

























































































Box 5: SKS financial products

1. Housing loan: loan term — 2 years, interest rate is 10% flat. This loan is repayable in 46 weekly
installments and the repavment starts after one year of disbursement.
Consumption loan: loan term- 1 year, interest rate is 15% flar and repayable in equal amount m
weekly installments.
3. Small trade loan: same as above
4. Agricultural loan: loan term- multiple (3 months/6 months/12 months), interest rate is 15% flat
and repayable in balloon payment or in installment but the loan has to be paid within the decided
loan term.
5. Disaster loan: all loans are non-interest bearing and repayment frequency is flexible
*  Housing loan: 3 years loan term
*  Health loan: usually for one year but repayment starts after remedial of sickness
*  Winter cloth loan: 1 year loan term

&)

For all loans, clicnt must have at least savings of 25% of the loan amount.

The performance of SKS/RBP 1s both financially and operationally veny weak. Though they
have reported different kind of product options, in reality their existence is very low and
clients had a very fragmented knowledge of them. Human resources capacity of RBP' staff in
microfinance comparatvely lower than the standard microfinance program.

Item Dec-97 Dec-98 Dec-99 Dec-00 Dec-01

Administrative Efficiency (administrative costs excluding  50.6% 15897« 98.8% 73.8% 76.9%
finanaal costs as % of avg. net portfoho)

Operational Efficiency (total operational costs as % of 50.6% 1589% 98.8% 73.9%  88.6%
avg. net portfolio)

Administrative Cost per active loan (US$) n/a 43 33 22 15
Personnel costs as % of total administrative costs 87% 91% 75%  76% 70%
Number line staff as a %o of 10tal staff (end of perod)  20.0%  21.4% 22.2% 227 208%
Number of active loans per staff member (end of 13 20 31 50 83
period)

Number of active loans per loan officer (end of period) 33 46 09 109 166

Outstanding portfolio per loan officer (end of period) 1,376 917 2,793 2,764 2,797

Number of loans per branch office (end of period) 130 139 278 547 996

All the figures in performance and efficiency trend analysis suggest that SKS’s performance
1s very mconsistent and the microfinance component is not that strong. Though not
reported by SKS, the initial audit during the appraisal by the study team revealed that they
have very high portfolio at risk (ranges 30-35%), which was not reported properly. The
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accounting system of SKS is very confusing, and microfinance is not separated from the
parent account, creating high level of complication in gathering information.

Item Dec-97 Dec-98 Dec-99 Dec-00 Dec-01

1 Number of active loans 130 278 555 1,093 1,992
2. Total outstanding loan balance (US$) 5,504 5,504 22,344 27,638 33,564
3. Average loan balance (2/1) 42.34 19.79 40.25 25.28 16.84
4. Administrative efficiency 50.6%  158.9% 98.8% 73.8% 76.9%
5. Portfolio vield 3.6% 24.2% 9.9% 23.5% 42.3%
6. Operational self-sufficiency 7.1% 15.3% 10.0% 31.8% 54.8%
7.  Retum on assets -31.9%  -122.0% -83.5% -49.5% -34.0%
8. Adjusted returmn on assets -26.9% -64.3% -64.1% -49 0% -39.8%
4.2.3 BRAC

In the char area, BRAC does not have any separate program. We focused on a BRAC

5 " - 9 x Lo 5
outpost, which works in our Shaghata char area’. The main products BRAC’s microfinance
program 1s described in Box 6.

Box 6: BRAC’s financial products

General Loan

e Interest rate 1s 15% flat.
¢  Loan term is 23 biweekly instalments over 50 weeks.
®  The amount equal to 2 % of the first loan must be accumulated in savings in order to receive the

first loan, or subsequent loans, savings must be 5% of the second loan, 10% of the third loan, 15
% of the fourth loan and 20% of all subsequent loans.

*  Loan sizes range from 1,000 to 10,000 taka although loans of more than 10,000 taka can be made
with special approval

Mandatory Savings

e The amount equal to 2 % of the first loan must be accumulated in savings for the first loan, 5%
of second loan, 10% of the third loan, 15 percent of the fourth loan and 20% of all subsequent
loans.

Interest earned on all savings is 6%.

Four taka must be deposited at each biweekly group meeting,

Refunds are made under the following circumstances after 5 years: Expulsion, retirement, when a

member relinquishes his/her membership, and on an emergency basts.
The performance of the Shaghata outpost from where BRAC was opetating in our study
char location s quite poor and does not represent the overall performance of overall
BRAC’s microfinance program. The main reason for such performance is the corruption of
some staff in the initial period, which created a negative image about BRAC in the working
arca of Shaghata. However, BRAC has recently taken ininatives to solve the above two

® Since 1993 in order to reach remoter areas and improve the quality of outreach, BRAC decided to create
the concept of “outposts’. These typically operate under the purview of an area office but increasingly many
outposts are assuming independent status. As of march 2002, there are 676 outposts all over Bangladesh.
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issues. One of the reasons behind the setting up of outposts 1s to ensure a closer monitoning
and supervision of the clients and the operational procedures in arcas where the membership
pool under an area office is too spread out.

As of Dec 2001, BRAC’s Shaghta outpost had 125 groups with 5,185 members in total. The
loan outstanding was Tk. 5,136,369 to 2667 members. The total savings balance as of Dec
2001 was Tk. 2,105,402. The portfolio at risk 1s calculated at 44% as of 2001, which 1s 7%
more than in the vear 2000 (37%). This ratio shows how bad the program is running in this
area. BRAC local staff are now working on this issue to recuperate from this situation and
improvec its portfolio ar a standard level by streamlining standard BRAC microfinance
procedures which were violated earher.

4.2.4 GUK (Gono Unnayan Kendra)

In 1984, GUK evolved as an institution to provide development support to the poor people
in Gaibandha district. Like SKS, as a credit service provider, they came to the market duning
mid-90s with an objective of providing quality financial services to the poor people who live
in the char and char adjacent mamland area.

GUK’s microfinance approach and program design is primarily dominated by the Grameen
Model, m which small credit 1s made available to people in rural communities. However,
unlike Grameen approach, they have 2 vision to eventually transform their small group into
union level federation. As of Dec 2001, 561 groups of 13, 247 clients was orgamzed both in
char and mamnland area by GUK through which it mobilized savings of 904,286 taka and
delivered total loan outstanding of Tk 14,470,141 to 4007 borrowers. GUK is currently
operating 10 4 char branch through 105 staff including staff from the head office also. The
financial products oftered by GUK, 1s given in Box 7.

The overall portfolio composition consists of 54% of non agri loans (income generating
credit), 33%e of Agnculrural loans and 13% of Consumpnon loan as of Dec 2001. For all
loans, chent must have at least savings of 253% of the loan amount.

The performance of GUK both financially and operationally 1s very weak. Though they have
reported different kind of product options, in reality their existence 1s very low. Human
resources capacity of GUKs staff in microfinance 1s probably the lowest among all the
mnstrutions assessed here.
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Box 7: GUK’s financial products

The savings product is very straightforward like SKS. A member has to save Tk 5 every week at
compulsory basis.

The loan products for GUK in the char area are:

1. Non agri loan: loan term — 1 year, interest rate is 12% flat. This loan is repayable in 50 weekly

installments and this loan is for mcome generating purpose. The total clients taken this loan as of

Dec 2001 was 2282 (accounts: 4003)

Agricultural loan: loan term- 6 months, interest rate is 6% flat and repayable in balloon payment

or in mnstallment but the loan has to be paid within the loan term.

3. Consumption loan: loan term- 1 year, interest rate is 0% and repavable in equal amount in weekly
installments.

)

Item Dec-97 Dec-98 Dec-99 Dec-00 Dec-01

1. Administrative Efficiency (administrative costs 49.6% 1159%  1188%  109.8% 98.9%¢
excluding financial costs as % of avg. net portfolio)

2. Operational Efficiency (total operational costs as % 55.6% 1589% 1238% 132.9%  130.6%
of avg. net portfolio)

4 Number of active loans 1751 1923 3879 5947 7031
5  Portfolio yield 1.7% 17.2% 13.9%  21.3% 33.3%
6 Operational self-sufficiency 8.0%  14.9% 160°%  29.6% 36.8%
7  Rcturn on assets -31.2% -89.0%  -81.5%  -91.5% -54.0%
8  Adjusted retum on assets -399% -97.3%  -B6.1%  -96.0% -59.8%

All the figures of performance and efficiency trend analysis suggest thar GUK’s performance
1s very inconsistent and the component is not thar strong. GUK has very high portfolio ar
risk (40.48%), which is a big concern for GUK microfinance operation. The accounting
svstem of GUK also 1s very complicated and confusing, and microfinance is not separared
from the parent account, creates high level of complication in gathering information.

4.3  Summary Analysis

‘The result for the analysis shows that all institutions are facing difficulties in delinquency
management. The portfolio at nsk for all insttutions (As of Dec 2001, RDRS: 38%, SKS:
35%, BRAC (outpost): 44% and GUK: 40.48%) covered in the study suggest an alarming
picture in their loan and field operation. It has also implication on the existing product
feature (rigid and fixed) and delivery mechanisms (mostly Grameen methodology). Though
SKS and GUK claim to follow community managed model, the study team did not find any
strong component in the microfinance program to support such claim. The communities
organized for this purpose were generally weak and the idea did not seem to be one of
devcloping these in any systematic way. Due to continuous bad performance in the loan
operation and delinquency management, the loan investment growth did not increase as one
would expect.
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Due to the high portfolio at risk, the income generated by the institutions went down
significantly and affected overall financial performance. This creared relatively high
expenditure in administration and operation which combined with lack of income lead to a
huge gap between income and expendirurc. This resulted in weak efficiency performance for
all the four institutions. The trend of operational and administrative efficiency for all four
institution suggest that it is improving cvery year except SKS, but the rate of improvement 1s
frustratingly slow. The figures are also getting betrer due to increase in loan outstanding over
time.

The efficicney in terms of client — credit officer ratio also suggest that outreach of the
institutions arc not enough to reach economic of scale to ensure profitable and efficient
operation. As all institution following group method are expected to serve at least 300-400
active clients through one credit officer. However, RDRS, SKS and GUK werc found to be
under serving (237, 166 and 107 active clients/credit officers). Increasing this figure in a cost
effective way is a big challenge that may require considerable innovations in delivery
mcthodology, such as recruiting local staff. However, adequare artention will also have to be
paid m addressing the internal control challenges. A camp network for a branch may be one
way.

The results of profitability analysis for all four mstitunons are very weak though they are
improving very slowly. The reasons are very simple and straightforward. The key reason is
high dehnguency rate and loan losses. All programs are poorly managed.

There 1s also a strong perception among the providers that char dwellers are too poor to be
good microfinance clients. This has created a culture of complacency in rerms of loan
defaulr, management and control in the microfinance programmes working in the char areas.
It almost seems that microfinance mstirutions working there are doing so out of sheer
generosity. This has impeded examuning the real 1ssues and challenges of microfinancing in
the char areas, such as:

- Understanding the ways 1in which access to financial services can be useful to the
char dwellers.

- Explonng appropriate products and delivery mechanisms broadly in line with the
livelthood dynamics of the char dwellers.

" Investing 1n entering a ‘new” market by understanding the market, building
relationship, and signaling rehability and institutional permanence.

" Developing the capacity of the microfinance programme sraff at all levels in order ro

ensure transparent accounting, good internal control, and functional separateness
from other programmes being undertaken by the msttutions.
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V. Conclusion

s s i b A R P S Pt e e S oA

High chances of relocation and frequent seasonal nigration are two important features of
char dwellers’ livelihood. Incomings into the houschold is usually much less regular than it is
on the mainland and a large proportion of income come in lumps from seasonal migration.
Livestock earning is the most regular among the common sources from which char dwellers
detive their income. However, poor price, lack of timely and cost effective veterinary
services, livestock fodder and safetv problems duning flood periods, erc. pose significant
challenges to this importanr sector for the char dwellers. Opportunitics to engage n activitics
that will smoothen the income flow 1s restricted by difficulties of market access and general
decline 1n the adjoining mainland.

The need for financial intermediation that enables the char dwellers to smoothen
consumption in the face of quite strong seasonality in income in a less expensive and more
reliable way that what 1s currently available is thus very important. However, realizing the
‘opportunities driven’ use of financial services however will have to be preceded by
significant improvements in the real sector of the char and adjoining mainland economy.
Much of these investments are public good in nature and need to be coordinared with a
good understanding of the sectoral interlinkages and bottlenecks. Financial services should
be an integral component of such an exercise but not be leading it.

In the short term, microfinance in the char areas should be focussing on providing basic
financral intermediation services for reducing vulnerability--- essentially being much stronger
on developing the ‘protection’ dimension of mucrofinance through vaned savings based
instruments and emergency credit, rather than a ‘promotional” one. The ‘promotional’
mstruments need careful rargeting as opportunities for multiple ivelihoods that can sccurc
regular instalments and create greater capaciry to absorb larger loans over nme, 1€ much less
likely for a vast majonry of the char people. Annex C s a list of some important char
specificines and ther implicanions for microfinancing in the chars.

The physical distance berween the chars and the mainland and the consequent genceral lack
of external agents (developmental or not) engagement with the chars will make the task of
mucrofinancing quite challenging. A number of vital mechanisms that ensure successful
microfinancing are predicated on building relationship and a level of generalized trust in the
community of operation. These relationships arc the foundanion behind good product
design. What hes at the heart of this mutual relationship dysfunctionality is the fact that most
microfinance operations have not set up physical infrastructure (however modest) in the
chars and thus remain to be seen as a socally disembedded intervention. They have also not
invested in creating the social intermediation platform (building relationships, trust,
reliabaliry, a credir repayment culture, etc.) needed for good microfinancing, Any
microfinancing strategy in the char areas would have to take these issues very seriously.
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Annex B:
Collective arrangements for financial intermediation: A few cases

Shaghata bazaar has a samity called, ‘Bank samity’. A total of 27 members including some from our
study village in the mainland (nonc from the Shaghata study char area though), deposit five taka per
member daily. They keep the savings with one member who has a shop ar the bazaar and has a good
reputation in the area. The members are all who have quite regular inflows of cash, such as small
traders, mason and rickshaw van drivers. They decided not to lend the money saved as loan default in
very prevalent in the arca and they do not feel confident enough to be able to realize any loan given.
This samity 1s quite new (only a few months old) and they have not vet decided how to use the
savings or how long for they wish to keep the arrangement going.

The second casc here 18 an example of people coming together to save to invest on a larger project
than what would be possible individually. Twenty one members of the village Datiar Char (Chilmari
study char village) established a savings samity about 4 vears ago. They save taka 5 per member per
week. They invested the accumulated savings in a stock business of paddy, kaon and groundnut—
they stock when prices are low and scll when prices rise. The samity was well managed and doing
well But, some of the members mugrated to another char and they decided to divide the fund and
terrmunate the samity. as 1t would be difficult for them to participate from such a distance. Often, a lot
of the problems m such arrangements emerge relating to such divisions. In this casc, it was scttled
amicably. The remaining members are now considering starting another once and scarching for good
and rehable members.

Such collective arrangements often fail due to faillure in managing the collective acton problems
pertaming to selection, moral hazard, free nding, sharing of dividends, cte. In Uttar Ramna ben
bandh (Chidmari manland area), a total of 43 members formed an ASCA. Members saved at regular
mtervals and 1n fixed amounts. The samity was formed in 1989. It accumulated substantial amounts
mn cash and kind and gave loans to both members and non-members at 10% monthly mterest. 1t 1s
alleged that the samuty president failed to recover many of the outstanding loans and that a
substantial part of the recovered amount was misappropriated. At the end, after quite a lor of
acrimonious mncidents, the members shared among them about 2.4 ton of paddy. which was bought
by the samuty for selling later at a higher price. The incident has left a bitter taste in the minds of the
villagers and they were very wary of such collective arrangements.

Fifteen voung men of south chinir parol (Shaghata mainland) established 2 youth club operating from
a paddy husking mill of rtwo from the same village. They deposit taka 10 per member per wecek about
a vear ago. The club is heavily engaged i money lending at 10% monthly interest. The club will
distribute accumulared savings and profit among the members by the end of the fifth year.
Interesnngly, members are not allowed to take any loan. They have set this rule to avoid a situation
that members take a loan and stop saving and leaving the club. Instead they lend to non members.
When asked about loan default they replied that since the club members are all voung men,
borrowers repay the loan in time and with interest. They have not experienced any default.
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Annex C: Char livelihood and microfinancing

Livelihood Pattern

Frequent relocation
and less densely
populated cluster

€9

Seasonality of
opportunities and
Seasonal Migration

liliaat for 1

¥ ¥
arrangement

and delivery mcchanisms

Fixed geographical point based branch banking need to be
reconsidered

The relocation triggers and patterns need to he better
understood.

Und ding the lity of opportunities and
migration pattern is very important. This may be diffecent

in different char areas as we found in our survey.

Fixed and rigid repayment system of loan may not be
appropriate for most.

Remarks

A camp network will have to be set up in the chars for each fixed point branch,
which may be located in the adjacent mainland. However, issues of managing
intemal control will have to be seriously thought of. Use of palmn pilot or smart
card technologies may be looked into.

Appropriate MIS needs to be developed to track such mobility

Setting up of information network within the microfinance operators in the
char area

Per staff client load may be less. Cost effective ways of managing this ‘loss’ in
efficiency will have to be considered. Recruiting local char dwellers from the
ity may be considered

Loan interest should be in declining balance and explained well to the users.
This will allow the users to choose an appropriate repayment schedule given the
seasonality of their livelihood.

Small emergency loan untied with any savings or loans

Growth slow for the institution — micro loans leads to slow progression towards
sustainability )

Importance of a range of savings products developed through a good
understanding of existing savings practices and what they say about the financial
service needs of the clients.
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Annex C: Char livelihood and microfinancing (Cont..)

Livelihood Pattern  Implications for products and delivery mechanisms
arrangement 2

Distress driven Focus should be on consumption smoothing
livelihood

diversification

Lack of reliability on
outside institution

Importance of social int diation and signalling

reliability, permanence, and embedded institutions

Strong bonding
social capital and
weak bridging social
capital

Remarks

Importance of a range of savings products developed through a good
understanding of existing savings practices and what they say about the financial
service needs of the clients.

duct and mecl devek P process,

Community participation in the p
such as through PPD

Institution set up in the chars
Transparent and downward accountability

Building community monitoring system
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The major change in the economic life of the BRAC VO members has been the creation
of large scale employment opportunities for women bringing fundamental changes in the
lives of women. Women are involved in productive activities. This involvement of
women shifting the traditional role. Now they are contributing in their families for better
food and clothing, safe drinking water, sanitation and education of their children.
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