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Preface

banking was designed in the mid-1980s to provide asser-building loans to poor

in the Bolivian Andes. Over the next decade, this prescriptive lending methodology
d to a range of environments, from farming villages in Mali to refugee camps in
it Bank. Despite the resulting changes, village banking retained its social mission—to
- improved living standards for the poor—and most of its defining fearures. By
9903, however, managers of village-banking instirutions (VBIs) were pursuing goals
more and poorer clients with more responsive services, which tested the model,

challenges, practitioners convened the “New Directions in Village Banking

"ianbaZOOO.Tbcfommchuwdncwmmbywhichvilhgc
bem:mmmdicnnwhiksnyin;mnwiucommhmemto(hcpoot.ﬂy
£ eVve ofviﬂngtbnnking.thisptefw:cxphimthechllmpthupvuinm
rections documented in this book.

wions in Poverty Finance: Village Banking Revirited illustrates that village banking
;"dhtinaftomochuapptonchadmuxﬁmncinlmicamimpmvcthelivu
hamk.whilethhbookusuviﬂage-bnnkin;imtinninmniumuypoim.
3, tools and techniques are widely applicable to any microfinance institution that
p-based methodology to reach very poor clientele.

ginal Model
Vmbuihonthefammofinfbnmlmmtinguvinpwdaeditm:iom
and peer lending pioncered by Grameen Bank (GB) in Bangladesh. The model’s
:ﬁidymighxfom:d.AVBI’sﬁddagamhdpedsdf-idecwdgrwpaofM
¢ leaders and develop bylaws, and trained them to manage their own financial
teted loan and savings payments, recorded transactions, and decided how to



xii

invest their savings. In three years, banks were expected to accumulate sufficient savings
capitalize their portfolios and become autonomous.

Village banks began by borrowing maney from the VBI and on-lending the funds to its
members under the following standardized loan conditions:

* Four-month terms with 16 equal repayments ar mandarory weekly meetings;
* $50 initial loan with subsequent loans equaling che last loan plus accumulated savi

* Mandatory savings (20 percent of the loan amount) per loan cycle paid in equal
installments; and

* Full repayment by the entire group a prerequisite for additional loan funds.

A key feature of the village-banking model was the internal account (see Figure P-1).
Managed by the village bank, it consisted of mandatory savings, the earnings of the ban
and weekly loan payments (due to the VBI only ar the end of the loan cycle). The bank

Figure P-1
The External and Internal Accounts of
the Original Village Bank Model
| Qupporﬂng
Organizations
(VBls) |
= o
7
External vt =
Account <: months

| | -y 7?
Weehy loan
Four-month loans payments and Rm
@ Productive Self-employment

Source: Hatch and Hatch (1989)




illage-banking methodology was designed w accomplish the following five objectives:
i the livelihood of the very poor:

manage the risk of uncollateralized lending;

n the operating costs of providing very small loans;

minimally educared women ro manage their own village banks: and

te an ongoing source of credit for low-income women,

 Joan terms for all members enabled the bank to manage its own operations and
/Bl operating costs. Common loan amounts and repayment schedules simplified
ping. The VBI reduced its operating costs by devolving responsibility for managing
k's transactions to the clients. At the same time, mandarory illiquid savings assured
e bar would accumulate the capital it needed to fund its members’ loans. Together,
} term Mmmymmpm&my&vnlﬁmwndm

th the original village-banking model, summarized in Table P-1, shared many

with other microfinance methodologies, three features distinguished village hanking:
preference for reaching the very poor, reinforced by delivering services through groups
dose 10 members' homes;

“red for all members at all times linked to mandatory savings controlled by the group
the internal account); and

el manageme: tbythcgmupdnﬁngfmqtnm.mphtmuxinpludinsm
0noIma localﬁnmculmmmednmamthmy—n

t Decade

bnkingspmd.kmhed.Bylm.vﬂhp—hnkingimiommmviug
 low-incom women, many in rural areas. Practitioners had adapred the model w a
ronments across Latin America, Asia, the Middle East and sub-Saharan
- Adaprations o the model were recognized at the November 1994 International
d'V’dhgeBmkPnaidmaupomowdbySEERAxthutimc.&pncﬁdonm
hnkutgmwdmcmmndamuchmgcapammdlummom

of new envi

Graduation. Graduation turned our t be in no one's interest. The banks
hwongningmmcxmdaedizmhuthanmrdyddyomhdruvinp.%:
thy Vmptdmmmumbnngwhmhthnmmdthemmmﬂy
199 instudofgndmtingvilhgbmb.m%hapecmdtomnﬁmpmiding
them with loans.

Ir - RMlnidnlly.VBlsmiumumwmoulydnvilhgehnk's
operati mAfurVBhdedded(optwid:ongoingcmdhmdmppon.d\qhadm
set interest rates to also cover their operational expenses and the cost of funds.

» Contro! Mwwmimmlmmwugmblyd\cmon
juibkandaupowcﬁngfeuuuofdwvilhphakingmde“tcmsdthmpmbkm.
M(l)vﬂhghnhhduu&mnaging!houknm;(l)itmtimcconmming
ﬁtngBlmhdpvilhgebmhwiththdrmgcmuhAlkngu:mdB)inmﬂ
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E
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Table P-1
The Original Village-banking Model

Element Original Model Reason

Group

Size 30 10 50 members, Fit Bolivian context.
Maintain a low cost per client for VBI.

Gendet Women only. Target imited resources 1o those most n need.
Decraase credi risk,

Functions Venue for collecting loan and savings | Manage risk of uncollateralized loans fo clients
payments, disbursing loans, and have no experiance managing credit.
bookkeeping. Provide a non-threatening and convenient means
Guarantee sach other's loans. accessing a loan.

Provide mutual support and credit Prepare group for self-management.
discipline from peer pressure. Minimize costs to the VBI

Helation to VBI | Graduation: VBI provides training and | Empower members.
loan for 3 years until village bank is | Frae up limited VB! resources 1o enable the VBI to
seil-capitalized and aulonomous, reach new clients.

Loan

lUsa Working capital. Provide income during the “lsan saason.”

Not for agncufture or consumpbon.

Amount $50 initially. Enable rural women 10 leam to manage credit with
Increases linked 1o savings: 20 percent small loans and then manage larger amounts to
increase par cycle 1o reach a maximum leverage greater increases in income and assets.
of $300 after 3 years.

Intarest/tees Set to cover village bank’s expenses. | Costs of fechnical support and capiial seen as time-
limied investments in the viliage bank rather than as
recurming costs

Term 16 weeks. Aliow loan size o increase quickly.

Match cash flow of small

Repayment Equal weekly instaliments of principal | For borrower: Provide discipline 1o repay.

checkie and inkesest. For VBI: risk of uncollateralized loans.

Guarantee Group guarantee (joint iabiity) | Securs uncoliateralized loans.

Savinge

Use Loans 1o members and non-members. | Empower mambers by enabling them 10 invest their
investment in group enterprises. | OWN Savings &s ey see .

Amount 20 porcent of loan size, due in woekly Provide members with discipling 10 accumulale assots.
inctaiiments bank within 3

inerest Loan rate set by group Empower and capitalize village bank.

Interest accrues 10 group.
No individual returns.
Liquidity Mandatory; no access. For mambers: Instill savings discipline and accumulaie
bank’s assets.
For VBI: Serve as defaults.
Control By village bank. Empower members.

Assure eventual self-management.




did not generate revenue for the VBI, competed with revenue-producing
By 1994, many VBls required village banks w deposit their savings in
limited how much savings the banks could lend out, or eliminated the
Terms. Initially, VBIs required clients to save 20 percent of their loan
cycle. Clients received no interest or dividends and could only withdraw
by leaving the bank. By 1994, a few VBIs had reduced the amount of
ings, introduced voluntary savings, allowed clients ro withdraw funds ar the
The ongmal loan features—small amounts for thort terms repaid in
 installments—were intended to reinforce repayment discipline. test members’
rehi andcmbl:thcmuolc:mtomamgcaloan Byl‘)"é many VBIs
nked the loan size from savings amounts, removed the loan size ceiling, and
the loan terms.

mwmongmnlvdh;tbu\luldeOmiombmundm
fit the environments in which they worked, some VBIs altered the size of
‘made the meetings less frequent.

what features all the adaprations held in common, the conference defined a
ig model (see Table P-2), which is less standardized than the onginal bur sill &
thar rerained most of ies defining characteristics. Its social mission was

Table P-2
Banking 1994: Major Changes to the Original Model

OriginalModel __|__Major Adsptations by 1984 _

—

30 1o 50 members. 000 members.
Women only. VAls include n
OduatonaherJvears. | VBI provides ongoing loans and fechnical support.
Working capital only. Some piaces also include agriculture and animal
$50 mally. §20 10 $200 initially,
Increases linked to savings: 20 percent | Maximum of $300 to $1,500.
increase per cycle 1o maximum of $300. | Often delinked from savings
| Set to cover vilage bank's expenses. | Set 1o cover VBI's expenses.
16 weeks 12 10 36 weeks.
Equal weekdy instaliments of principal Weekly biweakly, or monthly instaliments.
and intarest. Sometimes include only interest with balloon payment
. : of pencpal.
Loans 10 indviduals. VBI may require savings to be deposited in a formal
Investment in group enterprises. bank rather than lent out.
Also VBI may offer emergencyiconsumption loans. |
20 percent of loan size, due weekly | Minimum amount. |
Some voluntary savings.
| Accrues 10 group. Some indvidual dvidends.__
| Mandatory, no access. Some VBIs provide access.
By village bank. _ VBI or VBI and village bank._




Achievements and Challenges by 2000

By the year 2000, village-banking practitioners could boast major achievements in
and sustainability. In the six years since the international conference in Guatemala, vi
banking had grown to reach six times as many clients as in 1994, Leading VBIs reached
10,000 o 20,000 clients; Compartamos in Mexico was serving 50,000. A handful
of institutions had also proved that village banking could cover its full costs. These
accomplishments were achieved while reaching poorer and more remote clients than
microfinance institutions (MFIs). Yex, village-banking practitioners were not satisfied.
wanted 1o reach more clients, reach poorer clients, provide higher-quality services, and
examine alternative institutional structures.

More Clients

Although the number of village-banking members had grown significantly, practitioners
were disappointed in the scale of most VBIs. On average, each institution served only
2,400 clients. Most VBIs seemed o be plodding along. Practitioners wanted to unders
why they were reaching fewer clients and how to overcome barriers 1o growth without
compromising their social objectives.

Poorer Clients

According to numerous studies, MFIs were reaching clients who were better off than
practitioners had assumed. The bulk of microfinance clients turned out w be only
moderately poor or not poor ar all. though vulnerable to risks that might push them into
poverty. While VBIs seemed to reach deeper than most MFls, village-banking practitio
wanted to understand how to serve more extremely poor clients.’

Higher-quality Services

Uniform loans and mandatory savings met only a small fraction of clients’ financial
needs. Village bankers wanted to provide responsive services while maintaining cost
deep outreach, which mighr include the following;

* Providing flexible loan products and terms that better fit income streams and needs
clients;
* Providing voluntary savings, emergency loans, or insurance services to help manage

ricl: and

* Reaching out to low-income markets besides microentreprencurs.

Morc client-driven services would likely broaden the outreach and retention of village-
banking institutions and increase the value of services to clients. Innovations, however,
would also challenge a VBI's cost recovery, risk management, and delivery systems. Village-
banking practitioners wanted o know what services were feasible and how they could be
implemented.

" Poverry dasifications are the subject of ugnificant debate. While thus documen: often uses the rerms “exrreme poor”
and “very poos,” they mean different things in different countries, of even foe different programu. Pethapt the mou
mmdd‘mhhniuhcbotmWpuumdchmmbdwthmvlhc.m:boo&du-wmm
thar discussion, but the resource lise st the end of Chapeer 4 provides suggened readings on the vopsc.



the lending methodology drives growth, outreach to the extreme poor, and the ability

x a broader range of services, so does the institurional structure. Since a number of

tive institutional models were emerging, practitioners wondered how these alternatives
ffect their potential 1 grow, reach the extreme poor, and offer services valued by this

ress these four issues, the Small Enterprise Education and Promotion (SEEP)

k's Poverty Lending Working Group convened the New Directions in Village

 Consultative Forum in December 2000. Village banking pioneers and microfinance
from around the globe met to examine current practices, reconsider their objectives,
ta map for achieving them. This book is the resule of their cffors.

e not alone in their efforts tw scale up while offering more responsive services. Any

e Onittvingthevuypoornmucue&llymvipnb«mmukuswmwd

izing scrvices, serving social obiecdws.andachieving significant scale. In m":onnf
%, New Directions in Poverty Finance provides practical insights and guidance on

zach large volumes of the extreme poor with high-quality financial cervices.






Introduction

& December 2000 New Directions in Village Banking Consultative Forum and

ch village banking might grow dramatically and provide higher quality services  New Dumctions
dneexmmepoor Although forum participants reaffirmed village bankings ~ bings nto
5, they advocared fundamental changes in the structure, operations, culture, oo S0

ing features: sel-management; mandatory savings; group guarantees;
d standardized loans: weekly mectings: and the promotional role of ourside

gions in Poverty Finance: Village Banking Revisited documents the conclusions,
Jehmthatthcfommraued This introduction presents how forum

edefined village banking as a set of principles racher than as a lending

ltduaﬁohowdwpununoﬁhcpnnaplammdcoﬂimdmuoducu

hlanungxhem. Finally, it presents a chapter-by-chapter overview of this book.

8 retooled village banking looks more and more like other poverty-ariented

, these New Directions will benefie all microfinance institutions that aim to serve

ge Banking?

thuhnddeﬁnedvilhpbanhngmnolongumd then whar is village
gmup-buedscwncumndummngpomt,nlhg:bmkmgtodayum
nstitute a single model. Thacfon.fommpampnnudcﬁnedwlhpbmhng
ﬁunaalmvmto improve clients lives while applying the following five

) Outreach. Village banking reaches the extreme poor, in particular women
wulpoor At present, microfinance serves primarily the moderate poor and
: aoa-poo: While not necessarily excluding these groups, village banking

~
E D

IsTRobucTION

dlcyurthufollowed. pamapauuhnmnmu:loutamofncwdlmmnsby

viﬂngsba.nkmg institutions (VBIs). In the process, they questioned village vilage banking

1



The new village-

banking principles
wnda Alage
banking with any
ot mICrofinance
stiategy that
so0ks §6 mamize

ot fon e vy

poar.
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2. Large Scale. Village banking serves many people. To achieve larger scale,
institutions must think big. such as reaching 100,000 clients. Lacking this vision,
village-banking institutions have not taken the hard decisions to simplify services,
professionalize operations, and focus on achieving large scale.

3. Sustainability. Village banking provides ongoing services by covering its full
including adjustments for subsidies and inflation. Covering the costs of adminis

small transactions requires rigorous cost control, highly efficient operations,
extraordinary producrivity, and client and staff retention.

4. Client Focus. Village banking provides services that maximize client value at a
minimum cost. Instead of prescribing a uniform set of services, VBIs aim to effici
meet clients’ needs—rhis is a major shift in orientation. It requires listening to cli
regularly engaging in market research, and delivering voluntary, demand-driven

services. Client focus also involves the provision of ourstanding customer service by

friendly and responsive staff.

5. Culture of Innovation. Rather than replicating a fixed methodology, a culture
innovation requires institutions o first consider their objectives and then find the
ways 1o pursuc them. By instilling a culture of innovation, a VBI can ensure that t
entire organization is totally geared toward continuous improvement.

This shift from methodology to principles, summarized in Table I-1, recognizes that
management decisions drive success. Because VBIS' starting point has been a fixed

methodology, listening to clients and innovating has not come easily. Yet, focusing on
and innovation will be essential for VBIs thar aim to offer more responsive services while
scaling up. Just as village banking itself was an innovation that enabled institutions o

financial services to the poor, VBIs must continue to innovate if they are 1o better serve
people

These principles raice an obvious question: What makes village-banking institutions
different from other microfinance institutions (MFIs) that aspire to provide valued
the very poor on a |nt5r and sustainable basis? The answer: Nod\mg. Wh:u 18 Sll‘lkll\g
these principles is that they unite village banking with other poverty-focused microfi
strategies.

In fact, many of the lessons and innovations highlighted in this book are drawn from
poverty-focused instirutions that do not use a village-banking methodology, such as

Grameen Bank (GB) and Association for Social Advancement (ASA) in Bangladesh; |
Bank and Kabilikar para sa Maunlad na Buhay, Incorporated (KMBI) in the Philippines;

Small Enterprise Foundation (SEF) in South Africa; and the Uganda Microfinance Union
(UMU). Consequently, in this book the term village-banking institution refers 1o any
organization that uses microfinance to improve the lives of the very poor. not just to
organizations that use the village-banking lending methodology described in the Preface.

Balancing the Tradeoffs

In theory, these principles are admimble; in practice, they pose some significant tradeoffs, as
described in the following examples.



Table I-1

Village Banking: Similar Principles, New Directions

How the Principle Is Reflected
in Village Banking in 1994

How the Principle Is Reflected
in New Directions

Offared small initial loan size.

Requirad frequant, regular
repayment.

Restructure incentives and develop
an Institutional culture to reach
extreme poor.

Providad ahatt loan them. Consider active targeting.
Consider services and features that
Served cliants in groups rather
than individually in an office. may better suit the axtrame poor.
Deliverad sarvices close to homes.
Required group guarantee, no
collateral.
Provided simpie, standard terms Adopt a relentless drive toward
Served groups rather than larger scale.
individuals. Slash desertion rates.
Simplity operations whera possible
Choose institutional option based
on regulatory environment and
Required ongoing loans and Enhance client and staft retention.
support from VBL Simplify operations and standardize
Set interest rates to cover all costs. | systems.
Required group to manage many | Consider that institutional choice
functions. should maximize benefits from
environment.
Provided some increased access | Engage in ongoing marke! research.
to savings. Make axisting loan services more
Adaptad Initial loan terms 1o new responsive.
anvironments and needs of more
Consider adding services 10 help
mature clients. clients manage nsk.
Consider not requiring mature
clients to attend meetings.
Consider
Adapted to new environments. Find the most promising ways
Emm“mm to achieve principles rather than
institutional forms. applying a set methodology.

Develop and adapt services,
reengineer operations, and pursue
promising new Institutional options.
Nurture a culture that strives for

continuous improvement. |

o nmmmmmmm-mmmwmwm

P Outreach versus Sustainability

ng the extreme poor or those in remote areas is costly. Reaching the poor implies
Ang services near their homes, which requires more staff time and greater internal
pls. Furthermore, the extreme poor may need to be actively recruited, exclusively

d, or offered different or more flexible products. These straregies increase operating

InTROopUCTION 3



costs. The extreme poor or persons in remote areas may not be able o afford products
to cover the associated risks and transaction costs.

Client Focus versus Deep Outreach

Managing a range of customized services can also drive up costs, making it difficult o
serve the very poor. In particular, customized services will require field staff with a hi
level of skills.

Large Scale versus Client Focus
Scaling up requires a simple retail model and a single-minded focus thar might prevent
VBIs from providing a menu of fexible services: adding or customizing products can
growth by diffusing the focus of managers and complicating operations. The severiry of
tradeoff may be determined partly by the competitiveness of the market. In isth
environments where services are scarce, replicating simple retail outlets may be the key
exponential growth. In competitive environments withour vast unserved markets, an
may be more compelled 1o provide a range of customized services.

Sustainability and Large Scale versus Deep Outreach
memymktoﬁnmapan.thenmeﬂ'uﬁwmymndﬁcvchrgamkmd
sustainability is to create a regulated financial institution. The resulting ownership and
governance structures, and compliance with regulatory requirements, however, may be
incompatible with deep outreach. For example, a commercial mission and owners might

make it difficult to serve the extreme poor, typically the least profitable clients because of
their small eredit and savings capacity.

Client Focus versus Large Scale and Sustainability

Some VBls find thar services besides savings and credir are essential to their task. These
tocial mission activities—such as providing training, delivering health services,
women, and assessing impact—can detract from an institution’s progress toward large
and sustainability.

Since most of these tradeoffs in one way or another hinder deep outreach, it is not surprisi
that MFIs in general do not serve the very poor. In facr, these tradeoffs frame the impo
of village banking: The main challenge for VBIs is to balance the commitment to imp
the lives of the poor with the pursuir of larger scale, client focus, and sustainabilicy.

Innovation is essential to meeting this challenge. Based on the experiences of poverty-fi
institutions, this book presents several strategies for balancing l:deoﬂ's. including h;:mui.
partnerships and lin v ineering operations, managing human resources, hamess
oommirmrn’l. mlcgt::i?: n:'nkcts‘ research, and developing and delivering the right produ

Pursuing Partnership and Linkages
Village-banking institutions cannot provide all services thar clients need or demand.

To overcome this challenge, some VBIs are partnering with other institutions that have
specialized expertise, enabling each partner w do whar it does best. For example:

4 Nrw Dimecrioss in Povenry Finance



o

ucts pric @ offer voluntary savings services, some VBIs partner with formal financial

gitutions. The VBI markets the product while the parter employs a mobile agent 1o
ect the deposits (see Chapter 7).
me VBIs provide access to critical health services by linking with local health care
lities (see Chaprer 9).
ber VBIs provide insurance by serving as a sales and markering agent for an
rance company (see Chaprer 8),

e even developed partnerships that reduce operating costs and accelerate growth.
desc bcsVBhdnlhmmu'ﬂcdixectmicedclivcryinfwotofpﬁi-sduir

[ to viz

a higher |

T T

Mo ped services onto existing partner institutions, such as credit union networks or rural
c?n"m", benefit from the range of complementary financial services offered by the
;’.‘(h astitution, and the partner benefits by expanding its market.
tic
key o

ng Operations

of large scale, sustinability, or deeper outreach, some institutions reanalyze their
srations to see how they might accomplish the following:
lify branch operations to be low-cost, standardized, and decentralized:

Ihn MFI
|

L‘:‘d ganize staffing and supervision to achieve profitabiliry; and
mig! my (?drmict;mtuchpoomdicnu.mpondb«mmdiamimund.md
use of e client desertion.
i c d\ebackofﬁccinﬁammurcmmppongwdnhillunmmdin
), feengineering requires a commitment to challenge assumptions and embrace
l Tl
hese
]zsax? ng Human Resources

manager :ofhnmnmwumhpmhnblythﬂinglemimpaummam
titution to achieve its goals. Because staff are the motor of the izath
amiccindunrywchumicmﬁmncc.muitingthedwpawnndh

alt rraining is not just a means to convey nuts and boles information abour
msibilities; it must also communicate the institution’s goals and mission, and

ite employees into the institution’s culture. Finally, VBIs must use financial as well
anct imﬁmmminmﬂ'andwmodmdunmmimiupmdmdvity.

g Commitment

Itutions mlmmofvilhge-hnnkinginninniomhapmﬁdtoolthamhdp

ich cheir objectives, including steady growth, high productivity, and deep outreach.
on; admniuh:mo[nlues,nﬁrudcs.mdpmdmpumiveinmorgmiuxion.
ed effectively by management, the commirment 1o improving the lives of the poor
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can be an incredibly morivating factor for carefully

variety of ways that institutions can harness a culrure of commitment.

Integrating Market Research

Marker rescarch enables an institutio
demands. By helping a V
to growth and sustainabi

n to adjust its produces w berter respond to clients’
B attract and rerain clients, market research can also contribu
lity. Simple low-cost tols can yield
product design and service delivery (see Chaprer 4),

Developing and Delivering the Right Products

A VBI needs more than a single, standardized credic
offering a long product menu will probably i
and sustainability. Furthermore, if sustai
that increase costs can make it difficuls
should offer a set of client-responsive se
being simple and profitable enough
manageable by profitable retail uni

rvices thar,

ts and senior ma

And they should provide the grearest value to the extreme poor.

What are these services? From the client side, market research will reveal what services
mect their demands. To limit mission drift, VBIs will want to focus on products and fl
rly acrractive and relevant for poorer market segments withous
income clients (see Chapter 4). From the VBI side, managers should
recognize that some services will demand more from their institutions than others. Table
assesses the management demands of the product options discussed in Chapters 6 through

features that are particula

excluding higher-

selected employees. Chaprer 3

significant improvements in

product to advance its mission. Yet,
mpede an institution from reaching large

nability is highly valued, then product changes
tw reach the very poor. Choices are essential. VBIs
together, maximize client value while
to be taken to large scale. These producrs should be
nagers whose primary focus is scaling u

Table |-2
Management Demands of Different Types of Services
m Low Moderate to High ngh;m
If operations and These services will require | These should
management information staff to have different or be considered
systems are designed well, |additional skills and will divert completely new
these services can be management resources from |businesses.
relatively sasy 1o manage a single-minded focus on
after the initial investment in | growth and efficiency.
new systems.
Type of Ser- |* Credi lile insurance * Non-financial services * Insurance,
vice * Most adjustments to » Addition of individual loan | Other than
credit life, that
group loan product product s rotiottsred
. E'mm . mdmw 'Ma
* Active recruitment of uvmgswﬂhmt:dﬂory partner
extréme poor voluntary hybeid for ongingg'o'
services
* Insurance products offered | ... 1 rowers

with a partner insurance
company
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nd product development process will consider the capacity of the institution alongside
sand of the client (see Chaprer 5). Throughout thar process, managers should

p: Can my institution offer this new service, manage rapid growth, and still improve

of the very poor?

lLdienu'
ibute
ts in 3k explores the new directions charted by the December 2000 forum, summarized

4, beginning in Chapter | with pethaps the most fundamental choice practitioners

je: Whar type of institution can best serve their mission? This first chapter

the capacity of formal, semiformal, and informal organizations to meet village-

on, Yer, tackles a second critical question: Whar will it take to increase the scale of 2
Muk : poverty finance institution from, for example, 10,000 to 100,000 clients? The
hanges amines four keys w growth: (1) adopting a relentless instirurion-wide drive toward
&LYB" k. (2) reengineering operations, (3) developing the capacity of the back office to
:;h!:z pgressive growth, and (4) adopting fast-growth strategies.

scaling inking institutions have many wols that can help them achieve large scale as well

et objectives. Chapter 3 discusses how VBIs might use two of the tools: (1)

il culeure and (2) human resource management. It presents possible elements of an
al culture and describes ways thar a VBI migh turn the preferred values, attitudes,
ors into institutional habits. It also suggests methods for managing human

hat might promote staff loyalty and maximize productivity, while providing
”d\CmPOOf.

4, the focus shifts from the institution to the customer. It examines how VBIs
answering three questions: (1) Are we serving who we want ro serve? (2) Are
benefiting from our services? (3) What can we do to serve clients better? Whether
target the poor and whether they should assess impact are the subjects of heared
dwchnpmpmntbaedcbuwandmgguudmmchingd\cmypoor
' active targeting, it does not advocate universal answers. On the other hand,

strong case for why all poverty finance institutions should routinely use research

0 learn about their marker.

hal of the book focuses on product options that might better meet customer
1apte Spmcnnkcysmnmﬁdlydﬂdopingnewpmdncn.mdinsodoing.
he next four chaprers, which explore options for making group loans more

: ﬁxdcvelopinganindiﬁdmlloanpmdna(&m&.oﬁringvdunury
ices (Chapter 7), providing microinsurance, ideally in partnership with an
gompany (Chaprer 8), and linking non-financial services with financial services

L € thilbookmydhmuugcwmuﬂaoﬁnmmnagas&ommdingixﬁom
ove schBhpmbnblylhouldnourymmalnemaiordungutonﬂupecnof
ion ar once, however, they can use New Directions as an equally valuable

IsTRODUCTION



Mwhmvﬂmm.&mdmbnmbm :
mM“MMMtbwthMQ- :
organizations.

Scale. Serve 100,000 or more persons per institution. Adopt a relentless drive 10
large scale. Reenginesr operations to lower costs and increase productivity, and co

Simpiity retail operations to be low-cost, standardized, and decentralized:
Develop the capacity of the back office to support aggressive growth; and
Adopt fast-growth strategies, such as gratting.
mmm-mamnm-m»«.umu

:mmwwmam'umnmm e

‘Human Resource Management. Build a solid institution with well-trained personnel w
are committed to the mission; align personal and insthutional incentives.

Depth of Outreach. Restructure incentives and develop an institutional culture to reac

aata, to verify whether objectives are being met.

ihat information to influence product design.

Product Development. Batter meet the demand of clients by making existing produc
need to manage risk. New products may includa the following:
* Loans. Redesign the loan product 1o be more attractive to extreme lents
md‘l:}an@mmdbmdmuuﬁmwmm rgene

::'.MQMM'WM%.QW’M

* Insurance. Il there is a demand for Insurance, consider offering insurance sarvices by
partnering wih an msurance : .

Non-financial Services. Consider partnering with a non-financial institution or incorporat

ing informal education into group meetings If (1) this service responds 1o clients’ needs, (2)

it fulfills the institutional mission, (3) It is financially viable, and (4) comparable services an

not already available, '

8 New Dinecrions ix Povexry Finance



Institutional Options

- nce traditionally has been provided by local or international

pongovernmental organizarions (NGOs). In the past decade, new players have

become interested in providing microfinance, and innovative institutional

Bave emerged, some of which use the village-banking methodology and target
pents of the market." Institutional structures used to deliver village banking

s following:

jance company. Compartamos, a village-banking NGO in Mexico, established =
lared financial instirution.

¥ product line for credit unions. Freedom from Hunger provides rechnical
stance for credit unions and banks to offer village banking as a distinct loan

ki with the formal sector. MEDNET, a credit NGO in Uganda, has
agreement with the postal bank to manage disbursements, repayments, and client

A credit NGO is
dter. The Women's Empowerment Project (WEP) helps to create self-managed  just one vehicle

banks in Nepal based primarily on savings mobilization rather than on lending. b" by
wner and technical assistance provider. Catholic Relief Services (CRS) ko the poor. Other

s stab hed an Indonesian finance company that invests in rural banks, while CRS et Sucionia

wvides them with training on how to offer a village-banking product. consideration
| mew direction is the possibility of employing different vehicles to deliver

nce 1o the poor. but which option makes the most sense? Using the principles

din the Introduction (and summarized in Box 1-1) as the assessment criteria, this

examines the strengths and weaknesses of different institutional options.

inter and Didier Thys deafeed the content of this chapeer.



Given thcmdmﬂ;ponedbythcpdndplesududbedinthclmmduaion.vilhge-ba :
pmcummumtdeadcl\owwpmmmthepnnaplca:heyputmtharmmm
their specific operating conditions. thapstheirbigguxchoicehwhntimtinniomltype
will employ to provide village-banking services.

Mauthmm&MmﬂpﬁW:MlﬂnﬁfnﬂleMiﬂW(
Tablel-l).ﬂ\epﬁmrydinincﬁonbcmemtbanixdndegmcmwhichdwym crseet
by external izations. Formal organizations are regulated by governments, semiformal
arc authorized by governments but are monitored by boards of directors, and informal
Olh;‘f?nm;muymnotwizd by government bodies and are monitored only §

members.

Table 1-1
Institutional Types
Formal Semiformal Informal
* Commercial banks * Credit NGOs * Village banks
* Finance companies * Multiservice NGOs * Self-help groups

* Regulated credit unions * Unregulated credit unions | « ROSCAs and tontines
* Regulated rural banks * Unregulated rural banks
* Upgraded MFis*

mmwm*nmmummmmumm Hog
in 1992 with BancoSol in Bolivia. the transtormation of NGOs into reguiated financial nstituutions has become a
wm..amaowm(mm;muwmmu
NGOs

Over the past decade, village banking has proliferated in the semiformal secror among
credit NGOs, which make up the bulk of village banking institutions (VBls). Some NGOs
specialize in microfinance, while others offer multiple social and financial services.

10  Ngw Dixzcrions 1t Povesty Financs



pyears, Grameen Bank was the only formal sector provider of group-based finance  The vilage-

he poor. Today, an increasing number of formal financial institutions— mm
smpanics, credit unions, and rural banks—have joined the ranks. Compartamos promoting sadl
med from an NGO into a finance company devoted almost entirely to village managed viiage
fith technical assistance from international NGOs, some rural banks and credin ~ banks 1o providing
r integrated village banking into their operations as a product linc. In Indonesia., mw
Services has developed a finance company that invests in rural banksanda ——

it to help these banks integrate village banking as one of their products.

e VBIs are formalizing, a few organizations have raken village banking back to its
mots. [n the original village-banking model described in the Preface. semiformal
s helped the poor create their own informal community-owned and community-
inancial associations. By the mid-1990s, this model of promoting village banks

go microcredit NGOs providing financial services to the village bank. A number
jons, however, particulardy in South Asia, are now demonstrating the potential of
ings-led models.

»

a4

'_“ g sections examine these three institutional categories—formal, semiformal, and
in light of the village-banking principles.

al Institutions
stitutions offer two clear advantages for providing financial services w the poor.

mal institution can finance its loan portfolio with commercial equity, loans,
8. These funding sources are prerequisites for large-scale growsh, Institutions

F'"“" ng formal options should be aware, however, that although formalization is
' to artract commercial funds, formalization alone is not sufficient—investors’
E’Myby nes can be more demanding than those of donors. Second, to meet regulatory

pents, institutions typically upgrade their staff and systems so that the institution
CApacy mo&rmuldplcpmducn.lnded.oncofd:cpﬁmrymdvatiomfm

Bation is to become licensed o offer voluntary savings services, which may be in

demand than microcredic.

gation has an equally clear and significant disadvantage: It can inhibit outreach 1o

eme poor. Deep outreach can suffer as owners look for more profitable resules and

pm&mmhmnmabﬂtahoﬂ'populadomlnmmunnies.uguhmy

orks prevent the formalization of village-banking services due 1o requirements about
g services from fixed locations and having set hours of operations and because of

¥e reporting demands.” Furthermore, meeting regulations can impose costs that can
the viability of small transactions. Organizations should formalize only after they

sached and maintained financial sustainability.

lization can have other disadvantages as well. Minimum capital requirements for
g a regulated financial institution may be excessively high. Submirting to regulation
tifle innovation in products and systems, especially where regulations are founded on
nulai understanding of microfinance best practices. If regulations cap interest rates,
mucanncmnlhindusmnimbility.Regulnioncanalsomultinhigbapricesm
B if an institution passes on the additional costs of required systems, reporting, and

counsric: mmmmmmuwwmwmdwm
iotis” participation is questionable since lending is w village banks rather than to individuals.
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staff. This investment may or may not pay off in terms of better and longer-lasting
As the experience of Compartamos conveys (Box 1-2), transforming from a semiformal
formal institution involves tangible tradeoffs, which are summarized in Table 1-2.

percent).

mmmm;mnnumm
no )

structure that has facilitated rapid outreach.
until it had reached financial sustainability

Compartamos and the Village-banking Principles

Box 1-2

depends on the proximity of bank branches, mmh.i:
ml:hmuuw'muﬂwbq . @ country,

Transforming from Semiformal to Formal:

While conversion to a financiera has paid valuable dividends in tetms of access to
mummmmwmwmwmm -
MWMWQM-&GWIMHI'DM SWE
the VBI is now working hard to lower costs and rates.

with two distinct advantages: (1) fittie t
MM(Z):WW ‘
Compartamos did not to attempt 1o fc

oeep | Large Scale | sustainability | Client Focus i
mainly on | than 70,000 even in 1896 high interest Creative
periurban clients and and continues | rates, clients marketing
centers and not | growing rapidly. | to operate flock to technigues |
the rural poor; - with high Compartamas, | helped gain
avarage loan sustainability partly because | retain clients; |
size (§205) in rates, but needs | of s customer | experimenting
ralationship to to improve sarvice with new loan
GDP per capita efficiency. orientation, products and
Is ona of the Market research | information
lowesl in the Is integrated technology
world. Into operations. | to enhance

efficiency,
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Table 1-2
ages and Disadvantages of Regulated VBIs

Advantages

Disadvantages

lity. The owners of formal financial
fend 10 be driven by profits. They
o increase efficiencies and

savings needed to finance
pwih in the portfolio.

Sustainablility. Interest rate cellings can
Inhibit sustainabiiity; minimum capital
requiremants may be excessive,

Client Focus. Formal requirements may

g, Regulated status is often a Increase costs to clients if regulations demand
8 for offering voluntary savings more systems, staff time, reserves, or laxes.
tend 1o be highly valued by Deep Outreach. Higher costs and a wider

range of services may limit deep outreach. If
. Formal institutions have greater | the financial institution has for-profit owners,
poess commercial equity or loans | they too may steer it up-market.

Culture of Innovation. Innovation of products
may be curtailed by ill-conceived regulationd
that restrict products and delivery systemas.

ve Formalization Strategies

ptioners think abour formalization, they usually consider transforming into a
gution. [nnovative VBIs, however, are now experimenting with other options
gation that are less costly and, in some cases, quicker. These alternatives involve
pg with existing formal financial institutions instead of creating new oncs,

is emerging in Africa where poverty-focused microfinance instivutions

R parmnenng
Hinking with the postal system. African postal offices offer an established nerwork mm
that often double as savings banks. Because working with the postal system does  NGOs and postal
€ an NGO o hire additional saff, it is a relatively low-cost delivery method. The ™™™
srprise Foundation (SEF) in South Africa’s Northern Province has undertaken this m
ith good results. MEDNET, a World Vision affiliate in Uganda, is also negotiating  means for
ent that would enable the post offices to disburse as well collect funds. While acheeving deep
and MEDNET are semiformal credit NGO, by partnering with formal financial ~ *#3%able

they may achieve groundbreaking results in terms of deep, sustainable outreach

.mnlucas.

promising approach to formalization is to graft village banking onto credit unions.

s are uniquely suited to offer vil ing services. Their member-oriented
ten includes social welfare goals that are in line with village banking. They also
ng history of member education thar predisposes them w group lending. This
discussed in more detail in Chapter 2.

,

emiformal Institutions

institutions have several advantages in fulfilling the village-banking principles
1-3). They have more freedom to innovate and o focus on clients than do

ions, which may explain why semiformal instirutions have generated most

nce innovations. Credit NGOy, the most common form of semiformal institution,
subsidies that enable them to focus on reaching the very poor.

i
Biiiv414
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FOMMaiZINg can
LOtH erthaEnce
and hinder an
nSttution's abiity
o pursuo its
mession. An NGO
shoul! wegh the
dacinion in ight
of its regulatory
ervironment and
prianties
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Table 1-3
Advantages and Disadvantages of Semiformal VBIs

Advantages

Depth of Outreach. Semiformal institutions
can focus on serving poorer markets since
profit maximization Is less of a concem.
cnomFocu:.ThoseVBlsmabhlochange

polieieslolavotcllomswmwtgovunm
Intarference

&mnny.bmaoomcmowybo
amstabhsourcodtncommnoperm
revenues

Innovation. Often highly innovative:
aniwvslsannotconstminedby
regulations and have access to funds and

Client Focus. Semitormal VBIs usually o
nothmmclegalstamslooﬁeraavim
accounts,

Sustainability. The principle of
can be threatened because—

* The VBI may not be transparent and
board may not provide sufficient
* Organizational stability is usually linked
few key staff.

technical assistance for experimentation.

Semiformal institutions, however, also have well-recognized drawbacks. Large scale can
sorcly restricted by a lack of access to savings deposits or commercial funds. Semiformal
institutions typically lack the legal authority o provide a range of products, especially
savings. Finally. a lack of strong, reliable, and profit-oriented governance can result in
accountability and can undermine a drive for large scale, efficiency, and high producti

Should We Formalize?

The microfinance industry is pressuring credit NGOs to create regulated financial
institutions but for NGOs, the decision is not clear cut. Semiformal institurions, in
cxamining how formalization might affect their ability 1o operare, should consider the
following questions regarding village-banking principles:

* Depth of Outreach. Will the costs of regulatory compliance make it prohibiti
expensive to serve the very poor? Will regulations make it difficult to deliver services
when and where the extreme poor can take advantage of them?

* Large Scale. Will the organization be able to reach large numbers of low-income
persons without becoming a regulated financial institution?

* Sustainability. Will formalization inhibit the organization’s ability to charge
appropriate interest rates? Alternatively, does the organization want to continue to

donor resources for research and development or to deepen outreach? How reliable
future donor funding be?

* Client Focus. Will formalization enable the institution to increase the value it
provides to customers through a wider product menu or more secure services? Will
meeting regulations drive up prices due to costly systems and more expensive person

* Culture of Innovation. To what extent would regulations limit the institution’s

ability to innovate?



pakine institutions should not make the sclection of an institutional option in a

PBls operating in countries with poorly developed regulatory frameworks, or ones
ork against a microfinance institution, may do better to maintain a semiformal

have adequate financial oversight on operations. Major conflicts between

‘ requirements and microfinance include the following:

thar limix the interest rate on loans:

m capital requirements thar are excessive, given the small size of the loans and
on branch locations and operating hours:

ghting requirements that do not take into account collateral substitutes such as
guarantees;

ming requircments thar are inappropriate for short loan terms;

norms that are not designed for the cost structure of microfinance: and

ne loan documentation requirements that undermine efficiency.

ging an institutional option, the VBI also needs 1o consider the degree of

‘«‘ would be subjected to if it formalized. Even non-prudential oversight, where
B not vouch for the financial soundness of the institurion, will entail new

E::& irements. Full-fledged prudential oversight requires an institution to comply
'my @l accounting practices and performance standards, and subjects it w severe
in weak monitor compliance with prudential norms. Furthermore, if bank supervisors do
o angd dulpedﬁctisksandopmtinscondhionnofmkxoﬁnnna. they are likely wo
i itional supervision techniques that are inappropriate for microfinance.
gion is not for everyone. Pro Mujer in Bolivia, for example, operates in a
ce-friendly regulatory context, yet it has chosen to remain an NGO rather than to
' ulated financial institution. Pro Mujer is committed to an integrated approach
he very, combining village banking with business skills training, human development
d basic health care (see Chapter 9). It believes thar a formal structure, which
3 external board and owners, could undermine its commitment 1o a double bortom
tively pcial as well as financial objectives. To overcome key limitations of its semiformal
vices | Mujer plans to partner with commercial banks to offer savings accounts 1o its
huputinphmmnyofthcprudmtialmighnnomuﬂquuiudoh
m o

nanc mmwmmm(mmmwwwm
strength of existing institutions will be a key determinant of whar institutional

) purs: - For example, a network of reasonably strong credit unions, a postal savings
i a ser of rural banks may offer the opportunity to cost-effectively piggyback

for the poor onto an existing structure. Alernatively, a competitive formal
mvimmumightcmuammgkadvmmgc&)uumiformalotpninﬁon.
ple, another reason Pro Mujer chose w remain an NGO is that a number of finance
and banks are already serving the micro market, 50 its nonprofit status may give it

g edge.

InsTrTuTIONAL Ormions
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1.4 Informal Institutions

There are two types of informal institutions: indigenous groups and those promoted
external organizations. Indigenous groups, such as rotating savings and credit associatie
(ROSCAs), are organized and overseen by their members. In contrast, self-help grou
village banks, and financial services associations (FSAs) are informal institutions that W
promoted by external organizations, but which may not need to be supported indefini
This analysis is concerned with the second type—externally promored village banks
than indigenous ones. What are the implications of encouraging village banks to fun
autonomous financial institutions? How well do externally promoted informal instituti

fulfill the village-banking principles?

The promotion of informal institutions has tremendous potential for larger scale.
the promoting agency does not lend to the village banks, this approach bypasses the
ume, and technical capacity required to build an MFI that manages financial services.
delivering training through existing, local NGOs, this approach can quickly reach
clients. On the other hand. its scale is constrained by the availability of donations
model does not generate revenues to cover the promotion costs.

The main challenge with the informal institutional option is long-term sustainability,
life span of informal groups promoted as village banks is still undetermined. Groups are

banks, in part because of the high rate of dissolution of “graduated banks.” The diffe
berween the original village-banking model and the new generation of promotion is that
latter are savings-led banks (see Bax 1-3) or equity-based banks (see Box 1-4),

Savings-led or equity-based groups that are truly member owned are probably stronger
than credit-led groups. Because they arc mobilizing their own funds for on-lending, they
are more concerned about loan repayment than they might be if the funds came from an
sxwernal source. Without the injection of external capital, however, the loan portfolio will
constrained. In addition, their reliance on local funds to capitalize the loan portfolio
covariant risk—if a number of members experience 2 common emergency, they may need

sccess thelr savings at the same time and Guse a liquidity crisis.

Anather drawback of the informal model is that autonomous Vi“lgt banks may not be
m provide members with cignificant value. The range and quality of services are limited
by the bank's management capacity. Except where groups hire a bookkeeper or manager,
savings is largely illiquid. On the other hand, members do not have to pay high interest
ratec to outsiders to receive these services. All revenues return to their group. Furthermore,
communiry-managed institutions can have a social value beyond their utility as a delivery
system for savings services. Nevertheless, research suggests thar the poor generally prefer to
pay for a convenient, flexible savings or loan service rather than manage it themselves.

As with the other models, the success of promoring informal instirutions depends partly on
the context. Because of their low cost structure, autonomous village banks have the potentia
to achieve decp outreach, and in fact may be the only means of extending financial services
{0 remote areas.
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Table 1-4
tages and Disadvantages of Informal Institutions

ly method for reaching some remate

Promoting village banks or seif-
through existing local NGOs can
| significant scale with relatively littie

d COsts.
tion. Free of regulation and an MFI
Bms and approaches.

group: products can be adapted lo
%' needs if groups have sufficient

. capacity.

e
£ ¥
:

Advantages Disadvantages

rally these groups reach women, | Sustainability. Donor support is required
. may not be comfortable for promoting and training groups; without
g with more formal institutions: may | ongoing external support, group longevity

often Is limited; groups are vuinerable 1o
covariant risks.

Client Focus. Flexibility and range of
products may be severely limited by
organizational capacity.

Large Scale. The amount of group savings
limits the number of borrowers; each group's
unique systems and standards for portfolio
and savings managemont complicale attempto
1o link tham into a larger aystem that could
achieve sfficiencies.
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Scale and Sustainability

Fillage banking can achieve financial sustainability while serving poor customers.
Woller (2000) shows thar village-banking institutions (VBls) can achicve similar
levels of sustainability as solidarity groups and individual lenders. His analysis of
ading VBls revealed that six were operationally self-sufficient and six had a financial
ficiency ratio above 90 percent. The financial performance of these VBIs is impressive
that their average outstanding loan balance was less than $100 (see Table 2-1).

g1l

lapter is not just about sustainability, however: it is also about scale. And on the

e of scale, VBIs have not shown impressive accomplishments.” As of 1999, 250 VBIs
sountrics served 600,000 borrowers, a 650 percent increase since 1994 (Painter,

dly, and SEEP 1999). On average though, each institution had just 2,400 clients. The
2-1 ateest w this gap in scale berween VBIs and organizations using other
methodologies. Granted, village banking is a younger lending methodology; but
ther reasons would explain why VBIs are so much smaller than institutions using

ity group and individual lending methodologies?

_impommbecwscitcmbodiavﬂhgcbanking's»dalgoalcomd\hrgcnumbcu

income persons. Achicving sustainability is only the beginning, Any small, well-run

putlet can cover its costs in a relatively short time. For a VBI o achieve scale, however,
outlers must generate sufficient revenues to fuel growth. Moreover, expanding and

lying these outlets necessitates a strong and efficient superstructure.

succeed financially, in part, because they are willing to price for viability. In fact,
banking may have the highest interest rates in the industry. VBIs charge high rates

et the costs of mobile services with income from tiny loans. Although productive, as
ared by the number of borrowers per siaff, their administrative costs are high relative to
‘average outstanding portfolio.” As competition increases, maintaining high interest rates
wer these costs will become difficult; VBIs must innovate to improve their efficiency.

} Mdnfwd!kmd(huchw
: dbampuuaﬂm-\'lhml‘)o.cunpudwlllfonol&dnitymlmdutmd%
wndimidual lenders. Relative wo Mmﬂmmmmmhwum«mmhMM
ent for solidarity group lenders, and just 21 percent for individual lenders (Woller 2000),
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Table 2-1
Scale and Sustainability:
Nine Village-banking Institutions Compared to MicroBan
Bulletin Participants by Credit Lending Methodology*

Average |
Number of | = =°2" | Loan | Operational
Country Portfolio Self-
Borrowers Balance I
(SUS) (SUS)
Lending
Methodology

Individual - 57.255| 23,852,221 1.341 1218/
Solidarity Group | — 45171 8137868 222 928/
Village Bank - 13,879 1,672,008 109 1034
Nine VBis - 17.938| 1842203 24 133
AGAPE Colombia 4,887 359,546 80 110.7
Compartamos Mexico 46,835| 6.338.738 129 1701
FINCA* Kyrgyzstan 9,944 845 898 as 118.0
FINCA Nicaragua 13,701 | 1,008,709 74 122.3
FINCA Uganda 20.769| 1,245815 80 94.8
CRECER* Bolivia 14,580 2419393 166 957
:‘:g’p‘m, Mali mnel  suazm 52 722
Pro Mujer Bolivia 18,918 2197372 116 1101
World Relief Honduras 16,681 | 1,580,086 B85 125.8

Source: Woller (2000)

which i based on 1008 data mmmwa-ummiMAwammm
15sue of the MicroBaniking Bullatin

-mmmummmm.wnmmqum.
-mmummw
“Credno con Educacion Rural. CRECER is an affiliate of Freedom trom Hunger.

This chapeer tries to answer one question: What will it rake to increase the scale of
sustainable village-banking institutions from 10,000 clients to 30,000, 50,000, or even
100,000? To answer this question, the chapter sections discuss the following four key
challenges:

1. Organizational mission and vision;

2. The service delivery model;

3. Growth strategies; and

4. Superstructure requirements for growth.
Each section describes a New Direction for village banking and then provides
recommendations for pursuing that direction. While individual directions may not be

new, their collective sum represents an importane shift in outlook and approach for village
banking.
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nizational Mission and Vision

Embracing a mission that alleviates poverty while achieving a
mximumma:monlnvesmmts;puraumga vision fto serve at
least 100,000 poor people per institution.

Binance institutions (MFls) have a relentless drive roward large scale that

their culrure. Successful poverty lending organizations, such as the Association for
ancement (ASA) in Bangladesh, Compartamos in Mexico, and CARD Bank in
ines, have one important thing in common: the desire to achieve immense scale.
Cnde:nd.rtho-E:ecnﬁnDimcmrofCunpmmm,'Wchadzdar
the start that we wanted to be massive.”

pnizations defined theitkndingmnhodolosy.dcvdopcdthdrm.andmadc
' _&dsiomwithafomonachicvinghxgesule.nheffvnhdadaauubbum
o develop a that is extremely simple. To achieve large scale,

must also think big. thndﬂdopingapmdum.avmnedsmlookbcyond
Srcumstance: meW&Wmeﬂl still make senee

VBI has ten times as many customers.

f from many microfinance institurions because they provide financial services o
pacts of poverry alleviation, empowcrmcnt.andsocialdunse. Their mission is to
hﬁmwmmummm&ammvuhpbmm

n;lugenleandndf-sufﬁdcncyinamnwtlmdoammpmmin
(see Box 2-1).

o

————
The achievermnent
of significant

walv roguites

to thnking big.
a permsient

A v pmtmenn anve
procegdures. and
a resistance fo
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2.2 Seeking Efficiency: The Service Delivery Model

Dmloplngasorvimdeﬂverymodalwlsslmpleand
New Direction decentralized and implementing supervision systems

and procedures that promote maximum productivity, loan

repayment, and client and staff retention.

The management options for guiding a village-banking institution to financial sustainab
mlimimd.VBlscanchug:highainmmmm.ortheymbemmmmcﬂidenn B
interest rates are already high. competition is increasing, and the capacity and willingne
ofd)epoomxmpayhighinmmahavelimin(mBml-l).'rbefoaumustbeon
efficiency.

Upmapoint.perhapnﬁvemmthmnnddimmgmmhiudfanmhamcﬁdawy
dnmughgmmecommiuof:ak.Aﬁuthatpoinuhmm,cﬂkicmyisbmm ce
thmu.gharecngineuingpmmdmnnhuhowvmnanbwomumdm

i .Thismionaddmdnmcnpecuofvﬂhge-bankingopeuﬁomfmm
mighxbcpouiblem:qumznddishndeﬁdmda:(l)bmxhopanﬁm.(l)mﬁ'
and (3) client retention.

Branch Operations: The Building Blocks of Large, Sustainable VBIs

Besides offering simple products, ASA, CARD, and Compartamos have something clse il
common: 4 standardized delivery model. These institutions demonstrate the importanc

of organizing staffing, supervision, and operational procedures into simple, profitable
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@il units that can be casily replicated. As ASA’s Managing Director, Shafiqual Haque
pdhury, says, “If you understand one branch, you understand the whole thing”

« -

2-2 summarizes the performance of four efficient retail outlet structures.
steristics of these successful models include the following:

retail units enable close management. Supervisor-to-loan officer rario is
pximarely 1:5 to permit supervisors o monitor the work of loan officers, help solve
blems, and provide feedback on performance.

gness gvice delivery units are located close o the clients o ensure loan officers can achieve
: on th productivity ratios. Staff-to-borrower rarios arc high, averaging 1:280.

est rates are set to include the operating costs of the superstructure and expansion.’
irtfolio at risk is less than 2 percent.

hievement of financial self-sufficiency of the branch occurs within 12 to 18 months.
icies and procedures for all operations are simple and well documented.

Table 2-2
Four Retail Models: Outlet Performance

FINCA CUES Credit
ASA

Central m“" Unions

Ll.h) (Bangladesh) )| (Philippines)’
Individual

Village Banking

Services through Credit with

m Groups m’ Ldm)
It of branch managers 1 1 1 -
it of coordinators 3 . 2 1
@r of loan officers 14 4 10 5
er of other stalf members - 1 1 -
i of village banks or groups 175 72 100 70
. of borrowers 4,000 1440 2,200 2,185
‘ f of borrowers per loan 285 260 220 437
nding portfolio (US$) 300,000 90,000 300,000 68,922
Bnding loan/borrower (USS) 75 63 204 64
lonal costs (USS) 96,000 6,960 164,667 13,127
sal iIncome (USS) 108.000 300,000 12,556
al nisk (> 30 days) (%) 1.8 0.9 1.0 0
oy m“u‘ 18 9 12 18
oy W - 24 12 18 20
lling cost ratio (%) K vd 7.8 54 34
(e 36 25 100 a2

mbwmwmmmmaMMw

ﬁ e case of Credir Union Empowerment and Strengehening (CUES) credit unions (in Table 2-2), there i no uper

The 11 credit unians receive rechnical sssistance and traini from x local tech ical suppor: office operated
‘World Council of Credit Unions ('WOOCL). e :

e 2.
The prosamity of
staff 10 chents

lime maragement,
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* Orientation and training for staff are systematized and brief (5 rol5 days); much
training takes place on the job using an apprentice approach.
* The management information system (MIS) in the field is simple so loan officers

not have t learn sophisticared skills; a manual MIS avoids the costs associated with
hardware purchase and maintenance.

* Decision-making is decentralized, avoiding borttlenecks that can occur when
depend on a distant manager.

Efficiency requires a clear and simple lending methodology. Compartamos’ methodo.
involves four one-day sessions to train groups, 16-week loan terms, weekly repayments,
the same meeting agenda every week. There are no exceptions; there is no ambiguiry.

For efficiency, VBIs need to minimize the costs of field operations. They can rent branch
offices and keep them small, with a minimum amount of furniture and supplies to s
saff. They can keep transportation costs low where public transportation is available. If
need motarbikes, the VBI should have clear policies for managing their costs and repairs,
including backup options so loan officers can be productive when their bikes are being

serviced. ASA provides its staff with interest-free loans to buy their own bicycles.

Many village banking organizations, including Compartamas, have discovered the
account 1 be costly and risky to manage. Either they do not encourage the development

an internal account or they leave the management of these funds entirely to the group (see
Bax 2.3)

Staff Retention

Salaries and benefirs make up well aver half of total administrative costs. Staff turnover
raises these costs because of the expenses associated with recruiting and training new
employees. Furthermore, replacing seasoned loan officers, who successfully managed large
volumes of clients, with inexperienced employees decreases a VBI's productivity. Since the
personal relationship between a field agent and her borrowers is an important aspect of the
s m:,:, lending methodology, repayments and client recention can suffer when loan officers leave.
mmum Consequently, strategies 1o retain good-quality staff can make an enormous contribution w
slofienamnol  increasing efficiencies.
matched by the
e PP Too often the message from VBIs to their field seafF is lom*hatdaandlongcrnot?x '
:: m institution can become sustainable. As a result, staff work for the viability of the institutions
“ but the VBI overlooks the importance of supporting these most valuable personnel who are
the institution’s sales force and its face to the customer. The resulting pressure can lead
high turnover and unnecessary costs. To improve efficiency is to maintain dcdsczwd hard-
working, and sarisfied employees. A more detailed discussion of strategies for recruiting,
training, and motivating staff appears in Chaprer 3,

Client Retention
The original village-banking methodology assumed that members would increase loan

amounts as their income-generating activities turned into viable businesses. In practice, many.
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VBIs have experienced small or no increases in average loan size, partly because of high

dropout rates.* A 1999 study of seven village-banking programs found thas only 35 pers

of fist-cycle borrowers were still active by the end of year three (Painter. MkNelly, and

1999). At Compartamos, by the 11th loan, on average only 4 of the original 20 »
remain.

These dropout rates are alarming because sustainability depends partly on loan po
growth. Long-term clients with larger loans provide a
sustainability than does relying on the smaller loans of new !

use of acquisition and training costs. [f a VBI is constantly replacing lost clients, it
be severely hampered in its efforrs o achieve larger scale.

VBIs have recognized actrition as problem but are still figuring our strategies to co

it. Although some desertion is expected because VBIs serve a vulnerable marker, client
satisfaction with the product and services can have an important effect. Satisfaction emb

customer service, such as approving loans quickly, AITIViNg at meetings on time, ensurin
that meetings do nor last too long, and perform

Perhaps most importantly, VBIs need 1o recognize that many people do not like being in
perpetual debr or may not need to borrow year round. This realization requires a change
in thinking abour desertion and innovations to avoid penalizing clients who may want to
borrow periodically racher than consecurively. As discussed Later (see Chaprer 7), if VBIs¢
offer voluntary savings products, they will be able to maintain relationships with clients

<hoosc not w borrow all the time,

2.3 Seeking Larger Scale: Alternative Growth Strategies

Thinking innovatively about how alternative growth strategie
New Direction  can affect the cost, speed, and efficiency of growing village
banking programs to scale.

Twao institutional approaches to developing and sustaining village banks are creation and
The creation approach, which is the most common, involves establishing an
insrimrion for which the cole ar pnmuv ploduct is Vlllag: banking. The grnftins approach
integrates village banking as 1 product line into an existing financial institution, such as a
credit union or rural bank (see Box 2-4). Whether creating MFls or grafting the village-
banking product onto existing instirutions, the following three growth strategics arc
applicable:
* Branch-by-branch establishment. This lincar growth strategy establishes one
branch at a time. When a branch reaches self-sufficiency, a new branch is established.
After a number of branches become viable, two new branches may be opened at once.

* Multiple branch replication. With this exponential growth strategy, multiple new
branches are added at the same time. (See Table 2-3.)

' Onher reasons that loan size increases have not met expectations inchude unrealistic predictions regarding business
growth and the reality that many loans are nos invessed i the busines
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o J) 1o introduce Credit with Education, an integrated vilage-banking product, 1o
in the Philppines. Their aims were to—

ere known in the Philippines, in August 1808. By the first quarter of 2000. the program
own from four cooperatives and fewer than 2,000 clients to sight cooperativas and

= ihan 13,000 ciients. By that time, for six of the eight cooperatives, the product line
:M perationally self-sut At the end of 1999, SCWE accountea for 33 parcent of the
g ralives’ total clients and B percent of their outstanding portiolio. o ———-
quality was key to interesting the cooperatives in offering the
1 hhh d managers to confront the poor quality of their loan portfolios
in ® heavy costs of provisioning for bad debt, the product's portfolio at risk of zero parcent

d - r’ —de — —
- , o TR A Thus /X ‘
7 division. With this grow-and-divide strategy, branches grow unril they
e too large and divide into smaller units. The rate of growth falls somewhere
branch-by-branch establishment and multiple branch replication.
3 2-4 models the results of four different growth strategies. All four models assume a
g f methodology, ready systems, and the same staff structures and costs.’ The models
3 s follows:
2.

SEstructire. costy, and loan size suumptions are s follows: The central office has o natonal director or produce
BgEs, crainer, car. and driver. Central office personned are added in relation 1o the mumber of branches and boe-
o, in the grafting model, the number of new field staff, A regional structure with o traines, car, and deiver is
i when there are four branch offices. i serves up to seven branches. Branches are staffed by 2 branch manaper, 3
e, and 15 loan officers. One loan officer serves 400 bocrowers. The average loan size of new borrowers is

and increases by $10 per year. The amocha strategy is not modeled becatuse it falls samewhere berween the branch-
nch establishment and multple branch replicanion sraregies
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Table 2-3
Multiple Branch Replication: Growth at Compartamos

Loan | Portfolic Borrowers | Financial | Portfolio
Portfolio | Growth | Borrowers | Growth | Sel.. | atRisk | OPeTating

(USS) (%) (# (%) | sufficiency | (> 30 days) :

1995 552.008 — 17.500 — NA NA NA
1986 | 1457679 164 26,716 53 78 NA 68.8
1997 | 2,146,764 47 32.254 21 17 6.6 61.5
1998 | 2,879,518 34 43401 35 122 34 741
1899 | 6,338,738 120 48,835 13 144 75 62.6
2000 | 10,339,319 63 84,141 <)) 17 .58 58.0

Source: MicroBanking Bulletin, with Compartamos’ permission

. lnd\:mnlﬁplcupﬁadonmodd.mrobmhcsananblishedthcﬁm year, four
second and third years, and cight the fourth year and fifth years.

* In contrast, the branch-by-branch model establishes one branch the first year and
a single branch each year thereafter.

* The creation mode! assumes a six-month lag between when an office is initiated
when it can organize new village banks. The model assumes that all staff are new

* The grafting model assumes that some central office operational managers already
exist. There is no six-month lag because there is no need w establish new offices,

Multiple Replication vs. Branch-by-branch Growth Strategles
Compared with the branch-by-branch establishment strategy, the multiple branch repli
strategy requires a greater financial investment eary on and yields much greater outreach.

With a crearion approach, modeling suggests that multiple replication requires more t
four times che investment than does branch-by-branch establishment: with a grafting
strategy, multiple replication is 50 percent more expensive. When grafting and mulriple
replication are combined, however, by Year 2 the cost per client is lower than that of ot
serategies by Vear 5. The payoff for the additional investment in multiple replicarion is
significant difference in the number of clients reached over time.

The multiple branch replicarion strategy assumes thar the institution has the capacity to
train and mobilize large numbers of new staff at once, and that irs back office operations
handle spikes of increased transactions. The sequential approach of the branch-by-branch
establishment strategy is less taxing on management.

Grafting versus Creation
Compared 10 the creation strategy. the grafting strategy demonstrates much lower costs,
higher self-sufficiency, and more rapid growth. Grafting is less costly for the following
reasons:

* It does not require establishing a new institution from the ground up, and

* Cost savings result from an institution’s ability o spread out the costs of operations—
everything from personnel activities  purchases—over multiple cost centers and
costs for product operation through marginal economies of scale
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Table 2-4

5 Models of Growth Strategies
| Cos Replication Growth Strategy
j| per Year 1 Year 2 Year 3 Year 4 Year 5
| Client 1,000 8500 | 23000 | 49,000 | 82,000
i o 165,762 | 549931 | 1,000,790 | 1,263,960 | 1,373,631
162 100 63 51 48
E 0 19 a7 57 kz)
N
|- ication Growth Strategy
~-‘: Year 1 Year 2 Year 3 Year 4 Year 5
| o 3,000 21,000 45,000 78.000 | 102,000
' tment costs 171867 | 280748 | 205902 0 0
per client 53.54 28.9 26.63 255 20.35
tial self-sutficiency 0.59 0.87 1.05 1.20 1.20

IT—

Sranch-by-branch Growth Strategy
Year 1 Year2 = Year3 | Yeard | Year$5

1,000 4,000 10,000 16,000 22,000
121,292 201,283 265,708 211,834 115,447

| 118 67 51 41 39
sell-sufficiency | 0 | 0.30 0.49 0.74 0.89
nch Growth Strategy
Year 1 Year 2 Year 3 Year 4 Year 5
3,000 9,000 15,000 21,000 27,000
137,866 163,953 122,342 1,855 0
42.21 3547 32.01 29.34 28.37
0 0.56 0.80 1.00 115

m from Hungcrhufoundixmuchlmcxpcmiw:tognﬁvillagcbmkingonm

il cooperarives than to create new MFls or work with existing ones. It spent US$6.4
in grants and technical assistance to enable two specialized MFls in Bolivia and

& to reach 30,000 women—or US$211 per client. In comparison, it spent only
0,000 tocmblcmcmditfcduatiominMaliwmch%.OOOwom—orUSSZO
ﬂncoopuuivualwmcbodthucdknuinhalfdndm.withgmwﬁmndal
iciency, than did the MFIs (Stack and Thys 2000).

ing enables village banking to reach more people, more quickly, and more cost- Grafting a poverty
e .thcawhyiuhiuppmuchnotmonoomnm?Fim.itisncw.Second.itrquhu loan product
ppriate financial or retail infrastructure in which management is interested in koot

g into a new market and clientele. Management must be convinced that the village- 5 5 promising
ploductanaddnlucmdpmﬁu.mtd.gnfdnggivuavmmuchleuconml New strategy for
"ancwirutiwxiooinwhichitmyiuvcu.participarcondlcboud.wd i
g requires strategic planning and negotiation with an entiry that has its own mission.

, values, quality standards, and systems of accountability. Client satisfaction, and
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Table 2-5
Advantages and Disadvantages of Grafting

Advantages Dludmugg
Institutional development is— nmaybedlfﬂcuutoﬂndamigmﬁmm
OSpoodler.whichallowsloHasmlnmal mausmmngtogodownmttwl The
growth. institution may—
* Less expensive: The institution is likely * Not be committed to the market or
to have an existing branch structure and * Be reluctant to allocate loan funds to
systems for administration, financial clients.

management, and internal control.

Lack of control over operations: The

inponamolomnmdanMFlnuyM may not wish to modity MIS, staffing, and

exist: supervision,

* Loan capital from deposits, private
lmnstmnt,ovdabtﬁnancing:

. Om«ﬁmndalufvba.wchassavmgu
that will support evolving needs of clients:

* Stable governance structure;

* Professional and social networks: and

* Reputation among potential clients.

It may be difficult to innovate.

therefore growth potential, depends entirely on the quality of delivery by an institution
VBI does not control. For grafting to work, the VBI must convince the financial instituric
 change aspects of its staff recruitment, supervision, and training. The advantages and
disadvantages of grafting are summarized in Table 2-5.

To dramatically increase the scale of village banking operations, further innovations are
required. In addition to grafting with cooperatives, village-banking practitioners should
consider aliernative partners, such as rural banks, postal services, and even lottery outles.
Indeed, any organization that has the infrastructure to manage financial rransactions
be a possible candidare.

2.4 Superstructure Requirements To Support Growth

Developing the back office capacity to support growth,
New Direction including training, middie management, MIS, business
planning, and access to sufficient capital.

Big thinking, cfficient field operations, and aggressive growth strategies need to be su
by a superstructure that can provide inputs to enable expansion. This section reviews some
critical head office functions and the role of the head office in going to scale.

Staffing and Training

Achieving significant scale requires hiring and training an enormous number of
personnel, especially field staff. To process volumes of new staff, a VBI must have excellent
communication between the operations and human resource departments. Three to four
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ths before new loan officers are needed, the operations department will inform the
n resource department where staff will be required, enabling that department

it, interview, screen, and train personnel in time. It is especially importans for the

n resource department to adopt a systematic approach to staff training and to employ a

g team of trainers. Excellent human resource management is a cornerstone of the drive

= 3 presents additional information regarding recruirment, training, and

die Management

gjor obstacle 1o growth is the availability of capable and affordable middle managers.
jout a ready pool of experienced managers, many VBIs promote from within—but an
ent loan officer is not necessarily an effective manager. Often people are promoted
panagement position without sufficient training, If a VBI is serious about achicving
acant scale, then it has w develop its expertise in management training so it can create a
g cadre of middle managers.

Information Systems

fiective MIS is critical for managing large programs. As one village banking practitioner
"MIS is the oven in the bakery™; without it, operations would ccase, Information

be gathered and consolidated fase enough for management to make decisions.

8 program reaches approximately 20,000 clients, off-the-shelf software, such as an
iB-based loan tracking system, can be adequate. Beyond 20,000 clients, extemal

ical experts are needed 1o install more sophisticated commercial-quality systems, MIS
pment is never finished. The initial systems should be flexible enough o build in new
fements to accommodate growth and new products, MFls often find thar installing a

AIS takes two to three times the cost and time than estimated. Senior management

d be involved in this process; it cannot be relegated only to the computer analysts,

e is just one aspect of a management information system. To facilitate growth, VBIs
#0 simplify and streamline their paper work. If more than three people review a form,
ther maybeincfﬁdumiu.lfscnioxumngmﬁndthcnudmblhdtipiqamk

ol -hot e Th
e A mngadans 5 DA - » - 3
i heiin = high ol AR e

SR S IR i R

antaens 1 S
¢ bl d i, Ll :
3 %

s~

fument: andsa:mhingthe'unamonthcfomuwithouxlookinsnthecomcm.thm
btes the organization should undertake a thorough review of its documentation flow.
OVF cfamlysis.apapcrmﬂmdigmdbwkkcepingsimpliﬁcaﬁonnwdmmkcgwmh
: nchptucdumnillmkcmifd\cvmispmceuingﬁveonm

as many disbursements and repayments?

I
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Planning

Significant growth requires significant preparation. VBIs intent on scaling up need to hs

deniledandacdiblcbuxincuphmwdwymuotuughxoﬂgmldbyamddm surge in
capital requirements, and to ensure that new staff arrive in the field just as existing staff
reach capacity. Business plans based on peojections from the field provide the most reali

data because field staff can use local knowledge and an understanding of past performa
make their projections. Such plans also make it easier to hold staff accountable for reachi

targets if they are the ones who made the projections.

Financing

Loan funds are essential for growth, but may be hard to find. While VBIs are committed {
a business paradigm, including market orientation, efficiency, i

¥i and cost recovery, not all
intend to become commercial institutions and artrace purely

w borrow from local banks, organizations obtain
credit. VBIs may also want to experiment with other options, such as the following:

¢ Venture philanthropy that focuses on innovation and the social return on invest

* Community debr or equity financing, concessionary loans that seek modest financial
returns and ssaume social impact; and

* Socially responsible investment funds aiming for market rates of return while
minimizing negative social impacts,

2.5 Conclusion: Moving Forward

Now thar several village-banking institutions have demonstrated that it is possible to serve
poor segments of the market sustainedly, VBIs have two new challenges: (1) 1o increase
efficiency in order to bccommninabk*hilcchugingbwa interest rates; and (2) o
grow expanentially in order to serve large volumes of low-income people. To address these
important challenges, this chapter recommends the following:

* Define a vision for reaching 30,000, 50,000, or even 100,000 clients.

* Develop a standardized, highly cost-effective, and productive branch office structure
and superstructure required to support retail operations.

* Appreciate the central role of field staff: develop strategies to reduce staff turnover.

'Rmog\iuxhugctdngm‘bmkm'iuwaymtion'onthcmadmmsuimbiliry. ot
the end of the road.

* Develop and implement a strategy for increasing client loyalry.
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» Consider adopting innovative faster-growth strategies.

have Develop new financing strategies w include venture philanthropists and social investors,
well as commercial sources of funds.

-
5.

ing resources provide additional information about scale and sustainability.
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Organizational Development

Jllage banking aims t achieve what many thought impossible: to provide sustainable
hinancial services to the very poor. If this were casy, then banks would have been

I doing it for years. To meet this challenge, village-banking institutions (VBIs) wield
itical organizational development tools—institutional culture and human resource
agement—that enable them to create a pleasant working environment, encourage

gious productivity levels, enhance customer and staff retention, and keep a lid on

hapter explores these two aspects of organizational development and provides
mmendatio forVBlsmuscthcmolsadvanm.geo\my.ﬂwﬁmmionimmducesthc
ofmimtinnionalmhurcandpmvidescnmplcsofhowvmsuscthdrmmionmd
£s 1o influence it. The second section describes some cultural aspects thar VBIs might

! and the third secrion discusses ways that VBIs can operationalize their culture,
itwlifeandoominumulyreinfomcit.'l'hcﬁmlmionmmmnrimkcynpectx
iman resource management as they pertain o village banking, including recruiting,
ing, and rewarding staff’

Culture Begins with Mission and Values

o0 culturtiumofvalna.mimdu.mdbchwiondmiuharedcomim:ndy

: (morpnintion—xmd:pamnmdﬁxmiom.upanddown:hehimmhy.
imbedded intthBl'spolidamdpmctica.inituyxnemsandsmnum.andinthe culture is 10 be a
fitten rules thar guide the behavior of employees. Institutional culture is evident in oonstiuctive force
mﬂﬁmugcnmt.andmmingbodiainmwithuchothmmdhmuhcy g

hieve ther social
msent themselves w the outside world, particularly to their clients. :umnrmnbe
concepiualized
ganizations have a culture, but they do not necessarily have constructive cultures. guided. ang

VBI adopt a laisses-faire approach to their institutional culure, they are likely to find fraind

3i Mlmd&dhmdnfudthmdthhcham.
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it evolve into an obstructive or even demoralizing force. An effective culture must be
conceprualized, guided. and nurtured. Effective culrures require staff and managers 1o

actively define what values, atritudes, and behaviors they want to prevail and how to i
that culture in all facers of organization (see Box 3.]),

The first step roward proactively shaping the culture is o arriculate the instirution’s missia
and values. With broad brushstrokes, the mussion and values serve as the conceprual
framework for the institution’s culture.

For VBIs, sustainability or profitability is 2 means to an end, not an end in jtself. The
desired “end” for village bankers is poverty alleviation, reduction of malnutrition, enhane

participation of women, or other social goals. This social mission shapes the institutional
culture of VBIs.

to clients. The pilar of self-management charack
~?M:..mu-.nﬁ~““”? <

<

The third layer of the

’ .. B
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on statements of village banking instirutions typically espouse a double bottom
B achicve social impact and profitability, as highlighted in the following examples:
16 support women who live in socioeconomic exclusion with integrated participatory
vices so that they may achieve personal, family, and community sustainability. Pro
lujer, Bolivia

dur mission is o offer financial and educational services ar a national level through

8 efficient and profitable institution that responds to the demands and cultural

1 istics of families in rural and marginal urban areas w generate increased

pcome and improve their quality of life. CRECER, Bolivia

R EDO's mission is to respond to the basic needs of the poor and through savings and

t in particular to provide the poar with the opportunity to achieve self-sufficiency.
REDO, Burkina Faso

.
nnnnnn

'minimisoftcngmundodinamofnhuthuguidamﬁmdmmmin
pork (sec Box 3-2). The VBI's mission and values attract many staff members who
work clsewhere for higher pay and better working conditions and motivate many

s to volunteer their services.

E ants of an Institutional Culture

what docs an effective culture look like? What important values or behaviors should
audpmnmc?Thmisnorighunmmthm:q\nﬁom(althoughthm

lenty of wrong answers!), An institutional culrure is, naturally, culturally specific. The

res of CARD Bank in the Philippines, Small Enterprise Foundation (SEF) in South

: 'andeMuicrinBoliviadonmnocuuﬁlytum&achothet.Thunid.ixiudll

booasidcrmoftheelamnnthﬂotpnbuiommycomidavimkhxhding

al that embody the village-banking principles.

institutions mlmreanphyaaiticalroleinpapmmingtbcvm'smmimm
}po?t.?hadmmanauumcmimnmminwhkhpowﬂyalkvhﬁonkthe
swbokpnrpou.andbycxmxion.dxputpocofmryomwlwwoththcm
'membe: ammmundydnlkngcdmthinkdwmmm:bepoo:bmuorwm
pe?ﬁalnthhmﬁmmaﬁddmwhhh@hmmﬁwndupon.th:b‘n
m'zthcmnl:’:ll:msizamcheucd.mddechbmmmmmmnidam
jed on the poverty in those areas. Any new product or policy is carefully screened o
side: wbncffectitmighxhnveonthchutimﬁon’scommi:mummﬁngth’;poot.

institubonal
culture, guide
bahavior, ang
Incite action
VBIs must taks
their mission
staterments oft
the shedl and put
them 1o work

— -
VEBis need 10 find
Ways 10 use the
nstitutional culiure
10 parpotuate thew

the poor VBIs can
easily be sucked
up market uniass
her culire keeps
tham rooted
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I chents are

savng. if they are
not satished with
e products and
services. then

he culture is not
sufhcently client
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these loans are more important than the bread-and-burter village-bank loans that serve
poorest. VBIs should consider offering individual loans—to retain their best clients and

enhance sustainability—bur they should balance this new product with an emphasis on
very poor,

Putting Clients First

continuously learning abour the needs and preferences of the target market, (2) recognizis
that village-banking institutions exist to serve their clients, (3) building customer

ing customer service, satisfaction, and retention as
central tenets. While these are nice sounding ideals, the challenge for VBIs is 1o put them
into practice: What does it mean to establish customer relationships for life? How do you

embrace customer service? How do you continuously learn abour the changing needs of
target market?

Continuous Improvement

The success of any business depends on its ability to adapt and innovate. This is particuls
true in a new industry like microfinance in which the environment is prone to change and
which new experiences and bertter practices are regularly emerging. Furthermore, the entig
purpose of microfinance is to change the market conditions by helping clients improve th
lives. It is therefore logical thar VBI: should be learning organizations that strive relen
to improve so that they can build on their developmental accomplishments and continue
be relevane. This type of culture requires risk taking; inevitable failures must be viewed as
learning opportunities.

Unfortunately, inertia tends to be more powerful than change. Instilling a culrure of

confinuous improvement may be particularly challenging for VBIs that have historically
adopred a formulaic approach o replicaing a model—which is why this cultural element §
highlighted as a village-banking principle. If VBIs really want to be client focused, if they a
going to cope with the competition thar will inevitably emerge (if it has not already), if they
want to make an ongoing impact in low-income communities, then the entire organization
has to regulady endeavor to improve. Personnel should envisage themselves as problem-
solvers who are encouraged to think critically and are empowered o voice their opinions,

Communication

It is essential to ensure that communication is open and transparent, and thar it lows
harizontally as well as vertically—both up and down the hierarchy. Although information '
fows tend to be instirutionally and culturally specific, in general people like being consulted
and they prefer participatory processes to autocratic dictums. Plus, sharing more informaric
with more people can promote transparency and avoid rumors spreading among staff.
Personnel must have the skills, however, to interpret the information.



hrure

| eve individual, unit, and institutional objectives, it is critical to promote teamwork.
. g teams, organizations are able to produce more than if employees work individually.
thar 5 get bigger, the use of teams enables them to maintain a culture of intimacy. To

? the  greater teamwork, some organizations require job exchange visits—for example,
:; fice personnel may spend a day shadowing a loan officer and vice-versa—which

gtaff members to walk in their colleagues’ shoes and develop a grearer appreciation
f situation. Organizations can also promote teamwork by providing group-based
yes, cither instead of or in addition to individual incentives (see Compensation and
al Incentives in section 3.4).

me persons access 3 range of financial services, typically from informal and

mmal sources. A primary disadvantage of such sources—for example. borrowing from
and family—is that funds may not be available when they are needed or in sufficient
ts. To distinguish itself from “the competition” and increase its market share, a

uld establish itself as the most reliable source of financial services. which involves
iment to timely disbursements, keeping appointments and fulfilling promises, among

quirements of growth may conflict with other aspects of an instirution’s culture. Many
rdit nongovernmental organizations (NGOs) have an informal culture thar seems ro
or a while. The challenge is 1o maintain the positive aspects of an informal culture—

mily-friendly environment, a close alignment between personal and institutional values,
} contac: with the chief executive officer (CEQ)—while removing those clements that

growth and undermine excellence.

: VBlnecdswﬁnmpoliciuandpmcedum.minmalwdhdeparmmx.iob
pufonnanotlppninh.mdothcttuchfonmldemmu.mthacpmcticu
! ‘VBlwwardburcauancy:oldguudsnﬂmnysecthcconuolundthcﬁ:rmaliuﬁon
uadmxinmutbcmumdwotpni@nionwdinmlploym(mh}ﬁ.

patitutic 'swkunwilldungeui:gxmmdmuum.bmithhelpﬁdifd\em
£ arc constant over time. For example, Box 3-1 depicts Prodem’s culture in 1993, bur
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the organizarion unveiled a more detail image in 1998 in which the main elements remal
the same, but some new anes were added, such as institutional values (trust, honesty,
responsibility, and commirment) and 2 learning organization that pursues continuous
improvement.

3.3 Operationalizing the Culture

The elements of an institutional culture described in the previous section illustrare ¢

types of values, attitudes, and behaviors thar o VBI might want o select when shaping it

institutional culture. The list is not comprehensive; other cultural elements might inchud
Thefrstsmp  commitment, excellence, valuing staff, honesty, transparency, cost-cffectiveness, arrears
oward shaping an  intolerance, high productivity, and of course scale, which was highlighted in the previa
8 for an edenal chupu:r.

:,v, w,e,:mun After a VBI determines what its culture should look like, the challenge is to bring thar |

culture to life. If a VBI has not proactively shaped its culture in the past, a useful fi

and behaviors it wants to introduce. This type of culture assessment—including staff

surveys, individual interviews, focus group discussions, and a considerable amount of gene
observation—is best performed by an external evaluator who is removed from institution
politics and with whom staff might be more forthcoming

attitudes, Bylumingthcorgmiution'shismryand mdmomncwmﬂ'mmbcu heg
mftdduttl\eympanof:awhingbigmdpawaﬁd. I the VBI has a particulady
strong and pervasive culrure, new staff members will find it casier to conform w the
culture rather than to reject it (see section on Training in section 3.4).

. Shﬂmnbeeﬁ‘mive.dnhumn’mmmmd.mbediw
regularly. Seaff meetings provide the ideal opportunity for revisiting institutional value
animdcs.andbchnviou.Atlastonccortwiccayur.md\dixussimcouldbcon the
agenda of staff meetings, or could be included in training sessions.

. Wmm.AmorsipinoﬂimmeﬂklypmchimthVBl's
vnluaandwhaxitisuyingmucomplhh.Otheuigmotnichncouldpmvidc '
impiran'onnlmaugumdpropagatuuﬂ'tlognm.mdnu'ﬂcwhodocsmtworkma
team does not work ar Prodem.”
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Innovative training techniques. VBIs can use innovative training techniques

10 help new staff members understand the culture and values of the institution. For

: 1o instill client commitment in new staff, the Grameen Bank (Bangladesh)

ks trainees to interview a poor woman and write her life history, including how she

pped with economic crises,

>lient orientation. By using the client orientation session to inform customers why
je institution exists and what it is trying o accomplish, the VBI recruits clients as

griners in achieving its mission, The process of repeating the mission and values to all

clients will also reinforce the mission for all field staff and help them remember

id internalize it.

Inique language. Unique language and terminology can reinforce a frame of
trence and a sense of belonging to a special, elite group. For example, instead of

lling ficld staff loan officers or field agents, they could be called poverty fighters or

ime other descriptive term that is unique to the organization.

istitutiona M.mscnuofcmploy«idmﬁﬁudonnndbdonsinsanbc
tressed through institutional rituals, such as a certification ceremony for new
. ts after they have completed their training period where they are welcomed inwo
e family by other employees. Some VBIs have annual social or recreational events
ar employees and their families, as well as milestone celebrations that help reinforce
L»- =% (fotcxmxpk, the 50,000th client party). Some organizations begin all meetings
th an institutional song, chant, or pledge thar reinforces employees psychological
smmitment to the organization.
imployee newsletter. Wich arricles from staff and management, an employee
ewaletter can enhance both vertical and horizontal communication. It can be used
s doammpmgrmmardxhicvingotpnhaiomlmddcpammnulobieahu
ind serve as a vital forum for reinforcing the instirution’s culture. A newsletter can

e announcements regarding personal events (births, birthdays) and professional
mplishments,
Offic llyouLFotVBhthatdcﬁmscwioaomofbmnchoﬁcu.thcoﬁicchyout
an reinforce the institutional culture. For example, if the organization focuses
0 customer service, then the office could be organized around a customer service
gepresentative who handles initial inquiries and directs traffic. If the VBI wants to avoid
Teating unnccessary hierarchy, then its office space and equipment would not denote
pecial privileges or rank.

Ongoi hﬁ‘lﬂg.Fndliuwdbyinmalorcxmlmim.peﬁodknainingmd —
eam-b 'ingcxcrcisacanlcinﬁ)m:theitmimﬁonaladmmC«mamightcm mm
mer service, sales and marketing, and time managemen. needs 1 be

; NWMAn.imtimtion's culture is most effectively propagated .,,.w “x

through dnmmplumbythcmootmmmmAVBl'smmgmmun productive staff

ead by example. If the VBI values communication, for example, then the CEO and Who want 1o serve

c miotmanagusneedwmguhrlyupdn:mﬂonimtimtiomlpcrfomuna. nd DB
solicit feedback from staff and clients. ’

tever particular mechanisms a VBI adopts o operationalize irs institutional culture,
ey to successfully establishing and maintaining that institurional culture is th

leadc ipofmamgemennMnnag:nneedmdemommtcind\drdailydedsimsmd
ons & commitment to the institutional culture. Managers also need to stay artuned to
ther the staff and board members themselves have internalized this culture into their
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dcci:ioosandaaiom.mdmundcmkzmmmmmmdwimtimrioniﬁhmh
cultural drifr.

3.4 Human Resource Management

VBI managers have the unenviable task of extracting Herculean efforts from staff,
particularly field staff, who reccive low wages. Successful VBIs use their culrure and
resource management to cultivare a commitment that keeps staff working late hours and
riding mororbikes to distant villages—even though many could get higher wages and
working conditions elsewhere. This section summuarizes some human resource |
including recruitment and screening, training, incentives, and compensation—and
highlights additional examples of operationalizing the instirutional culture.

Recruitment and Screening

The recruiting process varies by institution and labor market, buc WO tips are fairly
universal. First, a good source for new recruits is a satisfied and effective employee. Some

organizations give bonuses to employees who refer others—avith half ar the time of the
referral and the second half if the recommended person is hired.

Second, after a VBI has a handful of outstanding staff members, it should determine

mentors, books, or organizations helped 1o shape the character of those employees. If it
some common sources, such as youth clubs, schools, or churches, then they would be
places to actively recruit new staff, Both of these techniques also propagate the institutions
culture because they ensure that like-minded people are being considered for employment.

To select the best staff, a VBI may also want w consider the following:

. Unqndhndnmmhmmwﬁumwmm tests, diagnostic
and role-playing exercises can expose the character and aptitude of applicants, and
their artitudes toward the poor. These tools are particularly valuable for large or rapi
growing VBIs. This screening method also can promote teamwork: Co-workers who
know they were selecred through a rigorous and competitive process are likely ro
cach other and feel a strong sense of belonging.

* Screen for staff who are motivated by the organization’s mission. A VB may
be able to berrer retain staff if it hires people who want to get more out of their jobs
than just a paycheck—people who want to make a difference in the world, work with
amiable collcagues, and be respected and trusted.

* To serve women, hire women o, if necessary, hire men who respect women. In
many cultures, women feel more comfortable with other women, particularly when
they discuss health and reproductive issues, as is the case with some integrated village
banking services. Yet the local culture may prevent women from working outside the
home or riding motorcycles, If the VBI cannot hire a sufficient number of women
ficld agents, then it needs to carefully screen male applicants for their attitudes toward

women.

* Consider employing less-educated staff. Often less-educated people are less
costly and more likely to stay than staff with greater opportunities. ASA keeps
job responsibilities simple so that it can hire loan officers with little education and
experience, at low salaries (see Box 3-4). Kafo Jiginew found thar it could train and
supervise literate village bank officers (e.g., clients elected by their peers into leadership
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itions) to serve as field agents. This approach, however, may limit the product
diversity or flexibility that the VBI can offer.

Consider employing staff with little or no work experience. This is especially
true in places where prevailing values conflicts with the desired institutional culture,
Grameen Bank deliberately avoids hiring anyone with previous banking or financial

IDETICNCE.

are that it has top-quality employees, an organization may want ro train more

dares than it needs and then only cmploy the best. New saff may be hired on “trainec”
jcts; those that meet performance expectations after three or six months can then be
as full-ledged loan officers.

nas
|

ing for new staff transmits and propagates the institution’s culture in the following

It is challenging o get new staff to embrace the institution’s values and
pbjectives as their own. During training, new recruits can be asked o discuss ideal
working conditions, how they would like to see co-workers interact with cach other and
with clients, and how they would like to be treated by management. This discussion
car bcfldlitimdinSuchamyumidmﬁfythecomdcmenuofdnimtim:ion'-

tulture and objectives and to give new staff a sensc of ownership over those elements.
xplicit messages. Building on this discussion, the training should explicitly

mmmunicate the organization’s mission, values, and culture. It should clearly transmie
is message: “These are our aims, this is how we expect staff to treat each other and
bur clients, and this is why it is so important ro us.”

ing the culture. Trainers should “walk the talk,” modeling their explicit
nessages and the behavior expected of staff. Forcnmple.ifdlevmexpccuunployus
‘befﬁdalandanabﬂul.thcndkuainingdwnldmumgedebcmandwekom

dittering opinions.

the most effective way to reinforce the culture is th the apprenticeship T
,dnmwmnainin&lthcﬁdalthumnknwmminmmﬁ'cﬁuﬁv“dy ﬁ’mm
he .abowalLbdngdwinninnion'sadmnmlife.Thduaiomshoulddunonm RG4S Row b
minion.nhm.andadmnmninpmict.vnbdwuldmidudwdopinga essrmeng

ok mummtcncbapaiamdﬁcldmﬂ'howmpmideon—chc—iobminin;m ety
M&p&mzshouldnhofnﬂowupwithmmﬂ'afwrthqhawbemonthc but also how

t thre orfommondu.Byohsewingdaeirpafonnmaintheﬁdd.HRmﬂ'cmm& W00k he

il dboththcmin«andtheumr.mdmmmnmdmyaddiﬁomlnainingfor mm‘m
that might be required. ::muau
huhbeongoing.AxCommm.nﬂmﬂ'mbmpanidminmmh Dohavior.

ming cvery year. These sessions are used o update skills, reinforce the institutional
amdvﬂua.pmmtammkandmmmf{lnddhion.mymmks
partamos has a one-hour human development activiry ar the branch intended o
Ve cooperation, enhance communication, and build morale (see Box 3-5),
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supportfrom colleagues and branch managars bh-ptg?q:qmum r
Mmhhhm“umoo) |
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.....

I labor Laws allow, VBIs can link seniority to increased benefits, such as vacation
ame, sabbaticals, staff developmenr grancs, pensions, employee stock ownership
plans, or employee loans. For example, after two years employees earn an extra week
of vacation time, or after five years they become eligible for matching pension funds.

Time-linked benefits creare incentives for staff to stay and then, once they reach the

milestone, disincentives for them tw leave.

Cultivate a committed working environment. If people like their jobs and their
co"aguu.if:bcyfedtupccwdandnded.ifthqbdicvuhuthcymmzkmgm
important contribution, then employment will give them intangible rewards. A VBI can
use its social mission as a powerful motivating tool. For example, impact studies and
client success stories can remind staff why they do what they do and can quantify the
-Fupanmgmdbduﬁnplmmmphym’:puwndidmﬁqwid:

the institution’s idenrity. Through staff uniforms, slogans, employee newsletters, and
social events, staff members think of themselves first and foremost as members of the
organization, and would be reluctant to work elsewhere,

’ lbeﬁobeldcﬁnuw;obeppuwnndmmmwdwdmppdﬂm
strategies may include participating in committees or task forces that are working on
innovations or improvements, engaging in market research, or learning new skills to
‘become a more versatile employee.
- Recognize accomplishments. Recognition can be as powerful an incentive as a bonus
cbe:k.ManyVBhdaipmdncmployuofd&mththucomyupedaIpﬁvﬂegu.
uthuhnd\widnheucmdwdimmr.mnédcinthcmknu.apimmmthe
nll.maspeddnmxng,omamp\idomh\dudem—impmwdlmnoﬂiw.bw
innovative idea, and most promising new staff member.,
* Create the social infrastructure 1o support staff. The VBI needs to demonstrate
that it cares about its employees. Often the human resource department is tasked with
thempmuibilhydnncndingwdxmff’smddnedg.nxhumhﬁngmpbym
during personal crises. Larger organizations may even have an in-house social worker or
ombudsman, and may have particular benefits to support mental health,
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. Adnptmrdtymmmﬂ’lpnfamcumdapamimu. By giving employees
a voice in shaping their work environment—through staff surveys, employee advisory
committees, and open communication channels—a VBI can improve its reward

The ways in which a VBI can increase iuvalmmempbycumlinﬁtedonlybycmnm;' ity.
Each institution should holistically strategize about what might work best in its environ
Above all, staff members will be motivated by the sense thar their employer cares about
nhnalhcmupeoplc.mdmguhdydcnmmmiuappmdadon.

Compensation and Financial Incentives

Although non-financial incmlivaanbcwmhaloc.peoplenil]necdwbcpaid.Typ'

compensation comes in two forms: a base salary and financial incentives. Where incentives

ncentives can mmed—cndilisuotagivmthnrtbcylbouldbe—arulcofthumbisdmloanoﬂiccu
4 shouldbcahlctoumSOmSOpctwuonxopohhdrbuenlaryinimdm. |

the instiuion's  Financial incentives should align the goals of the instirution with employees’ personal goals

cultize butthey s that in a decentralized organizational structure people will work toward institutional

can alsc be objectives withour significant oversight. Usually this includes rewards for both quantity

mc (number of borrowers, number of new borrowers) and quality (portfolio ar risk or

= raw). These must be carefully balanced, which is a tricky proposition because problems
with quality often emerge slowly. Portfolio quality should be the most important variable
in any loan incentive scheme. Two other variables thar VBIs might want to consider are
recruitment of the extreme poor and client retention.

Financial incentives need to be approached carcfully because, if not properly designed. they
can serioucly undermine the instirutional culture. They may encourage aggressive sales
techniques or unsavory methods to manage delinquency. They can create individualise
Behwiorwhuebysmﬁmanbendono«minachmb«.onmofmddcmcm that can
demoralize staff if they do nor meer the eligibility threshold. Some organizations have
xhceﬁemofinccnﬁ\uwbewimidhnthuthcyhmdimimwdthanﬂmgﬂha.

When developing or refining an incentive scheme, consider the following suggestions:
. mmymnmmmmmngmm
introduce an incentive scheme will breed resentment. Where base salaries start high,
the ratio of salaries to incentives can be decreased over time by freczing salaries and
gradually increasing incentives.
* Adjust incentives to account for inequities. Incentives should be adjusted for

diffcrent environments. For example, urban loan officers may have different targets
rural staff, or there may be different expectations for staff in new branches.

. Rmdh‘illhym.lmtivudmldmmuugelmnoﬂianmgmna
steady and stable pace until they reach (bur do not exceed) maximum productivity
levels.

* Encourage innovation. Monthly staff bonuses for the most innovative idea tend to
fuel creative thinking.

* Keep it simple. To achicve its goals, a scheme should be simple; a scheme with to
many variables will not convey to staff how they should allocate their time and encrgics

o maximize their financial recurn.
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Promote teamwork with group incentives. To promote tcamwork, VBIs should
consider group incentives (or a combination of group and individual) based on the
performance of the branch or the organizarion as a whole. Group incentives include
profit sharing, whereby a percentage of any surplus is distributed to staff members, and
er e stock ownership programs (ESOPs).

Reward current priorities. This year. the organization may be suffering from
epayment problems; next year, growth mighe be a priority. Priorities may differ by
pegion or by loan officer. Incentive schemes should allow the VBI to emphasize and
seward immediate priorities.

jie

ment
discussion thus far has focused on field staff. Yet senior managers play a pivoral role
aping and maintaining the institutional culture, managing and motivating staff, and
ing the institution to meet its objectives, t creates a vision of how the
pization should operate and then empowers others to make that vision become reality.
are the link berween the board and the staff, and they communicate the vision of the
ution to staff and outsiders. They lead by example. Withour a ready pool of experienced
agers, many VBIs promote from within—but an excellent loan officer is not necessarily
Fecti manager. Often people are promoted to a management position without
cent training. If a VBI is serious about achieving significant scale, then i has 1o develop
pertisc in management training 5o it can create a strong cadre of middle managers.

W should managers trear staff? A staff-centered supervision approach will increase the
hood tha field staff will stay in the job and perform well. Loan afficers spend mosr of
Fdays on the road visiting groups. Given their mobility and independence, VBI

: mkupccialcﬂ'ommpmvidcﬁddmffwiththcmpponmddgnaﬁngthcynquim

ctive village-banking supervisors see themselves primarily as enablers, problem-solvers,
Ementors, instead of as managers or bosses. They spend most of their time in the field
loperate close to their loan officers. At Co + supervisors meet 50 percent of
promoters’ groups each month. They attend each loan disbursement. Branch managers
msee up to three coordinators and fifreen promorers. The branch manager also spends
wt of the time ourside of the office visiting groups and artending disbursements of large

managendwulduxincmdvunamnagemmnoolbymguhdymniwﬁngban
_'pmgrmoninwndvevm:bluandshawh\gthcmm.dwynecdmmmplhbm
: nddkbmlbencﬁu.W’nhmhlyimndvafmmmpk.thcbnnchmamp:hould
do wi:hachloanoﬂiwbefomth:lanweckoﬁhcmnzhmdﬁgmomwbaxhcy
d 1o achicve 0 maximize their bonus. If branch managers receive incentives based on
petfonmmcofthcinnﬂ:thmitalignsimcatthcbnnchlcvdmdwillmcounge
anagers to actively support their loan officers.

3.5 Conclusion
lllage banking is extremely difficult, bur enough successful VBIs are operating in a range

mdiriomm:how:hatithnocimpoaible.()neofd\cp:imrywaynlmthacvms
wercome the challenges is to use organizational development to increase productivity, bolster

Oncantzarionat DeverorsmenT
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Resources

The following resources provide additional information about organizational
Brand, Monica and Julie Gerschick. 2000. Mmm:q%: The Path to Enbanced Ousreach and
Suirainabiliry. Washington, DC: ACCION International. www.accion.org

Churchill, Craig F. 1997, "Managing Growth: The Organizational Architecrure of Microfinance Instituri
Manapemens Tools for Microfimance, Review Paper 1. Bethesda, MD: U.S. Agency for International

Development (USAID), Microenterprise Best Practices (MBP) Project. EWw.anip.og
Frankiewicz, Cheryl. 2001. Building Inttirutional Capacicy: The Story of Prodem 1987-2000. Toranto:
Fwwpsctpub.com

Calmeadow,

Rhyne. Elisabeth and Linda §. Rotblase. 1994, Wik Mukes Them ﬁl.'Exyloru'dvAutuq of Major
Microenterprise Instirutions, Washingron, DC: ACCION International. WWW.ACCION.0rg

Stearns, Katherine. 1993, “Monctary Incentive Schemes for Staff.” GEMINI Technical Note #5. Washingron,
DC: U.S. Agency for International Developient (USAID). www.pacipub.com
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Understanding the Customer

A ") ccause they deliver financial services w groups, village-banking institutions (VBls)

[ can efficiently accomplish social objectives by serving a number of people at one time.

! 5 Because they deal primarily with the group, however, field staff do not always develop
A insights into the needs and demands of individual customers, and the impact of services

—————
er understanding ar the individual level is required for several reasons. A VBI needs mm
more about its clients to ensure that it is fulfilling its social mission, both in terms  pors meotngs 10

it reaches and the impact it has on clients’ lives. Withour a good understanding gan a sufficient

§ custome: 'nccds.VBlsmzycxpcrimcchishlcvchofdmtion.Anducompaitkm m
.adecpcrundmnndingofcummapambmwillcmblcvmstopmmand 5% anc) how
ps expand their market share.! well services are
meeting thes
bdpfocmondimnmdmduathcmlnmbilityohhcpoor.xhischapwguiduVBlz Deeds.

ough the process of answering three important questions:

1.Mmmngwhommmtoum?%ikvslsmknwnro:daei:
commitmttoscrvingthepoor.itbnnreorg;niuzionthamuallygoaomof
munmnrguandtﬁw!ymthcpoonrwoﬁhcmmmunity.%ik
ntgningdtvuypoananmhuivcmdmnichcmaynmbefmmmnc.mme
organizations, such as Small Enterprise Foundation (SEF) in South Africa (see Box
4-2), persuasively promote this practice as 2 means of fulfilling their social mission.

zmmmmmmmﬁmmm
continues on the costs, buwﬁ:;andvﬂidityofumdnglnp.a.“ischnput
pmmumnppmchlhufo:guamiddkgmndbﬁmcxpuuiwudankhnpan
assessments and dumnvktionthnmpwbonowu:munpmyfmhnpaa
assessment. This approach, impact monitoring, is intended to give VBIs sufficient
confidence that they are fulfilling their social mission without overly burdening staff or
clients with time-consuming and expensive research.

¥ Ceaig Chuechill and Geetel Figueroa drafted the content of this chaprer.
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4.1 Target Markets: Finding and Serving the Very Poor

The approach of most poverty lenders toward finding clients is best described as indirect
targeting. They assume that by (1) using a group lending methodology, (2) offering very
small initial loans, and (3) working in poor communities, they are reaching their in
market. The wealthier members of the community would have lirtle time for group
lirtle desire to guarantee loans of poorer people, and lirtle use for such a small loan.

that most borrowers were just above or below the poverty line, classified as moderate poor
vulnerable non-poor, but few clients were extreme poor or destitute (see Figure 4-1) (
and Cohen 2000). While VBIs often reach deeper than most, few are serving large volu
of extremely poor persons.

This finding is not particularly surprising. Village bank members are naturally risk-averse
and tend to select other members who have similar socioeconomic profiles. The product

Human narure pushes nun;nahiliry-Focused VBI employees 10 seck our the less poor, who
are easier to reach, seem to be a lower credit riskandhavcthepotentialmubsofblugu

These resules do not trouble all village-banking institutions. Some VBIs see an emphasis

Some VBls, however, place a higher priority on reaching the extreme poor from the outset
and accepr slower progress roward sustainability. These institutions actively target and
exclusively serve the extreme poor for the following reasons:

. Soddwwmm.ﬂwatmpooto&mhckthcmnﬁdmam
participate in a borrower group voluntarily. Extra effort is required ro identify, recruit,
and support the involvement of the extreme poor in borrower groups. Heterogencous
village banks that include non-poor members of the community are likely to intimidate
poorer members and discourage their involvement.




Figure 4-1

Defining the Poor

Destitute | Extreme | Moderate
Poor Poor

5

:

Staff culture. Field staff are naturally going w serve customers who are the easicst
to reach, especially if employees receive bonuses for quickly achieving large volumes of
good-quality portfolios. The best way to forge a commitment to the extreme poor is if it
is steeped in the institutional culture and staff are rewarded for serving thar markex.
Client focused. Consider the dark side of being client focused. Non-poor members
‘of a community tend to be more outspoken than the extreme poor. A client-focused
VBI will naturally try to respond to the demands and suggestions of its clients, which
could lead it away from the very poor if it were serving a heterogencous market.
Market forces are inadequate. If VBIs serve the easiest clients first, their
borrowers will move up the economic ladder creating a greater distance between the
modaateandmpoor.&boequmcﬂbmmimp«mmthcmudkhm&nhcmy
poor and enable them to compete effectively in the commercial markets will be even
mchdla:ging.ﬂ\cnisamltisklhuxhtymybcpammmdydhadeduwo
pootmbmcﬁtsimplybeauutbeotpnhdondidmgumdmnm.

employed a new methodology to compare the poverry level of their clients with the
popuhﬁonaawholc.uducibedinBox&lRmthingthhpmym
effective in reaching the poorest segments of the

they are actually reaching the poor

targeting techniques are much
communities (Sharma et al 2000).

Vulnerable
Non-poor

Other Non-
poor

Sebstad and Cohen (2001)
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vices 1o low-income persons in one of South Affica’s poorest provinces. Four years Ia
wmummmmwmmmmnm ¢

After exparimenting with a means test and a housing index. SEF settled on a participato
wealth ranking (PWR) system 1o identify those persons in the community who would &
eligible o participate in TCP based on their poverty level. Most of the targeted persons &
not involved in an income-generating activity, so their first Ioan is intended 1o help them sta

1- Mapping. The viliage is divided into managaabie sections of approximatsly 100 he
m o;n:‘ A u:-uu rﬂ dh-::bﬂwﬂlh:;:qu-domm draw
area. A housshold list s generated from the map, with the name a

2. Poverty discussion. The SEF facilitator leads a discussion on how to identity a pooi
parsons fo have the same understanding of poverty criteria.
3. Wealth ranking. The reference group considers sach household In the section and
them by wealth. Typically the group will make five to eight pilas of householde rangin
from poorest to richest. After all households 'been ranked, the group discusses the

charactenstics of each pile and what ditferentiates one from the next. The ranking

balow 100, the less poor the household. The next siap is to dtermine the cut-off point for

because It s only available to the very poor. =
The staffing for this exercise consists of a facilitator, who is at a branch manager level, and

Poverty wealth ranking takes into account the dynamic nature of poverty. -
Vides a great deal of information on the socioeconomic environment of the community and i
a good way for SEF to generate interest from the very poor. PWR requires good fac
mmbwmmm‘mmAmm-a@g_g

an assistant for each section. The assistants are usually the local loan officers, so they ga

ply using targeting tools o bring the most vu
for them is like playing with a loaded gun. _

Regardless of whether VBIs are targering the extreme poor exclusively when serving this
market, products and services, such as the following, need to be suitable to their particular

socioeconomic conditions:

* Loan product. To provide credit to the very poor, the loan product needs to reflect

the circumstances of the target market. Loan size is the most obvious issue—clients
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should be able to start with even smaller loans and not be expected or encouraged 1o
take larger loans every cycle. Other points to consider include (1) smaller, more frequent
installments over longer periods, (2) repayment holidays, so thar clients have a certain
number of opportunities to skip repayments (or pay only inserest) without penalty, and
(3) innovative repayment methods, such as the offspring of a cow,

Olh.rﬁmnchlpmducu.ﬁeditmaymbuhemimpommpmduafouh:
poorest segments of the market. Borrowing involves taking a risk thar the extreme poor
might prefer w avoid. Savings products that allow small transactions might be more
appropriate. Some organizations provide initial grants (coupled with training) to help
 the very poor start an income-generaring activity. and then allowing them to borrow
after the enterprise starts genenating a cash flow.
'Wdhnﬂmh.ﬁfbmmmdumpoorbyonlypmiding
loans may not succeed. Reaching this group requires a credit plus approach thar involves
‘handholding, advice, and encouragement provided by group members and the field
agent. To provide a conducive learning environment for the poorest, business skills
miningmaybeptuvidedonafadliudonhuh.mmbyzh:ﬁdlimmumga
members to teach each other.

ot all VBIs choose the very poor as their market niche. These observations offer some

: wbelpvilhgbanhumhinkdmummmmmdxmdoml One of the groaest
and challenge village bankers to reassess their assumptions and motivations. impediments
dnmamtthchavyanphaﬁ’onach&vingmsmianhilityumupouible: M strving the

,“upccmioncouldundanunuoommmmthcwrypoot.wdmmbunthe SN 9009 £

porer segments of the community who will have further to catch up once the VBI rums it :::;...m
RICTILC to them.

\ midd pmndaimbetmadmivdymgedngthemmpor.whkhmy :m“ v
agnificant! ddaythenminmentufmmimhilityandhindermle.mdgoingupmdm encourages VBis
mnkcendsmm.VBhdmldmmidufomsingthepmduaduign.smffimﬁ\u.md 10 90 up market
astitutional culture on serving the extreme poor, but not serve this market exclusively. If the
: "ninhcnablemmaungeofdiennwhhatiemdpﬁdngmmthardoam
: signiﬁamauuubddbﬁomh:gemmﬂmiomitmybcabkmuﬁha
nce among deep outreach, scale. and sustainability.
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4.2 Determining Impact

Targeting (and actively recruiting) the poorer segments of the market helps VBIs to know
that they are serving the customers that they intend to reach. The next step in verifying
if a VBL is fulfilling its social mission is to establish if these clients are berter off and less
vulnerable because of their participation. This is accomplished by assessing impact—by
determining whether clients are benefiting from the services; whether they are increasing
their income and assets; whether their families are moving above the poverty line, and

whether customers, especially women, are becoming empowered.

Historically, impacr studies were conducted primarily to meet the needs of donors. Many
the early studies were expensive, cumbersome, and difficult to in )
Designing studies that would yield findings rigorous enough for researchers has proven
difficult, if nor impossible. Hence, some practitioners argue that if clients continue
services, they must be deriving some benefit from them. The debate on IMPACT assess
complicated by the vast array of purposes. objectives, and methods, as summarized in Ti

4-1.

With their commitment to reducing the vulnerability of the extreme poor, village-banking
institutions tend to be particularly concerned about whether their services are having the
desired effect and are therefore perhaps more engaged in impact assessments than other

of MFls. There is an emerging consensus (although not unanimous) on the usefulness of
middle-range impact assessment wols to help practitioners verify that they are achieving

objectives. To this end, the AIMS-SEEP toolkit (Box 4-4) provides practitioners with a set
techniques for assessing impact (along with marker research wols).

tegrate into daily ope

Table 4-1
Range of Impact Assessment Methods
Simple Middle Range Complex
Carried out by Simple surveys or routine Uses a quasi-

S, practitioners for collection of client data 10 experimantal design
practitioners; often | understand how products including data on a
based on anecdotal | affect different types of control group of persons
evidence or client | users; offers insight about who do not recelve loans;
stories. who stays and who leaves; tracks changes over time

identifies changes In business | through baseline and
operations and household follow-up design.
assets.

Purpose To provide basic To demonstrate plausible To establish with a high
insights and impacts and trends; to test If | degree of confidence that |
feedback 1o senior | the VBI Is improving the lives | the results are attributable
program managers | ol its clients (or at least not to the sarvices provided
and possibly some | contributing to a decline). by the VBI (causality).
donors.

Cost Low Moderate to low. High.

Reliability | Low to moderate. | Moderate to low. Moderate 1o high

Comments | Limited usefulness. | Without a control group, Typically requires external

cannot attribute changes 1o expertise and funding.
the client’s participation in the
program.
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4.3 Integrating Market Research into Village Banking

While some VBIs may decide not to measure or monitor impact, all institutions should have
a clearly articulated market rescarch agenda. Market research refers to any effort t better
understand clients’ needs in order to improve products and services. Market research is a
critical means for better understanding how a VBI can assist poor people.

Market rescarch is at the core of grassroots development: It allows poor people 1 contribute
w the design, management, and evaluation of the services intended to benefit them. Poverty
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% complex and multidimensional. If a village-banking institution wants to transform the
wes of its clients, it needs to discover what services must be in place for this change to occur.

arket research is the process of understanding the needs, behaviors, and preferences of
e target clientele—both current and prospective—and how those change over time.’ The
ket rescarch process enables VBIs to listen to clients in a systemaric and continuous
ner, and to become client focused. Village-banking institutions with an effective marker
earch capacity are better positioned to accomplish the following:

¢ Improve existing products and services;

Develop new products thar are responsive 1o client needs;

Determine the root causes of customer desertion and loan losses;

Learn what demand factors may be limiting the organization’s growth;

* Find ways to improve the impact that a VBI has on its clients;

Monitor levels of customer satisfaction;

* Diversify into new market niches; and

' Receive feedback on the quality of customer service thar staff provide.

1o many people, market research involves gathering lots of data through hundreds of

nterviews or questionnaires with scores of variables, and then crunching all the numbers

0 sec what different segments of the marker think abour things. While this large-scale,

juantitative study may become an important part of a VBI's marker research toalkit, it is

pbably not the best place to start. To develop or improve an organizarion’s marker research
apacity, consider the following:

* Research and development (R&D) team. Small VBIs should have an
interdepartmental committee that meets regularly to initiate and manage
dmcolloctionxtivitio.malyu(hcmulu.mdmmmmdchanp.m
interdepartmental aspect, sometimes called cross-functional, means that persons from
diffe:aupumofd\corg;niution—ﬁddandhadofﬁceopuadonalmf{
information systems (MIS), human resources, and finance—are involved. This cross-
funcrional representation ensures thar the process will consider the implications of the
pmducxonallaspecuoftheozgmiuxion,mditaumabroadbauo(ownenhipovcr

After a VBI reaches a certain size, perhaps 510,000 clients, it should consider creating
an R&D department that is tasked with designing and implementing the organization’s
mrhtm:chamvumlt:lmuldbcmﬂcdbypeoplcwnhmgthnmmd
quantitative research backgrounds, as well as by people who have worked as field scaff,

. Exltlﬂmlfanotpniuxiondoaoniyomtypeofmukadanmﬂecdon. I a VBI does only

hdmldinvolwhmingﬁomlmtcmmm(mBon%).AVBlxh:ulmowswhy “W":ml

dicnnmkxv'inghinagnodpositbnmmdifycxiuin;pmdu:u.immdtnncw requiarty conguct
pmducu.andmpmvudvioedelivuy.Andmnwdmthcpmcwoﬂhmingmhu el interviews.
customers and caring abour what they have to say is enough to convince them to return.

mwwamﬂ MT.WMMWMMMM Two
oy on: (1) informat he :
non and (2) gathering information about the business envi gathering 1on shour the competi-

Microfi 3 consider the | .
: mncxmt;p;‘:m '%wm ousstanding qualitarive marker research tools and rech
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Questions on loan applications. Similar to the logic behind impact monitoring,
a few additional questions during the loan application process can be an important
market research wol. With new customers, the questions may explare why they selected
the organization and what they hope to gain from the relationship. With repeat clients,
these questions could try w determine their levels of satisfaction, whether or nor their
expectations were met, and their ideas for improved services.

Learning from non-clients. One of the more difficult aspects of microfinance
market rescarch is trying to leam from people who are not accessing the VBI's services.
Yet VBIs that are experiencing growth problems or want to target a new market

niche need to learn about the behaviors and preferences of persons who have not been
associated with the organization in the past. This need may be particularly critical for
VBIs thar find rhey are not reaching as poor of a clientele as they intended. Unless

the VBI has a strong R&D team, this type of research may be best outsourced to a

interviewing methods, data analysis, and common mistakes should form an important
aspect of field staff training.

Conclusions

his chaprer discusses ways of answering the following three questions, which are important
many poverty-lenders:
L. Are we serving who we want 1o serve?

2. Are customers benefiting from our services?
3. How can we improve our services?

To answer these questions, a VB needs o look past the village bank to better understand the
characteristics of individual customers. An organization’s concern abour the answers o these
questions largely stems from its mission. Some VBIs are committed to serving clients who are
extremely poor, and they use targeting methods to ensure thar they are accomplishing thar
objective. Other organizations, however, are comfortable serving a higher income or broader
client market and choose not tw invest specifically in finding and recruiting very poor clients.

'l'beuuf:cudivi:ioaoccunwithregudmd:ewoondquution.WhileallVBhwmdiumm
benefic mthdrmvicu.notaﬂorpnindmufedcompdledmmumutharimpmvtmmt
through impact studies. The use of impact monitoring—tracking several variables with
,nfh!oanqdcmgiw&eomniudonindghﬂnmdquaofbmeﬁuthuwmnmm
mpymg—ucnnmbcamu-cﬁ'eahrmmpmmixbcmmmpkxsmdiumdwdoing
anything at all.

Unlike targeting and impacr assessment. conducting market research is not a choice: it is

a necessity. How a VBI learns from its customers and what it does with thar information

depend on its mission and maturity, Successful VBIs are learning organizations thar want
to continuously improve the products and services they offer to their clients to enhance

UnpersTanDinG THE CustToMEes

university or local research organization. f:?e.:"nm
Staffing. The success of informal data collection methods, such as the complaint interface batween
and suggestion feedback loop, depends on the effectiveness of field staff to gather and e VBland s
document information, and sometimes even to interprer it. Field staff are the interface mmn -
between the VBI and its customers. They have a critical market research responsibility  market research
to learn as much about the clients as possible. Instruction on sampling procedures, tachniques
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customer satisfaction, retention, and loyalty, and to improve impact. This challenge
cultivating a willingness to question assumptions and building in systems to listen w
and staff—chis is marker research.
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Product Development

icrofinance began as an innovation. The Grameen Bank'’s center (

of groups), ACCION solidariry group, and FINCA's village bank were all

. revolurionary means of overcoming market imperfections that prevented
traditional banks from serving low-income customers. Over time numerous variations an the
original models have emerged.

But not all innovations are successful. Although failures are not often discussed openly,
the short history of microfinance is probably littered with more bad practices than good.
Innovative institutions are risk takers, which means they must be prepared to fail and 1o
learn from the effore. Riskmking,bowva.docno(hlvembcmkkss.\vbcutryingm
Improve in response to customer demand, village-banking institutions (VBIs) can avoid
falling into the worst practices category if they follow a logical and strategic path toward
product development.

mmpmrpmumhapmdmdcwlopmempmh.ﬁomdupmcmofpxhaing
product ideas all the way o rolling our the product.' In reality, however, this process is not
linear. Rather, managers will engage in many clements of the process at the same time.
Therefore, when reading this chapter, it is more important to consider the characreristics of 2
successful product development process than strictly following a prescribed path. Elements of
the process include the following:

———eee
* Be open minded. Product development requires imagination. Innovative ideas come i':"’”""’:"
frompeopkwhoqmtionnmmptiommdmcognhzthathingsdonmhmmbc(hc it

VBI's product
way they have always been. Step back and look at the big picture—see the forest and me;bbe
not just the trees. approached

* Assess capacity. All organizations should strive to improve their existing products;  holstically—even
bmnmmryomhmdymcnpgcinm-pmdmdﬂdopntm.mpanicuhrconwn Ml changes
is whether an organization has the (1) financial resources. (2) human resources, and (3) e b9
management information systems (MIS) flexibiliry to move forward.

'ﬁtn“lmmcm(lumhmw:hmdwuéam.
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. lelltmthpltlﬂmVBlnhnuymwlentzdwpmdmdwdopmmt
pmccuorlmmpcmd:velopmrdncwproducnaomemlauningtbdr
success,

* Consider linkages. VBIs do not have to do everything themselves. Often the best
solution involves a partnership or collaboration thar enables each organization to focus

market. VBIs should strive 1o continuously improve their products.

5.1 Defining Product Development

To define product development, one must first define product. For village-banking
institutions, a mductisaﬁmncialmicethmcummmpumhmbeanmit fulflls a
parucular neaf The most common types of products are credir, savings, and insurance.
Some products also combine rwo of these categories—like the original village-banking
product thar combines savings and credit—and some integrated products combine financial
with non-financial services (as described in Chapter 9),

The definition of 1 microfinance product includes the manner in which it is delivered. A
savings product available from a distant office between 9:00 and 14:00 is different from one
Mabkﬁwminutuamyduringmklymeednp—mdbmhdiﬁaﬁomapmdmdmh
dcﬁvucddailymd)cdiemkdoamp.Exhpmdumptwidadiﬂ'emmnlucmuumm
andimposcsdiﬂ'emntcomanddamndsondnimtimdon.

ﬂsctcrmpndnadﬂdqlnuudoanotmcanthenmcthingmaﬂpeopk.ln this book,
product development is the of improving existing products or developing new
products, cither for the organization’s existing market or for new types of clients. This broad
definition leaves the door open to a variety of initiatives, some of which are riskier than
others. Table 5-1 outlines recommended priorities for producr development based on the
associated risks and benefits.

As shown in the ublc.theﬁmpriorityinpmduadcwlopmmt i to improve existing
products for the organization’s cxisting clients. The second priority depends on the
organization’s circumstances: Either it will want to deliver an existing product to new
mrlc:u.oritwiﬂwammdmlopncwpmdnmfmcxhtingmﬂnm.Tbclowmon the
priority list, and the riskiest, is the new-new combination of new products and new markets.



Table 5-1
Product Development Options

Product Improvements New Products
Top Priority. Customer retention is Medium Priority. After trying to refine

one of the biggest challenges for many | the existing product to meet the needs
VBis. The first step toward enhancing | of existing clients, some VBIs may

ratention is 1o see If the core consider developing new products
product can be adapted to suit the for their existing clients, aither to
organization's existing clientele. (1) replace the existing service they
Example: There are numerous receive or (2) supplement R.

examples of organizations moditying Examples: (1) Many VBIs are

tarm length, meating requirements, developing individual loans for village-
loan size, elc., to accommodate client | bank graduates (see Chapter 6); (2)
demand (see Chapter 8). FINCA Uganda Is testing insurance
products as complementary services
for existing customers (see Chapter 8).

Medium Priority. If an organization Lowest Priority. The riskiest and most
has saturated its existing market, or difficult type of product development
fesls compelled to begin serving a Is 1o create new products for new
new type of client, If possible the first | markets because the organization
step would be to modify an existing enters into completely untamiliar

product 1o the needs of the new termitory that may be beyond its core
market. competencies.
Example: Small Enterprise Foundation | Example: Before it got a good handle
(SEF) developed Tshomisano by on managing voluntary savings.

modifying its core microcredit product | Association for Social Advancement
to sult the characteristics of extremely (ASA) also began offering savings to
poor clients (see Chapter 4). non-mambers (see Chapter 7).

Mmmnmumum;mawunum

5.2 Analyzing a Product Opportunity

———
A successful loan, savings, or insurance product meets the objectives of both the customer mm
and the village-banking institurion. Satisfying only customer wants may sacrifice the s 3 balancing
institutional mandate for sustainability; conversely, meeting short-term institurional act batwesn the
objectives may compromise customer satisfaction and retention. A successful product offers ~ Preerences of ihe
the greatest degree of overlap possible between customer and institutional objectives, as m’:‘“
depicu:dinanumi—l.Am]yzingapmductopponuni:quuiruacamﬂdmdyddw The challenge is 1o
benefits to both customer and institution. Marker research will disclose which locate where those
features customers perceive as beneficial. An organizational analysis identifies which will o‘“;‘:;‘m
most benefit the institurion,

MudeNlllyhmnnCumumpocﬂn

Customers have many wants and preferences in a financial product. Some preferences, VBIs reed to know
however, are more important than others. Important preferences bring value o customers, ~ What benefits
nwidcmdbythcirwillingncuwpuyfonham'l'hcrcisnopointindaigningalom md:::p
producnhaxmuallcmmm'needs:itmuldbchnrdmdoandixmldcompmmixan products around
those benefits
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Figure 5-1
In Search of the Product Development Overlap

A successtul loan
froma VBI's

institution’s sustainability. The challenge is to find the benefits for which customers will pay
and focus product development around those benefirs.

Product Desirability from an Institutional Perspective

To assess the appeal and appropriateness of a financial product from the VBI's perspective,
institution considers the following four criteria:

1. Misslon. The product must meet the VBI's stated mission. The organization needs to
look at the product in its “mission mirror” and see if it fulfills and advances the mission.

ha

. Growth. The product must improve one or more of the following objectives: (a)
number of customers reached, (b) per client loan or savings balance, or () customer
tetention. If it does not achieve any of the above—if it is an innovation with no clear

marketing purpose—it is probably not a priority.
3. Manageability. The product should have a minimal or manageable impact on

the insritution, particulady on its financial requirements, information system, and
human resource capacity. When product development fails, it is usually because the

organization did not have sufficient capaciry.

4. Profitabllity. Finally, the product must be profirable, which requires a balance
between initial investment, revenue potential and ongoing costs. To measure the
profitability of its products, a VBI needs to disaggregate both income and expenses (see
Box 5-1).

Framework for Product Analysis

A product’s potential for success requires an analysis from both the customer’s and the
institution’s perspectives. Each marker segment and each institution will narurally have
different priorities. Market research will disclose what customers believe is of greatest value.
An organizational review will determine the institution’s priorities. Table 5-2 illustrates a
framework for analyzing a financial product: in this example, a loan.
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Context

The overlap berween the preferences of the customers and the needs of the institution must
be considered within the local context, which has three main elements:

1 W.AVBl'sﬁnu'dalptuhtnshouldbecom;m\ﬂmotham
available ro the target market from both formal and informal sources, Almost all
vﬂhge—bukdknnbormwandmthmughodmchmnducped-uyinfonmlm
Byunda:nndingwhatothuwwicudiwuun.avmmypinimightinmthc
product features that are attractive to them.

2. Rogullﬂmmpmmunpaedbythekgalummnmm:maydcmmmc
certain product features (e.g.. usury laws stipulating interest rate ceilings) or may
linﬁtdxwpaofmbcsduvmmof&t(cg..themmn restricrion preventing
nongovernmental organizations [NGOs| from providing voluntary savings).

3. Macroeconomic conditions. The macroeconomic conditions, such as inflation

nndccommkgmmh.mnyinﬂmnoedwddgnofaﬁnmdalpmdm(mchuinm
rate) or the timing of its launch,

5.3 Product Ideas
Tbeﬁm:cpmthepmdwdndopmunptmkidmnfymgmmdmform Market tesearch
pmducuorpmduamtpmmu.\vwemthucidwlikdywmﬁom?&mm? “"”“m'::
Staff? Board? Advisors? Probably from all quarters. The schematic in Figure 5-2 shows tor generaing
possible idea sources for financial products. product ideas.
Chents untamidiar

While many good suggestions originate from customers, they often do not know whar is wih 18 range of
poaibkintenmo(pmdnctduingotmmpk.adicmmumuwdwamlmnmy mﬂw
knowinuﬁﬁvdythathepmdnmdoummhaneedxlﬁhchumbmcxpoxd o a
Iimofaedit.howwcr.dwmighzﬁnditdiﬁmltmmiculaewchasohnion.'rhisumu appropriate
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Table 5-2
Framework for Product Analysis

A New Loan Product's A New Loan Product's
Perceived Value from a Potential for Success from an
Customer Perspective Institutional Perspective
Availability and Accessibility Mission Responsiveness
* Product requires kmited or no training * Product reaches target customer
* Limited or no collateral required * Has desirnd impact
* Easy and quick access; product is or hag— " Can be priced In keeping with the Institutional
> WW(’-G«WMHW Cust Satisfacti
eh * Attracts
> Available when needed (on demand, not at i "':-";”""'I"'"'| s i
Preacribed imes) * Retains older customors
> wwmmmm
receiving tha loan is one 1o throe days) Competitiveness

» mmmmwnm
or work)

> &wbwmmmw
MONTE, other requitements. and bonefits)

Restrictions and Requirements

* Eigibility requitements become less restrictive over
time as credit worthiness is proven

* Fower meatings

Incentives

* As credit worthiness is proven, incentives increase
» Promese of continued access

> Lower interest rates for best chants
« Higher loan amaunts

Loan Amounts
*+ Appropnate fo loan use
* Have possibity of Increasing
Repayment Model
* Maiched to customer's capacity to repay
» Chaolce of term or Nlexible terms
» Rapayment matchos cash flow

Loan Uses
+ Multipla, flexible, based on customer needs

Loan Price

* Matched 1o value of product

« Price is & more important factor when—
> Altematives exist (family, savings, competition)
> Cash ks not neaded Immodiately

Staff and Service
* Staft are—
> Frendly, non-intimidating
» Knowledgeable about product and can infarm
customen
> Speak local language
> Have authority 1o make decisions
> Efliciant, do not burden customers

Other Product Features
* Product comes with protection
> Against unexpected events
> Detaults in solidarity groups, etc
> Ropeat lcans not ted 1o success of group

© |s competitive vis-a-vis current compaetition and
potential competition

w lomwm"M(MBL
borrowing from tamily or using savings)

Profitability

= MMMWMWMM
> Shouki be sharnng Infrastructure and costs

» Sdﬂnm%mtormm
financial return

Scalability

" Has high inftial customer demand, appropriate for
significant percentage of current customer base

" Is easlly explained 10 and understood by customers

* Requires imited training of customers

*  Requires limiled now procedures for customers

T Offers repeal ulllity; same customaers can borrow

repeatedly
“ Uses same staff (ideally)

Repayment Incentives

* Are bullt into product design

" Opportunities for customers include:
» Mo loans

Legal and Cultural Issues
* Product must be in compliance with local laws
" Product must be suited to cultural context
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staff, management, and even board members must be able to listen to customers and
their behavior, and then translate thar information into solutions.

ideas may emerge from a variety of people and may be collected in numerous
m observations to brainstorming, from surveys and focus groups, and most of
from good listening by staff and management. Product ideas typically come from the

ing four major sources:

1. Customers’ Suggestions. Customers may suggest ways to improve products,
The complaint and suggestion feedback loops mentioned in the previous chapter are
designed to capture and process these ideas. In addition, people whom a VBI has not
reached but would like to serve can also offer product informarion and marketing
strategics. Potential customers are often ignored in the product development process.

2. Customers’ Behavior. Dropouts provide a wealth of valuable product informarion,
including insights about competitive services, suggestions for changing the existing
product, and specifics on how staff behavior may have affected their decision to leave
the program. Because former clients have less w lose than existing customers, their
responses are often more candid. Another behavior that should influence product
development is repayment performance. Consider delinquent loans as an excuse to find
out more abour customers. Most late payments are not caused by unwillingness to pay;
the inability to pay signals that a product may not be designed to meet customers’ needs
or that a Haw exists in client screening techniques,

3. Insiders. Observation and intuition can be greatr generators of product ideas. The idea
for CARD's CLAP loan came from a janitor (see Chapter 6). Field staff have ample
oppertunity to observe customers and prospective customers; the insights of frons line

Figure 5-2
Sources for New Product Ideas

Customers’

From current customers
and from those the VBl is
unable to reach.

3
oo deay
D p <<==

Probver Deverorment 71




————— .
To generate
product ideas from
employess. a VBI
neads 1 have

a strong culture
of continuous
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krow that no idea
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personnel should be heeded. To cultivate ideas from insiders, a corporate culture of

continuous improvement can be reinforced through the following methods:

* Train staff members how to analyze customens’ preferences, 1o probe and inquire o
identify customers” problems, and o analyze the information to produce solutions.

. Cmmopponunitiufonnffwshauﬁndinp.ﬂwmdaformﬂ'mﬁnps
regularly include a slot to discuss product ideas.

* Reward staff through recognition and financial bonuses for ideas thar rurn into
products or enhancements.

* Bring board members to the field to get their ideas. This activity has the additional
benefit of keeping them informed and involved.

4. Outsiders. Consultants, donors, researchers, and
ideas, especially if they have spent time working with other VBIs. The fresh
of visitors should be welcome, though many ideas may not be appropriate.

pers

5.4 Research, Development, and Roll Out

The diagram in Figure 5-3 presents a fowcharr depicring the product development

process. (The arrows with “C™ in the diagram represent points of customer input.) In
practice, however, the process of moving an idea into a viable financial product or product
improvemnent is not usually lincar (see Bax 5-2 on BURO Tangail and Box 5-4 on UMU).
Regardless of the sequencing, at some point during the development process, the institution
should have addressed each of the following five activities.

1. Establish an R&D Team

Product t requires a tireless commitment from a core research and

(R&D) team, which includes representatives from each of the VBI's departments. It is not
eritical thar deparrmental representatives are senior personnel; sometimes the inclusion of a
few junior staff members brings fresh ideas and fewer assumptions abour limitations.

The team leader is known as a product because she or he is responsible for

managing the development process. The success of the product development depends on the
champion’s ability to motivate the team and forge a consensus.

The R&D team has an important responsibility to update the organization on their
activities, and to solicit suggestions throughour the process. If the R&D team is perceived as
a secret club operating in isolation, they will encounter tremendous resistance when it is time
to roll out the product. But if they are communicative and participatory, they are likely to
find a more receprive audience at the end of the process.

2. Conduct Market Research

Successful product development requires customers’ contributions at various stages. Before
trying to pin down the details of the product, VBIs should use focus group discussions o
check the range of possibilities with clients. At the beginning of the process, market research
should help answer the following questions:



Figure 5-3
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+ What need does the product fill? For a product to be viable, customers or
potential customers must perceive thar it addresses their needs better than alternative
solutions.

- What is the potential value of the product? A producr’s viability depends on
its perceived value w the customer. How much is the customer willing ro pay for the
product? It will be difficult to gauge the pricing exactly at this point, bur it is still worth
getting a rough estimate.

What is the possible demand for the product? This analysis depends on

chents
What product features would generate the greatest customer value?

Focus groups provide good forums for discussing the features in which customers find
value. Tt is also possible to use these discussions to quantify the customers' product
prioritics by conducting preference ranking techniques in which participants {a) rank
various features of the product in the order of importance to them and (b) compare
numerous pairs of features and indicate which of the two is a higher priority.

Design the Prototype

hen designing the protorype, it is critical that the VBI try to think through all the
ications. A review of the product according to a comprehensive analytic frameworl, such

the onc presented in Table 5-2, can make an initial contribution. Some informarion will

‘missing, but a preliminary review will help identify the gaps. Most importantly, the R&D

am needs to answer a few key questions:

* Is the product in line with the mission and focused on the right customer?

® Isitin linewkhinsthuﬁmdmnp‘a?lfnot.hi:mhchangingdwbusimphn?

* Will the new products merely take away clients from existing products for no net gain,
or will it generate additional demand’ -

* What capacities and resources will the product require? Specifically, what staffing,
skills, and management systems will be required in the field and the office? Will the
management infommiontymaccommodutd\cncwpmdnct or product changes?

DoatthBlhmthcﬁmndalmoummnndcnahdtpmpowdinnovuﬁom?

Is should resist the tempration o try to do it all on their own. If the proposed product
vill be wo taxing, consider providing the producr in partnership with others. This solution
'_puticularlyappliahlctoimunnccmdmuvingsiﬁhc regulatory environment prohibits a
I from mobilizing voluntary deposits.

» the prototype should also be accompanied by three additional preliminary studies:

LBMMMM.Mnmdylndudapmixdomofmmandmmdu
bmk—cvmdn:lhn.%lemyoﬁheoﬁgimlmmpﬁomwiﬂbepum

iftheptoiectinmdonmmndupmuﬂyaaudny.hhnmmhmnducdngdnpﬂot
test.

Probucr Deverorsest

whether the product is designed primarily for new or existing clients. If a product does  Proguct appeal 1o
not appeal o a significant portion of the current customer base, the VBI misses an ux'dmwmn:g
opportuniry to leverage the acquisition investment it has already made in its clients. :m‘:;:u
If the product is for an entirely new market, then a large-scale survey of prospective the swastment

customers will be necessary o gauge demand. already made n s
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Flexible Loans

roup-based lending has a severe limitation: It does not do a good job of keeping
most borrowers for long periods. The standard model suits the needs of some clients
A who remain in credit groups for years and continue to borrow regulary. At the same
time. high desertion rates likely reflect high levels of client dissatisfaction. If village-banking
mstitutions (VBIs) want to retain most of their clients, greater flexibility and addirional
pmducnmaybcmry.vmsneedwmbtyondthcﬂn‘edﬁpecmionthﬂ
poor people want to remain in perpetual debt. They also need to recognize thar the as
2 lending vehicle may not last indefinitel .mdtbcgoupua;ummcuuhwum%mﬂ‘;avd
it punishes che best clients by forcing them to pay for the losses of bad borrowers.

pme institutions have adapred their group loan product, or supplemented it, to focus on the
needs of customers. Bymingmrketrueamhmhods(secChupwﬂminformthcpmdua
&vdopmmtpmccs(w:&npwﬂ.dwyhmpmdmzddwfolbuﬁngmmhmdmulm

1. Adjustments to'the standard group-lending product to enhance flexibility and respond
to the heterogeneous character of their target marker; and/or

2. The introduction of additional loan products to address the diverse demands for credit
in low-income communities.

Whilethehumduaionofnewlmnpmdwumaymduc:ducnionandpmvidcbem —_—

ammvﬂuc.hmwﬁthmandrhhmthzinnimﬁon.%ly“lnhuhm Fpitis foans and
mastered the delivery of the basic group product should consider diversifying into additional i oo™
h\dinguwicu.Tbaeismomhowm.fordnbuicpmduambcndjmwdwzhuit value and reduce
better fits with client demand—all VBIs should look carefully to see if their core product client desertion.
appropriately balances the costs and risks to the institution and the client. e Siopuodm

costs and risks 10
mduptubcgimbyduaﬂingmysinwhkhdnmndudgmup-hﬂingpmdmnﬁgh =
bcumdemﬂcﬂﬁk.ﬂwchapmgoaonmdha;nmoﬁhciswmddcdﬁonpoinn
baedbyimdmtbmmasidcﬁngaddlngwindividmlbmpmdtnﬂ:dmpmmndudu
bynvimﬁngdndnlknppowdbyinauxdﬂcxibility.'

'%Tdmmd]udxhl‘nmdaﬁdtkwdmhchw
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6.1 Flexibility within the Group-based Product

repayment frequency. and/or loan terms.

This increased flexibility can occur ar various levels. Village banks often consist of five or
six solidarity groups with five members each. The greatest flexibility happens when the
individual member has full choice over 3 range of options. Adding this kind of fexibiliry,

Options for increasing flexibiliry include adjustments to (1) the loan amounts, (2)
conditions, (3) the loan term, (4) the requirements for accessing a loan, and (5) the loan
purpose. These examples highlighted below represent various degrees of flexibility, some of

which are simple adjustments, while others require significant management capacity and
higher costs,

Groupmombonmmmm-lmm.ﬂnnukuphum
Cambodia (TPC) Village Banking Program, a partner of Catholic Relicf Services
(CRS), allows individual customers to have different loan amounts, although the
difference berween the maximum and minimum is limited. For efficiency purposes,
all village-bank members have the same loan terms, but they may choose 4-, 5-, or 6.
month temu.mdaﬁcrthethirdloan.ans-monthmnbcmmwopdon.

Figure 6-1
The Costs of Flexibility
MIS, firancal,
and stafing
systame
expenence 8
high impact E
ey
and
—d

axpenence Increasing Flexibility

ot e+ O i o b

fepayment schedule. and  repayment schedule, and 50 o :-punmm
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system. Based on the number of late payments, grading of village banks and individual
members is from A to E. Future loans are linked to the grading system; grade A clients
can borrow four times their savings balance, B clients up 1o 3 times, and so on. Clients
classified as E arc asked to leave the program.

Loan size ceilings can be raised or eliminated. Because they do not want w
lose their best clients, many VBIs have gradually raised their loan size ceiling, up to
$1.000 or more. At some point, however, the difference in loan sizes berween village-
bank members gets 100 large—it may be inappropriate for persons with $100 loans
to guarantee $800 loans for example. In these situations, some VBIs have introduced
individual loans (see Section 6.2).

2. Loan Repayments
~ Repayments do not have to be weekly. 'ro Mujer in Bolivia allows individual
customers o choose initial loan amounts between $50 and $130 (average is about
$100). After two cycles of weekly payments, solidarity groups within the village bank
may choose weekly or monthly payments. Less frequent repayments significantly lower
transaction costs to both clients and the VBI, but are only available w groups with
4 good track record to avoid increasing the organization’s credit risk. The Uganda
Microfinance Union (UMU) allows group members to choose weekly, biweekly, o
monthly repayment frequencies.

Clients can have a grace period before they start repaying the loan.

Some VBIs allow borrowers to use the full loan amount for a couple of weeks before
theymnmying.lfnpwpaiodhoﬂaud.dxbctdwloantambatmdaibythc Rapaumant
length of the grace period or the installments are slightly increased. nofidays are

of
nwummmy-mmmmnmmmmam.hmmmw ?'..'Zu;'i",f.’.o.

poor clients are going to have lean weeks, some VBIs increase ﬂaibilirybyoﬂ’uins accommadating
repayment holidays. For example, if the loan is for 16 weeks, the weekly repaymenr 1™ ol
amount is based on 14 installments. During the loan term, borrowers can select 2 weeks mdpw
wbmdwydonmhnwmammddwmcaingotmktattpaymmtwhbominmtdnga s =
pcmhy.lfuzgguedmmpouiblcwixhiuam.dwnmbenwbodomux

their holidays can access subsequent loans two weeks carlier.

3. Loan Terms

Hmbmanmmummorhdmmd
time. Rccognizingdutnmaﬂmcmbmheeddnmmofmncyfmdnm
nmonmddm.theﬁmdmpammofmo&thtdividmlbmkmbmachoim
ofmpmduavalintiom.'l'bcbammn;eﬁomSanrSmnthsmMS?ﬁxayur.
Gmpnmbaspnmmexh«ha’shambyﬁgningamnmtwlmmamwbu
isdhbuued.Thhmmnsthuuzmba:maybeliablefwalmnmnafmdwirm
loanismpaidand.inmnm.dxeyhmdmppedomofdum

Client satisfaction with chis flexibility has led w greater demand and lower deserrion,
which has increased the program’s average loan size and enhanced profitability. At the
mzhm.dwpmdmmg:hnmdiﬂ?aﬂtmddmmnmmingmadminhmdun
fbemndudviUnge-bunkbnn.Tomnmgcthempmdm.CRSEgypthadmrcﬁm
its management information system (MIS), focus more on cash management and loan
processing, increase its training of loan officers, and implement more internal controls
to manage the greater risk of fraud that arises from less uniform terms.
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Momndomhmbubmndlmoﬂm.mnymkmmpdu
or income-generating activities do not require angoing injections of new capital. Some
VBIs allow group members to rest or skip a cycle and just remain in the village bank
as savers. BURO Tangail in Bangladesh provides all loans through groups but allows
members to take loans only when they want them—an innovation thar clients valse
highly. In theory, these rest periods may also enable an MFI to attract extreme poor
clients with irregular incomes. The reality is more complex. Unless the group size is
increased accordingly, allowing group members nor to borrow will drive up a VBI's

per loan. To offset this, the VBI may either need 1o increase its interest rate Or target
clients who want larger loans.

4. Loan Requirements

Meeting requirements can be relaxed. Fxit interviews commonly find that
some clients get tired of attending meetings. While they may value them for a while,
the opportunity costs of being away from their businesses for an hour or two each
week eventually exceed the benefits, In response, some VBIs make meeting a
optional after a certain number of loan cycles. Members need only assure that their log
payments are made—sometimes group leaders or treasurers will go around and collect
repayments; sometimes members will send their children with the moncy.

Members can access their savings under certain circumstances. If
dknnhmmlaw:bepmgnmmmcauhdxuving,ixmwimﬁwm 1
Some institutions, such as Association for Social Advancement (ASA) in Bangladesh,
allow clients to access their savings without leaving the program and without having
stars over with entry-level loan amounts (see Chlpccr 7, Box 7-3).

Group members do not even have to guarantee each other’s loans. In
the late 19905, ASA introduced a radical innovation by dropping its group guarantee
requirement. For cfficiency purposes, groups continued to meet; however, they do not
have to pay for each other’s delinquency or default. Because it has a strong culture of
arrears intolerance, ASA's repayment rate remains over 99 percent without a group
guarantee.

5. Loan Purposes

Loans do not have to be just for working capital. Some village banks of
CRS partners in Sencgal extend loans for animal husbandry. The village banks make a
tingle balloon payment of principal and interest at the end of the loan term. Although
this repayment schedule was developed in response to client demand, the VBIs benefit
as well; transaction costs are much lower and balloon payments reduce security risk as
money is infrequently rransported to the distant bank branch. To control credir risk,
other VBIs that extend agricultural loans ask borrowers to pay interest on a weekly

and repay the principal at the end of the term, which is scheduled to coincide with the
harvest. Other organizations are experimenting with loans for housing, fixed asset, and
education.

Borrowers may be eligible for more than one loan at a time. Witk |
of the village bank, it is possible to extend supplemental loans w individual members.

In Russia, FINCA Samara offers holiday loans to members with excellent repayment
records after the 3rd loan cycle. These loans have bullet payments, where principal and
interest are paid at the end of a five-week term. The interest rate is 5 percent and the
maximum loan amount is $290. Similarly, FINCA Kyrgyzstan offers seasonal loans,
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ndditiomlknmfocdiumdurbgpakhmimpuiodsmchm&sﬁvemm
Seasonal loans are for less than half the original loan size but not more than $200,
payable in one month in a single bullet payment.

Emergency loans are available to assist clients in need. Flexibility in the
original village banking model was intended to be available from the internal account
(mBoxG—l).Munbminneedofmgencylmmcwldbamwfmdnviﬂag:
bnnLAhhnughsdﬂpopuh:inmmms.othuVBbbmrcmmdthhnpm
of the methodology. Same group-based lenders, such as the Grameen Bank and its
tcplicmomdomthminmmnlmumbutpmvidccmhamimmd.

xIbllity and Credit Risk
these innovations probably increase customer value, what about credir risk? For

an Mb&mwkdmwﬁ.mxuﬂmwmmhedmmt

: anhathcspemdspitnlingddinqum.mupumofmmmﬂom
.wggcsuthua'edndhoplmeunmneeuunlymxktmmedbycmwmlud
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mmplc.UpndaMboﬁmUnion‘ndidaﬁrypwppmdmalbmmcmbmm
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current all the time, not just ar the end of the term. UMU has experienced | percent arreas
on both its working capital loan and irs capital asset loan, with both products affording

00 INNg: - contoh designed to minimize credir risk can be relaxed. Second, increased Hexibility can be
uwduamrdtomcoumgc timclyrepzymnnandtommincusmmovutim

Some sdaptatens. | PETE is no consensus on which adapeact be offered within a . So:

g ptations can group product. Some
canbe deivered ¥ Bls may find urility in redesigning systems to allow individually customized loan terms
fhvough the village andnpaymtﬁrqucf‘dawithinagmuppmdum.dnpimdwmmplimdomumhﬂ' i

Cxalkn(ntdlodforddi\uingcnmrptiuloammpeopkwithlimited business experience,
who have not borrowed from a financial institution, and/or lack collateral. It gives
individuals a strucrured environment in which to manage credit and build a credir history.

The group is the locus for exchanging intimate knowledge abour neighbors (essential to ke E
reviews), for relaying important community news (essential to enterprise prosperity), and fou
providing ideas and support w fellow members.

mnmcmncﬂondtbcmupanchangemdme.ﬂimnanmchapohnwbmm n
uncollateralized individual loan can be feasible.

CARD Bank, which uses the Grameen » considers the group a vehicle for
VRIE should building a customer's credir history, which then becomes the bank’s primary means of
Question thew controlling credit risk. After four years of borrowing within a group, an individual with
W|m mmllmtatdhhhmmyapplyfotalheofudhwidmmagmpgmnnm—du
purpose of CARDlmnAccckruanmgnm(CLAP)bm.Auhhpohu.CARDbdkvalhumddu
the group s collmnlnougmupgulnnmclsmquircdtomainuinponfolioqualixy.lumcmisptﬂl"
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For some institutions, adding an individual loan product, particularly for mature clients,
nay be advisable. The two products featured in Table 6-1, CARD Bank’s CLAP loan and
,Usamulmbmoﬁuﬂah&ymupmmmwuhacdlcmmymx
rformance. Both products fare well according to the analytical framework introduced in

5. Customer benefits are high and institutional objectives are fulfilled.

hould an individual product be offered through the group or outside it? There is no
miversal answer. FINCA delivers individual loans through parallel structures (see Box 6-2),
hile the Aga Khan Rural Support Programme (AKRSP) offers them through the village
ink. If the best clients leave a group in order to take individual loans, the village bank could
s its leadership and cease 1o function effectively; but if the VBI does not offer individual
ins outside of the group, it may lose those clients anyway. The product development

s described in the previous chapter is the best way to determine whar the clients prefer

wlm is feasible for the institution.

cthe: thmughdxymnpuoumdeu.addmganmdmdmllmnpm&mcmnmptm
et value, decrease desertion, attract new clients, and improve sustainabulity. Ar the
ne time, it can divert an institution from its primary market and can slow or even hinder
owth. To maximize benefits and minimize costs, institutions that aim to develop an
divid: llo.npmducubwldcomidcrtbcmdinascheddininh&l
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Table 6-1
Flexible Loan Products from CARD and UMU

. &Mnmmm.wnmman.m
feasibility

CARD Bank CLAP Loan Uganda Microfinance Union
Line of Credit Caplital Asset Loan
Introduced in 1997 Introduced in 1999
Customer Requirements
-Conpmmwmwwaymm -Cmvplotoemloma/dodmwoddm
* 95% attendance rate for past 3 years capital loan with perfect repayment (
. Vld:lelmimbieimmg be less than 1 year total)
activity -Aoplicauonguammoodbym
-Endmsemotm * Staff visits customer and reviews

Product Features

. Lomhnn:wmbobamonpedomnoo

. R‘Daym:woeklv-monwy.mw’y

. Pay%pﬂndpalplushw

. Slanwtmcdw\gof
m;bumuptoc‘:n'sn:ommm

. Loanmo:btbtmmspurpom

. lnwm:muwmm

-Rmymm:wookiy.bmw.mnwy
* Start with celling of US $240 to $800

. inm:tm:samuwmpmdm

-sum.:omyumm:mm
usohalocllonumrdm;w%dmwby
existing customers

Customer Benefits
* Loan is to individual * Loan is 1o individual
-Nonneunmnqum;hmww -Cmbomdtoptmmavmof
* Can repay and draw down at any CARD from farm animals to refrigerators
branch * Individual selects loan amount, terms, and
* No collateral repayment schedule (with statf approval)
* Flexible repayment; borrow as nesded * Apply and receive when needed, not
* Only apply ance for unlimited use according to group needs
compansating balance) * Initial savings may be withdrawn in
emergency
* Customer may hold capital asset loan and
working capital loan simultaneously
* Customer is not required 10 borrow to
wm
Institutional Benefits
-Mmzmmm -mmzmmmﬂm
Is effective (customers now have assets that

they previously did not have)

. Cormm:nmmgmnw
from competitors

* Profitable: average loan term is 12 months
(fewer transaction costs); product reaches
break-even at branch level in less than 1
year

* Scalable: easily explained; repeat utility;
Mdbcm”rﬂm;oo%domwby
existing customers of working capital loans

. Fmaddﬁmumecumaaﬂmqumd
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increased fiexibiity

may maks wllags
Danking more
suitable for igwer-

NCOME POTBONS.
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6.3 Conclusion: Implications of Flexibility

Whether adapting the existing group product or introducing an individual product,
increasing flexibility may affect many aspects of a VBI's operarions, including its mission,
staffing requirements, cost structure. information system, internal controls, growth rate, and
ability to attract and retain clienss. In sum. developing more flexible loan products can affece
both mission and financial sustainabiliry,

mulonorlnorouporautrueh?
EffomtodimxifyloanproducuofmndnwVBhupmulmuthcynymminthti:mf
profitable customers—repeat borrowers with larger loan balances. When VBI; offer larger
loans, it'ummmlforthm:bommmmivcadispmponiomamnrofmﬂ'dmc.
wdhutmnamt'smdonmyfmmiumm&n

Market research into the financial landscape in low-income communiries regularly reveals
d\atmkmﬁmmhonlynmﬂshmofdndcbtponfolioofmnymmm

also borrow from family and friends, rotating savings and credit associations (ROSCAs),

wpplien.andmncykudm.mngothaxApouibkmmmbydtymwgmeBh
15 t0 increase their thare of an individual’sdebts.andthaxmmandﬂdopingamtﬂe

loan to compete with lay-away plans or store credit. CARD's multipurpose loan is designed
muhimthisvuyobiecdvcﬁmumauﬁon.hm.hmmmedmmidm' i
consumers.

Axthcumctinx.mﬂcxihlebanpmdmnmnycmbkavmmmchpoomdbmu.

Mxhwgbpvupbuedkndmginwdtmmpoorcumm.dnmmmcpmrmayin
bcﬁdudcdbyd:c@dhyofthebasicpmdua. Flcxibleloanpmdnmmnmo:ccﬂ'enivdy
mmnbdat:dxiﬂtguhrashﬂowofpmmaumeaepmducnalwmybem
upauivcmdcli\tr.bowam.whichunmodmthcvmmmrgu:bigb:r—inoomcmt&:t.

Tﬂ'imichndﬁﬁ-VBhMmﬂadedhpmdmnndﬂeﬁbk&uumthnatt
pmkuhdyamivcmpoomnwkalegmmn.ﬂcﬂbk&ammthaxmdmnmpoom
dknuiswludcwpuymnhoﬁdnys.grupaiods.tbcoption for frequent repayments and
bngammnnddudimiwbnofanmmbllyinaudnghnmvmuhmldalw
hawahdidomm'pdiqdmukuinmmmthcmlnmbilityoﬁheirnrgn
marker, lfwmcunchwillingbmumbktorepty.anddldtndghbonomadudm.
cleBlhndoaemdmngethangood.ln terms of new products, if a VBI does not
cmoung:thcunofdninmmalmnnnthmhshwlduﬁanlymnﬁadw:bpingm
emergency loan product.

Staffing and Costs
ﬂnsimplicityofthcoriginalmoddcmbkdvahwhinpmmwid:mng
interpersonal and social skills, without requiring extensive educarion or a finance
bukgrmnd.mmnwrhxbmmt}wlmdingmhodobg.lhzmmop(bmoﬂhedm
dienn.andthemonbanpmdmnmtbcmmu.hm.drmnmmpliawdhbmm



for field staff. Flexibility also reduces the likelihood thar village banks will be able to manage
their own books. Before increasing the complexicy, VBIs should consider the i
wosts of more expensive staff and/or additional training. On the other hand, the addition of
new dimensions may make a credit officer’s job more interesting and challenging, and may
lower staff turnover.

The biggest skills challenge occurs when VBIs begin offering large and individual loans.
With standard village-bank loans, ficld staff do not actually make credit decisions. As

ang as the village bank meets all the preconditions (pre-loan training, savings, etc.), loans
are automarically approved based on the group’s recommendation. Large loans, however,
squire an ability to appraise a business, estimate its repayment capacity, and determine the
appropriate loan amount and terms. To provide larger loans, VBIs have 1o fundamentally
change their job qualifications and training, and possibly their compensation and incentive

2] Information Systems
pther major obstacle thar impedes VBIs from increasing flexibility and offering new
products is information systems—Dboth administrative procedures and computer software.

* Administrative Procedures. The efficiencies of batch managemenr are so o=
- compelling that it is difficult for many village bankers to think about customization,  rsengnesrng
which would require a radical, and perhaps unsettling, reengineering of procedures, Systems o
systems, and documentation. In such circumstances, it is sometimes helpful o involve mw
an outsider who is not so close o “the way things are” to help innovate and design “the 1+, imorverment
way things could be." It is also useful to look at the systems of group lenders wha offer  of addemal
maximum flexibility, such as CARD and UMU, to see if their systems could be adapred cONSUIANE

to the local environment. gxdﬂﬂ

* Software. Many organizations are unable to manage multiple products or offer e
flexible fearures because of limitations in their loan-tracking and accounting systems.
In contrast, organizations commitred 1o continuous improvement often have in-house
computer programmers who regularly modify software to accommodate product
changes, although this approach is not feasible or affordable in all labor markets. A
good time to introduce a flexible loan is when the organization has to invest in new
information systems. When CARD reached 25,000 customers, pressure was placed on
inﬁmndnlandMlStysm:CARDuseddxisopponunhywnddnewpmducn.

Grear ﬂuibilhyantigniﬁandyhmnavm'svulncubﬂkymrisb.cpednﬂymﬁmd
and mismanagement. Internal control systems become much more complicated when seaff
€an customize loan amounts, loan terms, and repayments. These variations increase the
Mhood:hnlunoﬂiecumddnnduhwﬂlmkemisﬂhainthﬁrpapawmkmd
‘hduinformaxhnmsqﬁﬁngbdghcnedﬁgihmmdmrdmbnm-
Funhcmnm.ifbmofﬁccnmalbwcdmdcmminelmnsimmdmwmdimumy
Mmptedmbﬁbethcmfmh:galonmorm&mnbkmﬂaibﬂityopauupn
Pandoras box of potential problems, which suggests that VBIs should adopt a very cautious
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extreme ltyonﬂ!cpartOfmﬂ;.Formﬂ'.mouﬂalblc
into more complex and ming procedures, which can eat into prod
management, an loan can demand

crhmn.muonmnomm

Mouﬂcxibleptodmncanpotenrinllyinaugrwmue.
aumnmbeansei:?ffa:mreﬂulblepmdmdrnuwi

Matin, Imean. 1997, “Repayment Pafocdeumuu&nkBamm:le'Umi " State”
and Deowelopmsens, vol. 22, no. 4: 51473 -
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ps
accumulate and manage their own capital. Lending was to be character-based rather
than secured by savings. In practice, however, village-banking institutions (VBIs)
disco mddminndcqmesyncnuandundcarownmhipkdmtheminmmmof
these deposits. As institutions became more concerned with financial sustainabiliry. they caw
these funds as an important untapped source of loan capital; so they increased their control
over mandatory savings. One new direction for village banking is to return to its roots, with
lending based on character and savings thar serve the client.

Mobilizing and on-lending voluntary savings are much more demanding than managing
mandatory savings and credit. Voluntary savings services can involve a larger number of
unpredictable rransacrions. Such transactions necessitate more complex internal controls,
information systems, and liquidity and asser liabiliry management. These more demanding
management systems, in turn, require staff with more skills. Yer small savings transactions
end to generate lirtle revenue to cover those greater requirements. For VBIs, covering the

mofvolunmrymmguavicufumﬂdcposhonmbcwdiﬁnduhuwmechimh
cannot be done.

Wﬁ&phn%imﬁmﬂonshmvﬁnuﬂym&p«huwhhwhmm
JuvkcLThemkmﬁmnaindmnyhiunbegiuningmdcwbpthckmluwfuddivuing
I. Considering mandatory services from the perspective of the client and the VBI:
2. Examining different types of voluntary savings services;

3. Identifying the criteria VBIs should meet before ing full-fledged voluntary
savings services, and alternatives if they do not meet those criteria:

4. Exploring the challenges thar VBIs, wishing to offer members voluntary services, face:
and

3. Assessing the options for delivering services to non-members.

Voluntary Savings Services



T'hepurposcofthischapmismbuilduknowkdg:bnxfotpioneaing\'maxmn
developing these important new services,

71 What about Mandatory Savings?
Group-based lending often is tied to mandatory savings services. Borrowers arc required to

deposit a fraction of their loan amount as nvin.gx along with each loan repayment. Loan
:iumaybctiedtotbcaummoftbcdicnn'minpatbesunohhclmncerc.Acotsslo

savings varies. Some institurions allow members to withdraw their savings at the end of the

VBIs may link mandatory services to credic because they believe thar mandatory savings

services—
. Pwvidcdicnnwithd\cdhdplhuome:
. l‘muadlenu'uvinpﬁomlcsimpommusa;

may use these savings to repay its loan if an individual member defaults); and

* Serve as an important source of loan capital; for example, before offering voluntary
savings, Association for Social Advancement (ASA) funded 40 percent of its loan
portfolio with mandarory savings.

For clients, however, these services also have the following major drawbacks:

. Umuumndymﬁrmaimnmmmuwhendhutmnﬁb
or when investment opportunities arise. Even for expected needs such as school fees,
cndofthcloancydcnnlymm!mthetimawhmﬁmdumnquimd.

. W&dwhmdmmdnkﬁcmmmamntpootmlculikdyn
have a reliable income stream fo commit to regular savings as well as loan repayments.
Rather than aking the risk of borrowing money, they may prefer to save intermittencly
mdhav:mtothcscnvings‘

. mminpism“amdbonwh;nthcrthmamia. In many
programs, the percentage of required savings increases with the loan size. Clients dislike
sezinganincrasingponionoﬁheitnu\eyticdupin inaccessible savings, which also
uisatb:eﬂ‘ectiwinmm.qumyalwlusonxofd\dtnvings if another
member of the group does not repay her loan.

* Clients can lose access to credit when circumstances require them to withdraw cheir
savings. Accessing their savings may be possible anly by discontinuing their membership
and, along with it. their access to loans.

For the institution, these disadvantages can transhate into unanticipated negative effects:
limited outreach, particulardy the very poor; loan plateaus that are unrelated 1o client
debr capacity: and client desertion. Customer dissarisfaction with inaccessible savings can
manifest in a variety of ways. For example, in 1995, Grameen Bank members in Tangail

' Madeline Hirschland drafred the conven of this chaper.
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Diuziamtonurikctodmandmsmthdrlocbd-inuvingx.Duringthnxmmyu:.
a study found tbalmdyi?pumxdtbcmbmofBRAC(fonmdy&nghdabRnul

Ady mthommimldamdbecmdtbcirdainformmmingdudng
emergencies (Wright 2000b),

Acrmore, the benefits of mandatory savings to VBIs might be obrained in other ways.
AT are numerous examples of microlending with excellent portfolio quality that do not
require forced savings, which suggests that character assessment, peer pressure, and access 1o
 follow-on loan can replace the need for collateral for small loans.

he argument rhuVBlsnmd&mcdminpuammcoflmncapiml may be less clear cur
than it scems. BURO Tangail (BT), a Bangladeshi nongovernmental organization (NGO),
) xhat.mthmaywoflwitchin‘frmmndnuym s clients saved as

2 mVBls.mzybeachicvedlhmugbmmin types of voluntary savings services, as explained
in thcfo“o\Vingsection.ForVBlsthataimwlﬂchlhepoor.bmn. the high coses of
mingspmdtmprmruigniﬁamchaumge.

7.2 What Are Voluntary Savings Services?

implic:dmavmdctmnimbochlhemumdthct

iming of their sits
and withdrawals. Voluntary savings services fall into the following s

three caregories:

Table 7-1
Mandatory Savings Assessed

e o vaniages

-:::cuuvmmmvu -Cummunbuvdllngbbumm

taking a loan
. Toaccmmmayhmtow
access o credit
* liquid, reliable source of loan | = Oﬂuuducnbmmms
Caphsd * Clients do not take larger loans because
* Loan guarantee for clients Mmblvoumcwuuhh
without traditional collateral eftfective interest rate

* Less than
costly liquid savings

an&omnmmmm

Vorusrany Savings Seavices a5

e —



Passbook
accounts—he
most difficult
and costly
savnQs product
10 provide—are
probably best
suited o the
nesds of the
largest number of
cusiomers.
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1. Demand Deposit Accounts. In a demand deposit account—also known as

2.wwm¢mmmmummm

3.Time Deposit Savings Products. With a time deposit, such as a certificate of

ngnhtuvhpmmdpubooknvinp—themmmdtimingof posits
andwithdmhannotsctiunduncc.Twovariaﬁmsofpanbookaccmnnam(l)
a completely liquid or open access account, which allows customers to deposit and
withdraw funds as frequently as they please, and (2) a semi-liquid account, which

restricts the number of transactions, such as two withdrawals per month.

Whilc.inw.dmmunnnmdmbequitcmbl:.thcymcudyfordn-
institution, with high administrative expenses overshadowing low financial costs. Yet, i
only one savings product can be offered, a demand deposit account is often the one th

best meets the demands of most clients (see Box 7-1),

dthﬁnddmm.dnediemagnamdepoﬁnmmmonamguhr k.
foraspe:iﬁcpaiodo(tim»\fwrthematuritydnm.d‘cdimtunwithdnwthcemiu
amuup}minum&dywidtdnwalhpmhjhimdorpmaliud.
Thistypcofpmdmiscmumnininfoﬂmlﬁnann:inmregimu.lnGhsm.for
mmpk.mcolleaoaminhighdamnd.Typiaﬂy.d\cymlbauvinpdnﬂyftm
nadm.ﬁtbmm.fnmandud:mCﬁmu.themjoﬁqofwhmnmmm
dcpooitidcntiulpcymnnforild:yx.Anhccndd\emmh.dwymeivcbadnhe
dcpaiufm}Od:ylandlavconepuymmwi(hda:collccmruucrvicechuge. he
fee?—39 percent annually for the opportunity to save.
Typically, microfinance institutions (MF1s) offer a limited range of terms from which
the client can choose; for example, weekly payments in any increment of $2 with a 3+,
6-.mlz-mhmAnnccumuhwdﬁmdmmaccountmbededgnedtomM
withspeciﬁcmnn.mchumedtmbnﬁmdthucanbcaccasedauhtbcginning,
the school term. On the surface, contractual savings appears w be similar o mandatory

savings.

Totbcdlmnhomct.thcdiﬂctmbcmenmmncmalmdmandamavinpu{
significant. Contractual savings enables clients to ser the amount and the term, based o
their ability and desire 1o save. In sum. contractual savings is client focused.

deposic (CD), a client deposits one chunk of money and promises not to touch it fora




specific period of time. As with contractual products, the institution provides a range of
possible terms from which the client can choose. Time deposits usually pay the highest  Timg genost

rate of interest because they require the fewest transactions. :o::smb
There is often lictle demand for this product among low-income clients because it for the poor than

requires an upfront deposit of a large sum of money, although it may suit the cash flow  convactual ana
of farmers. In general, this producr is more appropriate for institutional depositors and PSSP0k savings
less poor individuals if the VBI is prepared to provide different services to different
segments of the marker. If they do attract larger depositors, time deposits can be a
profitable, though volatile, means w finance the loan portfolio,

: mryuvingucrvicumndmbehighlywhwdbydxpom(mTabk?&).my

te particularly important to the most vulnerable groups, who lack reliable income to

take advantage of group-based credit.Thacmcompellingrumufmvilhge-banking
anstrutions to develop voluntary savings services for non-members as well as members, Is it
wise for them 1o do so? The following section answers that important question.

rinancial intermediation—mobilizing savings to finance a loan portfolio—is nor appropriate
for many VBIs. In many environments, it is illegal for VBIs to mobilize depasits. Even

Table 7-2
Product Choice from the Client and Institutional Perspectives
Client Financial Viability Management
Perspective Perspective Capacity
Perspective
* For emergencies * Large amount overall, |+ Heavy demands for
and unexpected though relatively small stafl, MIS, and internal
for smoothing { large
- . 0 number
consumption by mm.ndw.,cmi,:w high of accounts with
offsatting irreguiar operating costs frequent and irregular
income stream, or for transactions
mmm . WVG'ym ~ 0

‘ liquidity management
Contractual |+ For expected needs | Longer-term funds * Much more

such as school fees |, Larger amount per predictable
* Provides discipline account * Fewer administrative
* Hashigherinterest |+ More profitable: much | requirements
lower operating costs, |« Requires attention to
higher financial costs liquidity management

* May be volatile
* For expected needs * Longer-term funds * Very low management
and for storing long- |, Larger amount per requirements: two
term surplus account transactions per
* Requires large deposit |, Most profitable: lower o
operating costs * Requires more
* May be volatile m':qm

Source: Wisniwski (1999); Hirschiang (2000)
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lfithm:ﬂlegaLmyinninniuudomhmdtmpodtymunbﬂiudepuiu.Akin
tobmwwingﬁnmdnpow.inwmedhdonharhkymddemmdingbuﬁmlflvm
mismanages loans, the resources of donors or financial institutions are ar risk. If this same
imdmdonmo&lhamdthmkndsomdcpod&hwm,hieopudhacheuﬁnpoﬁhc
poonlfuvinpmmlyﬁunmnbuxwhom,mmmborm.dtdskh
Icsmlnunycm%hdmcbmmn»biliumdmrkndnvinpdmldhmthe
inwndmpnchyaudanamalmvimmdmcnmdmdcpmiumwcun(m&m
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microfinance professionals also advocate that, unless MFIs are regulated, they should
sot mobilize deposits. The only way 1o assure that institurions have the strength and
ability to maintain the security of deposits is through regulation.

the experts disagree. Limiting deposit mobilization to institutions that are regulared
'_thnopmminthcsubkeavkonmndmiamimmmnyoﬁhow:{x?uinfwei
a:gucthupomhldknnlibdyundamnddxﬁsksimolvedind:po‘mngwuh
nregulated institutions. Potential clients may find these institutions to be safer than their
ther informal options for saving (Wright [Forthcoming]). From this perspective. it may be

; 2 not supervised, as long as they frequently disclose this fact to their members.
eill others arguc that in small, member-based institutions, direct “supervision” by members

of customers are net-borrowers anyway. This perspective suggests a possible middle ground:
mall, community-based or membership organizations should freely mobilize savings, but
d not lend these savings our. Not lending out savings, hawever, makes it difficult to

]
SOVEr COsSts.

lives to Intermediation
ny institutions do not have rhe capacity or legal ability to serve as a financial
hry.Thaeimdnmhomu.mybeabkwoﬂ'crthdtdimuvolunmyuvings
ervice: inodwwm&vu:lpwibilitiainchldcthebﬂowins:
I.Savinpcouldbcunbiﬁudonlyﬁomgxmpnmbcnandomddbemmg:dbyth
youp—chh:mugyispuuuedinlmﬁabylhew&nkﬁnww

lSavingscouldbcnmbiﬁudoalyfmmMmbmmdoouldbcdepmitcdina
gmuphnkmumbytthBl.Savingmanbaswithaﬁmpkvolnnurypmdmwiﬂ
involvcmonlimhcdimdnuinnalchangathnopmhgmiouupmm-muabax
S.WWImuumnge&rminpmbembmmdfmmeenuwdlu
mcmbcubyeollecmuwhommmbpdbyareguhmdwmmmn
4.11wVBlmuldmbﬂiz:uvingsﬁomuon-munbcnandooulddcposiﬂhaeﬁmdsinl
rcguhmdimﬁmﬁoumhadmnkndingdmnou&ﬂhmdaisvhbleonlyiﬂhe
VBI could cover its own costs with inmmdutitmcdmﬁundcpmiﬁngthacfundn
in a regulated institution. A key 1o viability is the that clients may be willing o
fomgoinmorevmpayfoumsuinpcptiou.
S.E:nblhhormmﬁmninmanahumiveinuimtianlfumﬂnhumhgammhdd
thenvingsorbemningacoqxudvcoraon-bankingﬁmndalinmion.

Any institution tbuwidmmnmbﬂixdepminwﬂlhmmundanhmmidaublc
iusdmdomldnngu.ﬂnnmmofdmechanpdcpcndamwhomtbeinuimionchmm
to serve with what type of services. Savings services for non-members will necessitate

major changes in the organization’s structure, culture, and systems. In contrast, integrating
voluntary savings into an existing credit methodology will require major systems and staff
upp'adu.bmﬁllnotﬁmdamamllydungc(henlmnoﬁnopcnﬁom.

Mohilizingnvinpfmmwx—nmbcnm:ybemidnrlepl nor wise for many VBls. For
these organizarions, providing voluntary savings services to members can be a low cost and

fmumllonmmcommunity—bnwdimtimdommmobﬂiumingmiﬁhey

sstire mnddskmmmlnaddiﬁon.mpavhbnmybehnnmryiﬁhcmioﬁty

Rural Development (NABARD), through a program thar serves nearly 8 million savers.

— e .
If the environment
18 not
accommodating o
the VBI does not
yel have sufficen!
capacity 1o obtar
vouuryrm.
consIcar intatim
or transmonal
measures such as
parnenng with &
bank.
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leplmmfotplwidingmvnhemahtingdimn. For VBIs that have the capacity
ﬁxll-sc:lcinnmnediaim.suvingmunbcnwith voluntary savings services first is a good way
to test their systems before opening up the doors to non-members (see Table 7-3).

7.4 Developing Liquid Savings Services for Members

savings services present

tbegrntenchalkngu.Ya.duymalwdzml&dyadd—on to a group-based credit

product; members can easily deposit and withdraw amounts ar the

same time as they would

make mandatory savings payments (see Box 7-3). Thercfore. understanding whar it rakes to

offer passbook savings services illustrates the requirements

1. Preventing Fraud

of other types of savings producrs.

Pusbook:avingsscrvicupounigxﬁﬁamﬁnudri:k.puticuhdywhm they are delivered by

individual field agents. Fraud is much harder to detect with irregular voluntary deposits than
with uniform mandatory payments. Furthermore, savings services delivered by field agents
lack an important internal control, dual control. Dual control protects against fraud by
mquiﬁngdmthcpeuonwhohmdlathemoncybediffumnhmdwpcmnwbomcords
the tmnsaction.

Where dual contral is absent, managers must vigilantly check thar the transactions recorded
in passbooks are identical o those in ficld agents” records, a process called passbook
MTo&manddaeaﬁmd.abnnchmamg:nhouchcckdlmmcﬁom

in each pasthook every rwo 1o three months. Discrepancies should be systemarically noted
and immediately investigated. Pay should be tied to low error rates and the detection of

nﬂdimrqunda.?mdshouldbehnuwdh:dymdmudymﬁud.Althoughdlthm
measures will detect fraud. they will not prevent it. This is a risk inherent in using individual
field agenes to collect savings.

Table 7-3
Implications of Serving Members Only
versus Members/Non-members

Serving Members Only Serving Both Non-members and Members
Costs of small demand deposits can be To cover costs, must attract large number of new
manageable depositors, including larger depositors
Doas not require major change in Requires major changes in infrastructure, staffing,
orientation culture, and incentives

More likaly to be legal for NGOs and
cooperatives

Wil not reach clientele who are poorer
than those already reached

May require transformation or a higher level of
skills 1o manage reporting required by supervisory
authorities

Can reach poorer clientele if this is an explicit
goal that is ingrained in product design, delivery
system, institutional culture, and staff incentives
Greater volume of funds for lending; much easier
to meet demand for credit
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Furthermore, passbook verification will not catch fraud if field staff are able to record an
incorrect amount in both the passbook and the transaction sheet. To avoid fraud of this
w.ﬂhmmmmmwmwﬁcdkuhmmd
1o expect their collector to tell them the amount of their transaction and their new balance.
Emuy.bnmhmmgmshouldviﬁtdkucuandunwmahitlﬂdydmtbqhuubmu
fraud.

2. Covering Costs
Whenimdmhmthnoﬂ':rmndnmqminpinﬂvduamlunntymica.thqofm find

thuwidtdnmhuwdlud:pdnhmsipiﬁandyhamﬂt,muﬁnpmonly
dighdyormycmdeuuuwhikthcnnmb«o[unmdomaalmﬂisimin
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the volume of transactions without an increase in the volume of deposits could potentially
translate into much higher costs with lirtle growth in revenues. Indeed, some institutions
thathawshifmdﬁommandmrywvohmurymiouﬁndthen:wmiambcvuy
Yet, others have found just the opposite; the savings services add almost no cost. Why the
dif&m?Thcsehtminnimdomhnwimplammcdnnumbuofstmwgia:hu help
thunmmgcandcmmmyhmfoundthadrmofpmvidingvdunmryuvinp
services can be minimized by—

a. Where mandatory savings are still required, offering voluntary and mandatory savings
mvimmguhnunhybridpmdmtwkhimmmtpamcmbct.Manm
dcposhamininmmamoumbmand:poth.ﬂuchybrid:nmxﬁomm' imi
additional record keeping and ledgers, which otherwise would result in added costs in
staff ime.

b. Assuring that the management information system is highly efficient. For example, at

ASA, ransactions are recorded just twice, in the passbook and in the subsidia ledger
thart also serves as a collection sheet. i

c&hndngmwbtnxden&mhndmspcmvuifyingpcnbooh.whhncwinmﬁom-
that save managen’ time. For example, when BURO Tangail required managers to
vcﬁfympanbooh.iuhoummlindinlomdedsion—mkingpmc&

d. Where politically feasible, paying low or no interest on liquid accounts, which refleces
the high costs of service delivery.

3. Managing Liquidity

Passbook services pose greater challenges for liquidity management than either credit or
mandarory savings. After all, mandatory savings are deposited in expected amounts and
times and are rarcly withdrawn. With passbook savings, however, marching loans to the
inflow and outflow of voluntary savings requires more planning and management. What
liquidicy challenges should organizations that wish t open up their mandatory savings
services expect and how should they prepare? Experience suggests the following guidelines:

a. Plan to maintain a higher level of liquid reserves. This level of reserves will lower
financial returns, and this alone justifies offering a lower interest rate on passbook than
on mandatory savings.

b. Plan for a significant initial drop in savings and consider motivating members not to
immediately withdraw their savings. At first, members will want to test whether they
actually can withdraw their savings. This drop in savings tends to be short lived,
for less than a year and perhaps only several months.

c. If members are poor, do not anticipate that the total volume of savings will be much
higher than with mandatory accounts. Of course, the volume will depend on the
required amount of mandarory savings payments.

d. Expect a high level of account activity for both deposits and withdrawals. In particular,
plan for a large demand for withdrawals at particular seasons, such as before festivals
and planting,

e. Institure a bottom-up business planning process to project the need for funds. To
manage liquidity, consider policies that require clients o give advance notice for larger
withdrawals or an interest rate or fee structure that discourages withdrawals.
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I 4. Reorienting Staff

New savings services will succeed only if staff members promote them. Yet getting the
upport of field staff can be difficult. Field agents must be able to clearly explain the product
id they must be motivated o do so. Field agents who are accustomed to collecting uniform
gvings and loan payments may not accept a more flexible product. They also may be
preoccupied with recovering loans, which they perceive as more critical to their institution’s
asbility. Finally, they may not be willing or able to manage non-standard payments thar

tre more careful record keeping, Training and incentives are essential to ensure staff
DOt

Delivering Savings Services to Non-members

pose that an institution thar offers savings services w its members through borrowers
poups now wishes ro deliver savings services to non-members. Its main objective is 0

et the greatest savings needs of large numbers of savers. It is particularly interested in

grving the poor and therefore needs to offer services conveniently close to clients. It has the
pllowing three primary delivery options:

‘ 1. Serving savers through existing borrowers groups.
2. Collecting savings from new or existing savings groups.
3. Using savings collectors to gather deposits from individuals,

How well might cach of these oprions meet the above objectives? This will depend on many
factors in the environment—regulations, the physical security of field seaff, papulation
density, and the region’s physical infrastructure. Each option is assessed below.

1. Existing Borrowers Groups
Adding savings-only members to village banks and servi them during bank mectings
beufeuiblcmmmmamllnumbasofumnlsndudin;h:pmmbasdnon-
borro ingnmnbcainm:ingx.hmcveamigbundmnhwthuoﬂdaﬁtythukaps
;ﬂhqumcyinchak&ﬂoaingd;drnﬁnpmldlmgthuuﬁngsfmbmmm&r
'&:mthamdm.:ittingthmnghamtingmddbubavypﬁccwpoyﬁuqﬂym
adcpo:inAbovc:ll.mtbcatcnnhumahd\:plaaofboﬂvwiugmbax.
ﬂ:yauinmthe%ﬁﬁmnc'alviahilky:th:ymtﬁbummpwpmawtmyn
generate minimal revenues. A similar but more feasible alternative would be to serve savers at
~ the same site and time as groups meet (see Savings Collectors below).

2. New or Existing Savings Groups

Theminpgxwpappmachhumnﬁniau:df-hbmmdmmm
lntbcﬁnnapmmbnagmcyocpnizu.minumdwpavimaﬁapmthndba
:me mmwMmightmmthcituvinpinnbnnkox.mﬁm

to or lend to other savings groups. This self- up strategy i
assessed in Chaprer 1 as an informal institutional type. e i

lnthewcondnriatiuuthevmotpniusmhpmwcdkadepmhfonh
mmpmduahmﬁmpkthuonlynﬁnimﬂnﬂningoﬁhcgmupkmquird.
The terms of savings are like those of a rotating savings and credit association (ROSCA): all
members save the same amount at the same regular interval.
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Thennngthsoﬁhcsecondoptionamthuhanincmeounuchmdlomcomm
spandypopuhmdarwthnmigh:nmodmwinbcmved.lnmmcoﬂecﬁng
mingsfmmagmupthuinmmmllecunving;fmmindividuahmaybeakrym
com.lncﬂ'ect.tlnmodel;implyshifnmof!hccosnofcolkctionfmmdwvmmthe.
group.

A weakness of both these options is customer value. Although the product provides the
discipline to save and protects savings from daily demands, its terms and amounts do not
respond to individual needs; instead, they typically are the same for the entire group. In
addition, the client has o bear part of the costs of collection. In many cases, payments are

mandatory and uniform for the entire group and can be accessed anly in the form of 2 loan,
or by withdrawing from the group,

3. Savings Collectors

Employing savings collecrors can yield large-scale outreach and, in theory, excellent
customer value. Compared to the groups discussed above, savings collectors should have
greater capacity for tracking and managing demand deposits. In reality, whether they
actually can deliver more valuable services will depend on the collectors’ education level,
their management information technology, and whether they must stick to products with
standardized payments to make it easier for others to detect fraud. Even if payments are
standardized, however, as with contractual products, collectors can vary the standard

by customer, unlike in many savings groups.

On the other hand. this option may not be feasible in many environments. In many

Because savrgs - Thccmaybcnokgalmymanployoaﬂecwn.Coﬂccmntypimﬂy&cemguhmry
collectors can hurdksno:fwedbynwmba»managdscwicu.AVBlmmtmthmmquimnmu .
Wﬁ‘; find 3 regulated institution willing to deploy collectors on its behalf,

:,,m iy 0Salaryoommdmmymksuughlmmkcoolleaonﬁnmaallyfunblc.lnrcmote

Dt whaths ams.thisoptionmaybeptnhibiﬁvdyapcmivc.mnifcollecdommonlywukly
e A Alternarively, costs can be minimized if the field agents that manage village banks
approach can double as savings collectors at the time and site of the weekly meeting (although this
be cost-sfiective method also has drawbacks as discussed below).

dapands on the

oL

Several methods for employing savings collectors include the following:

Lﬂ-eVBlmuld-mn;cﬁ:mdlecdombym.mgnlmdinmmh«thm
makingmlluﬁmind(]‘bhopdonmumthutheinnhmionthnmpodeposiah
supervised and has the capacity © manage savings. For the VBI, the option minimizes
new management demands because the partnering, regulared institution assumes those
demands.

the VBI recognizes that mobilizing deposits requires great changes, particularly in
human resource management. Motivating credit agents to focus on the different and
demanding task of mobilizing savings from large numbers of clients may be difficult.
Staff’s focus on timely repayment may clash with the service orientation required

w establish rrusting relationships and knowledge of local cash flows. Withour new
incentives, training, and marketing systems, outreach will be limited because field
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agents will be unlikely to extend their services much beyond their existing clientele (see
Box 7-4),

¢. In some areas, the VBI could arrange 1o collect savings through existing informal-
sector savings collectors. For example in Ghana, Action Aid arranged a collaboration
between informal savings collectors and some rural banks. This arrangement makes
sense only if the institution can intermediate legally, where the collectors cannor. For
example, a VBI that can on-lend savings may be able to pay a higher rate of interest on
deposits than a collector can,

This option offers several advantages. Existing informal collectors—

* Are likely to already have the trust of porential clients and practical experience with
managing financial transactions;

—_—
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* Are likely to be highly motivated, be experienced in marketing, and know the
communitics in which they operate; and

* Will cost less than other new hires (although they will cost more than using exi
field agents). Furthermore, VBIs may be able to reduce their financial COSts.

informal collectors often charge for their services, clients may not expect to receive
positive financial returns.

d. The VBI could employ and train its own savings collectors. This option has many
of the same advantages and disadvantages as working with existing informal sector
collectors. If the community chooses the collector, he or she is likely to have its truse.

7.6 Conclusion
How do these options measure up? The following general conclusions can be drawn:

. Ataminimum.VBIsmybcablempmidevolnuuyuvinpfotbomThhi
optionwillbebwconnnd.inumcuc.legaLAldmghd\esalcwddcpdlof

outreach of this strategy are limited, the option represents a significant improvement it

. Stﬁnpcdkamhawdnmpownthlforminghrgenumbmofdienn it
high-quality services. Because this option assumes an environment in which staff can
n&lyunymh.mﬂeamshmﬂdhedcpbyvdonlywbcmmimﬁmxion.withdn
internal capacity to ensure the security of deposits, backs them.

* Since most VBIs do not have the management capacity to provide secure services, the
fost promising option is 1o arrange for collections by a regulated institution. 1n
clullengingawimmnu.mdﬁarmoﬁhclunadnnnpd client groups, however,
thhoptionmynmbefeuible.Ragldawdﬁnamialinnitmiaumymtahtotm
not be interested in mobilizing small deposits.

* In less-densely populared arcas, savings groups may lower costs and increase outreach.
Not all such groups will have the capacity to track different sizes of deposits. If all

members contribute the same amount regularly, however, the value to the customer is
likely o be lower than when individuals are served.

. hw&mﬂnﬁmw&hlhhluhmm.wmm
mybetheonlyopﬁonthnisﬁmndnllyfusihkmdxlongmn.methc
VBI's perspective, this is a development strategy that is not financially sustainable.
Establiching each group requires an investment in training that will not be covered by
revenues. Limited capacity for record keeping and liquidity management is likely to
limir product quality.

Voluntary savings has great potential for addressing the financial needs of the poor. Y.c«
the delivery of these services is considerably more demanding than standardized credit and
mandatory savings. Furthermore, mobilizing deposits from the poor is akin to borrowing
from them. It should be undertaken only with grear care. MunyVBlnbouldnoccttmidu
directly mobilizing and on-lending savings themselves, although through partnerships
with banks they can still increase the outreach and quality of savings services. Other VBIs
should simply consider shifting from mandatory to voluntary services for their members.
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ove: ﬁmnainninniommizmbeg’nningwmxhu:posibiliﬁa.%dwming
apeﬁmnwkhthexopﬁomdtouldhep’nmyiddbw-mmmgmtmm
nnovati delivcrymxe;ia.mdvahublelmomtbomhowwddivuvdunurynvinp
zrvices to the poor while covering their costs.
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Microinsurance

financial service that can do this. This chapter begins by describing risk-managing

financial services and explaining the limited conditions in which insurance is preferred

~over savings and credit. The next section provides some examples of microinsurance products

offered by village-banking instirutions (VBIs) and other microfinance practiioners. The —_—
thhdmiondacibudiffcmsmxmmfotdclivuinginmmn,foﬂowtdbypmkal nauaros s
suggestions for forging relationships with traditional insurance provider, whi b 1 sk ol
pIEfctrtddclivuymochThechnpmrcmdMuwithptmhlmmmndaﬁomeBb itia an ontrety
that are interested in providing insurance. %W
Themunpointof&hchapuhthuMhamMmfuMm mmmnot'
mus(mh)lndmwdylmhummimumbminmhuamn mmoﬁn:;‘d
complicated risk structure that requires different management skills than those commonly . S

INsmuwcz 1S A FINANCIAL sERVICE that helps people manage risks, but it is not the only

Client-focused VBlsmbuginningmp:wid:pmduculhnnmmnwdyﬁtthc
purpose for which clients use them, indudingriskmanagm:cm.'rhmdamofrisk-

‘Cm;Chnxdullmd]udithhinmdnﬁd:humd:hudum
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have the potential
10 deepen and
Droaden the
outreach of

managing financial products are (1) liquid savings accounts; (2) emergency loans: and (3)
microinsurance, which includes coverage for death, illness, disability, and theft.

lntheory.thacﬁlk-uumgingpmducuandtcpendnmmmhofavilhp-bmking
inuhmbn.hdacﬁbedinaupmé.thepoomlmueholdsofmadudcdmlvu
fmmvillagebanhbeaugdnyanunwillingtomk:dntiskofnotbeingnblemnpuy
andbeuunofdnpubliccmmuthunnymmpnyadeﬁnqmnthuﬂ'hqmynko
be excluded by the VBI orbyochcrmembenbecmgthcympuuimdubadaeditrhh.
Rinb-mmgingﬁmndalnwioumigiubemmﬁaufordupoommtdd&
market than the traditional microenterprise loan product.

mpmvisiouofli;uidnving:.mgmcylmm.mdhummdwbmdmdw
owudnngBIbypcvmdngbau-oﬂ'diamfmm&lhnginmpovaty.th-ﬂuuging,
financial services can reduce the reliance on desperation measures, such as selling off assets
bo:wwingﬁomaumwylcndmmdmybdphaltdrdideinmdeepam

Savings, Credit, or Insurance?

Althoughdlthmanhdpwduavulmnbﬂitywhcnishuumamappmpﬁm

response than savings or credit? The diagram in Figure 8-1 depicts arcas that insurance

prodncucanbeuaddmbndoudtefollowingmnﬁahlu:
l.mdegtuofunwuintyabomwhcd\cr.wbcn.mdhowoﬁmalouwilloccunmd
2. The cost of the potential loss,

Insurance is not an effective response in three areas. First, for losses that are very certain to
occur, the risk-pooling mechanism cannot work (sce Box 8-1).7 Second, insurance is also

vt appropriaw for small losses because administrative and rransaction costs would make
dnptoduamoapmﬁmﬂtird.huumhmnhylcﬂ'ecﬁwinnddmingm
risk, when many people in the risk pool are affected ar the same time (see Box 8-2 for a brief
glossary of insurance terms).

’Mhhmﬂnnaﬂﬂﬂdﬁ.wuﬁ-hﬂuwbmwm
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Figure 8-1
Credit, Savings, or Insurance?

o m&mq’u&
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Brown and Churchill (1999)

‘On the basis of this assessment. normal life cycle events (births, weddings, education) are
better addressed through various savings products. Even unplanned but relatively inexpensive
losses can be served through liquid savings accounts.

The poor cannor always save for a rainy day. For them, emergency loans could address
~sudden and unforeseen needs—this was an original intent of the internal account. If the
internal account is not active or equipped to handle emergency loans, then the VBI could
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——
Some insurance

proaucts ars much
more difficult

0 provide than
cthers. Bauic fife
ncurancs i the
simplest, while
heallh InsuUrance
15 Dy tar the most
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Savings and credit are much more flexible than insurance. A life insurance policy, for

exari e, will not help someone who is robbed or whose house burns down. Most losses
experienced by low-income houscholds are small. To help reduce their vulnerability, liquid
mingsmdmxgamylommthcmuppmprhcmpomamdulwixhthchdkof
their risks. Before venturing into the confusing world of insurance. 2 VBI would provide its
customers with greater value if it first developed these other risk-managing financial services.
Once an organization helps its clients o reduce their exposure to most of their risks, then it
ancomiderhowmmduawlnaabiﬁrymthe&m.bmmupcmiw.ﬁshthaan be

8.2 Microinsurance Products

huunnupmdumforviﬂapbmkdknnlhonldbegumdmdwnrbmﬁsknhcyfwc
ﬂtcirapomnwﬁnnncialhmhmninthccvmtofptolongcdillncs.pmpmylon.
disability, and death. For each of these risks, a different type of insurance could be offered.

Types of Insurance
Somrypuofinmnncemmorcdifﬁmhmpmvidethmudnn." In general, life insurance
hthcmmtlmighrfomtdbcaux(l)d\emx—dwb—anhlppmonlyoncc: (2) iis
faiﬂynsytovetifythaxiroocurmd:md(3)&wmnlhmrdpmblmuuiscbccauum
pdkyholdmdonmpupoulyinauxtheduncathndxmmwiﬂoccurbymp@ng
inrhkybchnior.Cauintypaofllfcinmance.umhnnnnuiﬁamduubwmt policies,
however. are extremely complex.

Property insurance is complicated because theft, fire, or other damage can occur repeatedly,
and becauce it ic mndimwltmvaifythnd\emmocmnd.aptdﬂiythcﬁlnaddiﬁon.
dgniﬁcammulhmrdpmblamm-uodnedwithpmputyimmzApdicybolda
with this protection may be less likely to take proper care of wharever is insured.

Thmdiﬂ;mhmmpwﬂchmmm&ﬁedwmm
theﬁathatmo:haam.thehahhanpmidu.himolwd.ﬂuhhimmhaho
complicated by the many different types of illnesses and trearments possible, and because it
requires significant controls for fraud. moral hazard, and over-usage *

Delivery Issues

VBIs should look at three basic delivery issues when considering the development of an
insurance product: (1) integrared distribution, (2) group vs. individual policies, and (3)
mandatory or voluntary products.’

One of the biggest challenges of providing microinsurance is the high cost of managing large
volumes of small transactions. This challenge is similar to other microfinance products, but
with insurance the payment of premiums tends o involve even smaller amounts of money.

' Onher types of insurance include disaster and agriculture insurance; they are nor discussed here because VBIs do not
vet have experience with these rvpes of services.

* For examples of these types of insurance producs, see Brown and Churchill (2000).

" Many other product issues—pricing, prenuum frequency., veeification procedures, and controlling for adverse selection,
;uwmum—mmwhum For more decails on these issues. see Brown and Chuschill
(lm).Whﬂekhhwmwnm&uﬂ.\'mouaqbthdm-wmﬂm
rely on their partner o handle them.



The best solution to this problem is integrated delivery with another financial service so
thuthcimunnamnmionanbemﬁnedwhhabmmp-ymmmmingsdepoﬂc
lfimummlinkeduﬁducredh.bomthmonlypeopkwbhmuwmnding

loan would receive

First.”

coverage. A savings-insurance link would broaden the potential marker
ludcnhanadwvahcofdrmbe.whkhtdnfomdtcimpomnaofdwsbpn “Savings

mmmzmwmmuummmmmwm.
Providers of individual insurance assess the risk associated with each policyholder and may
adjust tbdtpdicyamquhad.Gmupinmnnu.onthcuhahmd.offcntlwpomeor
a timunnathmghmmgcofmwpeopkunduoaeconmﬂymmlling
 many people under a single contract, the insurer reduces its marketing and administrative
~expenses. In general, group-based products are better suited 1o the microfinance market.

'Anothakzydmhhnhwhnhuhwm&houldbcmndnuywwhm Either

approach can be taken; however, the

must be consistent within each village bank.

coverage
bmb«mr&.ifavilhgcbcnkdccidumhminmnm.thauﬂgmupmanbcnmm

carry it. Because of joint liability, it would be

unfair for some members to pay premiums and
diutfonulkwd&gmupfmnthchudcnofpnyingfordmintbemo[dc&uhmd

by an insured risk, while others continue to depend on the group as the fallback. Overall,
voluntary insurance tends to be better for clients, while mandatory insurance is easier and
less risky for the provider, as summarized in Table 8-1.

Table 8-1
AdvantugesofVolunhryvs.MandatoryLoanCmge

Voluntary

Mandatory

1. Voluntary insurance requires that
the client and staff understand the
product. This ensures a sufficient
Mmhdmbﬂnghmudmh
dw.mmuwm
purposes.

2. nmwmwwmm
demand for the product.

3. A voluntary service provides better value to
clients because It does not force them to

purchase products they do not want.

1.Mmdwyirmfuumam
tracking and management system |t is
mnmmuwmm
10 distinguish those who are insured and
those who are not.

znmuuamm
mwmmmmum
muwammdmm
policyholders.

Whiktbhchnpmrmommdsthavﬂhgpbanhpmideinmmincdhbonﬁonwhh
afonmlimunnucompany(thcmagcmnbdd).pummdomaminauam
Untildwkuunnamrk«dmlopx.aedhll&inmmhompmduathnavmmuld

Cteditlifetypiczl!yptovidamngefmth:mndinsbnhmofadiuu'sbanshould

she die befo

nnpayingit.&medmthhtypcofpo&yhcnmddmindudeamhbeocﬁt

Micromnsumance

—
“Savings First”
Is an appropriate
motio because
corvenient and
opan-accass
sSavngs sarvices
ame a better
solition 10 most
cnses axpanenced
by lowincome
housenhoids. just
not the ones

that proguce g

Tne best oalivery

combanation s »
9'oup Insurance
policy offarad
on 3 valuntary
basis that is
intmgratad with a
5avings sarvice
Uniorunately,
s 1S 2 Aifhicutt

——————
The only type

ol nsurance
that VBls

should consider
mpiementing

on ther own
credit Me, but
even s relatively
straghtiorward
S&rvice can be

comphcaled

—————————
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to the family for burial costs. It may even provide a cash benefit to the borrower if a family
member dies during the loan term. This type of policy has the potential to help both the
institution (by maintaining portfolio quality) and the client or the client’s family.

While it is less complicated, credit life insurance can also become an administrative hardship,
as shown in the case of Kabilikat para sa Maunlad na Buhay, Inc. (KMBI) in the Philippines,
which is now switching from providing insurance on its own to forging a partnership with
an insurance company (sec Box 8-3). The types of problems experienced by KMBI's credit
life insurance are exacerbated when an MFI tries to offer more complicated products. Box 8-
4 describes how CARD Bank in the Philippines entered into the life insurance business and

then ill advisedly expanded to other products (pensions, disability insurance).

Before developing this product on its own (that is, before operating as a full-service insurer),
a VBI should examine the checklist in Table 8-2 to determine whar it needs 1o have in place.

Table 8-2
What Do You Need To Offer Credit Life Insurance?

Voluntary Mandatory

v

a Number of clients that can be expected to join
2 An actuarial study, which is required to price the product
3 A simple system fo track fees or premium payments

3 An accounting system that will distinguish between customers
that do and do not want the product

Q Adaptation of current management information system (MIS)
tracking system to include credit life coverage

U Record keeping of claims requests and payouts

QO Staft training In "what Is Insurance”

O Staff training on how to market insurance 1o clients

3 Staff incentive system for successiully selling the insurance

2 An assigned stalf person 10 oversee the business within the
Inatitub

2 Mechanism for collecting premiums

3 Investment options besides the loan portfolio for premiums
and reserves

~ NN SN

N N N S«
S

2 SN
<

8.3 Institutional Structures

Thebenw:ytomidthﬂinbandchallmpofpmvidinginmnmhbypnmingwitha [
traditional insurance company. This approach, the partner-agent model, is one of three ways mhmd”

olpmvidinginsunm.mmhummdwfuuwvianwddmddzmmmnky-bud parmer-agent

model. model, two other
ways uctunng
microinsurance
Full-service Model are (1) as & hul
o 6MICE insurer
Asgﬁsﬂafvmmmm.aVBlhandbdlaspemofpmidiugimindudingpmdmx and (2) through a
duugnpncmg. mu'ku.ing. screening and underwriting, premium collection, reserving, ml : uand
andpaymgdmnn.Thnnwddgutnllyhmguhwdbydkmmtmdnquitua =
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* The cost and time of training;
. Lad:of!er.unxy;

° Umimdmtm.mkingitmomvulnmblczomukipkchimmommd

* Exposure to fraud and moral hazard.

socicties and provide the external involvement to

overcome these disadvantages is now under

wzybythelnmmnﬁonnlhb«uOtpniaﬁon.bmitiutﬂliniuinﬁncy.‘

Partner-agent Mode!

The pareragent. In this model, the VBI delivers insurance by partnering with a traditional insurance
model snabioc compuny.Thhtmngeumhdmunmdtmiummwmpmiahmhdwithw

both parties—the for years, whereby the agent sells and services the
VBl and e Some agents even offer a range of products from

product in exchange for a commission.
different insurance companies. The

what they do best. imumnacompnaydouthcxmnﬁnlamlyds,dcigumdprbuthcpmdmmmgudg
e aduﬁnhmdwﬁxmtiom.mdlwldsalldwimmnaﬁsk(nluntkﬁskthnhmpand

on to a remnsurer).

Thhmodelpmviduvahnuodncdiunbwameitmlblabothpudumdowhnthcydo
best. TheVBFsﬁddagmucﬁudvdybmomuhngmufoﬂkinmmmmpnyThh

‘medndhmhddkmw
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arrangement benefits the VBI since (1) it gets a new income source; (2) it has a new product
to offer its customers (which may improve the performance of other products) withour
draining the organization’s financial and management resources, and most importantly;

without imposing insurance risk: and (3) it can focus on its core business of savings an:l
loans.

The partner-agent model also benefits the insurance company since it gains access o a
previously untapped market (which it could not have reached on its own) through an existing
infrastructure that clients already trust. An insurance company would be particularly
interested in working with large VBIs where it could quickly reach 20,000 to 30,000
customers, because this volume creates economies of scale and increases the likelibood that
actual claims will track closer to expectations.

The village-banking methodology makes it casy for a VBI 1o serve as an insurance agent. For
example:

* The payment of premiums can casily be integrated with mandatory savings payments.

* The group is accustomed to having a reserve—the internal account—as a buffer,
but often is uncomfortable with the complications involved in its management. This
experience makes a professional insurance partner an attractive option.

* Village bank cohesion minimizes moral hazard because members can monitor each
other.

* Village-banking institutions offer a caprured client marker with a long-standing
relationship with the proposed “agent” (the loan officer or group promoter),

FINCA Uganda uses the partner-agent model to offer two types of insurance. The first, with
American International Group (AIG), Inc., a formal insurance company, is an accident/life
policy thar covers the outstanding loan balance and pays a $650 benefit if a member dies or
has a disability. This same policy pays $325 in the case of a spouse’s death and $163 in the
case of a child's death. On behalf of its clients, FINCA Uganda purchases 2 mandatory group
policy for 0.45 percent of the loans disbursed (down from 1.0 percent during the first years
ofopaaﬁomwhcndnpmduawnvolunmry).TbewomdtypeoﬁmnmuhnFlNCA
Uganda offers in partnership with a semi-autonomous health care financing unit within a
local hospital is for health care (see Box 8-5).

Establishing a Partnership

A VBI should choose its insurance partner carefully. Because the VBI is the face of the A VBI shoula
inmnncepolkymthcdicnt.kmbeadvudyaﬁecwdifdwinmmmdaimlam chooes i
otmguhﬂytejecudaimfotmuﬂpximviohﬁouThccheddktianMpmida m“'“
guidelines forVmaoomidabcfoncnmingimoapannguutdahndxip. pariner does not

fulfill its ena of the
Managers must know how to analyze an offer from an insurance provider based on the bargain, chents wil
demand from its clients and the VBI's needs. To make this initiative worthwhile, the VBl Dame e V8l nt
mmthcdimmdindimoomrdamdmimplummingandmbﬁngth: —_—
humnapm&xa%nnego«hﬁngwhhmimmmmpmy.mmpdmldmnﬁd«
the following six issues:
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summarized in the diagram in
introducing clients to NHHP and help-
this transaction is

il assume more of a sales role.

During the early stages of this iniiative, the British Depariment for Intemational Doveld
ment (DFID) is covering deficiencies in claims and operating costs above NHHP's .
m&mwmrumwamr suranc
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Figure 8-2
NHHP/FINCA Uganda Health Financing Product

DFID NHHP FINCA Clients
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is required 1o
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arrangement
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1. Scope and Service
* How will clients pay for the service?
* What are the prices of services and premiums?
* How much will a claim payour cover for each incident?
. Wlmm:hcspeciﬁcrolamdcxpecutiomofdwpumamdngme
2. Service Expectations
* How quickly will claims be paid?
'Artmvmgtanddnimfonmconsinmtwiththevm'sqisdngfomumdmtbcy
clear to clients?

3. Client Information
* What is the average age of clients?
* What is the gender composition?
* What is the number of risk incidents for a given period (for example, number of
if i is for a life insurance policy)?
4. Expected Commission

Man:saunhmaldkmwwhutheap«udimﬁmnwmmhdomwﬁllbcmddmldbc
able to compare this amount to the VBI's expected costs for product-related training and

I'Mll-llbtins.

5. Financial Information of Partner

Financial information about the partner will enable the VBI 1o assess the solvency and
dependability of the partner, This information should be monitored regularly throughour the

6. Incentives to VBI for Sales

lncmximfocdeBleo:ellpolicieomigh(inchlde(l)bmdxmrkulaquomandﬂ)bwu
insurance rates for the staff.

Monitoring the Partnership

After the partnership ic established, the village-banking institution should have a system

for monitoring the costs and benefits of providing insurance to the institurion. If claims
pass through the VB, then the monitoring system must also take into account all the

issues related to producing the policy and processing the claim. This type of monitoring

is critical for the VBI o decide if the product is fulfilling its objectives. For instance, has
health insurance increased on-time repayment, attendance, and client retention?” The VBI
should also regularly monitor whether the service is meeting its customers’ expectations,
and with which aspects of the product or delivery mechanism they are and are not satishied.
Before finalizing the partmership, the VBI should pilot test the product to assess the partner's

' For a detailed list of performance metrics that 3 VBI should consider monitaring, see Brown and McCord (2000),



In addition, the VBI should monitor the insurance company’s overall financial status m
assess long-term solvency and judicious management. The VBI should have regular access
nndiwdﬁmnchlsmlfpoaibk.inmmmiathwldauyniwm
andbmdummmmdthunhmdlethcmyﬂmﬂlumnchimnhumkﬁuulup
shocks.

8.4 Conclusions and Recommendations

hmndnsbu.“hthamthinkingabomoffahzgimmmieashmldmidulhe
following recommendations:

hmmlm:hwldbemdpﬁnnﬁlyﬁnmfommwdh@mk

dmh,andhmymbenppmprhmﬁrthemwoﬂbcmﬂm(m&x
8-7).

* Train staff and clients on “what is insurance.”
Most village-bank clients and mymﬂwillhmdiﬂimltywi:htbccomptofpaying

premiums for something they may not receive. Staff must be trained to understand this
concept so they can communicate it to clients.
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. lbothoplrllmmodu. _
lmhnwwwnphhﬁmmﬁdnghiﬂymhlskﬂkmdmﬁ
mwmmmm&hbudmthmudmﬁmman ailable
localszBluhouldmdnathmdvuwnnmuxidecunpmy.Thhmywquin
ioininswixhothero:gmﬁnziuumoﬂ'unnﬁéndylargcdimrpool.

. mmmmmdmﬂynmmb
'nsumtﬁatmon‘ythwmxﬂinshnhhmmnbemagdbytval.
Beware. however, that the administrative and monitoring systems to offer even this
product can become cumbersome.

. HMMWWMM;MMMM
mummam»m
Voluntary participation is recommended because it forces insitutions to better market
and deliver the service. Within a village bank, however, cither all or none should
=3

. mmmmmnmuﬂmma
new product.
Buﬁauuﬁngwbahummdienn’pacdwdmdsmndminmwﬂlingm
to pay, the institution will also want 1o know if insurance positively impacts its core
business of savings and loans. The VBI must continue to focus on the delivery of its
core products and should recognize that insurance is not just a new product, bur a new
business.

* Make sure insurance is priced actuarially.
Apmfeubnda:muyshouumhtin:hepridngdmhmuhudonli&apecuncy
projections or other types of risk thar are insured.
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* Research and prepare for negotiations with an insurance provider.
ltisa'iticalthaxmmgenkccpinmindthetnms.ccpccuzions.com.andpmﬁulhu
it expects to come out of a parter-agent relationship, They will want to negoriare a
product structure that is efficient and priced right for their clients. At the same time,
they will wane to ensure that, as the agent, the VBI does not have 1o assume an undue
administrative burden.

. mmmmbmmwmbmunmm
system.
New systems for rracking and storing information should not strain the existing MIS.
Forms should fit with existing paperwork and the VBI should not be responsible for
processing undue amounts of information.

Resources
The following references provide additional informarion abour microinsurance.

Beown, Warren and Craig Churchill. 1999, *Providing Insurance 1o Low-income Households. Part I: A
Primer on Insurance Principles and Produces.”™ New Produces for Microfinance, Review Paper | Bethesds,
MD: U.S. Agency for International Development (USAID) Microenterprise Best Practices (MBP) Project.
EWW.ImIp.org

Brown, Warren and Craig F. Churchill. 2000. *Insurance Provision in Low-income Communities. Pare 11:
MUMMM@imW&&M.'MMﬁMM.MP
ZMMD:UWDMBPPMW L
Beown, Warren, Calleen Green, and Gordon Lindquist. 2000, “A Cautionary Note for Microfinance
WMMMQWMMW’M&M&W
Review Paper 5. Bethesda, MD: USAID MBP Project. werw.mip.og

ILO-STEP/ILO-SEED., 2001. Musual Health Organtzations and Aweciations of Micro-entrepreneurs: Guude.
Geneva, Switzerdand: International Labour Organization (I1LO), www.ilo.org/sicp

McCord, Michael J. 2001 'HuthaeMiadmxna—CucSmdb&uaUpnd..Tm India and
Cambodia.” Small Enterprise Journad, vol. 12, no. |: zs-ummw

Valuable Microinsurance Web Sites

MMWCMW
Microinsurance Focus: www.microfinanc
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Integrating Non-financial Services

inancial services are powerful tools, but they are not sufficient for reducing poverty.
The factors that keep disadvantaged people in poverty are multiple and inter-related,

and cannot be overcome solely by microfinance.

For example, a poor, illiterate woman from a rural town with access to few social services
may be fortunate to borrow money and grow a small business, Bur without education, her
ecanamic and social options are limited. She may struggle in an economic activity with
limited profitability because she cannot keep business records or because the market for her
products is saturated. Her children may suffer from preventable diseases, reducing her abiliry
to dedicate time to her business. She may lack self-confidence to play an active role in local
governance that could bring basic infrastructure—electricity, potable water, or schools—ro
her community. Despite the small benefits her growing business may provide, her family will
remain poor.

Hence. many village-banking institutions (VBIs) link their financial services with education,
health, and other non-financial services 1o broaden the impact of their programs. Critics,
however, challenge the wisdom of this strategy. While not disputing the need, they question
whether it is appropriate for microfinance institutions (MFIs) to provide non-financial
services. This chapeer explores this debare, highlights the conditions in which VBIs can
become multiservice providers, and describes how best to do so.'

91 What Are Integrated VBIs?

Before discussing the wisdom of integrating financial services with non-financial services, it
is important to define integration. Along with providing traditional microfinance services,
integrated VBIs directly or indirectly provide non-financial services such as adult literacy
and numeracy, health education and health services, business skills training, and personal
development courses. Non-financial services might be integrated into village banking in the
following three ways (Dunford 2001 Draft):

" Grevel Figueroa and Judith Painter drafred the content of this chapeer.

the provision of
non-financaal
SOrvicas, such as
health ecucation
or business skilly

training, slong with
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1. Partnership or Joint Venture

Services can be provided in parallel by rwo independent organizations. In this model, the
VBI does not directly provide non-financial services: it partners with a non-financial
provider. For example. a VBI may ally with a local clinic and allow health care b

o give presentations ar village bank meetings and attend to the health needs of members
their families.

In this armangement, both parties focus on what they do best. A parmership approach is
particularly appropriate when the expertise or infrastructure required to deliver the non-
financial service is quite different from village banking. A potential disadvantage is that the
VBIdoesnmhavcconuolomd\cqunlkyaftbcpamu'smims.Tmsiondsoma)'a:in :
each organization competes for the time and attention of clients.

2. Sister Programs or Holding Company
Ammim:gnmdaypmxhhdndcﬁvayofpu:lklmioubympmgmmoﬂhennt
organization. An organization committed to providing multiple services could create two
distinct programs with separate, specialized personnel who share the same organizational
name and, perhaps. the same physical and administrative infrastructure. This arrangement
is similar to a private-sector holding company. Using the example of health services again, an
organization might run parallel programs employing specialized educators and care providers
moffcrhahhmicumthcirdknnwhikmpbyinganpanusnﬂfmﬁmndalm

This arrangement has a clear division of functions. Quality control is in the hands of the
single overarching organization. Fundraising and accounting for each program can be
distinguished to assure donors and other sources of capital that their funds are allocated to
the program of their choice. This model, however, places a larger financial and management
burden on the organization than does the partnership approach.

3. Full Integration

The third option is 1o completely integrate financial and non-financial service delivery. In
this model, the same personnel provide multiple services to the same clientele. This model
can lower direct costs for a VBI since it requires only one delivery channel to provide two
services. Ficld workers must learn to wear multiple hats, however, and perform services that
require different scts of skills, which may impose less-obvious costs. Seaff with multiple
skills may need 1o be paid more. If loan officers are 1 remain productive, the scope of the
nun-fnancial services must be limited w activities thar can fit into regular financial service
delivery. In the health services example, loan officers might be able to deliver a health
education curriculum, but they could not provide health care.

Integrated services are not new. Industry pioncers in Bangladesh had always linked an
education element to credit delivery. Contents ranged from health discussions such as the
importance of clean water, pit latrines, and family planning, to empowerment issucs such as
fighring injustice and not paying dowries. Bur integrarion went our of fashion in the cardly
19905 as experts advised the clear separation of financial and non-financial services, similar
to the first two models discussed above, so that VBIs could specialize and focus. The New
Direction is the resurgence of full integration as a plausible solution—one that can more
effectively attack poverty and achieve financial self-sufficiency.



9.2 To Integrate or Not To Integrate?

Is it appropriate for microfinance institutions to provide non-financial services? The debate
over this question reflects the sustainabiliry-outreach tension at the heart of microfinance.
Proponents of integration argue, above all, that non-financial services are essential o
overcoming poverty and can be provided without detracting from the quality and ultimate
sustainabiliry of the VBL. When compared to minimalist credit models, integrated programs
can achieve a wider impact beyond higher incomes and asser accumalation. Furthermore,
integration can potentially enhance the VBI's financial operations by increasing client loyalry,
improving portfolio qualiry, and differentiating the VBI in the market.

Critics of sister programs and full integrarion contend that financial service providers
should focus on their core business. The high cost of providing small loans already leads
to tight profit margins. Adding non-financial services increases the challenge of reaching
sustainability. It also can undermine competitiveness. Finally, critics say, financial service
providers arc not appropriate purveyors of non-financial services.

This chapter section does not settle the debate but examines the main arguments ©
understand the potennial nisks and benefits of integration, as summarized in Table 9-1.

Table 9-1
Pros and Cons of Integration

Potential Benefits Potential Risks

Has broader impact in more areas of a client’s | Has lower impact because VB! takes on
life and on her community 100 many sarvices that lie outside its core

effective

Provides much-needed basic services that Provides redundant services if similar services

might not otherwise exist and resources are already available in the
region

Can be financially sustainable Increases costs, compromises operational
sfficiency, and takes longer to reach
sustainability

Increases customer loyalty from clients who Increases client desertion from among clients

appreciate the VBI's concem who dislike increase in transaction costs

Heightens incentive for timely repayment Is harder to control costs because of

marketable to funders
Strengthens institutional and staff commitment Requires a stronger institutional structure
to the social mission because management is more complex
Differentiates the VBI from competitors and Puts off donors and clients because of
Increases its marketability to clients and confusion over corporate culture; financial
donors programs project a tough, serious image,
while non-financial services present a softer
quality
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Costs and Sustainabllity
Addingmn-ﬁmnchlmviauanmh(hcchalkngingmkohchkvingmtuimbiﬁry
mmndiﬁadt.Unbsmmdwapm.Mmkuimopanﬁng
costs. Funhcnnommnagingaddidomlmioumdmmingfudnmmofcxhh
complex, making it hard for managers 1o control costs and for stakeholders to evaluare the
organization’s efficiency. In fact, most sister programs fund at least part, if not all, of their
non-financial activitics through grants. And while fully integrated programs can cover their
full costs, most do not.

Ontb:otlurhand.thcadditiomlmofinmgmmdmicumnynotbehuge.ltis imates
that fully integrating education services, for example, increases administrative cost rarios 6

to 10 percent (Vor der Bruge, Dickey, and Dunford 1999). Some fully integrared programs
cover thesc costs with revenue from their credit program.

Competitiveness and Sustainability

Providing non-financial services may help a VBI secure its market share through improved
diaubyakyandnatkadiﬂ'umdaﬁuu&ninnynmnofdnpopuhﬁon:hownmag
pn&rmoefovbukingwithmmpnbnﬁunthuam.W’uhth&mm.mimé
indwpmvidonofmn-ﬁnmhlmicamayrupmminthcfonnofhighmpumm

aampk.myhlwhighupmﬁtmrgim%whominhahhcducnimmaybcmn
pmﬁmhbbeamthdrhukhandrbebahhoﬁhdt&milyhmimpwved.

At the same time. full inregration can also present a marketing challenge. Linked services
obligediwumimutdmemdpayhighahmmumwnodwmﬁdrydidm

request. If these services are not high quality, do not appeal to clients, or lose their artraction
over time, the non-financial service could harm a VBI's position in competitive markets,

While few impact studies have rigorously compared clients of integrated programs with
those who receive only financial services, some evidence suggests thar quality high-qualicy
education services enhance customer loyalty (Nteziyaremye, Stack, and MkNelly 2001). (See
Box 9-1) In any case, integrated VBIs that perform well in highly competitive markers, such
as Pro Mujer in Bolivia and BRAC in Bangladesh, indicate thar there are ample clients who
prefer integrated programs even when they have access to non-integrated services.

Value to Clients

With fully integrated services, clients do not have a choice abour whether they want the
linked services. In fact, the non-financial services are often precisely those—such as health
education or literacy—for which clients may not initially be willing to pay. Are supply-driven
services appropriate?

Non-financial services tend to provide benefits over time. Unlike credit, which appears
immediately as cash in hand, the benefits of health education, for example, are not
immediately tangible. For that reason. low-income clients may not initially be willing to pay
for them. Yet, studies by Freedom from Hunger reveal that participants come to value the
education services over time (MkNelly and Lippold 1998). Once in the program, clients
indicate a willingness to pay more for these services and cite the education component

as a principal reason for continuing to borrow from the organization, even if other credit



need, thar they may nor otherwise seck, and that will come 1o value.

Thcfnathuthc‘md'ﬁxlhaemicupmmduthe'mt'my'nnﬁfyminmmd.
mpply-dﬁmmioethndoanm.bybdﬂaimwmh:mm&udnmﬁunﬂunp‘s
Mwﬁbﬂuaahundd.formnpk.munedlhummldmfwﬁmudd
mbmnmdnndnnbmmdknnmldmmmedmdymdmbmﬁnaf
mmu«.wwmmwmmmg»umm
mkamu.nﬁdnghpvvﬂedbeumhhneded.hw.mdmbe intsgrated
e&cﬂvdyinmmdhmt&aditmﬁwwgﬁmﬁe@hyo&hha approaches
WMM.MMMWMMMMMW m:;d
impacnmchﬂdhuhh(Cuqudnmelm).Byw-eﬂ'«dvdyhm&hgthhmwhh are commitied 10
npomdnﬂymniuhkdemnd-drMnmice—aedh—VBhanddivudgniﬁcamnlue achieving social,
at minimal cost. as well as financial

Onthemhahmd.ifVmanoccamﬁd.imegntingm-ﬁmndalmioamyhm
d:coppaiueﬁ'ea.Wotkin;inmimhmdcavimmtwhuuhcnwdsmmnymdthe
wvhpmﬂm&w.avnlmymmmmmofmﬁmnddmioathuatmd
bcymdinmmmpmdumimpauondm'lhumbcbmiﬁhequaﬁrydthe
services is inadequate.
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If the services are high quality, however, an investment in delivering non-financial services
can generate long-term payoffs for both the VBI and its clients. For the client, access to
uuiningandotbuuon-ﬁmnchlmicumfldlhnmahiglmqulhyoﬂifc For the VBI,
inugnﬁonhnpmvuefﬁdazy—ifcfﬁdcncyhdeﬁmdaguﬁngd&pamimpnafm
one’s investment—because the increased impact comes ar minimal additional cost to the
VBL lnmwdpwmhmhﬂkmmyd“hthaemhmadwbkbmmf
linc.imdmdomthnapc:tinmmu»pmdmemdalmdﬁmndﬂm

9.3 Conditions for Integration

Givmdwmngugumenufmmdapin«inugnﬁon.pahpnh:rdwmzquaﬁonh
not whether integration is wise, bur rather when does it make sense, for whom does it make

sense, and how do organizations minimize risks and maximize benefits? The decision tree
in Figure 9-1 ﬂhmubwavmmuulppmcbtheqmionofupmdinginmioum

include non-financial services.
Figure 9-1
The Integration Decision Tree
Are non-financial services in line
with our mission?
Yes No
Conduct a market Do not provide non-
study financial sarvices
Cliant needs assessment
Supoly assessment
Gap analysis
Yes No
Explore strategic Do not provide non-
linkages firancial services
Yes /\J:
Outsource Examine internal
capabilties
Yes A
Do‘qthm-vi\g Detarmine whather to
caretully, prepanng - develop intemal
for the change Yes capabrities
1 No
Do not provide non-
financial services
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This decision tree illustrates that VBIs should consider integration only if the following
external and internal conditions enable it to perform multiple tasks effectively. Specifically,
expanding to non-financial services makes sense if—

1.mmm.mmbpmvidlnyMomm
services. .

Successful integration depends on a clear commitment from all levels of the organization—
from its board of directors o its loan officers—o the provision of both financial and non-
financial services. Half-hearted attempes at forging the delicare balance that integrarion
requires cannot succeed. It is difficult to create a corporate culture thar si
provides basic human services while not tolerating delinquency (Dunford 2001).

2. The strategy to provide these services matches the VBI's timeline for
sustainability.

Clients may need a particular service and the VBI may have a strong social commirmen,
lmif:heVBlimmdsmbmumhubkwithinupedﬁcpcriodofnm:.nm:yhmm
compromise on how the non-financial service is provided. Oprtions include linking with an
uisdngNGO.cmﬁnganewNGO.otsehcringonlynwicadmcanbeﬁdlyiucegm:ed
into existing operations withour overburdening clients or staff.

3. The supply of services in the area is insufficient or cannot be adapted to
village-bank members.

VBIs should conduct a marker study to determine the non-financial needs of clienes and
dwuq»plyofmviouavaihbkmmdnaened&vmsoﬁummtbe&ww
operating in remote areas with vulnerable populations. In those environments, VBls can use
thdrinﬁwnxmmandmﬂwmviknddidondbukhmdedna&mmm&nmu
not otherwise be accessible. The ADEMCOL case (see Bax 9-2) illustrates these canditions.

9.4 How To Integrate

Whikthmmwwminmluﬁ:rmmtheﬁﬂlowingpdndplaanhdeBbm

down the path of integration. Thetacmenol
what service 10

1. Seek Out Potential Partners provide Oepends
on three factors:

Theenmulmvimmtisimpomm If specialized institutions already offer high-quality  wnat services
nwba.hnlukdnevm'samu:h.thmmmiduparmaingwid\ them. VBls working in ~ members need
regions facing AIDS, for example, might team wich health provi government programs, oS whatihe
andlomlphanmdcnobdngmvicumdicun.hﬂlcanahobwcrthecomoﬁb& 817

services bypmidingvﬂhgebankminyuanmtrypoimwmvicaddinmdbyothua ;:.mml
(sec Box 9-3) aroady mniabie

2. Design the Service with Care

To increase impact, offer a service thar will make the biggest difference in clients’ lives.
Market research should identify whar services will respond to real wants and needs. Ar the
same time, introducing non-financial services can undermine a VBI's financial focus. This

ﬁskmaybelencncdbysebnmgmicadmcomplanmubcvm'smmmmpctmduor
that fit casily into the lending process.
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Non-financial services must be designed to continuously engage new and old clients. This
is especially important if participation requires clients to invest time or money (in the

fumoffeuorhigherim:nm)ﬁxthcmmﬂnmmubedewbped
professionally. 1f the additional service involves training, for example, then it is critical to
involve experts in curriculum design and adult education to develop the course materials,

Udhuhmn&hmhmﬁdhmngmdmimmm

a liability for the VBI. For this reason, the VBI should consider whether the service is
mndmryuvdunnry.WWhahuhlhouldbwomcmlnnnrymﬁmDepa\diugoalhc
type of service, it may make sense to target particular sets of clients: women, parents, rural

£
g

clients, new clients, or young clients. Participation requirements and content can then be
tailored to these subsets.

3. Prepare for the Human Resource Requirements

Adding a non-financial service will strongly affect the VBI’s human resource needs and
corporate culture, especially if the service is fully integrated. Management and staff will need
mbendmd.mpomihﬂh&sapuﬂed.mdhumivewhawnbdiﬁd.kminingwill
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Responding to Surroundings:
Prevention of HIV Infection in Uganda

The Foundation for Cradit and Community Assistance (FOCCAS), a microcredit NGO, was
founded to provide Credit with Education. FOCCAS offers village banking logether with edu-
cation in heaith, nutrition, family pianning, and business skills to mors than 13,000 women in
rural and peri-urban areas of eastem Uganda. -

risk of HIV exposure. The fieid agent also heips members ut HIV/AIDS in the con-
text of the community, o better support those dying of the disease and to encourage others.
to change their behavior 1o prevent new infection. e :

- - -

reasons women do not adopt | ange to identity
facilitates a process of vd o actic .‘_'
Group facilitation skills are central to succe avior-change education, Fortunatefy,
staff training for group facilitation serves FOCCAS' microcredil component as well as ils
education component. e -

7 = 5 __ Christopher Dunford (2001 Draft)

take considerable effort, both in a classroom setring as well as through modeling in the field.
VBIs will need to reconsider the current profile used o hire field staff. Is it casier to train a
health educator to be a good loan officer or vice versa?

Senior managers and the board will have to change the corporate culture, even in cases
where the integration is less complete—as in the partership or holding company models.
Managers overseeing the financial and non-financial services should be trained together to
develop sensitivity for each other’s work. Upper management and the board need to convey
to the staff that the organization equally values all services (that is. performance evaluations
should depend on the results of both). If loan officers get the impression that one service is
more important than the other, they often will not give sufficient attention w the sccondary
service. Financial services must not lose seriousness, while non-financial services must be

provided in a sensitive manner. This tough-love culture must be carcfully promoted among
all those involved.
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4. Consider the Effect on Sustainability
nnaddﬁondamﬁnanddmhmm&nf&umimdmtbﬁmmbiﬁty
orulanlengtbcnthctimcitwillukcwbmkcvtn.FotVBhthndimdyptmidcuom
ﬁmmidmbuwithakﬁngmf{mwminauxandthemmbaofd&nnpubm
officer may fall. Not all stakeholders will view this change positively because it will impact
conventional performance ratios used to evaluate productivity, efficiency, and sustainability.
Auxanbenudefordﬁdopinguniquperﬁ:mnccmndudsfnrﬁdlyinmwd
organizations. Until such standards emerge, integrated VBIs need to consider the effects of
m-ﬁmmdmmmpcﬁuwumzmm&:ymfmﬁmdsmhmmmnlm
MFls, Clear accounting policies and separate cost centers will enable the VBI to monitor
eﬂidutymdpmduaivhyofduddivuyofthdrmiauepanmdyandjdndy.

5. Determine Sequencing

InanchBl.ituuybcwinmﬁmuuctheddiveryofﬁmnchlmicubcfowoﬁeﬁng
— 1ON-financial services. After staff has become familiar with their external environment
umm andthdrdicnu'uedathendwymybcginminfmmedmmhfonherightmhmd
o o structure to add non-financial services to their credit program.
integration of
Bt sarit. Onthcoduhund.ammguxmﬂmbenudeforbginningopaﬁomuminwgumd
should occur from pmp:m.lnuodudagnmﬁmnddmicehmmhinpiummofchnllengs.
“"‘p:"a:,”“‘ Maintaining the quality of the credit services may be difficult. Seaff members often resist
“' gmmn chmge.pardmhdyo{fndmmdcuoﬂuingnmupkdymwmiathnmquimthan
PIOOUCE 11as Desr whmncwsklﬂaﬁmnngdhnumydhﬁhdwmacﬁvidabdnginxmdimodwix
perioced village bank meetings.

Resources

m.fdbﬁngmpwideaddiﬁomlinfomuhnlbmninmmgnon-ﬁmmw
SCIVICCS.
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The SEEP Network

msmmmmmbn(seep)mmwthode
mmwmmmemepmmmwmumm
microfinance institutions in the developing world. SEEP's mission is to advance the practice of small and
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mm.lnMw.S@MammmwmmMdemmm
mmmmmmwwmwammemmnsmmm.mmmm
fostamconthuunuw\odo‘ogicdh\ovaﬁon,andhfomowpoucym.

Slmn‘bnagunduolmosssl’mm:mmmmSmtllbonpeoplewoddwide,expmmlg
roughly $112 million on enterprise development, and extending more than $705 million in loang annually.
Members provide financial services using individual, solidarity, village bank, credit union, and
methodologies. Mmmmm,wwm.mmwm.mmmm
mmmmumkmmmmmmmmnmhmﬂemdmm nutrition, vocational
training, environment, and others.

ACCION International Intarnational Rescue Commitiee (IRC)
Action for Enterprise (AFE) Katalysis Partnership
WDMWWWW(ADRA) Medical Ambassadors International

International Mennonite Economic Development Associates (MEDA)
Agricultural Cooperative Development International Mercy Corps

(ACDI)Volunteers Overseas Cooperative Assistance wm.mmm(m

(VOCA)
Aid to Artisans
American Near East Refugee Aid (ANERA)
American Refugee Committee International
Canadian Centre for International Studies and
Cooperation (CECI)
CARE
Catholic Relief Services (CRS)
CHF International

Food for the Hungry International (FHI)
Freedom from Hunger
Friendship

Helen Keller Worldwide
International Development Enterprises (IDE)

Oppauiﬂamwoncamm(om
International, Inc.

Opportunity international

Pact, Inc.

Partners for Development

Plan

Pro Mujer

Project HOPE

World Vision Canada
World Vision Relief and Development

For more information, contact The SEEP Network at 1825 Connecticut Avenue NW, Washington.
20009, USA. E-mall: seep @ seepnetwork.org. Web site: www.seepnetwork.org. =
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