues grew it moved closer to poor and low-income customers, not 

further away from them.  

On a more practical level, this theme explores the legacy of donor money in a 

newly founded commercial enterprise. The often dissonant relationship between 

donor funding and commercial operations leads to several pointed questions of 

unique interest to donors. What happens to the accumulated donor funding? What 

mechanisms limit the subsidy in a new commercial operation and preserve donor 

capital for its originally intended purposes? ACLEDA’s transformation from an 

NGO to a commercial bank is explored in light of other transformations that have 

taken place internationally. This theme examines the reasons NGOs transform into 

regulated financial institutions and the precision of financial mechanisms that limit 

subsidy. Considerable attention is given to the legal and regulatory framework and 

the organizational infrastructure that enable a new commercial ownership struc-

ture to emerge.  

Lastly, this theme explores how one institution contributes to financial sector 

development. The shape of the financial sector depends on many aspects of the 

economic and political environment, including the range of financial institutions 

and their inter-action with one another and with their customers, the mind-set of 

banking authorities and the regulatory frameworks they choose, and the dialogue 

between national policy makers and their international counterparts. These affini-

ties shape an inclusive financial sector as it develops, turning it from a nebulous 

concept into one that serves a concrete purpose. 

During the course of the research and writing of this book, my admiration has 

only grown for ACLEDA staff, their technical advisors, their risk-taking donors, 

their risk-adverse investors, and the microfinance champions in the National Bank 

of Cambodia. It will be obvious as you read the story that I make no attempt to 

conceal my biases in interpreting ACLEDA’s experience as a sound example of 

the financial systems approach to microfinance. The ACLEDA story is a compel-

ling tale of what a group of persons can do for their country and their people. The 

example would not be as inspiring if the frailties of development and organiza-

tional blunders were not told as well. I have attempted to be fair in relating the 

successes and the failures that are recounted in this story; there are ample exam-

ples of each. The aim is not to congratulate ACLEDA on a job well done; rather it 

is to show a microfinance success story in one of the most difficult contexts of a 

post-conflict country. With this example, the hope is that the microfinance field 

that has built up over the past twenty-five years will be effective in producing 

many more ACLEDA stories.  

Too frequently the history of microfinance organizations ends up in an analysis 

of progressive balance sheets. We see them represented in global tallies of out-

reach to poor clients. The important lessons lie hidden in the memories of the 

organizational architects and those who quietly build a financial sector. The five 

parts of this book – from heritage to momentum – capture those important lessons 

of the emergence, rise and significance of one bank and one financial sector that is 

relevant to many others.  
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Part 1: Heritage 

Part 1 sets the context of a society in turmoil in the mid-1970s, uprooted by a re-

gime that is widely recognized as the most vicious in modern times. The first 

chapter provides a brief historical overview of Cambodia and the banking system 

from its destruction in 1975 to its re-emergence in the 1980s. The historical con-

text of Cambodia relies on the substantial documentation written by historians on 

Cambodia’s tragic past and refers the reader to those sources, not repeating the 

judgments, debates or many of the events and analysis that accompany them. The 

focus of this chapter is to provide an overview of the development of the banking 

system in Cambodia, which features throughout the story. The second chapter 

visits ACLEDA’s origins as a development project. It provides small vignettes on 

the first accomplishments and challenges of building a local organization out of a 

donor project. It introduces the first ACLEDA staff, their vision for the future and 

how the first organizational values took root; they would later become the driving 

force of ACLEDA’s evolution. 

Part 2: Discovery 

Part 2 centers on ACLEDA’s transition from the vestiges of a development project 

into an organization specialized in the delivery of micro and small enterprise 

credit. Chapter 3 relates early discoveries about the “marketspace” – and the posi-

tion of potential customers and existing products within it. The budding market 

approach to microfinance underscores the difference between products that are 

perceived as valuable by the organization and its sponsors, and products that are 

valued by customers. Chapter 4 shows ACLEDA at a crossroads as it makes the 

choice to respond to customers or respond to donors. The chapter offers a profile 

of ACLEDA’s sophisticated consumers who led the organization’s growth. It 

pauses briefly to draw a comparison between ACLEDA’s early performance as a 

development project in a post-conflict environment and another microfinance 

institution, Prodem in Bolivia that specialized in the delivery of microenterprise 

finance from the start. Chapter 5 links the changes in attitudes that prompted the 

organization to grow, unveiling the mystery of ACLEDA’s growth formula. It 

addresses the question of what drives a young organization to commit to the chal-

lenges of organizational change and offers insights based on ACLEDA’s experi-

ence that are relevant to any environment.  

Part 3: Velocity

Part 3 explores two distinct stages of growth, stages common to many microfinance 

institutions. The first stage of growth is rooted in a customer orientation that allows 

the organization to expand, often at a pace that quickly overwhelms systems de-

signed to support an operation of a different era. The second stage begins as the 
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organization learns how to combine customer orientation with risk management 

techniques that produce sustainable growth. Chapter 6 explores ACLEDA’s expan-

sive growth period, telling the stories of branches in crisis and the radical overhaul 

of organization-wide systems that clamored for attention. It discusses the fund rais-

ing strategies, the adequacy of systems and difficult decisions that were made by the 

people who managed the organization. Chapter 7 places ACLEDA in the dynamic 

Cambodian context. It examines the policies and preferences of leaders in national 

government and donors that supported microfinance. The chronicle centers on what 

they were thinking at the time about microfinance and its place in the financial sys-

tem, how that thinking evolved, and why the evolution was important for building 

an inclusive financial sector in Cambodia. The chapter concludes with an analysis of 

the underlying factors that enabled sustainable growth. 

Part 4: Odyssey  

Part 4 follows ACLEDA management and staff on their journey into the world of 

commercial microfinance. The story begins with a brief foray into the formal fi-

nancial sector in Cambodia as it looked in the late 1990s. Chapter 8 examines the 

rules of the game, and why a non-profit organization would opt to play by them. 

The story continues with ACLEDA’s visit to Bolivia and the lessons it gathered to 

apply to its own model of transition into the commercial world. Chapter 10 centers 

on the invitation to investors. It develops around an investor risk-return frame-

work, and shows how ACLEDA’s plan to mitigate investor risk led to innovative 

structures and mechanisms that mimicked many elements of a well-functioning 

financial system absent in Cambodia at that time. From the investor perspective, it 

was this plan that allowed the strong institution to prevail in an environment 

fraught with risk. 

Part 5: Momentum

Part 5 examines the significant changes commercial microfinance has brought to 

Cambodia’s financial sector, ACLEDA Bank, Plc., and its customers. The chapters 

in this section re-visit several misconceptions about microfinance and the commer-

cial approach. Chapter 11 examines how ACLEDA Bank and its customers dealt 

with new opportunities and risks associated with commercial banking. The follow-

ing chapter moves on to explore the topical notion of “mission drift”, a concept that 

causes considerable consternation in the donor world as it meets the commercial 

world. The thesis of this chapter is that a commercial approach to microfinance can 

enhance an organization’s outreach and depth of outreach to poor and low-income 

customers, rather than limit it. The concluding chapter pulls experience from 

ACLEDA Bank’s history, microfinance as it has developed in Cambodia, and how 

both contribute to building an inclusive financial sector. The experience offers les-

sons to the rest of the world. 


