Market-led solutions for financial services

Listening To Our Clients & Innovation
Opportunities and challenges for MFIs




A Year In The Life ....

(the simplified version)

> Lets take a case of Pon and Melodia
> lllustrated using MicroSave’s MR4MF
seasonality analysis, which traces households’
» Income
» Expenditure
» Loans and
» Savings over each month of the year.

» Using Participatory Rapid Appraisal tools
set in a focus group discussion, thus

Months of the year
along the top

allowing participants to: expenditure |

Variables:
income,

v" Develop a clear, visual matrix of the
different income flows through their
households over the year

v Rank the amounts on a simple 0-5 scale and
move the counters around the matrix as they
discuss and refine the financial flows

v" Discuss extensively, in a well moderated
open and enabling environment

etc. along the
side__

g,
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Income:
Low & Unpredictable

—#=—|ncome

Day Labour: Harvest
etc./ 4 monthly

ROSCA payout Work for a Migration Work
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Repayment of old
loan made to

Sickness neighbour

Sale of 'rice/fruit
and 4 monthly
RoSCA payout

~ |/

4 monthly
RoSCA
payout

Day Labour:
Harvest etc.

Lean Season
Apr-Oct

Harvest Season
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Expenditure:

Some Predictable, Some Not ...

Debt
Payment

Harvest Season
Nov-Apr

——Income -=-Expenditure

School
Fees

|
Debt
Payment
i /
|

Lean Season
Apr-Oct

School
Fees

Brother’s Wedding
& Christmas

Harvest Season
Nov-Apr

Jan
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Loans Outstanding:
Smoothing & Managing ...

Loans  —e—=Income  -m—Expenditure

Borrowed then repaid
from/to neighbour & ASCA
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Loan from MFI
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Savings Outstanding:
More than just Residual ... a Key Strategy

Emergency in-house savings

liquidated then replenished Loans = Savings
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' 3 -guard deposits &
ASCA
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The Poor Use a Variety of Financial Tools

Financial
Tools How Does the Tool Work? Key Findings

Members contribute towards a pool - - -
ROSCAs Pool is distributed every 4 months A wide variety of savings and

Used by Melodia to pay school fees. even I(_)an in_Strumer_‘tS j[O save
Each financial tool is linked to a
specific need - and has specific

Members contribute towards a pool
Members can borrow from the pool to meet

Christmas oo oencies sources of income too
Club” ASCA  Melodia borrowed when Pon was ill » Mostly informal in nature
Pool gets liquidated a week before Christmas  Mostly subject to the risk of loss
every year 3 e
Loansto  Reciprocal lending — to save by lending To set VR
Neighbours  UP obligations for the neighbours to repay/lend St S TR
in crisis

At Home Hidden by Melodia in a bamboo pole
Kept secret from Pon for emergencies

Money Guard Regular deposits with a trusted friend
Used for brother’s wedding

Advance Advance payment to the caterer for the
payments wedding of Pon’s brother - to keep
money out of the house
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Melondia & Pon Are Not Alone ...

Percentage of total adult population who do not use formal or semiformal financial services

B ze-50 [ 51-75% 2 76-100%

Central Asia & Eastern Europe - East Asla,
193 million adults { Southeast Asia

49% 59%

South Asia
812 million adulis

58%
e

High=income OECD countries
60 millian adults
(MMamizgrs of Drganigaticn Tof EESROENE

Co-operaticn and Developmeq

Latin America
250 million aduls

65%

wosoc ;\ vi
: ’ 67“ /u -

Sub-5Saharan Afnca
26 milon acdults

:I.f;la million adults t 80 tyﬂ
53%




3 Needs That Drive Financial Activity of Poor

1. Managing basics: Cash-flow management to transform irregular income flows
Into a dependable resource to meet daily needs.

2. Coping with risk: Dealing with the emergencies that can derail families with
little in reserve.

3. Raising lump sums: Seizing opportunities and paying for big-ticket expenses
by accumulating usefully large sums of money.
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MiCI_‘OSave http://www.microsave.org/popbn From: “Portfolios of the Poor”



http://www.microsave.org/popbn

What Poor People Need

Managing basics: cash-flow
management to transform v
Irregular income flows into a
dependable resource to meet
daily needs — in the case of Pon’s
family to manage school fees
and the lean season.

Coping with risk: dealing with
the emergencies that can derail
families with little in reserve — Iin
the case of Pon’s family to
manage Pon’s sickness.

Raising lump sums: seizing
opportunities and paying for big-
ticket expenses by accumulating
usefully large sums of money —
In the case of Pon’s family to
manage his brother’s wedding.




Four Factors

Reliability: promised amount is delivered at the promised
time, at the promised place and at the promised price

Convenience: opportunity to access and repay loans close to
home, without having to pay bribes ... and 1deally without
the requirement to sit in time-consuming groups that enforce
obligations to pay defaulters’ instalments and savings
services that are close to home, quick, unobtrusive and
private

Flexibility: emergency or general purpose loans that are
disbursed rapidly are immensely popular

Structure: becomes important as values rise and term
lengths grow, above all in commitment savings plans and
longer-term and higher-value loans



Uganda: Regulation and Relative Risk - 2001

400 4 386 - 110%
350 - [ Key Findings
- 90%  Informal Sector:
300 - > 99% of clients reportedly lost
- 80% some of their savings
250 - o » On average, they lost 22% of
IV the amount they had saved
200 - - 60%  Semi-formal Sector:
> 26% reported that they had lost
150 130 - 50% savings
409  Formal Sector:
100 - » Unsurprisingly, people reported
- 30% saving three times as much
43 ($386) in the last 12 months
50 - 53 —_— 0% than semi- and informal sectors
- > People reported a lower
0 : : - 10% incidence (15%) of loss and a
Formal Semi-Formal Informal lower rate (3.5%) of loss in the

: : last year.
m= Annual Savings = Annual Loss «@i®% Clients who Lost 4

http://www.microsave.org/briefing_notes/briefing-note-6-the-relative-risks-to-the-savings-of-poor-people MICFOS&VG
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Convenience = Distance/Transaction Value

$1-%4

$5-$9
$10-$29
$30-$50
$51-$99

$100+

1lkm 2km 3km 4km 5km 6km 7km

Nuisance: will do it,

but infrequently and

8km 9km 10km 11km+

it will be irritating



Poor People Need 3 Basic Types of Services

1. To manage money on a day-to-day basis
« Current savings account into which they can deposit,
and from which they can withdraw, conveniently
and
« Emergency or general loan that can be taken and
repaid quickly
2. To build savings over the longer term
* Recurring or commitment savings account that
provides a private, disciplined opportunity to deposit
3. To borrow money for a wide variety purposes
« Typical microfinance loan (without — largely
Ineffectual - loan utilisation checks ... and ideally
without group guarantee)




Market Research & Product Development
Process Overview

Costing &
SRR o .
litativ litativ Pricin
Research Qualitative Qualitative g

o Research |m=m) | Research: | mmm 1
S Plan P FGD/PRA
Understanding clients’ needs Concept
\f\ Development
e O
Quantitative :
Product . " Refine the 7
Research: _ P
Ready for Prototype Concept into :
Pilot-test : a Prototype RISk
\f\ Testing \ /| Analysis &
Process

Refining/Testing the product prototype

Mapping
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B-52 Kapoorthala Crossing, Mahanagar,
Lucknow, Uttar Pradesh - 226006, India
Email: info@MicroSave.net
Website: http://www.MicroSave.net
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