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Proposal for a Networked Research Programme on 

Microfinance Institutions (MFIs):

M S Sriram

Background:

Sir Ratan Tata Trust (SRTT) is one of the oldest Trusts in the country, supporting various programmes and initiatives. In addition to direct programme support, SRTT also has been supporting academic work in several areas of its interest. SRTT has been in the past supporting projects and academic work in the area of microfinance - with particular reference to livelihood generation and augmentation.

Indian Institute of Management, Ahmedabad (IIMA) is the premier management institute of the country and has been known for its excellent standards in its teaching and research programmes. IIMA has not only been contributing to shaping the business leaders of tomorrow by undertaking cutting-edge research and training programmes, but also been contributing to the alternative sectors like agriculture, education and non-profit organisations. This note is being written at the explicit request of SRTT and following a meeting between the officers of SRTT and Prof. M S Sriram of IIMA on the 8th May 2002 in Mumbai, and further interactions in Ahmedabad and some electronic correspondence.

The focus of SRTT's approach to microfinance has been to ensure that:

· the benefit of microfinance moves deeper (to the poorer people) with time and development of the programme supported by SRTT

· the microfinance programmes develop better products making financial services available to the poor in a manner that is appropriately designed

· the microfinance programmes reach out to the resource poor areas 

· the activities of microfinance has to be necessarily linked with a long-term development strategy in the areas where SRTT works.

Part I

Areas of Research: Broad Themes

Given the thrust of the SRTT and our own interests, we have identified the following areas where IIMA in association with other institutions could carry out research in the next year and a half. This eventually could turn out to be a long-term arrangement between the Trust and IIMA.

1. Assessing Livelihood impacts of diverse approaches of MFIs

While there are varied approaches adapted by MFIs, most of them work towards a similar goal - of impacting livelihoods through self or wage employment generation and enhanced disposable incomes. We could - as a starting point - identify two types of MFIs. The pure MFIs, where the starting point is microfinance and other services if any, are only additional. Organisations such as BASIX, Share fall in this category. The other sets of MFIs are promoted by NGOs. These NGOs have already been carrying out some economic agenda and have found financial services for their beneficiaries as a stumbling block and have resorted to taking up promotion of MF activities. Examples of such organisations are SIFFS, AKRSP and some groups promoted by the diary co-ops. Each of these approaches is likely to have differing multiplier effects on a rupee invested in the activity. The research will try and map the differences in these approaches and identify the efficacy of each of the approaches. The study will identify necessary conditions significantly impacting livelihood augmentation.

Given the nature of the study, it will be detached from the day-to-day concerns of MFIs, but would touch their longer-term concerns. It would be necessary to have access to the data of some of the identified MFIs and also some field support in the respective areas. The idea is not to carry out a very detailed survey, but to develop instruments that can be administered and can capture the essence of what we are trying to study. 

The first phase of the study will include a detailed study of one village in order to develop parameters. This study will be exhaustive to identify a long list of livelihood impact indicators. Using the results of the study - we shall then examine if a smaller short-list of variables can be used as a surrogate. This will be done by removing multi-colinearity and using a simpler instrument to do a larger survey. This would be augmented by detailed case-studies of the MFI strategy and approaches to capture the qualitative aspects.

Deliverables:

· Tested indicators for livelihood promotion and augmentation

· A detailed paper/report based on the results.

2. Strategies to Embed microfinance with mainstream financial systems.

The strategic approach to microfinance in India has been largely oriented in two directions. 

· The first set has stand-alone microfinance institutions competing directly with other institutions in the local area. The linkages that these stand-alone MFIs have is in terms of seeking refinance from larger financial institutions and linkages with local institutions for client identification and follow up (Examples, BASIX, SHARE). 

· The second set have institutions which claim to be self-liquidating in nature - the focus of work being on linking local groups and clients with mainstream banking institutions with the avowed objective of "withdrawing" as soon as the linkage is complete (Example Sanghamithra - promoted by MYRADA). (It is obvious that completion of linking is never achieved and therefore these actually continue in perpetuity). 

However, we recognise that each of these institutions has their peculiar roles to play. The MFIs operating in the local areas have peculiar strengths, which the mainstream banking can never hope to acquire. Their exclusivity stems from their capability to organise mechanisms that are effective in delivery and low on transaction costs. These organisations replace the traditional cost intensive safety mechanisms such as documentation and collaterals with social instruments such as interpersonal trust, pride and social dynamics within their area of operation. It is clear that while the mainstream institutions have a great capacity to appreciate the time value of money and prudence, the local MFIs are myopic on "Commerce". Recognising that these strengths are unique there might be a need for a greater partnership between the MFIs and the Financial Institutions.

A typical instance would be the financial products other than loans. Even within loans, the long-term loans have not been particularly popular with MFIs. However, most MFIs operate in their own world and do not have effective referral systems. While the banks have evolved a system of financing MFIs as well as linking them directly, this relationship has not grown out to other business lines. There might be a need to recognise the fact that each link in this chain has an exclusive role and formalising the relationship which takes a step in delivering a financial supermarket for the poor.

This research would aim at developing such linkages between MFIs and Banks. In the process, we would be able to address the various concerns of each of these entities and then look at how overall costs could be contained by a good mix of formal documentation-assessment and informal peer pressure and social collaterals.

Deliverables:

· One or two demonstrated MOUs that can be replicated across the country - covering all financial products including savings, insurance and credit. In case of credit it would cover short term and long term, and production and consumption credit segments.

· Documentation of the experience in the form of academic papers and cases.

3. Trust and Social Captial in MFIs

One of the reasons attributed to the natural evolution of microfinance in its various manifestations (Grameen in Bangla Desh, Self-help groups in India) is related to the failure of the mainstream institutions to deliver the services needed by the poor effectively. This resulted in people trying to find their own local solutions. In the process, it was discovered that the reason why most of the local initiatives have a high repayment rate, and low transaction costs were the familiarity with the peer group and with the end-use of the financial resources.

This understanding leads to a question as to whether we have understood the diverse behavioural patterns of the poor vis-à-vis several types of financial interactions that they have. It is postulated that two important aspects have lead to the relatively higher degree of success in local efforts. One is that there is lesser amount of information asymmetry when compared to an external agency. Two there is a greater degree of intra-group trust. Both these have changed the way financial transactions are seen in areas where microfinance is in place. A framework for studying microfinance has been postulated in a separate working paper (Sriram, 2002)
.

It may be useful to look at the framework and concretize it in the form of a research agenda so that the work could be tested out with empirical data.

4. Financial Products and Policy Environment for Microfinance Institutions (MFIs):

Several MFIs have been experimenting with financial products that address the diverse needs of liquidity, security and financial returns for the poor. However, it is clear from existing literature that the current products are skewed towards offering credit packaged variously. Even the current offering of credit is pigeon holed into the "Grameen" type with little or no flexibility and the "SHG" type with greater flexibility or the "Co-op" type, which is an extension of the SHG Type. However there is a possible need to unbundle these and look at the financial products afresh. This has not only implications on how the loan products are offered, but also on other products such as savings and insurance. In case of savings we have evidence of people looking for more safety and liquidity and less of returns as evidenced by the experience of Sewa Bank and also by the study carried out by Stuart Rutherford. Our own past work (Fisher and Sriram, 2002)
 also identifies the gaps in the needs of the poor and the offerings by the MFIs.

The moment we try to address this issue, we will be encountering a larger issue that is inseparable from the operations of MFIs. We are currently fine with the various forms of incorporation of MFIs as Charities, Charitable companies, Co-operatives, For-Profit Companies Local Banks and so on. However, if the MFIs want to move out of micro-credit and get into micro-finance, which by definition includes savings, and risk products a larger regulatory environment comes into the picture. It is inevitable for the MFIs to address this issue head-on rather than seek short cuts. In undertaking the action-research we would also be addressing the policy issues and will be making policy recommendations, including a possible recommendation of greater regulation of MFIs.

This project could be carried out in association with a handful of MFIs currently working under different incorporations stated above. We could work closely in designing products with the MFIs, look at the regulatory issues that might crop up if this needs to be replicated and evolve a self-regulatory code - which in turn could potentially become and external regulation. This is in the realm of possibility as evidenced by the Desjardins movement of Quebec - where the movement almost wrote up the regulation that is to govern the co-op movement after checking out the pitfalls in day-to-day practice. We should also use the current minimal regulation regime to evolve standards and this research would ultimately try to reach this goal.

Deliverables:

· A report on the hierarchy of loan and savings products, including modelling of compensations. 

· A report on the innovations in the MF sector – both in unique settings and a detailed documentation of the risk mitigation products. 

· A series of individual MF case studies, and the same case studies used to address thematic issues, cutting across several MFIs.

· A detailed output pertaining to regulation.

The four topics listed above could be considered as priority areas in terms of our interest in carrying out research. The other areas that might be of interest (and somewhere could also be by products of the current work) could be the following:

· Strategies for resource mobilisation for MFIs

· Documentation of experiences of MFIs in the form of case studies - leading to policy recommendations for regulatory measures. This could also turn out to be a resource book and documentation could go beyond India - to document experiences in Bangla Desh, African continent, Far East and Latin America. A part of this work could be done by research contracted out to save on travel costs.

· Evolving accounting standards for microfinance institutions in collaboration with Sa-Dhan and ICAI.

Part II

Financial Products and Policy Environment for Microfinance Institutions

Detailed Proposal

Introduction:

Several MFIs have been experimenting with financial products that address the diverse needs of liquidity, security and financial returns for the poor. However, it is clear from existing literature that the current products are skewed towards offering credit packaged variously. Even the current offering of credit is pigeon holed into the "Grameen" type with little or no flexibility and the "SHG" type with greater flexibility or the "Co-op" type, which is an extension of the SHG Type. In addition there are experiments on bank linkages and the BASIX type of financial services being rendered to the poor.

However there is a possibility of un-bundling these and look at the financial products afresh. This has not only implications on how the loan products are offered, but also on other products such as savings and insurance. In case of savings we have evidence of people looking for more safety and liquidity and less of returns as evidenced by the experience of Sewa Bank and also by the study carried out by Stuart Rutherford. Our own past work (Fisher and Sriram, 2002) also identifies the gaps in the needs of the poor and the offerings by the MFIs.

It would be useful to identify some streams of quest in developing these financial products:

1. Mapping out the hierarchy of loan products sought by the poor:

It is abundantly clear from mainstream literature and practices, that while money is seen as fungible, there are still wide differences in the way loan products are packaged and offered. There have been in-built incentive and disincentive systems for certain purposes for which this “fungible” money is consumed. 

The primary difference in the pricing of loan products depends on the longevity of the loan. The longer the term of the loan, the lower would be the annual coupon on the loan. The explanation for this might be clear – that the significant transaction costs are incurred upfront and there is a regular and assured stream of income (provided that, of course, the loan is performing). In fact, in recent times we have seen more and more imposition of penalties for even positively deviating from the repayment schedule – in the form of pre-payment penalty. A longer-term loan also effectively ensures that there is no idle time between two loans for the lender, which might result in a potential loss of income.

The second difference in pricing stems out of the end use to which the loan products are put to use. We usually find that loans related to asset creation are the cheapest, (housing loans would come in the range of 10% APR) while short term consumption loans are quite expensive. Emergency loans seem to be the most expensive. Particularly in the urban setting, emergency/consumption loans taken out of a credit card could cost as much as 40% APR given that the interest is compounded on a monthly rest.

Some of the microfinance institutions have maintained that the end-use monitoring of small loans will not be done as it unnecessarily increases the transaction costs because of the burden of monitoring. In spite of this avowed stand, we do find that there is some broad data available with MFIs on the use of loans. Not only is the end use recorded, several MFIs also borrow from varied sources with a promise to divert loans to a certain type of activity. For instance Sewa Bank has a line from Hudco and KfW oriented towards housing loans and several MFIs in the past had borrowed from the Small Industries Development Bank of India for deployment in the non-farm sector. Naturally, there is an implicit acceptance of the fact that the money could be put to various competing uses and some might be more desirable than the other. For instance, the Grameen replicators like SHARE insist that the loans would be given only for economic activities and not consumption purposes.

While it is possible to put an a-priori hierarchy of loan requirements starting from consumption smoothening, all the way up to production enhancement and diversification, experience has thrown up very interesting side tracks in why the poor seek loan. For instance, when Sanghamithra Rural Financial Services wanted to examine working with the poor in urban slums, they found that one of the reasons the poor borrowed was to undertake an annual piligrimage to Tirupati. Surely such purposes which the mainstream is now increasingly identifying as an “annual holiday package” loan has never been seen as a necessity for the poor.

This component of the study (to be seen in conjunction with the other sections that follow) will try to map the type of loans that are sought by the poor. Each loan will be quantified, classified into the purpose, the duration for which the loan was needed and the sources from which it is intended to be repaid or was the sources from which it was actually repaid. In doing so, we would be able to map the attributes of various loan products – in terms of their duration, cost and repayment scheduling.

2. Mapping savings products used by poor and the product attributes

No study of loan products is complete, without looking at the flip side – loans. As Rutherford (2000)
 has captured excellently in his book – these two are to be seen as one single product – savings upward or downward. If we take this view, then there is sufficient evidence that the rural poor want to save. The need may be as much or possibly more than the need to seek loans. It is very clear from Rutherford’s book that in some places the poor actually pay (earning negative interest) to have the service of building up savings in small amounts to get back a bulk amount. While a lot of policy attention and product innovations are seen in the loan products, there is little attention paid to the savings products of the poor. We are in the process of undertaking an exhaustive literature review on the savings products available in microfinance across the world (See Annexure I for a brief review). 

There have been experiments in the mainstream – the age-old system of collecting pigmy deposits introduced by the Syndicate Bank in the past – or the Bank Sathi - counselling system packaged with daily collections of deposits and loan repayments introduced by Sewa Bank in Ahmedabad are but two examples. In addition we also find a large number of Residuary Non-Banking Finance Companies (like Sahara, Peerless and Sanchayani) operating at different points of time, tapping savings of the poor in a big way. In addition, there have been cases of unregulated collection of savings as well.

While the savings products offered by the above institutions mimic the products offered by the mainstream banking system, there might be scope for looking at savings in a totally different perspective. The poor use surrogate products for savings - livestock – for supplementary income and enhanced food security, jewellery, physical assets, and even land. It would be useful to look at the circumstances under which investments are made in such assets and what leads to a liquidation of the asset. This would give us a broad idea on the expected return, safety and liquidity consideration that get into building a savings portfolio by the poor. We expect that the attributes of the savings products to be significantly different across gender and income categories. The idea is to try and map the attributes and understand the security-liquidity-return expectation of the poor across wide ranging products.

3. Modelling Compensation System for Savings Products

Since savings and loans are actually inter-twined in an intricate set of transactions of give and take, it is of great importance to examine the pay-offs for each of these products. We have to realise that savers are suppliers of resources to the MFI, while borrowers are the users of resources. An MFI would (like a bank) benefit in seeking savings by paying the lowest rate of interest and lending at the highest possible rate of interest. We also see that the compensation systems for savings and borrowings move in the opposite direction with regard to time. The shorter duration savings get the lowest compensation while the shorter duration loans are charged the highest rates of interest. The underlying argument is that short duration savings and loans bring in gaps between transactions which do not fetch revenue, while there is an element of stability in long duration transactions. So the profits earned from charging a high rate for short duration transactions are used to meet the transaction costs of closure, opportunity cost of not having an immediate off-take and the costs of further appraisal for the next loan. The flip applies to savings products.

While there is little conflict in an investor-owned MFI (Basix, Share Microfin) or a Not-for-profit MFI (Sanghamithra, Shramik Bharti, ASA), the issue becomes a little more complex in an MFI which works on the principle of mutuality.

In case of an investor-owned MFI or the Not-for-profit MFI, the issue is that the gap between the rate paid for savings and interest earned for lending operations is to be maximised. Obviously the for-profit entities will aim at enlarging the gap to meet not only the operating expenses, but also to service the investors. In case of the not-for-profit entities, they might work towards reducing the gap just to meet their costs. Here, we might need to examine what is the tendency of the not-for-profit MFI – most likely the trend is to charge a lower interest to borrowers rather than pay a higher interest to savers. By this very fact, we can determine that the organisation is more ‘credit’ oriented.

In case of an MFI that is based on the principle of mutuality (CDF groups, SHGs) we find that the modelling of this problem will turn out to be more complex. That is because, the savers, the borrowers, and the investors come from the same stock. Take an example of a Mutually Aided Co-op. The question here is, how do we distribute the residues (after meeting the costs)? Unless the savings, borrowings and investments are aligned in a perfect ratio, we would be compensating one particular activity of the member more than the other.

This issue is of importance for two purposes:

· Firstly it will turn out to be a good measure to classify an organisation as ‘credit’ oriented or ‘savings’ oriented. Based on the past field experience it is possible to say with relative degree of certainty that most of the MFIs are actually ‘credit’ oriented. This is proved by the fact that not only are savings under-compensated (in proportion to comparable market rates and relative to the proportion charged on loans), but also by the fact that MFIs borrow from institutional sources to lend to the poor.

· Secondly, a deeper study will help us to see the effective rates of interest charged on the loans. For instance, if it is compulsory to have a certain amount of savings at any price less than the interest charges on loans, the effective cost of the loan goes up. To illustrate, if the interest paid on savings is zero and interest charged on loans is 10% per annum, with a condition of 10% of the loans to be kept as compulsory savings, the effective rate on such a loan would be 11.11%. We suspect that this skew is much deeper in the field.

The field study will possibly throw up cases of arbitrage opportunities exercised by the poor. That will help us in looking critically at the Microfinance model. For instance, we found in some areas of Bharuch District, where AKRSP had promoted groups, the groups were paying no interest to the savers, but charging 24% (APR) interest on the loans, with the market rates of interest being anywhere between 48% to 60% (APR). This is a clear indication that there are very significant disincentives for anybody to save. First by saving, they lose out on the opportunity to lend at market rates (let us assume that there is imperfection in market information and therefore that opportunity might not be real). Second the borrowers get a subsidy on their borrowings. Not surprisingly, we also found that the biggest borrowers were also the most powerful in the village.

4. Documentation and re-design of specialised Microfinance products in unique settings

One of the constant problems that are encountered by MFIs working in resource poor areas are that none of the known models of microfinance seem to apply in such settings. The Grameen model assumes a certain density of population to make (inherently cost-intensive) operations viable. Similarly self-help group model, which has implications of federations built in – like that of the Dhan Foundation also has an implicit assumption on a certain density of population. Both the models do not necessarily work in areas like Kutch or Rajasthan. That is because the operational cost of any MFI working in such areas shoots up.

In addition both the models assume a certain regularity in meetings and in transactions. In resource-poor areas, it is usually found that there is a significant amount of migration in the lean seasons. We found this not only in parts of Rajasthan, but also in some parts of Bharuch where the agriculture has been traditionally rainfed and therefore there is no employment opportunity of agricultural labour in the lean seasons. Usually these are the regions that are signified by limited non-farm activity, for the basic reason that the underlying cash flows are meagre to carry out such activities.

Both the above situations would demand a design of some unique microfinance products that take such attributes into consideration. CARE India has been documenting some innovative experiments in microfinance in association with M-Cril. One of the experiments that has been documented is that of a remittance system that has evolved for migrant workers from Orissa to remit their savings back to their respective villages. We understand that a similar arrangement also exists for migrant workers from Kutch. An attempt would be made under this theme to document most of such experiments and critically evaluate them.

5. Documenting Risk-mitigation products and mechanisms

There has been several innovations in terms of risk mitigation products offered by the Micro-Finance Institutions. The known examples are the ones offered by BASIX (related to crop yields), Sewa Bank related to multiple risks of life, loss of employment and loss of assest, CDF (death relief and loan write off on death) Share (funeral assistance and loan write off on death). In addition we have the case of ASA trying to come out with a pension scheme for its members. All these products are at early stages of implementation. Modelling on these would be complicated and would involve complex acturial calculations, with possibly a different set of parameters on life expectancy in the areas of operation and also issues pertaining to co-variance risks as most of the subscribers to the risk mitigation scheme might not come from diverse backgrounds. However, since several experimentations are being done on the field, it would be worthwhile to document the entire gamut of these experiments in an organised manner.

6. Analysis of Policy Implications and Recommendations for Regulation

The moment we try to address this issue, we will be encountering a larger issue that is inseparable from the operations of MFIs. We are currently fine with the various forms of incorporation of MFIs as Charities, Charitable companies, Co-operatives, For-Profit Companies Local Banks and so on. However, if the MFIs want to move out of micro-credit and get into micro-finance, which by definition includes savings, and risk products a larger regulatory environment comes into the picture. 

There has been some research on regulatory framework carried out by AIAMED, Sa-Dhan and EDA Rural Systems in the past. There has also been some advocacy to propogate a concept of special Non-Banking Finance Companies with a lower entry threshold. Some innovative designs of mutual benefit trusts forming NBFCs have also been seen. However most of the arguments have been from the perspective of what the MFIs have currently been doing, rather than looking at the regulatory framework on how it could be misused. It is therefore necessary for an independent opinion to take a comprehensive view on the policy implications, which hopefully will be done by us.

It is inevitable for the MFIs to address this issue head-on rather than seek short cuts. In undertaking the research we would also be addressing the policy issues and will be making policy recommendations, including a possible recommendation of greater relevant regulation of MFIs.

Methodology:

On a broad frame, the study would be conducted using qualitative research tools – principally the case study methodology. This would be supplemented by quantitatives – both through collection of primary and secondary data. 

The study would be carried out at two levels:

· At the individual client level we would attempt to collect data on the first two themes listed in this proposal – Mapping out the hierarchy of the loans used by the poor, and mapping the attributes of savings products. This data will be collected through the design of an elaborate questionnaire, to be developed based on a pilot study. This questionnaire would be administered to a substantial sample (the number to be determined on the basis of the total number of institutions to be studied) of respondents. The questionnaire would be administered keeping in mind the geographical spread, and the income and asset segments of the poor. For each village surveyed, we would also have a detailed case-study of a family to capture all the qualitative aspects of loan and savings products. While the focus of the study would be the poor, there would be some coverage of the well-to-do to look at how one’s preference for these products vary as they move up the prosperity chain.

· At the MFI level, we would be accessing records of the MFI, which would be used to analyse parameters of efficiency, organisational costs in transactions and profitability. This data will be used in modelling compensation systems for savings products, taking into consideration the competing opportunities, the arbitrage opportunities and the system of incentives and disincentives currently in operation with the MFI for its present products.

· For addressing the next two themes we would be using the case-study methodology. A broad template on the details to be covered in documenting both microfinance products in unique settings and risk mitigation products would be developed. We hope to develop a series of 4-5 experiences for the former, and 10-12 experiences for the risk mitigation products. 

· The issue of regulation would be taken up, by conducting a literature survey on the theme. Extensive consultations will be held with the officials in the regulatory arena – The Central Board of Direct Taxes, The Department of Company Affairs, The Reserve Bank of India, The Registrar of Companies, The Registrar of Public Societies, Charities Commissioners and also with the Centre for Management of Philanthropy.  Most of the consultations will concentrate around the current form of incorporation of several MFIs and look at implications of the existing laws for the existing practices. On the risk mitigation products, we would like to meet with the Forward Markets Commission (for price risks), The General Insurance Corporation (for yield risks) and The Insurance Regulation and Development Authority (for life, non-life and pension related products). Based on the primary and secondary data, the case studies, and the survey of regulatory environment, there will be a comprehensive paper prepared on the implication of regulation for the MFIs.

Logistics

The research will be carried out in collaboration with a set of pre-identified MFIs. Since such a study would also benefit the individual MFIs, we presume that the MFIs would willing participate in the study and also help us by sparing data and providing logistic support. It would be ideal if an interface person is identified in each of the MFIs, who may work part-time on the research project, while also carrying out regular activities in the organisation. We may offer to compensate for the time spent by this person on this study.

We would also collaborate with independent academics/consultants to participate in the research and hopefully take responsibility of carrying out case-studies for the purposes of documentation. This proposal is being circulated to a wider range of audience, not only to seek feedback but also elicit interest in participation in this work in a networked manner. Identification of such resource persons will be done well in advance, once the list of MFIs to be studied finalised. We expect the collaborative researchers to be with us right from the design stage all the way up to dissemination. The collaborating institutions and researchers will have to be compensated for the time spent and the out-of-pocket expenses they incur on the project. A practical arrangement for financial compensation will be worked out with the funders to ensure that the project runs smoothly. While the project is collaborative in nature, the primary responsibility of meeting the deliverables will rest with the principal researcher and the co-ordinating institution.

Personnel

We would need one at least one co-ordinator to manage the paper work, logistics and interface with the MFIs and the co-researchers. In addition, there would be a need to have two full time research associates working on this projects. This is under the assumption that there would be assistance in terms of part time research associates from the host organisations. Depending on the overall sample size, we will hire investigators who will canvass the schedule for collecting the primary level data.

Facilities

In order to carry out the research, we would need appropriate computing facilities, software, grant towards purchase of books for the library and adequate amounts for travel and stay. We would also like the Trust to provide with appropriate contacts from their grantee MFIs.

Deliverables
At the end of the project, we envisage four distinctive outputs – based on the themes of inquiry. 

· There would be a report on the hierarchy of loan and savings products, including modelling of compensations. 

· There will be a report on the innovations in the MF sector – both in unique settings and a detailed documentation of the risk mitigation products. 

· There would be a series of individual MF case studies, and the same case studies used to address thematic issues, cutting across several MFIs.

· There would be a detailed output pertaining to regulation.

Time Frame

It is expected that the final draft of this study would be ready in about 18 months from the start dates. We would be in a position to set up individual milestones after a round of discussions.
Dissemination

The findings of the research will be disseminated from time to time in the form of workshops. It is envisaged that at least three workshops will be held in the process of the research. The first workshop would be to get a sharper understanding of the research project, to focus on the themes and to evolve an agreement on the methodology. The second workshop will be an interim review that could be held after significant work has been done on the field and the final workshop can be held to discuss the results.

In addition, there will be other forms of dissemiation. It would be good to plan out a series of papers to be published in academic journals. In addition there might be several cases and case studies that may get into the pedagogic material of the business schools offering microfinance related courses. We might be able to organise a workshop for the Chief-executives of both the participating and other MFIs to share the learnings – this would be more in the form of a presentation of results and learnings and not in a consultative format.

Other Operational Arrangements:

In terms of operational arrangements, it would be ideal if there is a broad budget approved and released by the Trust. IIMA will manage all expenses within the budgets and seek specific approvals if there are expected deviations from the broad budget heads. A co-ordinator from IIM-A's side will be specified and s/he will be responsible for the deliverables. 

Copies of progress and final reports will be made available to the Trust as per an agreed time schedule.

Copies of all academic publications arising out of this collaboration will be made available to the Trust. The contribution of the Trust will be acknowledged in all publications. The copyrights of the material developed out of the study will vest with the authors and/or IIMA. 

It will be the responsibility of IIM-A to contract out research and compensate outside research scholars if necessary in the course of the study.

On SRTT's part, we expect that the Trust will facilitate identification of partner MFIs to carry out action-research or MFIs who would participate in the study. If necessary this could be formalised with a memorandum of understanding clearly specifying the roles and responsibilities of each of the parties involved.

It is proposed that we start with one faculty member being involved in the project with the possibility of co-opting other faculty members on to the project as and when there is adequate interest and potential. It is also proposed that we start with a small seed money based research and depending on the experience expand the arrangement to include a larger team and theme.

Financial assistance from SRTT will be sought under the following heads:

Travel and related support:

This will include travel and incidental expenses of faculty members, academic associates and partner researchers. This would be used not only to carry out collaborative research, interact with MFIs, and with SRTT, but also include expenses related to travel for presentation of papers and attending conferences/seminars in academic fora in order to share and disseminate the results of the study. As of now, we do not forsee any international travel for attending conferences to present the results, but it would be useful if some provision can be built into the project, to be used only upon specific consent of the Trust.

Support towards hiring research assistance:

Under this head we would propose hiring academic associates who would be involved in assisting the faculty members in the study. The head would cover their compensation. It is envisaged that not more than two academic associates would be hired in the first year. We could possibly be satisfied with one academic associate depending on the intensity of the themes selected. This head would also include payment of honorariums to outside and collaborative researchers.

Support towards augmenting computing facilties

There would be two subheads under this broad budget item - one would be specific equipment that we may buy to carry out the project - including hardware for the use of faculty members and academic associates and licenced software if we are undertaking higher order statistical analysis. The other part would be towards contribution to the overall computing overheads of the Institute - which includes use of internet, local area network and common computing facilities that cannot be earmarked specifically for this study.

Support towards augmenting library facilities

This would be a direct contribution to the library budget of the Institute. We would however ensure that a good number of books pertaining to microfinance and livelihoods are ordered to constantly augment the library facilities in this area. 

Support towards the General overheads of the Institute

This would also be a direct contribution and will take care of the other expenses that might be incurred in the course of the study - postage, telephone, fax and the general facilities, which we constantly avail from the Institute.

In the above scheme, there would be no pecuniary benefits passed on to the faculty members involved in the study.

A utilization statement will be submitted to the trust from time to time.

Annexure 1

LITERATURE REVIEW ON SAVINGS PRODUCTS

Introducing Savings in MicroCredit Institutions

Study of ASA: Association for Social Advancement

Voluntary deposits as a source of commercial finance for microcredit institutions have generated a lot of interest. According to Robinson (Microfinance Network, Cavite, Philippines and HIID, USA, November 1995) there are generally three conditions when a microcredit institution should start mobilizing savings. 

1. First an appropriate legal and regulatory environment in an enabling macro-economy with a reasonable level of political stability and suitable demographic conditions.

2. Second supervision of the institution by the Government, which is providing microfinance. For the protection of depositors, financial institutions that mobilize voluntary savings should come under government supervision.

3. Third history, capacity and performance of the institution should be examined thoroughly. It is very important that before mobilizing voluntary public savings, a microfinance institution should have demonstrated consistently good management of its own funds. In other words, it should be financially solvent with a high rate of loan recovery, earning attractive returns.

Recognising the growing interest in introducing savings products into microcredit institutions, MicroSave Africa and the CGAP collaborated to study the dynamics of institutional change during the transformation from a microcredit to a microfinance institution. Wright, Christen and Martin ( MicroSave Africa,2000)  have coined the dynamics and tried to study ASA which could be an important lesson to other microcredit institutions to introduce savings products.

ASA was operating as a microcredit institution working on credit delivery & recovery system based on Grameen Bank's group-based lending methodology. The operating systems were simple and the flow of money was controlled systematically. Loan sizes and disbursement schedules were standardised and only compulsory savings were collected.

Although the compulsory savings were collected earlier, ASA decided to introduce open access to savings services. The factors that drove ASA to provide high quality and voluntary savings services were:
a) to get access to relatively cheap capital

b) to increase outreach

c) to increase lending

d) to maintain earlier credit portfolio quality

e) to increase productivity

f) to reduce poverty and vulnerability

ASA promoted only few savings products because with the availability of cheap capital from external sources it didn't want to mobilise more deposit-based capital, which are relatively costly. ASA's primary motivation to develop a savings program was to provide its clients with improved financial services, which would improve the quality of its loan portfolio and reduce the no of dropouts.

Savings Products

These are mainly

1. General Members Savings account [GMSA]

2. Small Enterprise Development Programme Members Savings account

3. Associate Members savings account

4. Contractual Savings Scheme product/ Long term Savings Account

5. Fixed deposit/ Term deposit Savings account

1) General Members Savings account [GMSA]

· Members are required to save a minimum amount (For example Rs10/-) per week.

· The account allows withdrawals subject to clients maintaining a balance of 10% of their current loan principal. [For example if a member had taken Rs3000/- in her compulsory savings account and a loan of Rs 5000/- then she could withdraw up to Rs 2500/-.]

· 8% interest is paid on all accounts for lowest monthly balances irrespective of whether withdrawals had been made or not.

2) Small Enterprise Development Programme Members Savings account [SEDP]

· Members are required to save double or more the amount than that of GMSA (Rs 25/-) per week.

 Other criteria are same as GMSA.

3) Associate Members Savings account

This is the voluntary savings facility offered by ASA to associate members (non- borrowing members). The associate members were initially drawn from the existing members and their relatives.

· In this account 7% interest were paid and money can be withdrawn at any time.

[Since these are the non-borrowing clients the money can be used by the microcredit institution in lending activities first looking at their pattern of withdrawals.]

4) Contractual Savings Scheme product/ Long term Savings Account
· 5 years contractual savings scheme both for members and associate members.
· Monthly contribution of Rs100/- to Rs500/- is required. [ the unit of money is given as per local use]
· 9% interest compounded annually.
· Withdrawals are discouraged but allowed and result in loss of all interest if it occurs in the first year and interest will be only 8% if it is done thereafter.

5) Fixed deposit/ Term deposit Savings account
· This is for amounts more than Rs 1000/-.

· Interest: 9% compounded annually with withdrawals resulting in zero interest being paid for the period.

Key issues arising out of ASA's experience

· Flexible/ voluntary savings schemes will not necessarily generate more capital for on-lending then compulsory savings schemes.

· Flexible/ voluntary savings schemes can be (but are not always) relatively inexpensive sources of capital.

Benefits of Savings facilities

Client/ Borrower's perspective

· Easy accessibility to cash

· Security

· Rate of return on savings and easy divisibility of savings.

· Easy liquidity management

Institutional perspective

· Deposits can be an attractive source of funds as their financial costs are normally lower than funds from the inter-bank matters.

· Withdrawals from small deposits don't expose the financial institution to liquidity risks.

· Small savings are a more stable funding than donor funds, as small depositors don't intervene in the day-to day business as other donors do.

· Savings/ deposits can instill a stronger demand- orientation & thriftness of operation.

Savings & The Poor: A study in West Africa

In the words of Stuart Rutherford (Micro Save Africa, 2000) most poor people have a very little money with them, so managing well whatever money they have is a matter of considerable importance to them. They require large lump sum money in many occasions and finding these large lump sums of money is the main money management problem for the poor. Saving is making the choice not to consume cash-is thus the fundamental and unavoidable first step in money management.

There are mainly three ways in which savings can be built into usefully large sums of money:

1. Saving Up: Putting aside lots of small savings until they amount to a usefully large lump sum.

2. Saving Down: Taking an advance and repaying it through a series of savings.

3. Saving Through: Savings are made on a continuous and regular basis, a matching lump sum is made available at some point of time during this flow of saving deposits.

The financial services and devices discovered by the researchers in East Africa are compared by using a certain framework and definitions. This gives an opportunity to map out the range of devices and services that exist in the region and to show with some precision the differences between them. It helps to see which type of device or service is mostly used and least used by the poor. In this paper the study has attempted to classify groups by poverty level- very poor, upper poor, middle poor class and the wealthy. The framework includes the following:

1. Swap type: Does the device or service, swap savings into lump sums through a ‘savings up’, a ‘savings Down’ or a ‘savings through’ approach?

2. The ‘Term’ of savings, whether it is short term, medium term or long term?

3. What are the ‘main uses’ of the swap/ lump sum savings?

4. The ‘volume’ involved, i.e. whether the device is handling modest sums of money or large sums?

5. Type of ‘User’ i.e. mostly used by very poor, the poor, not so poor or the rich.

6. Transactions costs: Testing on how easy to use, cost on journey, mode of accessibility i.e. whether quickly accessible or takes time?

7. Price: what is the cost of the money, whether it has high interest or it is free of cost ?

8. Risk : involved risk in different devices.

Saving Products

	         

                                                            Order of Saving                                                     

Institutions


	Saving Up
	Saving Down
	Saving Through



	1. Informal Sector

	Saving at home
	(
	
	

	Savings at club
	(
	
	

	Money guards
	(
	
	

	Deposit collectors
	(
	
	

	Reciprocal lending
	
	
	(

	Informal insurance scheme
	
	
	(

	Rotating savings & Credit association 
	
	
	(

	Accumulating savings & credit association
	(
	(
	

	Money lenders
	
	(
	

	Supplier credit
	
	(
	

	2. Formal Sector

	Savings & Credit co-operatives
	(
	(
	(

	Formal Banks
	(
	
	

	Insurance companies
	
	
	(

	3. MFI's
	(
	(
	(


	 Factors

Institutions


	Frequency
	Term
	Volumes
	Users
	Uses
	Costs
	Price
	Risk
	Satisfaction

	1. Informal Sector

	Saving at home
	Very high
	Short
	Low
	Poor & usually women
	Short term consumption
	Low
	Zero
	Medium
	Low

	Savings at club
	Low
	Medium
	Medium
	Upper poor women
	Medium term savings
	Low
	Low
	Probably low
	Medium to high

	Money guards
	Not known
	Medium
	Medium
	Poor, Middle Class
	Often for specific uses
	Low
	Low
	Probably low
	Medium to high

	Deposit collectors
	Low
	Short to Medium
	Probably medium
	Poor and very poor
	Any
	Low
	Medium
	Low, could be high also.
	Medium to high

	Reciprocal lending
	Low
	Low to Medium
	Low to Medium
	Mainly upper poor
	Any
	Unknown
	Medium
	Low to Medium
	Low to medium

	Informal insurance scheme
	Varies with type
	Varies with type
	Low to Medium
	All but mostly the rich
	Funeral & other ceremonial costs
	Low
	Low to medium
	Unknown
	Medium to high

	Rotating savings & Credit association 
	Very high
	Very high
	Medium
	Poor and medium
	Business, consumption, consumer durables, school fees, tax etc.
	Low
	Low
	Low to medium
	Low to medium

	Accumulating savings & credit association
	Low
	Short to medium
	Low to high
	Poor, not-so poor
	Any
	Low
	Low(savings up) & high

(savings down)
	Medium to high
	Medium

	Money lenders
	NA
	
	
	
	
	
	
	
	

	Supplier credit
	Medium
	Short
	Low to medium
	Poor
	To finance retail business
	Low
	Low to medium
	Low ( to the user)
	Medium

	2. Formal Sector

	Savings & Credit co-operatives
	Medium
	Short to long
	Low to high
	Salaried class, farmers of certain crops
	Many/ Multipurpose
	Low to medium
	Low to medium
	Low to high (Unexplored in detail)
	Medium to high                    

	Formal Banks
	Common in towns
	Unlimited
	Low to medium
	Educated upper poor or non-poor
	All
	Medium to high
	Low
	Normally low
	Medium

	Insurance companies
	NA
	
	
	
	
	
	
	
	

	3. MFI's
	Its compulsory for all the clients
	Group decides
	It is fixed & time bound or it is a fixed fraction of the current loan
	Poor and very poor & also few rich clients.
	Mainly consumption
	Costs are initially high.
	NA
	Little high as there is always a fear of MFI falling.
	Till now not tested.


Savings products and services in the informal sector and Microfinance Institutions in West Africa

The research conducted by Micro Save Africa in West African countries- Benin and Mali studied

i) the behaviour and preference of the poor with regard to savings &

ii) the design of savings products for the poor by microfinance institutions.

In this paper the research approach has used the vocational target groups in contrast to the study done by Rutherford that attempted to classify the groups by poverty level. The vocational target group has included 15 groups consisting of taxi men, young unemployed graduates, rice and cotton growing men & women, micro-entrepreneurs, housewives, merchants, money keepers, door-to-door bankers, credit agents board members of financial cooperatives and MFI managers etc.

The study reveals the fact that there is a greater diversity seen in loan products than in savings products as expected. But the clients consider the loan products as important as savings products. The savings products found during the study are as follows:

	Savings Products
	Client status
	Security/Minimum Deposit amount
	Liquidity
	Return/Interest paid

	Current savings
	Individuals &

Generally for members of the institution.
	Nil
	Money can be withdrawn at any time.
	No interest.



	Demand savings/ Demand deposits
	For the members only.
	Minimum amount has to be kept & that is decided according to the institution.
	Money can be withdrawn at any time.
	3% (Basic motive is to include the inactive members).

	Special regime demand savings
	Large savings clients. For individuals or institutions.
	Minimum is one million for institutions and individuals & two millions for societies and groups.
	Minimum period is six months and withdrawals before that bear no interest.
	NA

	Livestock savings
	Offered in areas where people have livestock.
	Nil
	Client faces problems in withdrawal as indicated by them.
	5%

	Rice storage savings
	For all status people. Seen in rice growing areas.
	Nil
	Money can be withdrawn at any time.
	4% to 7%

	Term savings
	Any
	For some deposits there is no minimum balance (varies according to the area). Minimum term is three-six months. 
	If withdrawals are made before the term completes then no interest will be paid.
	5% to 12%

	Joint savings/Blocked Savings
	Mostly for Entrepreneurs


	Minimum balance has to be kept as savings amount depend upon the loan amount. The required savings is 10% of a loan amount.
	Saving is not accessible until the loan is paid off.
	It is a non-interest bearing security deposit.

	Voluntary Fixed deposit savings
	For  associations, NGO’s and companies.
	Minimum amount is fixed and the minimum term is 3months.
	No interest if money is withdrawn before the term is over.
	Interest paid increases with increasing terms and amounts.

	Wage deposit savings
	Wage earners/ person in informal sector with periodic incomes.
	Minimum amount is not fixed but the deposit period may be monthly or with some other fixed frequency.
	Accessible only when the term expires.
	7%.

	Payroll Deposit savings
	Regular Employees.


	Salary is deposited by the employer in the employees account.
	Can avail a loan on the basis of savings.
	NA

	Entrepreneur savings
	For Businesspersons
	No minimum savings. 
	Can secure a loan on the basis of savings.
	Depends on the term and amount of savings.


Besides these savings products, which are already existing in the system, there are many new ones cited by the people addressing their needs during the study. These products came into picture while exercising the PRA tools by the researchers. These are

· Pilgrimage Savings

· Health Savings/Health funds

· School Savings/School loans

· Emergency Savings/ Social Savings

· Housing Savings

· Retirement Savings
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