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This article explores how organizations balance the pressures to pursue efficiency through standardization with the need
to remain responsive to local needs. The study combines rich ethnography with detailed loan data to show that both

standardization and flexibility through relational ties provide substantial organizational benefits but also carry significant
costs; thus, no strategy is inherently superior, and their coexistence generates the best results. Such coexistence, however,
creates contradictions that must be managed. Here, I use microfinance as a strategic setting and gain analytic leverage
from the random assignment across branches of loan officers who exhibit significant heterogeneity in rule enforcement
styles: some enforce rules strictly, whereas others frequently bend them to respond to client needs. I find that loan officers
with relational styles exercise discretion productively to enhance organizational performance. Yet their effectiveness is
contingent on the presence of rule-enforcing peers, as evidenced by the significant underperformance of branches with a
high concentration of officers of either type. In contrast, branches that contain discretionary diversity, or a balance between
enforcement styles, perform best. This is not due to diversity per se, but because loan officers process decisions in local
credit committees. Committees that contain discretionary diversity generate a productive tension that induces participants
to justify decisions along broader organizational goals, thus maintaining a productive balance between standardization and
flexibility. Implications for organizational theory and practice are discussed.
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One of our main advantages is that we know when to
be flexible, we know when to make exceptions for our
clients 0 0 0 0 Our main challenge right now is that we need
to become more standardized to control our growth. We
have great policies that we developed carefully, but they
are often not followed that closely.

(General manager, Rural)

Introduction
Microfinance is an inherently costly and labor-intensive
service that requires significant economies of scale
and efficiency to remain sustainable (Christen et al.
1995, Morduch and Armendáriz de Aghion 2005). It
delivers services that can be life altering for under-
privileged clients, so it must maintain consistent stan-
dards of eligibility to ensure fairness (Morduch 1994,
1999, 2000). It also attracts funding from a myriad
of outside sources, including international development
institutions, so it must remain accountable and justify
its actions to external constituencies (Cull et al. 2009,
Dugan and Goodwin-Groen 2005). In accomplishing
all these organizational requirements, bureaucracies are
known to excel.

At the same time, microfinance is an extreme ver-
sion of small business finance, where relational ties and

the “soft” information that they uniquely convey are
especially valuable (Berger et al. 2001, Canales and
Nanda 2012, Uzzi 1999). Microfinance operates in set-
tings where the ability to gather and adjust to real-time
information is essential. Relational models of organiza-
tions built on embedded social ties are best suited for
these tasks (Piore and Sabel 1984, Powell 1990). Micro-
finance institutions (MFIs), therefore, are pulled in both
the directions of standardization and flexibility, facing
the positive and negative performance implications of
each model and experiencing the contradictions between
the two.

In fact, many organizations are subject to some ver-
sion of this tension, yet there are no prescriptions for
how they can solve it. Compelling theories and evidence
support the notion that either model should be superior
to the other. Some scholars argue that organizations can
be “hybrid” or “pragmatic,” combining the most valuable
elements from each model (Adler 2001, Sabel 2006).
But in their theorized mechanisms, these two models are
mostly contradictory, so such a combination necessarily
generates internal tensions that need to be resolved.

Drawing on rich ethnographic and interview data, I
find that actors within MFIs not only experience these
tensions intensely but also identify and debate the same
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three alternatives: some argue for the creation of stricter
policies, others for increased flexibility and embedded-
ness, and still others for a pragmatic balance that could
be achieved either at the loan officer (LO) level (by train-
ing agents who know when to break rules) or at the orga-
nizational level (by developing routines to systematically
learn from “organic” deviance). To test the effectiveness
of each model, as well as to provide general insights into
how organizations can manage the seemingly contradic-
tory need for flexibility and standardization, I combine
these ethnographic data with a novel proprietary data
set that includes information on approximately 450,000
microfinance loans made by an MFI in Mexico between
2004 and 2008. The data set includes a wide array of
measures that provide a detailed picture of the loan and
the loan recipient, where the loan was placed, and by
whom. I gain additional empirical traction from the natu-
ral variation in agents’ enforcement styles and the MFI’s
policy of randomly assigning loan officers to branches,
which creates an exogenous source of branch-level vari-
ation in enforcement styles.

Specifically, I compare the performance of indepen-
dent MFI branches that contain higher concentrations of
agents who follow rules strictly, who adhere to a flexible
relational model, or who attempt to blend both strategies.
The data show that branches that have a preponderance
of agents who blend both styles experience a decrease
in organizational performance, but so do those branches
that have a high concentration of agents who practice
either style alone. In contrast, branches that contain “dis-
cretionary diversity”—that is, a balanced distribution of
agents with opposing styles—perform best. I argue that
this results not because of diversity per se but because
loan officers process lending decisions in branch-level
credit committees, where each loan officer presents pro-
posals to her peers and must justify her actions. When
committees contain significant discretionary diversity, it
creates a productive tension that pushes loan officers
to justify their decisions according to broader organiza-
tional goals. Branches that are homogeneous, in contrast,
degenerate to extreme versions of each organizational
model, reaping the model’s benefits but being blind to
its limitations.

The implication of the study is that even though
bureaucratic and relational models are contradictory
philosophies, in practice they can coexist and enhance
one another. The data indicate that the tension resulting
from the coexistence of the two models of organization
can be especially productive for service-oriented organi-
zations but only if explicit structures are established to
ensure that they remain in productive balance.

In this paper, I first lay out the theoretical tension
between bureaucratic forms of organization and rela-
tional models based on embedded ties to highlight the
complexity of the choices faced by organizations. In sub-
sequent sections, I describe the qualitative and quan-
titative data collected for this project and explain the

analytic strategy that blends the two types of data
through an inductive process. I then turn to the empir-
ical evidence. In the next section I privilege qualitative
data to illuminate how MFIs experience the tensions
emerging from the simultaneous need for standardiza-
tion and flexibility inherent in their work. The follow-
ing section then uses quantitative data to explore—first
at the individual and then at the organizational level—
the performance effects of pursuing a more bureaucratic
or a more flexible model. This quantitative evidence
raises two distinct puzzles that are further considered
in the discussion section: why blending flexibility and
standardization at the loan officer level produces worse
outcomes and why a balanced distribution of agents
with opposing styles at the branch level promotes higher
effectiveness. In the last section, I discuss the extent to
which these results can be generalized to other settings,
the limitations of the present study, and potential new
avenues of research that it opens.

The Theoretical Problem:
Bureaucratic Rules Both Enhance and
Limit Organizational Performance
Organizations need rules. Rules are the formal represen-
tation of organizational routines and thus store organi-
zational knowledge and capabilities (Levitt and March
1988, March 1991). They promote efficiency, standard-
ization, and the reduction of complexity through special-
ization (Cohen et al. 1996, Weber 1978). Rules create
order and predictability by specifying how categories of
interactions are to be performed, thus clarifying obliga-
tions and rights (Heimer 1992, Weber 1978). Without
rules, workers may treat customers erratically and fail to
provide equal levels of service (Parsons and Shils 1951),
or may have difficulty claiming rewards if there is no
standard to chart their progress (Maniha 1975, Pfeffer
et al. 1977). Without rules, procedural conflicts may
remain unresolved (Nelson and Winter 1982). Finally,
data-driven decision rules can help correct the cogni-
tive biases, lapses of judgment, and inconsistencies that
even the most skilled workers are subject to (Dawes
1979, Dawes et al. 1989). Beyond these functional pur-
poses, organizational rules also serve as justifications for
action. Organizations have external (and internal) con-
stituencies to which they they must respond, and rules
demonstrate commitment to certain values, norms, and
standards of care as well as to institutionalized goals,
methods, and regulations (Edelman et al. 1999, Meyer
and Rowan 1977).

The design of any rule, however, entails a set of
(stated and unstated) assumptions about how actors fit
into a set of categories (March 1997, Spicker 1994).
Whereas in many instances assumptions will rightly
describe the situation, in others they will fail to cap-
ture relevant variation. In such cases, following a rule

D
ow

nl
oa

de
d 

fr
om

 in
fo

rm
s.

or
g 

by
 [

13
0.

13
2.

17
3.

14
7]

 o
n 

05
 F

eb
ru

ar
y 

20
14

, a
t 1

0:
59

 . 
Fo

r 
pe

rs
on

al
 u

se
 o

nl
y,

 a
ll 

ri
gh

ts
 r

es
er

ve
d.

 



Canales: Managing Organizational Tensions Between Standardization and Flexibility in Microfinance
Organization Science 25(1), pp. 1–28, © 2014 INFORMS 3

may result in counterproductive, unfair, or unethical
results (Heimer 1992, p. 152). Ironically, in imple-
menting rules designed to enhance performance, an
organization limits its ability to learn and adjust, espe-
cially in changing environments (March 1991). The effi-
ciency, predictability, and order associated with rules
thus have inherent limits because they cannot account
for all the relevant differences across actors and envi-
ronments (Spicker 1994, Thompson and Hoggett 1996).

Organizations that establish personal ties or rela-
tionships with clients and stakeholders can avoid
these pitfalls, thus enhancing organizational performance
(Coleman 1988; Uzzi 1996, 1997). Organizations oper-
ate in networks, which are structured by the obligations
of individual members to one another (Heimer 1992,
Powell 1990). Firms that understand the importance of
network ties can create “embedded” market relationships
that generate deeper trust, provide nuanced informa-
tion, enable joint problem solving, and increase mutual
commitment (Baker et al. 2002, Ingram and Roberts
2000, Uzzi 1996). Detailed information about the prefer-
ences and characteristics of transaction partners can thus
become a competitive advantage, but such information
can only be collected through personal relationships that
lie outside of organizational rules.

More generally, rules are always enacted by spe-
cific individuals. People use their past experiences, cur-
rent interpretation of facts, and perceived implications
of their actions to decide which rules to implement
and how (Emirbayer and Mische 1998). Different actors
often have different interpretations of rules, especially
in complex situations where policies provide incomplete
or contradictory prescriptions (Edelman 1992, Heimer
1999, Howard-Grenville 2005). Diverging interpretations
might reflect an actor’s misunderstanding of the rules,
but they may also reflect a better understanding of
the rules and what they seek to accomplish (Feldman
2004, Feldman and Pentland 2003, Silbey et al. 2009).
Divergences from rules can therefore constitute criti-
cal sources of organizational learning and change—even
when they are accidental or fraudulent—provided, of
course, that organizations can adapt to them (Erikson
and Bearman 2006, Feldman 2004, March 1991).

Organizations are thus left with a seemingly impossi-
ble decision: Should they pursue the efficiency, account-
ability, and order of a bureaucracy, or should they
choose the flexibility, innovation, and learning of rela-
tional embeddedness? As a third option, organizations
are often hybrid (Adler 2001) or pragmatic (Piore 2011,
Sabel 2006), combining the better elements of different
models. This is problematic for two reasons. First, the
mechanisms that underlie each model are mostly con-
tradictory. For example, consider that the organizational
features required to generate commitment, motivation,
and control in a bureaucratic organization will in fact

make it harder to attract, retain, and motivate employ-
ees who can effectively engage in autonomous prob-
lem solving (Baron et al. 1999, 2001). Conversely, an
organizational relationship based on norms of reciprocity
can be irreversibly undermined if a decision is sud-
denly made by administrative fiat (Powell 1990). This
creates a tendency for organizational models to display
internal coherence, where the organizational features,
control systems, and culture all reinforce each other
and create stable and distinct path dependencies (Baron
et al. 1996, 2001). Second, given the inherent contradic-
tions, combining the models in practice is far from sim-
ple. It entails that (managers within) organizations will
allow certain employees with embedded ties to diverge
from bureaucratic rules, with unpredictable and vary-
ing results. They will also have to evaluate the results
to find patterns in divergences from rules and codify—
presumably through new rules—the lessons from posi-
tive and negative results. To complicate things further,
those codifying the rules are often physically and occu-
pationally removed from those who enact them. They
must manage the tensions that emerge between rules and
exceptions from afar.

The choice is thus far from evident, carries signifi-
cant complexity, and is bound to generate unavoidable
tensions. In fact, we know very little about how the
choice itself is actually managed or, more important,
the conditions under which the resulting tensions can be
resolved productively. The question requires an approach
that does not take organizational practices as unproblem-
atic but rather unpacks them and analyzes the relationship
between bureaucratic rules, relational embeddedness, and
actual organizational practices (Ewick and Silbey 1999,
Feldman 2000, Feldman and Pentland 2003). It also
requires straddling levels of analysis to study how rule
enactment affects organizational performance and how it
is aggregated and managed. I now turn to the data sources
that allow me to do just that.

Data and Methods
Sources
I employ unique data from a mixed methods research
project. I spent more than five months in Mexico col-
lecting various qualitative data from microfinance orga-
nization managers, loan officers, and clients following
a grounded theory approach (Glaser and Strauss 1980).
To straddle the different levels of analysis required by
the research questions, I first conducted semistructured,
ethnographic interviews with employees of Urban,1 a
large, established, and publicly recognized MFI, starting
with the chief executive officer (CEO) and eventually
including branch managers and loan officers. To select
which branches to analyze, I asked interviewees to cat-
egorize branches as good, average, or poor performers,
and then I randomly selected between one and three
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from each group. I spent a day visiting each branch,
talking to the manager, attending committee meetings,
and observing manager–client and manager–loan officer
interactions. At the end of each branch visit, I randomly
selected between one and three loan officers to observe.
I spent one or two days shadowing each loan officer. I
observed their interactions with clients and their lending
and collection practices; I asked them to narrate their
actions after each interaction and to explain the rationale
behind their choice of actions and language.

I then performed a series of client interviews. I asked
each loan officer to categorize his or her clients as
good, average, bad, or dropouts.2 I randomly selected
between three and five clients of varying types for
each loan officer and conducted semistructured ethno-
graphic interviews about their microfinance experience.
I also collected significant archival information, includ-
ing credit manuals, training documents, loan contracts,
and promotional materials. These data were collected,
translated, and coded by hand.

The quantitative data are drawn from Urban’s pro-
prietary loan-level database for the period 2004–2008.
The data set encompasses approximately 450,000 loans
administered by 700 loan officers to 100,000 loan recip-
ients. The data set includes information about each
loan (e.g., amount, interest rate charged, terms), loan
recipient (e.g., gender, history of late payment), and
data about the loan officer and his or her branch. Two
facts are worth highlighting. First, loan officers are ran-
domly assigned to branches upon entry to the MFI and,
once there, are assigned a geographic area of cover-
age. Second, the company has a policy, common in
microfinance, of periodically and randomly rotating loan
officers across branches to reduce risks of corruption of
collusion between clients and loan officers. This random
reassignment creates exogenous variation in the distribu-
tion of loan officers across clients and branches. It also
provides a reasonable basis for addressing endogeneity
and unobserved, time-invariant loan recipient–loan offi-
cer heterogeneity.

Because the data come from a single MFI, coun-
try, and time period, it is possible that the patterns of
rule enactment and their effects on organizational per-
formance are an artifact of Urban’s specific configu-
ration. I thus extended the qualitative inquiry to two
additional MFIs with vastly different structural charac-
teristics. Urban operates mainly in urban areas and fol-
lows an individual lending methodology. In contrast,
Rural operates in mostly rural sectors with a communal
lending methodology, and Hybrid straddles settings and
models.3 The companies are structurally different, but the
three are profitable and have been recognized by interna-
tional organizations as leaders with orthodox practices.
Although I spent more time at Urban, I replicated the
sampling methodology extensively within Rural and used

Table 1 Lending Methodology and Geographic Focus by MFI

Lending methodology
Geographic focus

Communal Solidary Individual
MFI banks groups loans Urban Rural

Urban No Yes Yes Yes No
Rural Yes No No Yes (some) Yes
Hybrid Yes Yes No Yes Yes

Hybrid as a validation case (see Table 1). The qualita-
tive data across the three MFIs were fully consistent with
the reported findings. In total, I interviewed more than
75 MFI employees and more than 50 clients, for a total
of 400 hours of interviews and ethnographic observation
recorded in around 1,200 pages of notes.

Quantitative Measures
The quantitative analyses use loan delinquency as a
proxy for organizational performance through three
dummy variables that denote whether, within a loan
cycle, a client has missed at least one payment (mean =

0033, SD = 0047), at least two payments (mean = 0017,
SD = 0038), or at least three payments (mean = 0012,
SD = 0032). This is a good proxy for performance
because timely repayment of a loan is the most impor-
tant responsibility of the loan recipient. Repayment rates
are the first and most common metric used by MFIs to
evaluate loan officers, branches, and the overall health
of their portfolio. More broadly, the timely repayment of
a loan is the most important measure of compliance in
any credit relationship; U.S. credit scores use the timely
repayment of previous loans as the most important ana-
lytic factor.4

The key independent variable captures the effects of
bureaucratic and relational models of organization. Dur-
ing my observations of loan officers, as well as in man-
agers’ descriptions of their work, I found that certain
loan officers adhere to policies strictly, whereas others
systematically bend them. These patterns of enactment
led to the inductive development of a typology of loan
officer enforcement styles (see Table 2 for illustra-
tions). “Spirit of the law” (SL) officers interpret poli-
cies expansively and flexibly. Rather than relying solely
on rules, these officers establish embedded relationships
with clients to gather fine-grained information and addi-
tional enforcement channels. This is not out of altru-
ism but because they believe that, given the limits of
existing rules, relationships are required to perform their
jobs well. In contrast, “letter of the law” (LL) officers
tend to adhere strictly to rules. They rely heavily on the
standardized statistical tools that help automate decision
making, strictly in line with organizational procedures.
They assume that the rules are designed intelligently to
maximize efficiency, so they choose to be bound by them
(see also May and Winter 2000). They maintain distance
from clients not out of contempt but to retain objectivity.
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Table 2 Typology of Loan Officers: Sprit of the Law vs. Letter of the Law

Rule SL officers LL officers

Loan officers should maintain an institutional
relationship with clients. Clients should see the
LO as the institution, not as the person.

—Build relationships with clients at a
personal level

—Build relationships with clients at an
institutional level

—Emphasize the personal character of
relationship with clients by constantly
referring back to the company as
“the boss” or “company policies”

—Emphasize the professional character of
the relationship by constantly highlighting
the fact that he or she only represents the
company and its investors

LOs should know the status of the client’s
business in terms of its profitability.

—Close follow-up of business as well
as personal activities, family issues,
friendships, etc.

—Interaction mostly on a transactional
basis; interaction is limited to
credit-related issues and business
liquidity

LOs should know whether a client’s referrals and
guarantors exist and are trustworthy.

—Know a client’s business and
personal network and often refer
clients to other clients, building wider
networks

—Do not like to “get involved” with clients,
prefer to maintain an arms’-length
relationship and only check on a client’s
network to ensure potential pressure for
repayment

LOs should not give business advice to clients
because of liability issues.

—Open to providing advice on
business issues

—Afraid to provide advice on business
issues: “We could be liable”

If a client is in trouble, negotiated agreements
can be reached, but it is the LO’s discretion.

—Engage in joint problem solving with
clients, especially in times of trouble

—No joint problem solving; only interact on
contractual terms

One of the most important evaluatiuon metric is
that loans must be collected on.

—Emphasize the trustworthiness of
clients: “most clients want to pay”

—Emphasize that clients can be devious:
“most clients want to shirk”

Finally, some loan officers exhibited enforcement styles
that are neither purely LL nor purely SL but present a
blend of both behaviors. Typically, these loan officers
attempt to modify their behavior according to the situa-
tion and their interpretation of a client’s behavior. They
were labeled as “undefined.”

The typology was presented to the three regional
managers who supervise loan officers. These managers
closely interact with and evaluate the loan officers and
consequently know them well. In separate sessions, each
manager was first asked to validate the typology, and
they all confirmed that it was intuitive and described loan
officer styles effectively, which confirms its face valid-
ity. Then, each manager was presented with the roster of
loan officers and was asked to code each loan officer as
SL, LL, or undefined. The basis for the categorization
was strictly a loan officer’s enforcement style and not his
or her effectiveness. Of the 711 loan officers, 235 were
labeled as SL, 233 as LL, and 243 as undefined. Inter-
rater (intermanager) reliability was approximately 80%.5

To ensure that this classification captures loan offi-
cer enforcement styles rather than other characteristics
that may correlate both with the loan officers’ perfor-
mance and managers’ perceptions of them, I conducted
a number of tests presented in Table A.1 of Appendix A.
Specifically, across enforcement styles, I compared loan
officer experience, turnover, training experience, and
the trajectory within the firm. I also compared other
observable characteristics including educational attain-
ment, age, marital status, and gender. Finally, I com-
pared average loan values and interest rates by type. The
results of these tests confirm that managers coded loan
officers according to their enforcement style, rather than

other characteristics. Appendix A contains more infor-
mation concerning construct development as well as the
steps I took to assess construct validity. These additional
comparisons across loan officer styles also emphasize
that the difference in behaviors has nothing to do with
the loan officers’ disposition toward or concern for their
clients. Rather, it is based on different theories of what
defines better client management.

These measures are then translated into two sets of
variables, summarized in Table 3. The first set includes
SL, LL, and undefined dummy variables for the loan
officer who manages each loan. These variables cap-
ture the loan-level effects of an officer’s enforcement
style. The second set calculates, for each branch, the
proportion of loan officers from each type. They are rep-
resented by the variables Branch %SL (mean = 0034,
SD = 0017), Branch %LL (mean = 0030, SD = 0016),
and Branch %U (mean = 0036, SD = 0017). These mea-
sures leverage exogenous variation in the prevalence of
each enforcement style at the branch level to proxy for
the organizational effects of leaning more heavily toward
a particular model. That is, they describe how the per-
formance of a loan is affected by the enforcement style
that prevails in the branch that generated it.

The branch is a valid level of analysis for several rea-
sons. In MFIs, as in commercial banks, branches are
opened to cover a specific geography. Once established,
a branch is granted control over a strictly delineated mar-
ket to ensure that branches within the same MFI do not
compete for the same clients. Branches are created fol-
lowing a fractal strategy, where each is expected to be a
self-sustaining unit with tellers, a branch manager, loan
officers, and a standardized corporate image. Branch
managers are responsible for their branch’s goals and
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Table 3 Variables and Descriptive Statistics

Variable Description Mean SD Min Max

Business loan Dummy variable; takes the value of 1 for incorporated firms and 0 for
individual lenders with unregistered businesses

00000 00016 0 1

Branch %LL Percentage of loan officers within a branch who follow a letter of the
law enforcement style

00301 00169 0 1

Branch %SL Percentage of loan officers within a branch who follow a spirit of the
law enforcement style

00347 00163 0 1

Branch %U Percentage of loan officers within a branch who follow an undefined
enforcement style

00352 00181 0 1

Changed officer Dummy variable; takes the value of 1 if the loan officer was rotated
during that loan cycle

00253 00435 0 1

Client tenure Number of loan cycles the client has had with the firm 50701 50154 1 40
Female Dummy variable; takes the value of 1 for female clients 00624 00484 0 1
First loan Dummy variable; takes the value of 1 if this is the client’s first loan

cycle with the firm
00232 00422 0 1

Group loan Dummy variable; takes the value of 1 for group loans 00150 00357 0 1
Interest ratea Yearly interest rate charged 800122 60475 58 96
Letter Dummy variable; takes the value of 1 if the loan is managed by a

letter of the law loan officer
00327 00469 0 1

Loan amounta Size of the original loan, in thousand pesos 80925 80561 0.50 50
One missed payment Dummy variable; takes the value of 1 if there has been a missed

payment in the loan cycle
00333 00471 0 1

Past delinquency Total number of previous loan cycles where the client has missed a
payment

10083 10525 0 14

Payment duea Size of scheduled payments, in thousand pesos 10114 10924 0 20
Payment frequency Days between scheduled loan payments 150545 140423 7 86
Restructured loan Dummy variable; takes the value of 1 if the loan has been

restructured
00006 00074 0 1

Spirit Dummy variable; takes the value of 1 if the loan is managed by a
spirit of the law loan officer

00330 00470 0 1

Time Minutes of commute required to go from headquarters to the branch
that issued the loan

550600 190856 1 605

Three missed payments Dummy variable; takes the value of 1 if a third payment is missed 00115 00319 0 1
Two missed payments Dummy variable; takes the value of 1 if a second payment is missed 00168 00374 0 1
Undefined Dummy variable; takes the value of 1 if the loan is managed by an

undefined loan officer
00342 00474 0 1

aThe log of these variables is used in the analyses.

metrics, which they negotiate with central management.
In exchange for this responsibility, they are granted rel-
ative autonomy and independence within their branch.
For loan officers, the vast majority of their relationship
with the MFI happens within the branch. They start and
end their day there, make all credit decisions in branch-
level credit committees, and report only to their branch
manager. In fact, loan officers only visit company head-
quarters every three or six months. More generally, and
for similar reasons, using branches or local markets as
units of analysis to compare within-firm performance is
a standard practice, for example, in finance (e.g., Canales
and Nanda 2012), organization theory (e.g., Bradach
1997), and randomized control trials (e.g., Karlan and
Valdivia 2011).

I include three classes of control variables, as described
in Table 3. First, I control for loan-level characteris-
tics, including its size in thousands of pesos (mean =

8.925 (logged), SD = 10043, range = 0.5–50); client gen-
der (mean = 00624, SD = 00484); days between sched-
uled loan payments (mean = 150545; SD = 140423,

range = 7–86); whether the loan has been issued to
a group (mean = 0015, SD = 00357); the annual-
ized interest rate charged (mean = 800122, SD = 60475,
range = 58–96); and a count of the total number of
previous loan cycles the lender was delinquent on
(mean = 10083, SD = 10525, range = 0–14). I include
these controls because they all have been shown to influ-
ence microcredit performance (Armendáriz de Aghion
1999, Field and Pande 2008, Jain and Mansuri 2003,
Stiglitz 1990, Varian 1990). Second, I consider a
client’s history with the MFI, including whether this
is the client’s first experience with a loan, which is
important, given that for many clients microfinance is
their first exposure to financial products (mean = 00232,
SD = 00422); whether a loan was restructured, which
might signal that a client has experienced exogenous dif-
ficulties (mean = 00006, SD = 00074); as well as the
number of loan cycles the client has had with the MFI,
as a proxy for experienced and valuable clients (mean =

50701, SD = 50154, range = 1–40). Third, to account for
geographic factors that may have a bearing on both the
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key predictors and outcome measures, I include branch
and year fixed effects as well as a measure of the com-
muting time in minutes from the headquarters office to
the branch that issued a loan to account for the possibility
that more remote branches have less supervision (Time:
mean = 550600, SD = 190856).

Finally, in the relevant specifications, I include loan
officer fixed effects to ensure that the branch-level effects
I document are not attributable to unobserved, time-
invariant loan officer or loan recipient characteristics.6

These data were combined in an inductive process
that incorporates quantitative and qualitative data (e.g.,
Fernandez-Mateo 2009, Petersen and Saporta 2004).
Themes and patterns emerged from different types of
data at different points of the research process, and I iter-
ated between qualitative and quantitative data to arrive
at the key contributions of the paper. Qualitative data
provided the initial themes and theoretical puzzle; the
recognition of the key sources of tension within MFI
rules; and an understanding of the effects of actual enact-
ment of organizational practices on branch, loan offi-
cer, and client dynamics. Quantitative data allowed me
to evaluate the performance implications of the patterns
I observed on the ground through multivariate analy-
ses, which were followed by additional interviews and
observations to uncover the mechanisms that explain
their results.

I will first turn to the qualitative data and the tensions
they revealed inside MFI organizations.

Policies, Practices, and Flexibility in
Microfinance
Microfinance institutions emerged to provide unbanked
populations with formal financial services to replace
loan sharks, informal savings groups, or clientelistic
government programs. Microfinance is now a $85 billion
industry with more than 150 million clients worldwide
(Daley-Harris 2009). The premise is that efficient liq-
uidity sources allow destitute populations to work them-
selves out of poverty (Morduch 1999). For newcomers,
it is often shocking that a service that ostensibly seeks to
help the poor charges seemingly predatory interest rates.
In the MFIs I observed, yearly rates ranged between
40% and 100%. To practitioners, this only reflects the
central truth of microfinance: it is costly. Certain activi-
ties are required to place and service a loan of any size,
but the revenues are a direct function of loan amounts,
which in microfinance are minuscule. In addition, micro-
finance clients are often poor, unbanked, and live in
remote locations. Microfinance thus entails not only sig-
nificant search costs but also intense and costly monitor-
ing of clients by loan officers. This creates pressure to
find economies of scale and reduce labor costs:

Skeptics of microfinance say it cannot work because it
costs as much to lend one million pesos as to lend 100

(but you collect less revenue from 100). They are only
partially right. In fact, it costs much more to lend only
five pesos 0 0 0 0 There is no way we can follow a tradi-
tional lending model, the costs are just too high, so either
the client or our donors would have to absorb them. With-
out automation 0 0 0of decisions, we are doomed to fail.

(General manager, Rural)

As a result, MFIs require significant scale to pro-
vide sustainable services (Christen et al. 1995). This has
generated a dual pressure for MFIs—from their depen-
dence on outside resources and the need for scale—to
adhere to strict norms of efficiency and financial perfor-
mance (Dugan and Goodwin-Groen 2005). In addition to
these cost realities, microfinance is intended to provide
an alternative to government patronage and local mon-
eylenders. It is designed to be a life-altering service for
destitute clients, so MFIs worry deeply about fairness
and standards of care:

The last thing our clients need is yet another situation
where they feel exploited or like they are asking for
favors 0 0 0 0 So they should know that, regardless of which
branch they go to or who their loan officer is, the same
standards [of service and credit analysis] will apply 0 0 0 0
A big part of what we do is helping clients realize that
they are credit worthy and they can demand professional
services. (CEO, Urban; emphasis in original)

This creates a moral commitment to fairness, and it
makes MFIs even more accountable to their employees,
their donors, and regulatory agencies, all of which
exercise intense oversight. Indeed, with the success
of increasing numbers of MFIs, private investors have
flowed in heightening market awareness and intensify-
ing the focus on efficiency and profitability.7 An illus-
tration of the pressures to conform is the number
of international organizations that track MFIs around
the world, providing periodic reports on best practices
and benchmarks.8 Investors and donors have come to
rely heavily on such benchmarks to judge potential
investments and demand that MFIs adopt similar lend-
ing structures across markets, as this CEO continued
explaining:

Every month, as soon as MixMarket updates its metrics,
I start getting calls from investors 0 0 0 0 It was a nightmare
when Compartamos issued its IPO [initial public offer-
ing] prospectus [with all their cost information], we spent
weeks justifying the cost differentials 0 0 0 0 [Our investors]
expect us to be the leaders, to have the best technology
to reduce costs and track clients.

The need for standardization, equality of service, and
cost reduction has led MFIs to develop strict lending
standards and control mechanisms. In particular, policies
aim at reducing the complexity and cost of loan offi-
cer work. Loan officers are the primary point of contact
with clients and manage every element of a loan’s
process: they recruit and evaluate clients, which entails
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visiting them in their home or business. Once there, offi-
cers should gather—and verify—relevant credit informa-
tion, including family income, business and household
expenses, and credit references. They also are expected
to perform a credit analysis, produce a credit recom-
mendation, and run it through the branch credit com-
mittee. If the loan is approved, the loan officer informs
the client and provides all the necessary information for
the disbursement of the loan. The officer then super-
vises loan repayment. Should a client miss a payment,
loan officers are expected to ensure collection through a
progression of increasingly aggressive strategies. When
a loan reaches maturity, the loan officer is expected to
renew it—ideally, increase the amount—for clients in
good standing. In addition, the loan officer is expected
to “sell” other products such as home insurance to good
clients. On top of this, loan officers must participate in
credit committees, provide daily updates of their clients
in the MFI’s systems, and train incoming loan officers.
It is a complex array of activities that is performed in
remote areas, often requiring average daily commutes of
four hours or more.

The importance, amount, and complexity of loan
officer work have led MFIs to develop increasingly
sophisticated tools: detailed credit manuals, operating
procedures, training programs, accounting and manage-
ment information systems, and statistical tools for actu-
arial judgment, all of which follow international best
practices. Credit manuals, for example, set clear poli-
cies on the size of new loans as a multiple of client
cash flows (for individual loans) or saving capacity (for
group loans), potential loan increases or eligibility for
new products as a function of initial repayment behav-
ior, and collection procedures that adjust as a function of
number of missed payments. These policies have been
standardized and automated to the point that loan offi-
cers carry handheld computers so that they can input a
client’s information and instantaneously obtain a policy
prescription for the situation.

These advances in the standardization and automa-
tion of decisions, however, inevitably run against the
nature of microfinance, where every transaction happens
between loan officers and clients who often have little
experience with the financial sector, have little verifiable
financial information, and live with economic uncer-
tainty. As a result, just as managers develop increasingly
sophisticated policies, they are also aware that, to some
extent, field agents will routinely encounter situations
that fall outside the purview of the rules:

They have procedures to guide them, but at the end of the
day [branch managers] determine what happens at their
branch, they are the bosses there 0 0 0 and they understand
the importance of loan officers 0 0 0who are the bosses of
their clients’ performance. (Risk manager, Rural)

Thus, the same complexity of loan officer work
that has resulted in the creation of all these policies

also ensures that loan officers will retain discretion on
whether, when, and how to enact them:

[Managers] here will tell you that officers work with the
company’s technology, which 0 0 0 tells you whether or not
to give a loan and for what amount 0 0 0 0 But [it is the
officer] who gives out the loan. You can manipulate the
machines and policies. You go through the entire analytic
process and, at the end, if you trust the client and believe
in her, you give her the loan. Maybe the liquidity index
will not be enough [according to the rules] but if you
believe in her, you will “help her out” [quotation marks
gestured] and you will take the risk with her.

(Loan officer, Rural)

Not surprisingly, managers are aware of the need
for discretion. Every rule is often questioned, bent, or
broken by loan officers with the endorsement of their
managers—except for corrupt or dishonest behavior—
and managers justify this endorsement by arguing that
given the social, economic, and cultural boundaries that
exist between clients and the MFI, policies often miss
elements that are relevant:

Officers are information brokers. They have access to
information on each of their clients 0 0 0 0 They can use
that information to determine the moral and economic
solvency of new prospects, to detect when a client
is in trouble, and to be more effective when they
need to collect 0 0 0 they have seen what works and what
doesn’t 0 0 0 0 They know who does what and who knows
who. When officers use that information to benefit a
client, they can make a big difference.

(Regional manager, Urban)

As an example of the use of discretion, consider what
happens when a client misses a payment. In the broader
credit world, loan delinquency is interpreted as a sig-
nal that a client is not creditworthy and weighs heavily
in the client’s credit history. In accordance, MFIs take
delinquency seriously and have developed strict policies
to address it. Loan officers are thus expected to collect
the loan following contractual terms. In microfinance,
however, the signal of a missed payment can be noisier.
It can reveal low creditworthiness, but it can also reflect
an exogenous event that left a client with no choices.
MFI clients are more sensitive to contingencies result-
ing from extremely limited assets, savings, or support
structures. For the more destitute, even a small contin-
gency such as a child’s illness can create a downward
spiral. Loan officers can use their discretion to benefit
clients. Putting pressure on a trustworthy but troubled
client often only leaves the option of informal moneylen-
ders who almost always create disastrous effects.9 When
a loan officer supports such clients through a restructur-
ing or a contingency loan, they are often able to get back
on their feet. At the same time, if a loan officer condones
a malicious delinquency, it not only makes that loan
unrecoverable but also can have a spillover effect, mak-
ing other loans in the area harder to collect. Ultimately,
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it is up to the loan officer to determine what lies behind
a delinquency and to propose which collection path to
follow, with potentially life-defining consequences for
the client. Thus, microfinance is an extreme version of
small business credit, where local responsiveness to soft
credit information gathered through embedded social ties
is particularly important (Berger et al. 2001, Canales and
Nanda 2012, Petersen and Rajan 1994).

Beyond clients, loan officer discretion can also impact
the organization. New products such as seasonal loans,
fixed asset loans, or business training as well as new
policies for handling collateral, officially allowing for
restructurings, or determining loan increases have all
been created through loan officers who broke the rules:

There are always policies that don’t match reality, either
because we did not get them right the first time or
because things are changing 0 0 0 0 For example, there is a
policy [to prevent overindebtedness] that says that clients
cannot increase their amount by more than 15% when
renewing a loan. We learned that this can be a stupid
policy when clients need a larger increase [for example]
to take advantage of a [supplier’s] promotion, as it only
pushes clients to seek a second loan elsewhere 0 0 0 so, the
loan officer breaks the rule. After a few exceptions are
made, we notice and we change the policy0 0 0 but the offi-
cers come up with the exceptions, not us.

(Regional manager, Rural)

Discretion thus occurs at two levels: loan officers
know that they can use discretion, and company man-
agers choose to keep it that way. It is also understood
in both its meanings: managers are discreet about loan
officer discretion, as they know discretion benefits the
organization but should not be advertised. This occurs
even in the most analytic parts of the process:

Take our credit scoring models, for example, 0 0 0we
treat them as trade secrets. We discuss them in board
meetings and we show our technology to our investors
and they love it. Do our loan officers stick to them
always? Of course not! 0 0 0 The field is not like this
office, it is messy and difficult to interpret. Our loan
officers 0 0 0 change a number here or there, they cut a cor-
ner once in a while 0 0 0 0 But we don’t advertise that 0 0 0 0
As long as they are finding and keeping good clients, it
is all good. Those guys need to do their job.

(Credit director, Urban)

For all this managerial praise of loan officer discre-
tion, it is not the case that MFIs follow an embedded
model of organization that is decoupled from an external
commitment to bureaucratic rationality. The vast major-
ity of MFI rules were developed as responses to salient
operational challenges and seek to improve efficiency.
Loan officers are expected to comply with rules, and
this expectation is clearly communicated through train-
ing courses and internal communications; the expecta-
tion of compliance is reiterated each time a new policy

is introduced. MFIs keep rules because managers have
seen them improve organizational performance:

My experience says that the best predictor of [client/
group] performance is the extent to which the loan officer
sticks to our methodology 0 0 0 0 These are tested methods;
that’s why they are called best practices. We are not just
being stubborn. In general, it is just more reliable to fol-
low the rules.

(General manager, Hybrid, emphasis in original)

Another reason why MFIs retain policies is that loan
officers can sometimes have better local information—
which could motivate exceptions to rules—but they often
ignore, underestimate, or misunderstand the systemic
effects of their actions. What may seem like a sensi-
ble exception at the local level can generate a second-
order effect that is detrimental to the organization or
misaligned with its broader strategy. If a loan is restruc-
tured, for example, depending on the terms, it may have
to be classified as unrecoverable according to legisla-
tion; this can impact the MFI’s capital reserves, even if
it increases the probability of recovering the loan in the
future. There are thus cases where a restructuring makes
sense locally but creates externalities that are invisible to
the loan officer. Similar tensions can emerge in broader
commercial or strategic issues.

The most important factors underlying the commit-
ment to policies, however, remain the economic and
operational challenges of microfinance:

Do you know how many officers I have to manage? And
how many clients that translates to? I just don’t have time
for this s—t [every loan officer making exceptions]. This
is not a Montessori school. Unless you have a damn good
reason not to, just follow the f— —g rule. Don’t create
unnecessary bulls—t. (Regional manager, Urban)

Managers thus have come to accept the reality of
discretion, but they do not necessarily like it. To the con-
trary, they often appear conflicted. In managers’ descrip-
tions, MFIs appear as clear examples of street-level
bureaucracies. In such organizations there is an undeni-
able need for centralized rules, yet client-facing agents
must exercise considerable discretion, they display sig-
nificant variation in the extent to which they comply
with rules, and the tensions between centralized bureau-
cracy and local responsiveness become especially salient
(Lipsky 1980, Piore 2011). The ensuing contradictions
create a substantial challenge, as discussed by a manager
at Hybrid:

A key challenge we face is that our policies can be too
rigid. They don’t allow us to capture all client needs and
situations 0 0 0 so loan officers must make sure that they are
fair [in policy enactment].

But, later in the interview, he said the following:

We need to be more disciplined. The branch managers
need to enforce the policies because otherwise all loan
officers decide outside the margins.
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A similar contradiction emerged while interviewing
Rural’s general manager:

One of our main advantages 0 0 0 is that we know when to
be flexible; we know when to make exceptions for our
clients 0 0 0 0 [Later in the interview] Our main challenge
right now is that we need to become more standardized
to control our growth. We have great policies that we
developed carefully but they are often not followed that
closely.

In fact, every one of the 20 managers interviewed con-
tradicted themselves, citing the need for standardization
on the one hand and the need for customization on the
other.10 One manager explained this well:

When you go to Starbucks, for example, you can order
your coffee exactly as you want it 0 0 0but Starbucks is
a completely standardized company. You feel like you
are getting a customized product, but you are not 0 0 0 0
You cannot order Strawberry Quik. The difference is that
there are only so many variables that can be tweaked. In
microfinance the variables are endless, so no matter how
hard we try, we can never fully standardize our opera-
tions even if we would like to. Our customers really need
Strawberry Quik sometimes, and it may be in our interest
to provide it. (emphasis in original)

The uniformity in managers’ acknowledgment of the
tensions did not translate into uniformity in how they
thought the organization could resolve them. During
manager interviews, I pointed out the apparent con-
tradiction in their statements and asked them how
the organization should address it. The answers var-
ied significantly, even though they revealed something
of a pattern. Some managers—often from client-facing
areas—suggested that MFIs should become more flex-
ible, encouraging a deeper understanding of clients
and providing loan officers with general guidelines and
ranges within which they should make decisions. When
asked what this would look like, several backtracked,
saying it would probably necessitate an unfeasible reduc-
tion in the number of clients per loan officer.

A second group—often from the risk or operations
side—suggested the opposite: MFIs should fine-tune
their policies more, eliminating all room for improvisa-
tion. For this group, loan officers lacked the experience
or vision to make reliable choices, so their activities
should be further subdivided, specialized, and scripted.
As they developed this vision, managers often reached
the conclusion that it would probably become impossi-
bly complex and dangerously rigid. A third group gen-
erally believed that the policies were mostly fine and
evolving, so they emphasized the need for a balance,
albeit through dramatically different means. A subset—
often from human resources—believed that loan offi-
cers should be recruited and trained better to behave
like professionals. They should be trained to know to
stick to policies most of the time but also diverge from
them (only) when necessary. For these managers, the

vision was problematic because the nature of loan offi-
cer work leads to chronically high levels of turnover
across the industry, so training costs would probably be
prohibitive. The contrasting subset—often from general
management—believed the organizations mostly per-
formed well through their policies and the systematic
deviance they generated, but the systems needed bet-
ter routines to identify patterns of divergence, learn
from them, and disseminate the lessons across the MFI.
For them, the challenge was how much divergence to
allow or encourage without entering a slippery slope or
exposing the organization to dangerous risks.

What became clear through these interviews is that
the MFIs did not have systematic evidence to inform
what managers identified as a critical debate within the
organization. Different areas of the three organizations
had different opinions about the sources and potential
solutions to the tensions but could not evaluate how the
different models would impact performance in the long
run. In particular, the above discussion reveals concerns
not only about the first-order effects of each model on
the organization—or which is more effective for han-
dling client interactions—but also about the second-
order effects—or whether a particular model might cre-
ate additional spillover effects for clients, employees,
and the broader organization. In all these respects, these
discussions mirrored organizational theory debates on
the performance implications of different organizational
models, both in their substance and in their questions.

Performance Effects of Enforcement Styles
First-Order Outcomes: Average Effect on Clients
To develop a better understanding of the performance
implications of the proposed alternatives, I ran a set of
quantitative analyses on Urban’s loan database. I used
loan officer enforcement style (spirit of the law, let-
ter of the law, and undefined; see Table 2) as a proxy
for the different models. For an observer, each style
clearly holds advantages and disadvantages, so it is hard
to predict which will be more effective. SL officers
are convinced that their strategy increases organizational
responsiveness, client commitment, and long-term prof-
itability. LL officers believe that bending rules for clients
creates inefficiencies, inconsistencies, and individual and
group moral hazard. Both claims seem legitimate, and in
fact, managers had a hard time predicting which enforce-
ment style, on average, would yield better results.

Table 4 begins to address this question. Panel A
presents basic cross tabulations of the percentage of
clients who miss at least one payment by loan offi-
cer enforcement style. Notice that the overall percentage
of clients who miss one payment is 33%, and 16.8%
miss two or more payments. The table also shows, how-
ever, that there is significant variation across enforce-
ment styles. Two main patterns are worth highlighting.
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Table 4 Cross Tabulations of Loan Officer Enforcement
Style and Contractual Delinquency by Frequency
Out of 100%

Delinquencies

Officer type One Two or more Three or more

Panel A: % delinquent by loan officer enforcement style
SL 3108 1303 803

4004665 4003395 4002765
LL 3004 1308 807

4004605 4003445 4002815
Undefined 3501 1908 1403

4004775 4003995 4003505
Total 3303 1608 1105

4004715 4003745 4003195
Panel B: z-Test of pairwise differences in proportions

SL vs. LL 609 302 302
4000025 4000025 4000015

SL vs. Undefined 19095 49057 5208
4000025 4000015 4000015

LL vs. Undefined 2408 39012 4108
4000025 4000015 4000015

Note. Standard errors are in parentheses.

First, loans administered by officers with an undefined
style show a significantly higher percentage of delin-
quency, and the gap between this and other styles widens
as clients miss subsequent payments. Second, whereas
loans administered by SL officers show a higher percent-
age of initial delinquency than LL loans (31.8% versus
30.4%, respectively), the pattern is reversed for the sec-
ond or third missed payments—the differences are small
but statistically significant, as shown in panel B. These
results suggest that, on average, SL officers tend to admit
clients with slightly higher risk profiles than LL offi-
cers but that, once a contingency occurs, SL officers are
better at managing it. Undefined officers seem to be sig-
nificantly worse at both selecting and managing clients.

The bivariate analyses suggest that loan officers
achieve significantly different repayment patterns ac-
cording to their enforcement style. To ensure that the
results are not spurious, Table 5 presents several multi-
variate analyses that account for the characteristics of
the loan recipient, the loan itself, and the environment
within which the loan was made. All models include
branch and year fixed effects to control for regional and
broader economic factors. I used a logistic specification
given the nature of the dependent variables. Model I
shows that both LL and SL officers tend to achieve
significantly lower delinquency rates than the omitted
undefined officers. Once I control for client and loan
characteristics, compared with the bivariate analysis, the
difference in delinquency rates between SL and LL offi-
cers is no longer significant. This again suggests that
SL officers recruit clients with a slightly riskier profile
but that, controlling for client characteristics, both types

perform equally well in preventing initial missed pay-
ments. Model Ib adds nuance to the picture, as it looks
at the probability that a client will miss two or more
payments after missing the first. Here, we see that SL
officers are better at bringing their clients back on track,
and the contrast with LL officers is statistically signif-
icant. In fact, SL officers lower the odds of a second
missed payment by more than a third (35%), whereas
LL officers lower it by a quarter. Models II and IIb look
only at undefined loan officers compared with the other
two, and we see that they are not only worse at pre-
venting initial delinquencies but also worse at managing
clients once they become delinquent. A loan managed
by an undefined loan officer has a 50% increase in the
odds of remaining delinquent. Table B.1 in Appendix B
shows the same models but using the probability that a
client will miss three or more payments as a dependent
variable, and we see that the patterns described continue
to widen.

Models III and IIIb bring further confirmation that SL
officers appear to be more effective at handling clients
than their counterparts. The models show that, even
though clients who have experienced a loan restructur-
ing in the past are twice as likely to become delinquent,
SL officers greatly mitigate that effect, almost cutting
the increase in those odds by half. In addition, repli-
cating the analyses with other dependent variables such
as loan renewal rates, loan amounts, increases in loan
amounts, and performance bonuses (not shown here for
the sake of brevity but available upon request) also indi-
cate that, individually, SL officers perform better and
manage clients more effectively than their LL counter-
parts and that LL officers, in turn, are significantly more
effective than undefined officers.

These differences in delinquency rates are not only
statistically significant but also economically relevant.
A loan managed by an LL or SL officer has almost 15%
lower odds of becoming delinquent than one managed
by an undefined officer (holding everything else con-
stant at their means).11 Once a client misses a payment,
moreover, SL officers lower the odds of a second missed
payment by more than a third (LL officers by a quar-
ter), which lowers the expected probability of a second
missed payment from 17% to 11%. They cut the odds of
a third missed payment almost in half (LL officers cut
them by about a third).

Loan delinquencies impact the organization in two
important ways. First, remember that loan officer labor
is the cost that MFIs worry the most about. According
to internal studies, after commuting and administrative
tasks, collecting from delinquent clients is a loan offi-
cer’s most time-consuming task. Any reduction in col-
lection activities can therefore increase a loan officer’s
ability to engage in revenue-enhancing activities such as
client prospecting and loan placement activities. Second,
and more significantly, legislation dictates that financial
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Table 5 Logistic Regression: One or Two Missed Payments

Model

Variable I Ib II IIb III IIIb IV IVb

Missed payments = One Two One Two One Two One Two

Spirit a −00130 −00444 −00129 −00441 −00202 −00852
4000095∗∗∗ 4000115∗∗∗ 4000095∗∗∗ 4000115∗∗∗ 4000285∗∗∗ 4000375∗∗∗

Letter a −00118 −00361 −00118 −00361 −00047 −00349
4000105∗∗∗ 4000135∗∗∗ 4000105∗∗∗ 4000135∗∗∗ 4000285∗ 4000365∗∗∗

Undefined a 00125 00411
4000075∗∗∗ 4000095∗∗∗

Restructured loan × −00291 −00276
Spirit a 4001285∗∗ 4001185∗∗

Restructured loan × −00062 −00016
Letter a −00139 −00127

Time Absorbed Absorbed
— —

Time × Spirit 00003 00014
4000015∗∗∗ 4000015∗∗∗

Time × Letter −00003 −00001
4000015∗∗∗ −00001

Constant −120371 −230657 −120498 −240076 −12037 −230658 −00818 −240295
4003105∗∗∗ 4004045∗∗∗ 4003105∗∗∗ 4004045∗∗∗ 4003105∗∗∗ 4004045∗∗∗ −3042 4200275∗∗∗

N 438,252 438,157 438,252 438,157 438,252 438,157 438,252 438,157
�2 48,030 33,735 48,031 33,719 48,021 33,707 48,027 33,826
F (Spirit = Letter ) 1015 32023 2006 3008 19015 85025
p-Value 00285 00000 00151 00079 00000 00000
LO effects No No No No No No No No

Notes. The dependent variable is dichotomous and takes the value of 1 if, within a loan cycle, a client has missed at least one payment
(two in the case of the b models). All models include branch and year fixed effects. Where indicated, models also include loan officer fixed
effects. In addition, all models include the following controls, which were omitted from the tables for presentation purposes and because
the coefficients are remarkably stable across the specifications (coefficients significant at the 0.01 level are in parentheses): Payment
frequency (−00022), log(Loan amount ) (0.813), log(Payment due) (−00772), log(Interest rate) (2.11), Female (−00025), Group loan (0.118),
Client tenure (−00137), Business loan (0.460), Past delinquency (0.417), Restructured loan (1.215), and First loan (0.379). Robust standard
errors are in parentheses. Clustering at the branch level does not change results.

aIn a dummy (1/0) metric.
∗p < 001; ∗∗p < 0005; ∗∗∗p < 0001.

companies must create capital reserves according to their
outstanding portfolio at risk. In Mexico, these reserves
increase dramatically with the days a loan has remained
delinquent. For example, when a delinquent loan goes
from 7 days in arrears to between 8 and 30 days, the cap-
ital reserves requirement quadruples from 4% to 15%.
Between 30 and 60 days, the requirement doubles yet
again to 30%, and so forth. For an MFI with a loan port-
folio of around US$100 million (the three companies
studied were larger than this), an overall portfolio delin-
quency profile similar to the one displayed in Table 4
(in the “Total” row) would require capital reserves of
around US$6.5 million. In contrast, a total portfolio that
mirrored the delinquency profile of only SL loan officers
(the SL row in Table 4) would require only US$5 mil-
lion, whereas a portfolio that mirrored the delinquency
profile of only undefined officers would require close
to US$8 million. Every decrease in the percentage of
delinquent loans—especially, every decrease in the time
they remain delinquent—thus has a direct bearing on the
amount of capital that must be reserved.

Although not a direct cash outlay, idle capital is
extremely expensive for an MFI. A conservative finan-
cial company would leverage its capital eight times; it
borrows against its equity to provide loans. Therefore,
every dollar in idle capital constitutes potential lost rev-
enue on nine dollars in loans. Given that MFIs charge
relatively high rates and can turn around their capi-
tal several times per year, every US$1 million in capi-
tal reserves can represent several million dollars in lost
yearly revenue.

So far, the results support the notion that the relational
model followed by SL officers is more effective. Mod-
els IV and IVb, however, highlight a potential limit to
this. They show that the average performance of SL offi-
cers worsens with every additional minute added to their
commute from the central office to the branch office. The
coefficients not only make sense but also substantiate
managerial ambivalence toward divergence from rules:
its effectiveness seems contingent on closeness to man-
agerial supervision. They also bring additional weight to
interviewees’ concerns about the broader organizational
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implications of SL behavior and about adopting it as the
central enforcement model.

Second-Order Outcomes: Aggregation Effects
on Branches
Table 6 presents models that include the relative concen-
tration of different enforcement styles within branches
to proxy for the second-order organizational effects of
favoring one model over the other. The question is
whether favoring one model over the other not only
impacts the immediate client relationship but also has
additional spillover effects on other clients, employees,
and the organization. It is important to remember that
all models include branch and year fixed effects, so the
results reflect the performance effects of within-branch
changes in the concentration of loan officers with a par-
ticular enforcement style. Model V shows that, as we
would expect from previous results, there seems to be
a positive relationship between the percentage of SL
officers within a branch and the performance of a loan
issued by that branch. The coefficient shows that, when
a branch has a higher proportion of SL officers, all loans
that were issued by that branch are less likely to become
delinquent. Model VI, however, shows that this relation-
ship is highly nonlinear. In fact, whereas adding one
SL officer to a branch generally improves loan perfor-
mance, the effect of an increase in the concentration of

Table 6 Logistic Regression: One Missed Payment

Model

V VI VII VIII IX X XI

Branch %SL −00937 −30296 −00957
4000365∗∗∗ 4001165∗∗∗ 4000575∗∗∗

(Branch %SL)2 30383
4001595∗∗∗

Branch %LL −0026 00875 −00411
4000375∗∗∗ 4001115∗∗∗ 4000605∗∗∗

(Branch %LL)2 −10951
4001815∗∗∗

Branch %U 00803 00005
4000305∗∗∗ −00119

(Branch %U )2 00885
4001285∗∗∗

Branch %SL × −00472
Branch %LL 4002045∗∗

Constant −110259 −100645 −100967 −110198 −110263 −100943 −100794
4002675∗∗∗ 4002685∗∗∗ 4002695∗∗∗ 4002705∗∗∗ 4002665∗∗∗ 4002705∗∗∗ 4002695∗∗∗

N 433,925 433,925 433,925 433,925 433,925 433,925 433,925
�2 52,861 53,244 52,151 52,218 52,649 52,650 52,889
LO effects No No No No No No No

Notes. The dependent variable is dichotomous and takes the value of 1 if, within a loan cycle, a client has missed one payment or more. All
models include branch and year fixed effects. Where indicated, models also include loan officer fixed effects. In addition, all models include
the following controls, which were omitted from the tables for presentation purposes and because the coefficients are remarkably stable
across the specifications (coefficients significant at the 0.01 level are in parentheses): Payment frequency (−00022), log(Loan amount )
(0.813), log(Payment due) (−00772), log(Interest rate) (2.11), Female (−00025), Group loan (0.118), Client tenure (−00137), Business loan
(0.460), Past delinquency (0.417), Restructured loan (1.215), and First loan (0.379). Robust standard errors are in parentheses. Clustering
at the branch level does not change results.

∗p < 001; ∗∗p < 0005; ∗∗∗p < 0001.

SL officers becomes detrimental once more than two of
them are present. This result was confirmed with two
additional analyses not shown here but available upon
request. First, I ran quantile regressions, splitting the
sample according to the relative concentration of SL loan
officers in a branch. These analyses showed that, for
concentrations below 50%, additional SL loan officers
improved branch performance. Once the concentration
of SL loan officers in a branch exceeded 50%, however,
the coefficient for additional SL loan officers flipped in
sign—and increased in magnitude at higher concentra-
tions. Second, I replicated these analyses using the log
of Branch %SL (and its interaction with Branch %SL)
to test whether the negative quadratic term in model VI
reflects a true flip in the sign or simply a flattening
of the slope (with larger standard errors). This second
analysis confirmed that the sign actually flips for higher
concentrations of SL loan officers. Tables B.2 and B.3
in Appendix B replicate the analyses with the second
and third missed payments, respectively, as a dependent
variable, and they show that the quadratic effects of a
concentration of SL officers are still present but are rel-
atively smaller. This suggests that a high concentration
of SL officers mainly affects the probability that the
first payment of a loan will be missed. This signals that
such a concentration results in lower standards for grant-
ing credit, and it also signals that some of those riskier
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clients are then brought to perform through better client
management.

Models VII and VIII provide an interesting contrast
for LL loan officers. Model VII shows that a higher con-
centration of LL loan officers is also beneficial for a
branch. Model VIII shows that the effect is also nonlin-
ear, but the pattern is the opposite of the one observed
for SL officers. Here, the first LL loan officer decreases
branch performance, but every additional LL loan officer
proves beneficial. These results were confirmed through
the same robustness checks as above. Tables B.2 and
B.3 once again provide interesting depth to the results.
They suggest that although an increased concentration of
LL officers in a branch decreases the likelihood that a
client served by that branch will miss a first payment,
it actually increases the probability that a client who
has already missed a payment will miss two or more.
This supports the intuition that a higher concentration
of LL loan officers creates more stringent controls when
selecting clients but lowers overall effectiveness in man-
aging their needs. Models IX and X in Table 6 and in
Tables B.2 and B.3 show that additional undefined loan
officers always make a branch worse off. This suggests
that using loan officers who do not have a consistent
approach is not a productive strategy for the organization.
To help interpret these results, Figure 1 displays how the

Figure 1 Bivariate Plots: Change in Probability of Delinquency vs. Branch-Level Concentration of Type
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branch-level concentration of loan officers of a particu-
lar type affects the probability that a loan issued by that
branch will become delinquent—controlling for every-
thing else. The x axis plots the percentage of loan officers
within a branch who follow the respective style, and the
y axis plots the corresponding effect on the probability
that a loan issued by that branch becomes delinquent.

Finally, Model XI in Tables 6, B.2, and B.3 reveals a
striking result: the interaction between the relative con-
centration of SL and LL types is highly negative and
significant. This suggests that an increase in the con-
centration of SL or LL types within a branch is pro-
ductive as long as it is balanced by an increase in the
concentration of the other type (interactions with unde-
fined loan officers decrease performance). Combining
the results of Models VI to XI, we observe that the
best-performing branches are those that have an equal
proportion of SL and LL officers, creating diversity in
enforcement styles—or discretionary diversity. Put dif-
ferently, the models suggest that the best strategy would
be to distribute SL and LL officers in equal propor-
tions across branches. Other types of branch-level diver-
sity, such as loan officer gender, age, or education, have
no impact on loan outcomes. When the same models
are run with the concentration of different loan offi-
cer types at a different level of analysis—at the region
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Figure 2 Predicted Probability of Delinquency by Branch %SL and Branch %LL When Covariates Are at the 20th (a) and 80th (b)
Percentiles
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or zone level, for example—the results no longer hold.
Thus, discretionary diversity only affects loan perfor-
mance at the branch level. The effect seems to come
from a branch’s ability to manage more complex clients.
Figure 2 shows the relative effect of the interaction coef-
ficient for clients with a low (Figure 2(a)) or a high
(Figure 2(b)) risk profile as predicted by the control and
independent variables. The panels show that the inter-
action effect is much larger for high-risk clients. Put
differently, branches that contain discretionary diversity
are able to harvest riskier clients—and thus reduce their
vulnerability—profitably. As an additional and impor-
tant robustness check, Table B.4 in Appendix B runs
the same models but includes loan officer fixed effects
to ensure that the results are not driven by unobserved
time-invariant loan officer characteristics but are only
attributable to their enforcement styles.12

Discussion: Discretionary Diversity
and Organizational Performance
in Microfinance
As discussed above, managers in MFIs debate whether
additional standardization or flexibility would yield bet-
ter results or whether improved mechanisms for man-
aging a balance between the two would be best. The
systematic analysis of the first- and second-order effects
of the different models provides important insights to
the debate. First, an increased focus on centralized
policies improves organizational performance through
tighter lending standards that decrease the probability
of an initial loan delinquency. There is evidence, how-
ever, that these benefits are achieved at the cost of

a lower ability to manage client needs. In contrast, a
stronger commitment to flexibility through embedded-
ness allows loan officers to handle client needs more
effectively and, in the process, improve organizational
policies. These advantages, however, require additional
managerial supervision, which is extremely costly, and
also yield slightly higher credit risks.

Given the complementary benefits and costs of each
of these models, it is not surprising that a combination
of both alternatives makes sense. However, the evidence
does not support the notion that this blending should
be done at the individual loan officer level. The data
reveal that, on every dimension, loan officers who blend
enforcement styles perform worse than their peers. In
contrast, the data show that branches with discretionary
diversity—that is, a balance in the proportion of loan
officers with opposing enforcement styles—attain the
benefits of both models without suffering the costs. Both
of these results merit additional discussion.

Loan Officers and (the Difficulty of)
Clinical Judgment
There is no reason why, ex ante, we should expect unde-
fined officers to perform much worse than their peers.
A number of managers actually anticipated the oppo-
site. The expectation was well founded, as it is not the
case that all undefined loan officers underperform, even
if on average they do. There are plenty of loan officers
from each type among the ranks of the best- and worst-
performing officers—these are also the most visible—so
managers can find examples of high- or low-performing
loan officers to confirm a bias.
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The puzzling result can be explained by looking at
both sides of an undefined loan officer’s experience:
her clients and the organization. From the client’s per-
spective, it is well documented that, beyond external
social pressure or fear of legal reprisals, the prospect
of future loans provides the strongest motivation for
microfinance clients to repay (e.g., Gine et al. 2010,
Morduch and Armendáriz de Aghion 2005). For clients
who lack any type of insurance and who live on a day-
by-day basis, the ability to tap into additional liquidity
is a valuable asset that they protect tenaciously. This
requires complying with what is expected of them to
“succeed” as clients. In line with this, loan officers (and
their managers) often described that a significant part of
their work is to “educate” clients on what it means to
have a credit relationship with the organization. Simi-
larly, clients—especially those without a previous credit
experience, but even those who had loans with sev-
eral organizations—often discussed the relief (or anxi-
ety) caused by having a clear (or unclear) sense of what
their assigned loan officer expected of them. Officers
who either always stick to contractual terms or always
privilege relational aspects provide clear expectations for
clients. In contrast, loan officers who shift behaviors are
less likely to send a clear message to clients. More gen-
erally, consider that the trust, personal knowledge, and
reciprocity that allow relational approaches to provide
better information and soft enforcement mechanisms can
be easily undermined with, say, the threat of litigation.
Conversely, the deterrent effect of a formal contract that
threatens legal action can be severely undermined if an
unexpected exception is made. For all these reasons,
loan officers who stick to a given style are better able
to establish stable and consistent exchange relationships
with their clients.13

From the point of view of the organization—and more
in line with the scope of this paper—it is useful to con-
sider what is required for a loan officer to successfully
blend styles. As described above, managers who argue
for blending at the loan officer level suggest that agents
should be able to stick to the policies most of the time
but also recognize when exceptions are necessary. For
this to work, loan officers would need the ability to oper-
ate in a standardized manner yet identify clients who
have specialized needs, establish a different type of rela-
tionship with (only) them, and determine whether an
exception is warranted. This is similar to the clinical
judgment expected from professionals—and some loan
officers clearly exercise it effectively, as evidenced by
their presence within the top ranks. The question, how-
ever, is whether MFIs can expect loan officers, on aver-
age, to exercise clinical judgment reliably. Profession-
als develop reliable clinical judgment through training,
status, and robust support structures. But MFIs do not
have the time, resources, or structure required to sup-
port a professionalized workforce. The training and expe-
rience required to develop clinical judgment is at odds

with the realities of microfinance, where economic pres-
sures constrain investments in the workforce, the grueling
nature of the work creates chronic turnover throughout
the industry, and loan officer work traditionally receives
low status. Under these conditions, MFIs cannot system-
atically rely on loan officers’ judgment. Yet this does not
change the reality that loan officers do exercise discretion
and often have to use their judgment, nor does it change
the fact that MFIs need the benefits that loan officer dis-
cretion can bring. It does, however, emphasize the need
for structural mechanisms that can reliably constrain loan
officer discretion to productive outcomes.

Discretionary Diversity and the Sources of
Productive Tension
The challenge for an MFI, as previously discussed, is
that discretion necessarily occurs at the level of loan offi-
cers, but they lack the training, resources, or status to
exercise clinical judgment reliably. Yet we observe that
branches with discretionary diversity capture the benefits
of embedded loan officers while limiting the potential
costs of their behavior. We also observe that other forms
of diversity (gender, age, tenure), or discretionary diver-
sity at levels other than the branch (region, zone), fail to
deliver these benefits. The question, then, is how discre-
tionary diversity interacts with branch-level structures to
generate these beneficial effects.

Interviews and ethnographic observation revealed that
the effects had as much to do with the process through
which decisions are made within branches as with dis-
cretionary diversity. Put differently, the value of discre-
tionary diversity was only realized through branch-level
decision structures. The converse is also true: branch-
level decision structures only attained their full potential
when discretionary diversity created productive dissent
within them. The observation of this interaction between
decision structures and discretionary diversity yielded
insights that not only help explain the puzzling results
but also enrich theory in important ways.

Credit decisions at Urban, Rural, and Hybrid are pro-
cessed through branch-level credit committees that typ-
ically include all loan officers and the branch manager.
In general, loan officers can process simple decisions
individually or, when required, in one-on-one discus-
sions with the branch manager. These decisions include
“automatic” loan renewals (a client who repaid a loan
successfully and wants to renew the loan), initial col-
lection efforts (when a client has been delinquent for
only a few days), and client prospecting. More complex
decisions, however, must be presented to the commit-
tee. These include new loan approvals, significant loan
increases, and more complex collection cases (e.g., when
a loan officer wants to propose a loan restructuring).
Loan officers retain much discretion in these decisions—
they choose how to present the information and their
voice carries substantial weight—but they must process
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decisions with their peers. There is a standard proce-
dure for running credit committees, presenting individual
cases, and approving loans that includes specific scripts
and templates that loan officers are expected to follow.
Like all other policies, however, there is significant vari-
ation in how the committees are actually enacted.

In particular, as I observed committee meetings (25 in
total) and sat through the hundreds of decisions made
through them, two patterns became apparent. First, SL
and LL loan officers had different ways of conceptual-
izing and presenting cases to the committee. LL officers
stick to the templates: they present the technical facts
about each case, including the financial information and
the documentation (e.g., pictures, legal documents) that
support the case. Although SL officers collect similar
information (much of it is required), they present their
cases privileging details and stories about their clients:
how they became clients, how they want to use the loans,
or who recommended them. The second, more impor-
tant pattern is that committees varied drastically across
branches in the types of interactions they generated and,
in particular, in the amount, contentiousness, and depth
of discussion around the cases. My observation of these
patterns was well summarized by a regional manager,
who explained why some committees were much more
productive than others:

In some branches, all the officers are very analytic, so the
committees become like p— —g contests, they just try
to prove to each other who is better at calculating finan-
cial ratios or running credit analyses 0 0 0 0 This becomes
costly because many good loans are rejected, or they can
be too aggressive on collections. [But] if all the loan
officers are only thinking about pleasing their clients,
then the committees become like lovefests, where every-
thing is approved 0 0 0 0 These teams can start taking stupid
risks 0 0 0 0 Ideally, you have voices that push everyone to
be rigorous in their analyses 0 0 0 but you also want voices
that put a face on each file, that remind others that we
are here to help clients. (Regional manager, Hybrid)

What makes credit committees effective, therefore, is
the productive tension that can arise between loan offi-
cers who focus on different elements. For example, I
have documented how SL loan officers routinely obtain
additional client information through relationships. For
an SL loan officer who usually operates through per-
sonal trust, however, it is difficult to gauge when an
exception oversteps the boundary of justifiability. For SL
loan officers, exceptions made to help good clients are
always appropriate, which hinders their ability to deter-
mine whether they are organizationally justifiable. When
SL loan officers interact only with like-minded SL offi-
cers, organizational standards can drop from the picture:

There is a branch where I just have to fire all the loan
officers 0 0 0 0 They have incredible relationships with their
clients, which lets them perform well, but it is amazing;
they rely so much on relationships that they literally no

longer know how to do credit analyses 0 0 0 0 They started
down a path that is making them take bad credit risks 0 0 0 0
Bad credit analysis sooner or later catches up with you.

(Zone coordinator, Urban)

Consider the following prototypical interaction
between two SL officers:

SL1: 0 0 0 I ran the numbers and the financial ratios look
OK for the loan increase, and the client is very excited
about expanding the store. [Shows picture in projector.]
She wants to add a new counter, right there 0 0 0 0

SL2: Is this the store that is next to the fruit stand? I know
this place. Isn’t she friends with my client, Mrs. Canseco?
I have heard good things about the store!

SL1: Actually, Mrs. Canseco is listed as a reference. The
store seems to be doing well, and this client is solid; she
is morally solvent 0 0 0 0

[Field notes: SL1 did not use the template and did not
present any of the financial ratios as instructed. The com-
mittee moved rapidly to next case, approving the loan
increase.]

During credit committees, loan officers who are rule
oriented can push back and ensure that exceptions
meet organizational standards. This forces SL loan offi-
cers to justify their exceptions according to the princi-
ples behind existing policies. Notice the difference in
this prototypical interaction between SL and LL loan
officers:

SL1: 0 0 0This client had a clean record in all the previous
loans, but she was having a bad sales month and now part
of her merchandise was stolen, so she fell behind 0 0 0 0
I want to restructure the loan, with this new payment
schedule. [Shows slide, removes within seconds.] She
really needs the help, her kid is still not well, and 0 0 0 0

LL1 [interrupts]: Wait, go back to the payment schedule.
That doesn’t seem right. Show me the ratios again. Why
aren’t you including the recurring medical costs in the
expenses there? That liquidity index is not going to work.
She cannot make those payments.

SL1: What are you talking about? This is a solid client;
of course she will repay! [To LO3] You know her, right?
She recommended other clients to you 0 0 0 0

LL1: She can be a saint for all I care; those numbers are
not going to work. [Discussion continues for 10 minutes.]
I hear you [on wanting to help her], but I am telling
you that your cash flow does not work, so you need to
negotiate a different schedule with her; otherwise, you
will be presenting her case again in two months.

[Field notes: The manager intervened and sided with LL1
after more discussion. SL1 was instructed to calculate
more conservative financials, draw up a new repayment
schedule, and negotiate it with the client.]
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The opposite is also true. When LL loan officers
propose to blindly follow a rule without recognizing a
potential downside, their SL peers can push them to be
more sensitive to client needs. Thus, when discretionary
diversity is found within a structure where actors must
convince others of their decisions, it generates a pro-
ductive tension that prompts actors to justify decisions
not only based on compliance with policies or fairness
to clients but also on the broader standard of what is
organizationally justifiable:

LL1: The client has missed three consecutive payments
and told me that he is not doing well, so he cannot make
a payment right now. Here is the list of assets he has on
this loan; so following policy I want to offer to take the
fridge, which should cover the remainder of the loan.

SL1: How many loans has he had with us?

LL1: [Goes to paper file, takes some time.] This is his
seventh loan.

SL1: So two years?

SL2: You can’t do that, man. Don’t take the fridge! How
is he going to sell dairy if you do that?

SL1: He has been a good client for two years! Why don’t
you give him a hand?

LL1: He missed three payments; I told him that the next
step was to take an asset, collect from his references, or
send in the collector. That’s the policy.

SL1: I know what the policy says! But this is a good
client who knows other good clients. You do that and he
is going to be in even more trouble and others are going
to hear about it. No, no. You need to help this guy out,
trust me on this one.

[Field notes: The discussion goes on for 20 minutes. The
manager agrees to accompany LL1 to visit the client and
pursue potential alternatives.]

As discussions (or agreements) are repeated over
weeks and across hundreds of cases, they can shape
not only the effectiveness of a given branch but also
its culture and how its members understand their role
as loan officers. Whereas MFIs provide them with cen-
tralized guidelines and training, loan officers spend the
vast majority of their time on the field, interacting with
clients. Just as clients are only connected to the MFI
through loan officers, the latter are only connected to
the organization through their branch. Isolation from
the central organization, coupled with the complexity
of their work, creates a high level of “localism,” where
who they are as loan officers is determined not by
MFI policies but by the people who surround them
(see also Bearman 1991, Gould 1995). A clear illus-
tration is that managers frequently describe branches as
having “distinct personalities.” They refer to branches as
“competitive,” “well behaved,” “renegades,” “lost souls,”
or “geeks.” They believe loan officers mostly define

branch personality and managers can affect it only
marginally: those who try to confront local identities can
be “burned” rapidly.

This underscores the value of discretionary diversity.
Branches that contain only SL loan officers can create
a local culture that privileges client needs and increas-
ingly undermines the connection with broader organi-
zational goals such as profitability and enforceability.
In contrast, when only LL loan officers interact, their
connection with clients—the ultimate purpose of the
MFI—is increasingly eroded, and they begin to relate to
policies in legalistic terms. For SL loan officers, then,
discretionary diversity ensures that they retain the per-
spective of the broader organization, as they are forced
to consider the validity of their exceptions in the eyes
of the organization. For LL loan officers, discretionary
diversity creates a constant reminder that client welfare
is a goal equal in importance to proper compliance with
policies. For more detail on the specific practices that I
observed during field visits, that only occur in branches
with discretionary diversity, and that SL and LL loan
officers use to challenge and enhance each other’s work,
please see Table B.5 in Appendix B.

Creating an Organizational Culture,
One Unit at a Time
Previous scholars have documented that organizations
often need to balance standardization and flexibility
through hybrid, pragmatist, or plural models (Adler 2001,
Bradach 1997, Piore 2011, Sabel 2006). Notably, and
beginning with Lipsky’s (1980) seminal book, a stream
of research has documented the tensions between stan-
dardization and flexibility that are inherent in all street-
level bureaucracies. Whereas earlier work focused on
the limits of centralized policies and the inevitability of
employee discretion, recent work has increasingly shown
that worker discretion can yield substantial benefits such
as organizational adaptability, policy improvement, and
product and service innovation (e.g., Canales 2011, Piore
2011, Pires 2008, Silbey 2011). This paper takes that
work further by showing the limits of worker discretion,
the complex tensions that it generates, and the need to
balance it within the organization. In his discussion of
pragmatic organizations, Sabel (2006) also argues for the
need to introduce discretion while holding it in check.
In particular, he argues for the creation of organizational
structures that encourage the wide search, experimenta-
tion, and adaptation that result from worker discretion
but also demand full transparency and compelling expla-
nations (in relation to broader organizational goals) for
each decision. I contribute to our understanding of delib-
eration structures by showing that, in and of themselves,
they are not sufficient but require explicit mechanisms,
such as discretionary diversity, to create the productive
tension that makes them useful.
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The present research thus reveals two problems with
the previous prescriptions and one solution to them. The
first problem is that the types of organizations that most
experience the conflicting demands of standardization
and flexibility are also likely to be subject to tendencies
for localism, where agents are removed from the central
organization and thus define local versions of the orga-
nizational culture. Related to this, deliberation structures
can in fact be counterproductive, as they can become
echo chambers where either standardization or flexibil-
ity becomes amplified to the exclusion of other rele-
vant views.

In contrast, deliberation structures (e.g., credit com-
mittees, medical “rounds,” quality circles) that create
a space for dissent and contain discretionary diver-
sity create the productive tension required to maintain
a healthy balance between central standards and local
needs. But several distinctions seem critical. First, what
matters is diversity along the dimensions that create a
tension between bureaucracy and flexibility. Remember
that other forms of diversity (e.g., educational, gender,
or age) did not have an effect on branch performance.
MFIs have learned to value discretionary diversity. Their
hiring policies, for example, actively seek to provide it:

We have learned to focus on three channels for hiring 0 0 0 0
One is college graduates. They have a technical back-
ground. They like financial analysis, credit scores, and
rules. We look for analytic types 0 0 0 0 Number two is our
client pool. When we see clients who are well connected
to their neighborhoods, who have managed loans well,
we ask them if they would consider a career with us 0 0 0 0
Number three are officers who come from other firms.
They are a very mixed bag, because some come with
clients and experience, but all of them bring their mañas
[quirks]. (HR manager, Rural)

The second problem is that retaining the right type
of diversity within the organization is necessary but not
sufficient. Rather, discretionary diversity needs to be
present at the operational interface where decisions are
made—in this case, within each branch’s credit commit-
tee. Otherwise, as was the case at Urban, the random
distribution of diverse actors across units may in fact
increase the likelihood that some units will degenerate
into extreme versions of a particular style. Moreover, for
discretionary diversity to generate productive tension, it
requires agents who follow a particular style to have gen-
uine respect for the opposing style. At Urban, although
the technological tools and credit manuals gave instant
legitimacy to LL loan officers, the organization’s social
mission and its espoused commitment to client welfare
gave legitimacy to the SL voice. Had this commitment
not been sincere—for example, if the same managers
who expressed concern for clients ignored compelling
cases brought up by SL loan officers—it is easy to imag-
ine that discretionary diversity would have been much
less productive.14

In addition, although discretionary diversity seems to
deliver important benefits to the organization, it also
brings additional complexity. In the case of microfi-
nance, for example, different enforcement styles tend
to excel at different types of activities, so creating a
compensation system that works for all is extremely
complex. The three MFIs I studied shared a commit-
ment to variable incentive schemes, as well as the strug-
gle to design bonus systems that did not benefit one
enforcement style over other (productive) ones. As a
result, the incentive systems I observed tend to leave all
types equally dissatisfied. Moreover, consider that dis-
cretionary diversity brings its benefits through the pro-
ductive tension it generates within decision structures,
which carries its own costs. At Urban it made for longer
and much more contentious committees, which for over-
booked and stressed loan officers often felt wasteful.
As loan officers experience different types of commit-
tees, for example, they tend to strongly prefer smooth
and especially rapid committees. I have yet to find a
loan officer who states a preference for contentious com-
mittees. Even managers who can see the benefits of
thorough committees are often torn about the time they
require: a lack of discretionary diversity might be less
effective, but it is certainly more efficient. The trade-
offs are real, so future research could explore whether
there are minimum levels of productive tension that yield
benefits while minimizing the related costs. In the case
of microfinance, for example, it is possible that credit
committees could be simplified so that more routine
decisions are fast-tracked, and complex or representative
cases are discussed less frequently but in more depth.

Conclusions and Future Research
MFIs experience, with particular intensity, a common
organizational dilemma. There is a real need to develop
policies that standardize, streamline, and increase the
efficiency of MFI processes. Both because external con-
stituents expect it and because internal economic reali-
ties require it, MFIs must create—and enforce—rules. At
the same time, the nature of microfinance is such that
loan officer discretion in the enactment of rules is not
only unavoidable but also desirable. In the case of micro-
finance, the dilemma has implications that go beyond
the economic performance of the organization; it also
impacts other MFI goals. Movements toward efficiency,
profitability, and standardization too often require shifts
away from core organizational values such as poverty
alleviation and client well-being. This is not to say that
efficiency is undesirable in microfinance, but it highlights
that there are deep trade-offs that MFIs must juggle.

On many dimensions, MFIs contain unique features,
which raise questions about the generalizability of these
findings. Yet there is much about the structure of MFIs
and the nature of loan officer work that we recognize in
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other organizations and settings. At the most immediate
level, and as mentioned above, MFIs are typical street-
level bureaucracies, with similar pressures and dynamics
(Lipsky 1980). We can thus expect many of the tensions
described here to arise for other street-level bureaucrats
such as teachers, labor inspectors, prosecutors, or social
workers (e.g., Coslovsky 2011, Piore 2011, Sabel 2006,
Silbey 2011). At the same time, advances in technol-
ogy have transformed how decisions are made—and the
extent to which they have been automated—in all kinds
of organizations, from finance to the medical profession.
The recent foreclosure crisis in the United States, for
example, reveals how the automation and atomization of
credit decisions have increasingly separated firms from
their markets and, most importantly, those who make
credit decisions from those who face the consequences
of those decisions (Bhide 2010, Zuckerman 2009). In the
case of foreclosures on mortgaged homes in the United
States, the automatic processing of delinquent mortgages
has led to a wide array of problems, from cases where
mortgages were foreclosed when it would have been far
better for both parties to refinance to instances of inten-
tional and unintentional fraud.

More broadly, many organizations across industries
experience tensions between standardization and flex-
ibility that demand worker discretion but cannot be
solved through professional clinical judgment. Multina-
tional companies roll out centrally defined product lines
that are managed by country managers who nevertheless
must react to local demand conditions. Fast-food chains
must create quality, sourcing, and product standards but
also need to react to differences in local preferences.
Development organizations must find economies of scale
to use scarce resources efficiently and must comply with
international conventions and regulations, yet to remain
effective, they must adapt to the local realities in which
they operate. Social enterprises that pursue economic as
well as social goals must find ways to balance the com-
peting demands of the two.15

This paper has shown that, as organizational strate-
gies, both a commitment to standardization and a focus
on decentralized flexibility through relational embedded-
ness yield substantial benefits. At the same time, each
strategy carries significant organizational costs, espe-
cially when considering the spillover effects of favor-
ing one at the expense of the other. As a result, the
paper argues that neither strategy is inherently superior
and that both can coexist. This coexistence necessarily
creates tensions and contradictions that the organization
must manage. This paper argues that an effective and
reliable mechanism to manage the tensions is to create
local deliberation structures—credit committees, in the
case of microfinance—that force organizational actors
to question standardized policies through the light of
local realities. For these deliberation structures to work,
however, they require internal discretionary diversity.

Such diversity creates a productive tension that induces
participants to justify decisions along broader organi-
zational goals, thus promoting a productive balance
between standardization and flexibility. When discre-
tionary diversity is absent, however, deliberation struc-
tures can become echo chambers that result in extreme
versions of a standardized or a flexible model.

This paper suggests that, although a common response
to tensions between rules and their enactment is to cre-
ate more, better, and stricter policies, the first-order
benefits of this strategy may be quickly undermined
by its second-order consequences. It also suggests that,
for many organizations, a more sensible approach may
be to recognize the inevitability—and desirability—of
employee discretion and the types of structures that,
through discretionary diversity, constantly measure poli-
cies against their local relevance. In other words, the
paper argues that there should be a constant tension—
albeit a productive one—between standardization and
flexibility for certain organizations to remain effective.

The paper opens several questions for further research.
First, given that discretionary diversity seems critical, it
would be useful to understand how actors develop an
orientation toward organizational rules in the first place.
All the managers in my sample believed that once an
actor develops an enforcement style, it remains remark-
ably stable. They also agreed that enforcement styles
were easy to identify when observing loan officers. Yet
loan officers appeared similar on all observable char-
acteristics across enforcement styles, so it is unclear
how they develop those styles. There was anecdotal evi-
dence that a loan officer’s background interacts with the
type of discretionary diversity encountered in her first
(training) branch to put her on a particular path, which
then becomes self-reinforcing through client interactions
(e.g., Schelling 1960). However, the available data did
not allow for a deeper exploration of this question, which
seems relevant and compelling as a better understanding
would, for example, allow MFIs to train loan officers
to develop and refine a particular style and then deploy
them strategically to maintain discretionary diversity at
the branch level.16

Second, although it was clear that discretionary diver-
sity was the most relevant type of diversity to include
within MFI credit committees, different organizations
will probably require different types of diversity to gen-
erate productive tension. For example, mortality and
morbidity meetings in hospitals create beneficial produc-
tive tension for participant doctors, but other types of
discussion groups that add diversity by including nurs-
ing and administrative staff can be equally or more pro-
ductive to improve hospital policies (Edmondson 2003,
Edmondson et al. 2001). A related question is the orga-
nizational level at which policies should be debated.
In microfinance, for example, the most productive dis-
cussions occurred among loan officers who enact poli-
cies and directly observe their impact. In fast-food
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chains, in contrast, the relevant level is not the one
closest to clients but that of store owners and man-
agers (Bradach 1997). Presumably this is because loan
officers, similar to doctors, inevitably must solve prob-
lems one client at a time, whereas fast-food restaurants
seek to achieve wholesale standardization that nonethe-
less reflects the average local preferences. An interesting
theoretical question, then, is the level at which organi-
zational actors should work through the paradox.

Finally, although the balance between standardization
and flexibility is attainable and can be effective for
organizations, the paper recognizes that it also carries
necessary costs and complexity. Credit committees that
contained discretionary diversity created important orga-
nizational benefits, but their meetings also lasted longer,
were more contentious, and were more difficult to man-
age. One question, for example, concerns the types of
incentives that could be well aligned both with the dual-
ity of the organizational models and with the discre-
tionary diversity required to balance them. The question
of consummate performance in hybrid models is com-
plex and holds much potential for inquiry (e.g., Adler
2012, Adler and Borys 1996). Regarding the efficiency
losses of the deliberation structures described here, orga-
nizations may need to experiment with the frequency and
complexity of the process to minimize its costs while
still retaining its broader benefits.
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Appendix A. Construct Validity of Loan
Officer Typology

The key independent variable captures the effects of bureau-
cratic and relational models of organization. Spirit of the law
officers interpret policies expansively and flexibly. Rather than
relying solely on rules, these officers establish embedded rela-
tionships with clients to gather fine-grained information and
additional enforcement channels. In contrast, letter of the law
officers tend to adhere strictly to rules. They rely heavily on
the standardized models and handheld devices to help auto-
mate decision making strictly in line with organizational pro-
cedures. They assume that the rules are designed intelligently
to maximize efficiency, so they choose to be bound by them.
Finally, some loan officers exhibited enforcement styles that
are neither purely LL nor SL but present a blend of both

behaviors. Typically, these loan officers attempt to modify their
behavior according to the situation and their interpretation of
a client’s behavior. They were labeled as undefined.

When requesting managers to code each loan officer
by enforcement style, managers were shown Table 2 and
reminded that the categories referred only to enforcement
styles and not to performance. Two facts are worth mention-
ing. First, the managers thought it was descriptive, intuitive,
and a fair representation of loan officers. Second, the man-
agers coded the officers remarkably quickly, typically taking
less than one second to place an officer. Both these facts rein-
force the face validity of the typology and reveal the depth
with which managers know their staff. Interrater reliability was
just below 80%. There was no instance where one manager
coded an officer as SL while another coded her as LL. The
only discrepancies were between a pure type and undefined.
These discrepancies were treated as undefined. The reason for
doing so is straightforward: the inability of managers to agree
on how to classify a loan officer provides prima facie evidence
that the loan officer does not stick to a particular style.

Naturally, it is not the case that all officers fit clearly into
a type. Rather, officers are placed somewhere in a continuum
that traverses the two extremes. The more an officer blends
strategies, the more clearly she stands out as undefined. For
example, an undefined loan officer might signal to have a
similar personal relationship with a client as an SL officer
but may become strict if the client faces difficulties meeting
loan payments, whereas an SL officer would almost invariably
engage in joint problem solving. An undefined loan officer
might also ask a particularly “tough” or “friendly” colleague
to accompany her on a client visit to pressure a client to make
a payment. In contrast, an LL officer will usually use formal
contractual mechanisms (asset seizures, company collectors,
etc.) whereas an SL officer considers it a personal failure if a
third party must interfere in a client relationship.

It should be noted that although there are clear behavioral
and philosophical differences in enforcement styles, the qual-
itative data strongly suggest that the underlying motivation
of officers is the same across types: to perform their jobs
well, which means maintaining a good client portfolio under
conditions of uncertainty. For LL officers this entails defer-
ence to the parameters defined by organizational policies and
contractual provisions. SL officers, on the other hand, seek
to minimize information asymmetries by developing multi-
plex relationships that maximize information access and create
alternative enforcement avenues.

Differences in enforcement style are at no point more
evident than in the case of a loan delinquency, which is a
discrete event that must be documented pursuant to organiza-
tional policies. Loan officers are expected to collect the loan
following contractual terms. So although all missed payments
look the same on paper—and clients give similar explana-
tions for them—some loan officers choose to collect the loan
as prescribed by the policies and others choose to engage in
negotiations and problem solving with the client. The choice
depends, most importantly, on the loan officer’s reading of the
reason behind the delinquency.

During my ethnographic fieldwork, I observed that SL
officers overwhelmingly chose to negotiate with clients who
missed a payment and LL officers generally chose to col-
lect following contractual terms. Loan officers typically visit
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between one and three delinquent clients or groups per day.
Between 2002 and 2008, a total of 578 loans were restruc-
tured through negotiation. SL officers restructured more than
half of those loans, whereas LL officers accounted for only
100 restructurings. From each officer’s perspective, however,
the goal was simply to achieve a better business performance.
Delinquency rates are the most highly weighted element in
computing a loan officer’s bonus, and it is usually the first thing
that managers look at when assessing loan officer performance.
Thus, when SL officers go out of their way—sometimes inter-
preting policies in very expansive terms to “help” a client—
they are not being altruistic. In fact, they are not equally
“lenient” with all clients, and their collection strategy is not
based on compassion but on a different interpretive frame.

Qualitative client interviews—especially with clients who
dropped out of the program—revealed that the most com-
mon cause for missed payments is a client’s vulnerability to
external shocks. Poorer households are more sensitive to con-
tingencies as a result of a lack of assets, savings, or sup-
port structures to absorb them (e.g., Alderman 1996, Mor-
duch 1994). All clients confront exogenous economic shocks
at some point, but the more destitute have fewer buffers, so
even small, unforeseen events can set off a chain of negative
consequences. Clients who missed payments after a negative
shock were often able to get back on their feet when a loan
officer supported them by restructuring their loan or grant-
ing them an additional contingency loan. When loan officers

Table A.1 Cross Tabulation of Loan Officer Characteristics by Enforcement Style

Loan officer type T -test of difference in means

Variable SL LL Undefined SL − LL SL − Undefined LL − Undefined

Tenure (days) 990070 996000 948090 0006 0052 0056
4742055 4760095 4628015 4850475 4800945 4830835

Total branch rotations 5030 5019 5088 1001 0039 104
4709175 4609585 4807055 4009595 4009095 4009415

Left firm (%) 0054 0058 0057 103 0059 0077
4004925 4004705 4004845 4000585 4000555 4000565

Left firm (days) 945000 11064000 990000 1014 005 0069
4779075 4812095 4644025 41120535 41080535 41080875

Time in first branch 10092 9011 8090 1018 2008∗∗ 008
(months) 4905995 4807595 4702905 4100325 4009785 4100135

Technical degree 0011 0009 0012 0066 0027 0093
4003135 4002805 4003255 4000375 4000365 4000365

College degree 0079 0078 0075 0028 0081 005
4004095 4004195 4004345 4000505 4000485 4000505

Gender 0041 0046 0036 0095 0094 1087
4004935 4005015 4004805 4000575 4000555 4000585

Age 28015 26067 26075 2057∗∗∗ 2031∗∗ 0038
4409395 4403695 4402885 4005795 4005465 4005745

Married 0036 0030 0026 1041 1088 0036
4004835 4004515 4004415 4000575 4000535 4000545

Average loan amount 8079 8032 8079 1046 0 1049
4305095 4200555 4201105 4003205 4003035 4003145

Average interest rate 81056 85002 81039 1013 0045 1059
4305085 4303785 4301465 4004035 4003825 4003955

Note. For proportions, a z-test on the pairwise difference in proportions was performed.
∗p < 001; ∗∗p < 0005 (but insignificant with Bonferroni adjustment); ∗∗∗p < 0005 (with Bonferroni adjustment).

demanded repayment pursuant to contractual terms notwith-
standing these shocks, they often hastened and exacerbated the
downward cycle. At the same time, the more vulnerable the
client, the harder it is to codify her information in company
policies, and the less guidance that a loan officer has to make
decisions. In such situations, SL officers rely on personal rela-
tionships to gather additional information and LL officers fall
back on the company’s policies, which they trust:

If your client is in a bad situation 0 0 0 and you don’t find
a solution for her, then you can turn good clients into
bad ones 0 0 0 0 Whenever my poorer clients tell me they
can’t make a payment because something bad happened
to them, I have a policy of always trusting them 0 0 0of
every 10 clients I have helped, 9 have made it and 8
have become long-term clients. A restructuring is a great
opportunity because you develop a double commitment
with your client. (SL officer)

Contrast this with a representative LL officer’s interpretation:

Clients are always trying to take advantage of the firm.
They tell you stories of why they can’t pay their loans,
and they are usually good stories. The last thing these
people need is leniency; you have to be tough with them,
you have to pressure them until they pay 0 0 0 0 The policies
are very clear on this. [The clients] signed a contract and
they must abide by it. Otherwise, they all learn that it
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is OK not to pay and other clients can see this and do
the same. (LL officer)

SL officers who may seem lenient when a payment is
missed, therefore, may simply have more information, gath-
ered through personal relationships with clients, to interpret
an otherwise noisy signal. Given that a set of boundaries—
social, economic, and cultural—exist between clients and the
MFI, policies may miss important elements that can be rele-
vant, especially during atypical situations such as an exoge-
nous shock.

Appendix B. Tables

Table B.1 Logistic Regression: Three Missed Payments

Model

Variable I II III IV

Spirit −00564 −00562 −10072
4000135∗∗∗ 4000135∗∗∗ 4000455∗∗∗

Letter −00481 −00484 −00468
4000155∗∗∗ 4000165∗∗∗ 4000445∗∗∗

Undefined 00531
4000115∗∗∗

Restructured loan −00189
× Spirit −00121

Restructured loan 00162
× Letter −00129

Time Absorbed
(—)

Time × Spirit 00018
4000025∗∗∗

Time × Letter −00001
−00002

Constant −280626 −290161 −280633 −290022
4005105∗∗∗ 4005105∗∗∗ 4005105∗∗∗ 4207615∗∗∗

N 437,913 437,913 437,913 437,913
�2 28,860 28,846 28,848 28,980
F (Spirit = Letter ) 21078 5025 84052
p-Value 00000 00022 00000
LO effects No No No No

Notes. The dependent variable is dichotomous and takes the value of 1 if, within a loan cycle, a client has missed
three payments or more. All models include branch and year fixed effects. Where indicated, models also include
loan officer fixed effects. In addition, all models include the following controls, which were omitted from the tables
for presentation purposes and because the coefficients are remarkably stable across the specifications (coefficients
significant at the 0.01 level are in parentheses): Payment frequency (−00022), log(Loan amount ) (0.813), log(Payment
due) (−00772), log(Interest rate) (2.11), Female (−00025), Group loan (0.118), Client tenure (−00137), Business loan
(0.460), Past delinquency (0.417), Restructured loan (1.215), and First loan (0.379).

∗p < 001; ∗∗p < 0005; ∗∗∗p < 0001.

Table B.2 Logistic Regression: Two Missed Payments

Model

V VI VII VIII IX X XI

Branch %SL −20652 −40302 −20847
4000585∗∗∗ 4001855∗∗∗ 4000995∗∗∗

(Branch %SL)2 20631
4003005∗∗∗

Branch %LL −00852 −10515 −10307
4000485∗∗∗ 4001515∗∗∗ 4000895∗∗∗

Table A.1 compares observable characteristics across loan
officer styles to ensure that the categorization is not captur-
ing something other than the enforcement style. For example,
a particular concern may be that undefined loan officers are
less experienced with policies, are less well known by their
managers, or simply did not stay in the firm long enough
to develop a style. The data show, however, that observable
characteristics across styles are virtually identical, which min-
imizes concerns that the typology is driven by an omitted (and
problematic) variable.
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Table B.2 (cont’d)

Model

V VI VII VIII IX X XI

(Branch %LL)2 10148
4002485∗∗∗

Branch %U 20219 00432
4000445∗∗∗ 4001975∗∗

(Branch %U )2 10946
4002115∗∗∗

Branch %SL × Branch %LL −10039
4003375∗∗∗

Constant −160094 −150757 −150523 −150374 −160523 −150884 −140828
4003265∗∗∗ 4003295∗∗∗ 4003285∗∗∗ 4003315∗∗∗ 4003255∗∗∗ 4003345∗∗∗ 4003305∗∗∗

N 433,925 433,925 433,925 433,925 433,925 433,925 433,925
�2 36,089 36,789 35,686 35,692 36,477 36,771 36,353
LO effects No No No No No No No

Notes. The dependent variable is dichotomous and takes the value of 1 if, within a loan cycle, a client has missed two payments or more.
All models include branch and year effects. Where indicated, models also include loan officer effects. In addition, all models include the
following controls, which were omitted from the tables for presentation purposes and because the coefficients are remarkably stable across
the specifications (coefficients significant at the 0.01 level are in parentheses): Payment frequency (−00022), log(Loan amount ) (0.813),
log(Payment due) (−00772), log(Interest rate) (2.11), Female (−00025), Group loan (0.118), Client tenure (−00137), Business loan (0.460),
Past delinquency (0.417), Restructured loan (1.215), and First loan (0.379). Robust standard errors are in parentheses. Clustering at the
branch level does not change results. Italicized variables are in a dummy (1/0) metric.

∗p < 001; ∗∗p < 0005; ∗∗∗p < 0001.

Table B.3 Logistic Regression: Three Missed Payments

Model

V VI VII VIII IX X XI

Branch %SL −30804 −4046 −3083
4000725∗∗∗ 4002425∗∗∗ 4001325∗∗∗

(Branch %SL)2 10103
4004175∗∗∗

Branch %LL −00938 −20616 −10352
4000595∗∗∗ 4001975∗∗∗ 4001185∗∗∗

(Branch %LL)2 20906
4003245∗∗∗

Branch %U 20897 10337
4000565∗∗∗ 4002615∗∗∗

(Branch %U )2 10685
4002815∗∗∗

Branch %SL × −20313
Branch %LL 4004645∗∗∗

Constant −180958 −180829 −180511 −18011 −190718 −190196 −170553
4003895∗∗∗ 4003925∗∗∗ 4003915∗∗∗ 4003965∗∗∗ 4003875∗∗∗ 4003975∗∗∗ 4003935∗∗∗

N 433,573 433,573 433,573 433,573 433,573 433,573 433,573
�2 31,095 31,613 31,004 31,026 31,829 32,153 31,552
LO effects No No No No No No No

Notes. The dependent variable is dichotomous and takes the value of 1 if, within a loan cycle, a client has missed three payments or more.
All models include branch and year fixed effects. Where indicated, models also include loan officer fixed effects. In addition, all models
include the following controls, which were omitted from the tables for presentation purposes and because the coefficients are remark-
ably stable across the specifications (coefficients significant at the 0.01 level are in parentheses): Payment frequency (−00022), log(Loan
amount ) (0.813), log(Payment due) (−00772), log(Interest rate) (2.11), Female (−00025), Group loan (0.118), Client tenure (−00137), Busi-
ness loan (0.460), Past delinquency (0.417), Restructured loan (1.215), and First loan (0.379). Robust standard errors are in parentheses.
Clustering at the branch level does not change results.

∗p < 001; ∗∗p < 0005; ∗∗∗p < 0001.
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Table B.4 Logistic Regression: One Missed Payment

Model

V VI VII VIII IX X XI

Branch %SL −00983 −30598 −00955
4000435∗∗∗ 4001335∗∗∗ 4000665∗∗∗

(Branch %SL)2 30713
4001795∗∗∗

Branch %LL −00311 00982 −00408
4000445∗∗∗ 4001345∗∗∗ 4000735∗∗∗

(Branch %LL)2 −20229
4002195∗∗∗

Branch %U 00909 00082
4000365∗∗∗ −00138

(Branch %U )2 00931
4001515∗∗∗

Branch %SL × −00938
Branch %LL 4002375∗∗∗

Constant −100646 −90773 −100482 −100789 −90393 −90092 −100294
4003895∗∗∗ 4003955∗∗∗ 4003905∗∗∗ 4003905∗∗∗ 4003365∗∗∗ 4003405∗∗∗ 4003925∗∗∗

N 433,758 433,758 433,758 433,758 433,758 433,758 433,758
�2 57,211 57,459 56,739 56,777 57,191 57,187 57,320
LO effects Yes Yes Yes Yes Yes Yes Yes

Notes. The dependent variable is dichotomous and takes the value of 1 if, within a loan cycle, a client has missed one payment or more. All
models include branch and year fixed effects. Where indicated, models also include loan officer fixed effects. In addition, all models include
the following controls, which were omitted from the tables for presentation purposes and because the coefficients are remarkably stable
across the specifications (coefficients significant at the 0.01 level are in parentheses): Payment frequency (−00022), log(Loan amount)
(0.813), log(Payment due) (−00772), log(Interest rate) (2.11), Female (−00025), Group loan (0.118), Client tenure (−00137), Business loan
(0.460), Past delinquency (0.417), Restructured loan (1.215), and First loan (0.379). Robust standard errors are in parentheses. Clustering
at the branch level does not change results.

∗p < 001; ∗∗p < 0005; ∗∗∗p < 0001.

Table B.5 Observed Practices in Branches with Discretionary Diversity

SL to LL LL to SL

Practice Example Practice Example

Improve credit
analysis with
relational data

SL officers push to include in their peers’
analyses personal verification of provided
references, consideration of social connections
between existing and entering clients,
identification of a prospect’s main personal and
business social ties, broader contextual factors
(community-level changes, crises,
opportunities).

Improve credit
analysis with
financial data

LL officers push to include in their peers’
analyses rigorous calculation of financial
ratios, careful inventory of client’s assets
and (more) precise valuation, more precise
and thorough analysis of household cash
flow (including cross checking client’s
information by verifying prices, sales
volumes, etc.).

Widen
interpretation of
individual
policies

An LL officer reduces a loan amount or denies a
loan because a client does not meet the
minimum asset requirements. An SL officer
pushes back: the house is not in the client’s
name, but the client is married under joint
asset ownership and the house is in the
partner’s name; technically, the asset is also
the client’s. The SL officer has tried it before
and it has worked.

Protect
“appropriate”
interpretation
of individual
policies

An SL officer asks for loan approval for sister
of existing client who has a good risk
profile. The LO knows, however, that the
loan is not for the sister but to expand the
existing client’s business. An LL officer
pushes back: this is not a correct
interpretation of the rules; it affects cash
flow indices and makes both loans riskier.

Widen search of
applicable
policies

An LL officer states an application of standard
policy for a delinquent client. An SL officer
suggests an alternative (relatively unknown)
policy, or loophole, that may be used if the
situation is “creatively” framed in a way that fits
the alternative interpretation. This opens a new
avenue for the client.

Fit stated goal
to written
policy

An SL officer argues in favor of making an
exception for a client. An LL officer explains
what needs to happen for that exception to
fit the specific rule it violates (e.g., negotiate
a smaller payment at a longer term to stay
within acceptable cash flow ranges).
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Table B.5 (cont’d)

SL to LL LL to SL

Practice Example Practice Example

Promote better use
of client
relationships

An LL officer has experienced increases in
overall delinquency and is unsure why. An SL
officer asks for a client’s phone number, dials
the number (during a meeting), and conducts a
“courtesy call,” asking the client for information
on business, family, etc., and reminding her of
the important dates that are coming up for her
loan. The SL officer also asks the client how
her acquaintances (who are also clients) are
doing; he learns that a local market is in
temporary crisis because of street repairs.

Promote wider/
appropriate
use of
systems and
technology

An SL officer describes his daily route. An LL
officer points out inefficiencies and teaches
peers to use the new system’s features for
route planning, automation of portfolio and
client reports, and prioritization of client
visits.

Argue for and
justify “soft” loan
collection when
appropriate

An LL officer describes a delinquent client and
suggests following policy and beginning
(standard, aggressive) collection steps. An SL
officer justifies the soft approach with
contextual and client information and offers to
accompany the LL officer to help.

Argue for and
justify “hard”
loan collection
when
appropriate

An SL officer describes a client who is still
delinquent after loan restructuring and is
asking for additional loan modifications. An
LL officer (rightly) points out the financial
ratios and credit history, that the client has
gone over the line, and the need to enforce
policy; the LL officer offers to accompany
the SL officer to help.

Endnotes
1Because organizational and client details discussed in the
paper are sensitive, organizations’ names are pseudonyms.
2Most microfinance studies are censored, as MFIs only collect
information on existing clients. It is thus impossible to deter-
mine whether clients dropped out for good (they need larger
loans) or bad (they became insolvent) reasons.
3There are three basic methodologies. Communal banks are
groups of 20–50 clients who apply collectively for a loan.
The group is responsible for repayment and is self-regulating.
Solidary groups (less widespread) are smaller groups that are
jointly liable, but loans are given to the individuals: each client
has a contract with the MFI, but the group acts as “social
collateral.” Individual loans are self-explanatory.
4Regardless, I replicated the analyses using other measures of
performance including loan size, increases in loan amounts in
sequential cycles, client retention rates, and loan officer bonus
payments. The results, not presented here for brevity, are con-
sistent with the provided interpretations.
5It is worth noting that previous studies have recognized simi-
lar patterns of pure but contrasting enforcement styles, starting
with Blau (1963, p. 239) and the stream of studies of street-
level bureaucracies (e.g., Lipsky 1980; Wilson 1968, 1989).
However, original studies described rule breaking as degener-
ate behavior resulting from the inherent contradictions of the
bureaucracy. Only recently has it been recognized as poten-
tially adaptive and beneficial (Coslovsky 2011, Feldman and
Pentland 2003, Piore 2011, Pires 2008). To my knowledge,
this is the first study that both documents enforcement styles
systematically and tests their effects on organizational perfor-
mance.
6Readers may be concerned that year, branch, and loan offi-
cer fixed effects may not account for the fact that loans are
“nested” within loan officers who themselves are nested within
branches. First, consider that the analyses focus on changes
within branches and how those affect loan performance. Sec-
ond, I replicated these analyses extensively using hierarchical

logistic models. The results were consistent, both statistically
and substantively.
7Most notably, shareholders of Compartamos, a Mexican MFI,
raised more than US$400 million in 2007 through a highly
publicized IPO.
8See, for example, http://www.mixmarket.org and http://www
.accion.org (last accessed November 2012).
9Clients take out more expensive loans to repay the origi-
nal loan. Because they cannot invest the money in productive
activities, they become entangled in a spiral. As an illustration,
consider two women who started with loans of $50 and, after
some productive loan cycles, entered a debt spiral. One owed
$50,000 and the other $25,000 to various lenders. The MFI’s
credit analysis determined a debt capacity of $300 for each,
which puts the outstanding debt in perspective.
10These were not responses to specific questions about rules
or policies. They were given as responses to questions about
general challenges or competitive advantages.
11As a reminder, coefficients in logit regressions represent
changes in the log odds of observing an event. To facilitate
interpretation, I am calculating the change in odds and in per-
centage likelihood.
12Including loan officer fixed effects “absorbs” the coefficients
of the main loan officer style dummies, which explains why
previous specifications did not use them.
13The depth and complexity of this topic warrant additional
investigation, which we pursue in a separate paper (Canales
and Greenberg 2013). In that work, we leverage random loan
officer rotations, the “broken ties” they create, and the disrup-
tion or continuity in enforcement styles to explore these issues
at length.
14I am thankful to an anonymous reviewer for this critical
clarification.
15I thank an anonymous reviewer for pointing out this broader
set of situations.
16I am thankful to an anonymous reviewer for this insight.
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