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New Thinking and New Forms of Microfinancial
ServiceProvision in Bangladesh:
A Comparative Study of ASA, SafeSave and Gono Bima?

Imran Matin

Abstract

It has been argued that the contemporary microfinance industry is complacent about its products and mostly
relies on copying and replicating the dominant models. Whilethisislargely true, thereisalso growing
evidence of innovation in product design and organizational arrangements. Not much is known about these
initiatives, especially the pro cesses and challenges faced. This paper examines these i ssues through case
studies of three microfinance providersin Bangladesh all of which experimented with different types of
microfinance products. We argue that the process of innovation is far more complex than the tool-centric
approach suggested in recent market research in microfinance literature. Thisis especially true when

innovations imply significant departures from dominant organizational culture. We argue that viewing the
organization as a contested space of dominant values and culture can yield useful insightsinto the innovation

I Introduction: ‘Innovations of Hope' in Microfinance

Because most microfinance programmes have little direct competition, they must challenge
themselves to control costs, provide efficient service and become sdlf-sufficient

(Stearns, 1991)

Until the late 1990s, most microfinance ingtitutions (MF1s) did not have to worry about
competition. Thisperiod of low competition allowed microfinance institutions the freedom to
focus single-mindedly on making the breakthroughs in methodology and management
necessary to reach scale and sustainability. These breakthroughs have now brought
microfinance to the threshold of competition. Competition is having a profound effect on
microfinance, seen most readily in the flowering of interest in market research and new
product development.

(Rhyne, 2001)

‘Innovation’ is atopical term in microfinance today. This is driven by both frustration and hope.
The frustration stems from the difficulties faced by simplistic replication of dominant models that

fall between the two stools of poverty outreach and sustainability. In such cases ‘innovation’ is
mostly about doing the groundwork of pro-poor financial institution building—understanding the

fundamental characteristics of the context, the livelihood of target clients and their financial

! My thanks to the staff and clients of ASA, SafeSave and Gono Bima for giving me their time and
answering my questions. Thanksto Stuart Rutherford and David Hulme for helping design the study and
for comments on earlier drafts. This paper isan output of the “ Finance for the Poor and Poorest” research
project, acomponent of the Finance and Devel opment research programme funded by DFID and directed
by the Institute for Development Policy and Management (IDPM), University of Manchester. Further
details about the programme and the approach used for this component are available from IDPM’s website
at www.man.ac.uk/idpm or www.devinit.org/findev.



service preferences. The hope factors driving the call for microfinance innovation on the other
hand, are related more to microfinance' s success and market maturity. Innovation in this context
is about more nuanced understanding of the environment, livelihoods and financia service
preferences. It also involves forward looking survival strategiesin a competitive market and
challenging itself for a deepening of poverty outreach and developing more meaningful financia
products for the poor. This paper is about innovations in microfinance more in the context of
‘hope’.

Though the provision of credit to the poor used methodologies that were radical, subsequent
innovations, especially in terms of broadening the range of financia service for the poor and
designing more suitable financia products with a better fit with the livelihood opportunities and
constraints of the poor, remained largely stunted, leading many to describe the industry as a case
of 'monopoly with monoproducts (Hulme and Modey, 1996; Hulme, 2000). The focus was on
the development of highly standardised products that are simple to administer, massify and in
which fraud is easy to control?. While these objectives are of great importance in designing any
microfinance programme, careful experimentation with new innovative approaches to provide
more client responsive financial services can strike a better balance between client preferences
and ingtitutional imperatives. This is the challenge of microfinance as it enters the millennium.

The challenge is beginning to be addressed. While ‘copying’ and/or ‘replication’ remains the
main process through which microfinance is being extended to the poor, there is growing
evidence of innovations in product design and organisational arrangements. Sinha (2000) has
documented initiatives in Indiato move beyond salf-help groups (SHGs) and Grameen Bank
replicas. In Africa, Microsave Africa (www.microsave-africa.com) isworking closaly with
providers and promoting new product development, while globally CGAP (www.cgap.org) is
providing small grants for poverty-focussed innovations in microfinance.

This paper is about microfinance innovations and the challenges in realizing them. Thisis done
based on comparative case studies of three microfinancial providersin Bangladesh—a country
where the microfinance industry is massive in its scale serving over 12 million (CDF 2000) poor
women using largely the Grameen model or variations of it. Despite the dominance of the
Grameen modél, in recent years, driven by both a more competitive market and a desire to
provide more meaningful financia products for the poor, severd providers have been innovating.
In this paper, both the innovative products and the process of innovation are examined and are
related to information on the results achieved.

The three innovations we compare are very different--- experimentations to provide voluntary
savings products (ASA), amicro life insurance product (Ddta Life) and flexible savings and
borrowing products (SafeSave). The three institutions are also different--- ASA is one of the top-
four microcredit institutions in Bangladesh and is a NGO turned microcredit provider par

excellence with a core focus on standardization, predictability and cost-effectiveness, while
SafeSaveisasmall financial service cooperative which started as an experimental action research
project with afocus on providing cost-effective and reliable flexible opportunities to the poor to
save and borrow. Delta Life on the other hand is owned by a commercia life insurance company,
but is driven mostly by socia imperatives to provide appropriate life insurance policies to low-
income people. In terms of target client digibility, the providers studied differ. ASA, like most
Grameen inspired poverty focussed microcredit providers in Bangladesh, has officia
eigibility/target indicators based on sex (women), age (18-50 years), income (less than Tk. 1500
per month) and land ownership (lessthan .5 acre). SafeSave on the other hand has open

2 Such standardisation has been argued to be at the heart of the ASA self-reliant model (Jain, 1998).



membership (including children who cannot borrow but can save) in areas where it workswhich
are urban dums. Ddlta Life Insurance defines its target group broadly as those who have ‘low-
income’.

The study was conducted at three levels for each of the three MFIs studied-- (a) the Head Office
for the official policy and thinking behind the new financial products; (b) the practice at the
branch and field level and finaly, (c) clients views on the new products. For the latter two, a
branch of ASA and Gono Bimain Madhupur (athanain Tangail) and a branch of SafeSavein
Beri Badh (a quasi-permanent um area of Dhaka city) were selected.

In-depth interviews about various aspects of the new financial products (such as methodology,
contractua terms, operations etc.) with the branch level staff of the MFlIsin question was used to
develop alist of questions'themes for discussion with the clients. Individual interviews/case
studies and focus group discussion were used for this purpose. Discussions with Head-Office staff
of the MFls were centred on questions of triggers behind product inrovation and overall
experience with the changes. The fieldwork part of the study was quite short—about amonth
(Jduly-August 1999).

Let usfirst contextualise the case studies of microfinance innovations by a brief overview of the
changing microfinancial landscape of Bangladesh.

I. Contextualising I nnovations. The Changing Microfinancial Landscapein
Bangladesh

The microfinance landscape in Bangladesh is undergoing some important transformations
underpinned by the rapid growth of the sector, especially during the 1990s, leading to an
increasingly crowded market. According to arecent Bangladesh Institute of Development Studies
(BIDS) study, the microfinance ingtitutions (MFIs) in Bangladesh registered unprecedented
growth during the period of 1991-97. Indeed, the situation has changed to such an extent that, far
from limited geographical coverage, the same study reported on the difficulty of finding ‘ control’
villages without any MFI presence--in 95% of the 80 study villages, more than one MFIl were
found to operate (Zohir, 2001). Thiswas hot the case even a few years ago when the concern for
inadequate outreach was seen as important and lead to the creation of wholesale lender such as
the Palli Karma Sahayak Foundation (PKSF) in 1990°.

Along with rapid increase in outreach driven both by new expansion by old providers and entry of
new players, the participation dynamics of the clients have become much more complex. It is now
for instance not possible to categorize households as ‘BRAC’, or ‘ Grameen’ etc. households (as
done in Khandker, 1999, for instance) as multiple participation is becoming increasingly

common. Switching from one MFI to another is also on the rise (Zohir, 2001). All these patterns
and trends suggest an increasingly competitive microfinance landscape in Bangladesh that isripe
for ‘innovations of hope’ (Chaudhury and Matin, 2001).

And thisis indeed happening. Competitive pressures and increasing maturity of the industry and
clientsis making many players reconsider existing products and mechanisms. The market isaso
witnessing entry of new players---- private sector financia ingtitutions, traditionally averse
towards serving low-income clients, are now showing interest in the microfinance market,
especialy in the underserved segments of the market, like insurance provision. In sum, the

® The debate over microfinance outreach in Bangladesh now has now moved to inadequate outreach to the
poorest and the missing middle (Hashemi, 1996a; Hashemi, ,2001).



changing microfinance landscape of Bangladesh is marked by increasing outreach, market
crowding and challenges of innovating---- a challenge of moving from doing more of the same to
doing it better and doing new.

[1. The Three Innovations
[11.1  TheNew Product Line of ASA: From Over Enthusiasm to Caution

ASA isarelatively recent and dramatic entrant into microfinance in 1992. In 1995, when Stuart
Rutherford wrote the first comprehensive biography of ASA, (Rutherford, 1995), despite its great
success in achieving aggressive scale in an extremely cogt-efficient manner, it seemed to be
fossilised in the standard microcredit product, par excellence. However, the mechanisms used by
ASA were simpler, more cost-effective version of the dominant Grameen model®. There was
more or less one type of loan and no savings services other than the mandatory Tk. 10 per week
per borrower. These savings remained inaccessible to the clients until /he |eft the programme. In
this section, we sketch the story of ASA’s experience of trying to provide arange of more
voluntary savings products and the challenges it faced.

While reliable opportunities to save have long been argued to be an important financia service
needs of the poor, it has been in general underprovided prompting Vogel (1984) to term savings
as the forgotten haf of rura finance. Compulsory savings has been at the heart of the dominant
microcredit lending models but its principa rationaleis ingtitutional --- a relatively reliable
capital source and a risk management tool for the MFIs. The contribution of such compulsory,
locked-in savings in the overdl loan portfolio of Bangladeshi MFls has been growing over the
years reflecting its importance as a source of capital for the MFIs. Though the importance of such
savings as a delinquency management tool® has not been formally quantified, anecdotal evidence
(Matin, 1998; Ito, 1998; Wright, 2000) suggests that compulsory savings, especially when pooled
at the level of the group has indeed been an important delinquency management tool for the
MFls.

Due to increased competition, however, the traditional mechanism of locking in savings and
controlling access isincreasingly under pressure leading many MFIs to lose some of their best,
long-term clients. Thisis forcing many MFIsto change the ways paying in and paying out from
such savings accounts is managed in order to strike a better balance between the needs of the
clients and the ingtitution. However, given the importance of such savings as a source of capital
for the MFIs growing loan portfolio, managing the changes towards a more open access,
voluntary savings product is challenging. These challenges are clear in the ASA story. We divide
the story in two parts.

[11.1.1 ASA, the enthusiast

We only do microfinance. We cannot compete based on other service provision. Competing just
on the basis of increasing loan size and credit line has also proved to be dangerous. We had to
innovate and bring about changeswith a client focus.

(Interview with Md. Shafigual Haque Chowdhury, Managing Director, ASA. August 17, 1999)

* For an examination of this see Jain (1998). The simplification wasin terms of organisational hierarchy,
record keeping, group formation, loan size, to name afew.

® This can work directly, by using such savings from the individual to cover certain types of non-
recoverable default, and indirectly, by using the threat of using such savings pooled at the group level to
cover non-recoverable default and thereby triggering peer pressure.



Why was ASA interested in introducing voluntary savings products? There are two reasons--- the
first was ASA’ s expectation that providing more open access savings products would not only
increase client satisfaction, reduce costly dropouts and default, but also increase the volume of
savings mobilized. All this was expected to improve the financial profitability bottom line. As
Sushil Kumar Roy, one of the General Managers of ASA elaborates,

Our dropout rate is no higher than other MFIs-- but that is not the point. From ASA’s
point of view, dropout says alot about the limitations of our ways of doing business. We
took this very serioudy and examined the reasons. We found out members were dropping
out because they needed quick cash but we were restricting access to their savings.
Subsequently they defaulted. We were aso losing clients due to competition from other
MFIs, who were offering larger and multiple loans. In our experience, thisis not a good
option for the clients or us—we had to compete in some other ways.

The lure of savings products as one clever way to ‘kill several birds with one stone’ isevident in a
number of official ASA publications. In the words of Healey (1999), “Providing high quality
savings services was seen as providing an excellent way to access relatively cheap capitd,
increase outreach, increase lending, maintain portfolio quality, increase productivity, and reduce
poverty and vulnerability ...”

There was ancther driving force---- international image. Within Bangladesh, ASA isseenasa
fantastic microcredit provider. However, the Bangladeshi microcredit discourse is much more
encompassing than just provision of credit to the poor, not least because the other three dominant
providers, i.e. Grameen, BRAC and Proshika do much more than just microfinance. ASA with its
core focus on financial sustainability and cost-effectiveness as a microfinance provider had an
uncomfortable position within this much wider microcredit discourse in Bangladesh. However,
ASA was increasingly getting the international limelight during this period as a cost leader and a
‘systems-innovator’ of the Grameen model with its promise of faster financial sustainability °.

It was aso during this same period that the international microfinance attention turned to the need
for more flexibility in financial products and diversifying the range of products on offer with
particular focus on voluntary savings products. It was during this time that one of the background
papers for the World Development Report 2000 on Poverty focussed on the issue of vulnerability
in the lives of the poor and the role of microfinance, especialy savings (Cohen, et a, 2000).

ASA wasin an uncomfortable position--- on the one hand, it was being hailed as an international
leader in showing to the world how a core focus on cost and simple systems can achieve the twin
objective of poverty outreach and financial sustainability and on the other hand, it was ‘feeling

left out’ of the ‘innovative product’ limelight. If anything, even compared to other microfinance

providersin Bangladesh, ASA’s financial product range was extremely limited and it had a very
restrictive savings product. It isin this globa microfinance knowledge production and

reproduction context that ASA’s innovation ‘spark’ for experimenting with savings products
needs to be understood.

In late 1996, ASA staff collected data and talked to members (particularly infaround Dhaka) on
the ability of membersto save, noting that this ability seemed quite high. It was also clear that

® Interestingly the recent Wall Street Journal piece on the difficulties faced by the Grameen Bank uses ASA
as ashow case counter example (Pearl and Phillips, 2001).



monitoring and control would be a problem and that introducing savings would necessitate ASA
strengthening its monitoring/internal audit systems

At the beginning of 1997, areport was submitted to the Managing Director, recommending that
ASA introduce savings services. This was taken up at the February 1997 Half-Y early Co-
ordination Meeting between District Managers, Regional Managers and Head Of fice-based
Managers. The meeting discussed the possibility of mobilising savings and the idea of “associate
members’” and endorsed a pilot-test of the ideain 13/14 selected Units (branches). These Units
started to offer opertaccess voluntary savings (subject to a minimum of 10% of the outstanding
loan principle) and completely open voluntary savings for associate (non-borrowing) memberson
apilot basis.

By July 1997, ASA had designed the passhook/register/monitoring systems (including checklists
for staff charged with monitoring/auditing the new products), added fourteen extrainternal
auditors® and introduced the general members’ and associate members savings accounts
throughout the country in al ASA branches. In March 1998, ASA added a contractua savngs
scheme product and six months later, a fixed deposit product. These changes are summarized
below:

Tablel: ASA’s Savings Products Over Time

Savings Products Before... After....

General members Compulsory. Tk. 10° per Compulsory. Minimum Tk. 10 per member

savings/Compulsory member every week. per week. Higher amounts ‘ encouraged’ .

Weekly Savings Withdrawal allowed only when | Withdrawal of amount above 10% of the

(CWS) amember left ASA. outstanding loan principle allowed. Changes
to 15% recently.

Associate members Introduced in August 1997 For associate members. Essentially a current

savings account savings product. Associate members
are paid 7% on their savings account. Recently
discontinued.

Contractual Savings Introduced in March 1998 Both members and associate members

Product allowed—but focus officially on associate

members. Monthly pay-ins in denominations
of Tk.100 for five years. After fiveyears, the
clients receive their savings with 9% annually
compounded interest. Recently discontinued.

Fixed Deposit Product | Introduced in October 1998 ASA aso offered afixed deposit facility for
amounts of more than Tk.1,000 (in

Tk.1,000 denominations). Thisfacility offersa
return of 9% compounded annually. For
members and associate members--- but official
focus on associates. Recently discontinued.

The change to the existing compul sory weekly savings (CWS) product was made on the
withdrawal side—the deposit side of the account was left unchanged—it was till governed by
compulsory rules. The resulting product was a hybrid of compulsory and voluntary motives. To
promote more savings from clients, the staff were to encouraged to discuss with clients and

" These are members who could open up the various savings accounts, but not cregit.
8 Prior to July 1997 there were five internal auditors based in the Head Office, from July 1997 one internal
auditor was posted in each of the District Offices and three remained in Head Office.

% 1 US$=57 BD taka (http:/www xe.com/ucc/convert.cgi)




wherever feasible increase the minimum savings beyond taka 10 per week. Such
‘encouragement’, as discussed in the next section, ended up into a uniform increase from taka 10
to taka 20 in the weekly savings from members.

Asif to balance the increased pressure on the ‘compulsory’ element of the savings product, the
voluntary aspect of the product, i.e. withdrawal was made exceptionally convenient for the client,
at least as far as Bangladeshi MFIs are concerned. In order to make it easy to access their
compulsory weekly savings, clients were allowed to withdraw up to taka 500 on spot at the centre
meeting. Though members were free to withdraw for whatever need, to avoid the possibility of
field workers using member savings to meet repayment irregularities, especialy without the
knowledge of the members'”®, as a practical step, withdrawal to meet repayment irregul arity was
discouraged.

Box 1: Hasan Ali, the Beggar and His ASA Current Account

Md. Hasan Ali isavillage beggar. He does not trust his wife with hismoney. Thisis his
second wife and Hasan Ali has a daughter from his first marriage. He is worried about her
marriage. He is al'so worried about his funeral expenses.

Hasan Ali used to save money with his neighbour-- an ASA member herself. He trusted her
and she was very fond of Hasan Ali. Most importantly, he could trust her to keep his savings a
secret. Hasan Ali came to meet the ASA collector who was responsible for the centre of which
his money-guard was a client. The collector was from his home village in Gabtali. She told
him about the associated membership scheme and CSA facilitieswith ASA. He was interested
and opened an account. Thiswas convenient for him as he could deposit after the day on his
way home. His money-guard would also be in the good books of the collector for getting a
client.

What attracted Hasan Ali to the CSA isthe flexibility of deposit and withdrawal-- there is no
way he could commit to fixed and/or regular amount. He al so needs to have the option of
withdrawing as and when he needs with ease and speed. There is no pattern in Hasan Ali's
deposits- sometimes afew times a week-- sometimes once a month. Whenever he deposits,
Hasan Ali asks about his b aance--- he keeps his account book at the branch, in the fear that his
wife would seeit.

Hasan Ali has withdrawn his savings three times. One of Hasan Ali's daughtersis married---
he once withdrew taka 200 from his CSA for his grandchild's marriage. He also withdrew taka
200 for his daughter's school dress. The third time, he used Tk. 180 for his eye treatment.

The idea behind these changes was that they would eventually increase overal savings balance.
The logic was smple--- the ease of withdrawal will alow clients to see the advantages of savings
in good times to deal with bad times and encourage them to save more. This cycle of logic, ASA
thought, could be further strengthened by ‘encouraging’ clients to save more. This strategy for
reasons discussed below did not materialize and ASA returned within a few months to the
originad version of its CWS product.

ASA dso introduced a current account savings product. Though the official target group was
meant to be associate members, only some non-credit clients opened up these accounts (see box
1) --- most of these accounts were taken up by clients to save for their children. For most women,
saving up by keeping back small amounts from regular income and expenditure for children’s
education, marriage etc. is very popular and socialy valued as an act of women's *virtue' --- the

10 This had been a problem with the Grameen type of group fund. See Matin (1998).



same savings when motivated by reasons of persona use, is more difficult to justify socially™.
By the beginning of 1999, over half a million of these accounts were opened.

The long term saving products were also introduced with the hope of mobilizing significant
amount of savings for ASA to gain accessto a relatively predictable source of capital. There was
alot of enthusiasm about the long-term savings products. These products were meant to be
voluntary and open to non-credit clients, the associate members.

[11.1.2 ASA, the pragmatic

Our core businessis providing credit--- our staffs understand how to give and get money back
from the poor. We were very excited about savings mobilization by changing our savings
products and adding new ones. Soon we realized that this was not working --- it was adver sely
affecting our core business. We are sticking with what we do and know best--- for the time
being.

(Interview with Md. Shafiqual Hague Chowdhury, Managing Director, ASA . September 6, 2000)

The changes to the rules of the CWS product did not generate greater savings balances as
expected, although they did substantially increase the volume and number of transactions. On
average, ASA members were depositing the same amount in their CWS accounts two years after
all the changes of July 1997. There was however a significant growth in the monthly net balance
but this was solely driven by the growth in the total number of clients-- the average balance per
member did not grow.

ASA made severa changesto its CWS product in order to increase average per member savings
balance. The two-year results of theinitial changes showed no discernible increase in the average
per member savings balance and the number of transactions had increased many folds leading to a
lot of pressure on the field staff. In January 2000, ASA changed the rules governing deposit and
withdrawal of the CWS--- the new rule locked in 10% of the principle of the outstanding loans as
of November 1999 plus a compulsory Tk. 10 per week. Any amount in excess of this floor could
be withdrawn. This effectively increased the locked-in portion of the CWS account. Within afew
months it became clear however that given the exiting pass book design and centre account
sheets, the new rules were cumbersome to implement. Moreover, it actualy increased the
workload on field staff and was confusing to the clients. By August 2000 ASA once again
changed the rules and locked in 15% of the principle of the outstanding loan.

Degspite official policy of alowing the clientsto ‘choose’ whether they individually wanted to
increase their weekly compulsory savings amount, in redlity, the decision was taken at the level of
the branch which field workers were then ‘ encouraged’ to implement. This resulted in making the
‘compulsory’ pressure on the product very strong. If officia policy™* was adhered to, one would

expect that this would result, if not within centre but at least across centre variation in the
compulsory savings amount. However, no centre of the branch | was visiting was depositing the

previous Tk. 10 minimum weekly savings per member—the amount was now uniformly taka 20.

1 Hashemi, Sand S. Schuler (1996b) based on ethnographic research, uses the reasons and uses of savings
as an indicator of women’ s empowerment.

12 The official rationale behind the increase was not explicit or coherent. Some of those mentioned include,
offsetting expected withdrawal pressure, the focus on the ability of the poor to save, the poor need pressure
and compulsion to save etc. Thethird point was raised in my talks with the field staff. An interesting reason
was mentioned by some clients--- the increase in the minimum savings amount, they opined, is the cost
they had to pay for the greater access.

10



The long term savings took off rapidly after its introduction in the second quarter of 1998—but
thiswas afalse start and by the second quarter of 1999, the enthusiasm with which this savings
product were introduced was being directed at closing them down. The number of long term
savings accounts reached its high of over 400,000 in less than ayear since it wasintroduced. By
the end of 1999, this number stood at about 90,000.

At thefield leve, the initia enthusiasm from the Head Office regarding the contractual savings
products, when converted into unit level targets (200 accounts per unit per year), created alot of
staff pressure leading them to force clients to take them up. As ASA field staff were under
tremendous pressure with existing workload, the new target for selling the long term savings
products were fulfilled by forced selling to their existing clients-- a very low proportion of the
long term savings products were taken up by associate members. It was much easier for the field
staffs to force sdll the product to their credit clients by tying the product to loans rather than try to
sl to associate members upon whom ASA had no power to exert. Given the nature of these
products, especidly the contractua savings, requiring regular monthly contribution of at least Tk.
50%, the affect of forcing on clients was quite costly. For most part, this amount was deducted
from the loan upon disbursement and members had no other option but to comply as such
deduction was tied up with loan approval.

All members we spoke to thought that this was a very under-handed strategy of hidden charges.
In subsequent months, such force-driven strategy created further tension as clients refused to
make their follow-up monthly deposits into the account. Such dissatisfaction started adversely
affecting normal loan ingtalment repayment and field staff had considerable difficultiesin
maintaining repayment order. Most long-term savings accounts of members were irregular and
this soon attracted the attention of senior management™*.

Though members were dissatisfied with the initial pressure behind long-term savings account,
they were completely satisfied with the speed and clarity with which the refunding was done.
Most members however felt that ASA should encourage voluntary opening of the long-term
savings account among members and explain the rules and benefits clearly, rather than withdraw
the product totally from them. The problem according to them was not in the product, but the way
it was introduced. Some clients felt that they are now being forced in the opposite direction—to
cancel the account. Maintaining only the regular accounts increased the average per member
balance from about $8 in the first quarter of 1999 to about $25 by the last quarter of 1999.

The current accounts, though very popular among clients, who are all women, as aréiable way
for them to save up and protect their ‘hidden’ savings, was expensive for ASA. As expected,
these accounts had variable flows and the average balance was quite low. The number of such
accounts reached its peak of over 560,000 in the first quarter of 1999—by the last quarter d

1999, the number of such accounts fell to little over 194,000. ASA chose to close down alarge
number of low balance and relatively inactive accounts raising the average per member baance

from about $3 in the first quarter of 1999 to $7 by the last quarter of 1999.

By the end of 1998 ASA had attracted about $22 million in savings against the $19 million that
would have been expected under the existing CWS product. However, the $22 million was spread
across many accounts resulting in an average balance per account of $12 as opposed to the

13 Thiswas initially to be Tk 100 minimum, but later reduced.
14 . . . e . . .

The case was first brought into attention by ateam of evaluators from the Philippines. This raisesthe
question asto why internal M1S was not able to detect and focus on this problem before.

11



average account balance of $20 that would have been expected under the old CWS product.
Given this bottom line result and increasing workload on staff at times adversdly affecting loan
collection efforts, ASA clearly took the right steps: ensuring a growing and predictable savings
balance in the CWS, its core savings product and closing down other inactive savings accounts.
But the core question is why did things not work out as ASA had expected? What went wrong?

[11.1.3 The Challenges of Transformation--- Management Challenges

The proposal to introduce voluntary savings products required a fundamental departure for

ASA —boath in its systems and values. Rutherford (1995) rightly observed the challenge and the
underlying dilemma, “ASA can go forward only if it goes back on an essential ement of its
success—the rigidity of its services'. Yet, the history of ASA suggests strongly that radical
change of ingtitutiona culture is by no means new to ASA. Indeed, the introduction of voluntary,
demand driven savings products could be seen as the beginning of its fourth phase: the first ASA
(1978-85) was aradical organisation seeking to empower the poor through social mobilization
and conscientisation; the second ASA (1985-1990) was a service provider offering health and
education; the third ASA (1991-1997) was a highly cost effective and reliable provider of a
mono- product. The fourth ASA is a microfinance institution seeking to break away from a mono
product provider of financial services. All four phases required momentous transformations—
however, the last phase of ASA happened when it had over half amillion clients, 200 staff and a
superbly honed system for disbursing and collecting its core product. This was a challenge of
trarsformation of alarge magnitude that ASA underestimated.

At the same time as this rapid introduction of arange of savings products, ASA was expanding its
microcredit clientele. This meant that on the one hand, ASA had to deal with the unpredictability
of flows arising out of changing its core CWS product and introducing new savings products and
on the other hand, it needed substantial capital to serviceits credit commitments, not only to
repeat clients but a growing pool of new ones. The 119,115 new clients who joined in the last
quarter of 1997 were due for their first loan in the first quarter of 1998—this resulted in an
additional demand for capital to the tune of $11.6 million. Furthermore, given the pace of ASA’s
progressive lending, it needed about $3 million to service its repeat credit commitment in the first
quarter of 1998, making the total commitment generated by loan in the first quarter of 1998 to
$15 million. ASA was suddenly faced with aliquidity crisisin the first quarter of 1998 and was
threatened by its ability to meet commitments for loans and demands for savings withdrawal. The
cornerstone of ASA’s strength as a provider who keeps its commitment was under threat. ASA
did manage to ride through the crisis, but the vulnerability of its system to unpredictability was
Clear.

[11.1.4 The Challenges of Transformation-- Field Level Challenges
How were these frequently changing decisions carried out in the fidld? How did it affect clients?

The small blackboard displayed in each of ASA’s branch office reflects the importance of
certainty and clear predictability in its workings and vaues. The board shows a matrix with the
name of each field staff and afew columns with perfectly predictable set of figures of
‘collectables ---- instalments of loans and compulsory savings. Making changes to the CWS that
made the flows relatively unpredictable and introducing other totally voluntary saving products
did not fit in well with the ways of working and the resultant mindset reflected by the blackboard
matrix.



When the decision to open up access to the CWS was announced, ASA field staff communicated
this policy change to the clients with varying degrees of clarity. The officia policy of letting the
clients choose how much they wanted to save in the CWS in excess of the taka 10 per week floor
was an uncomfortable concept for the field staff to implement. Thisis reflected in the way the
savings in the new CWS ended up being uniformly taka 20 making the amount clients put into the
CWS being seen as being governed by institution defined norms (nioms) rather than as voluntary.
This clearly confused the clients and adversely affected their decision to save voluntarily.

Box 2. The problem with combining compulsory and voluntary motives

“Why will | save morein an account that does not allow me to save less when I’'min trouble?”
“1t's mostly Tk.20 - the kormi (Credit Officer) does not usually want to take less than that.”

“ A complete instalment (kisti) isthe full loan instalment and the full savingsinstalment of Tk.20” .

“Yes, of course there aretimes when | can save more (than Tk.20) - but I’ [l always save Tk.20 - it
was Tk.10 before and now it’s Tk.20 - it's simple and easy to remember - that’s that.”

There was aso considerable confusion about the target market for the various savings products—
both among the staff and the clients. Initially the decision was to sdll the current account and long
term saving products to non-credit clients, the ‘ associate members', with the new CWS for the
credit clients. Given the setting up of targets for each field staff and the difficulty of marketing
saving products to non-credit clients, the field staff sold the associate member saving products to
other members of their credit clients households. As discussed in the preceding section, such
marketing was often accompanied by ‘force’ and linking it up with credit.

I11.1.5 Lessons

The demand for savingsis very different from demand for micro loans. This digtinction is often
challenging to grasp for MFls that have grown up totally dedicated to understanding a specific
and a narrowly defined borrower group and understanding them essentially as borrowers. The
range of clients who would utilize a well-designed deposit service is far broader than the target
group for micro-loans. In fact, an MFI is not going to generate much in the way of increased
deposit volume if it doesn't project its service to a much broader market than its credit clients.
This however poses significant challenges both in terms of regulatory structures (most
unregulated, for very good reasons, MFls are not alowed to mobilize savings from non-credit
clients) and product devel opment.

Marguerite Robinson describes this challenge with respect to BRI’ s experience (Robinson, 2001).
Itssavings products proved to be quite successful in relation to initial expectations in the period
from 1984 through 1987, but BRI unit desa staff failed to see the real potential savings that could
have been mobilized. Deposit balances did not fully fund the loan portfolio. It took another two
years of study, field testing and marketing to develop a strategy to get much deeper into rural
communities and mobilize the more difficult to get deposits. Subsequent to 1989, BRI ‘unit desal
has become the net provider of funds to BRI, even through a period of exponentia growth in its
loan portfolio. Ultimately, it has generated 10 savers for each borrower. In avery rea sense, the
work at the unit level was completely ‘made over’, from process, to marketing, to the incentive
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systems facing staff. But mostly, the important task was to get the staff to understand both the
potential of savings and how it required a different approach to that which they were used to
applying to micro borrowers.

Typicdly, most microcredit staff feel that their client group can't save very much and certainly
wouldn’t save very much unless compelled to do so by compulsory mechanisms. These factors all
combine to cause MFI staff to fear the transition from compulsory to voluntary savings products
Their dilemma boils down to uncertainty about which of two scenarios will be the more likely:

That overal deposit balances will rise as fewer clients drop out of the programme
altogether to gain access to their locked in savings (even accounting for the fact many
clients will withdraw some part of the balances once given the freedom), or,

That overal deposit balances will fall as most clients would really prefer not to save as
much as they have been forced to under compulsory and tied mechanisms.

At the heart of this dilemmais the way poor peopl€ s savings is viewed--- as primarily a net
accumulation of reserves, or, as transaction balances that even out the natural ebbs and flows of
day to day liquidity management. If the understanding is the latter, i.e. poor peopl€e' s savings as a
liquidity management tool, then there is virtually no one too poor to save. Even if the objectiveis
to give the poor an opportunity to build savings, thisis best achieved by offering clear, untied
contractual saving products with the right pricing structure rather than restricting deposit and
withdrawal. The fundamental chalenge for MFIsisto develop systemsthat can on the one hand
deal with tiny transactionsin a cost effective manner and on the other hand, do so in the most
flexible way because of the irregularity and unpredictability of poor peopl€e' s cash flow.

[11.2 GonoBimaLifelnsurance: New Kid on the Block

Let us begin by outlining the case for intervention in the insurance market. The ability to
smoothen income fluctuations to gain a stable consumption pattern is an extremely desirable
poverty policy outcome. This basic idea has been used to shed important insights into the
existence and working of many informal arrangements, especially in agrarian societies where
agricultural output is subject to considerable risk.

While researchers have catal ogued many risk-pooling informal mechanisms, the optimism has
now been tempered. In the past ten years, research, much of it in the South Asian context, has
show n that informal mechanisms tend to be fragile and most unreliable in protecting the poorest
households. Morduch (1997) points out several of such limitations of the informal insurance
mechanisms:

First, while in many areas informal insurance is frequently employed, its effectivenessis often
limited. Morduch (1991) find that that the poor have only limited insurance, even against
idiosyncratic risks. In arecent paper examining informal insurance effectiveness by wedth
groups in China, Jalan and Ravallion (1998) find that for the poorest wealth decile, 40% of an
income shock is passed onto decline in current consumption. By contrast, consumption of the
richest third of households is protected from almost 90% of an income shock.

Second, many mechanisms are costly. In risk prone areas of India, households may sacrifice as
much as 25% of average income to reduce exposure to shocks (Waker and Ryan, 1990). Self-
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protective behaviour limits experimentation and innovation, creating longer-term dynamic

losses™.

Third, informa mechanisms appear to be particularly fragile when needed most—during
widespread droughts, floods etc. (Coate and Ravallion, 1993). Buying and selling of assets can in
principle provide a good hedge against idiosyncratic risk—but even this can be problematic when
risks covary. Covariant risk can result in wide fluctuations in asset price as households want to
but and dump goods at the sametime.

Fourth, informal mechanisms are weak against repeated shocks. When bad conditions are likely
to persist for several yearsin arow, households need to keep very large stores of assetsin order to
achieve adequate protection.

Fifth, informa insurance tends to work least well for the poorest groups. Informa arrangements
are self-enforcing. This means that the benefit of reneging today must always be lower than the
benefit of sticking together. In times of severity, the poorest are most unlikely to be in a position
to satisfy this condition of self-enforcement.

Sixth, informa mechanisms can solidify economic and socia barriers along ethnic, gender,
generational and class lines (La Ferrara, 1997; Fafchamps, 1992) and these can contribute to
‘poverty traps (Platteau, 1996; Hoff, 1997).

Y €, due to problems of formal ingtitutions in assessing risk and controlling moral hazard,
especialy with regard to the activities of the mini economy within which the poor operate, formal
insurance products for the poor have been largely absent.

[11.2.1 History and The Product

DétaLife Insurance Company was founded in 1987 as a subsidiary of Green Delta Insurance
Company, agenera insurance concern providing fire, marine and motor sector insurance. Delta
Life Insurance provides life insurance to the wealthier sections of the society among whom it has
about 150,000 policyholders. This life insurance dominates the business of the group of
companies and is profitable. Also in 1987, Safat Ahmed Chaudhuri, the founder of Green Delta
and the only Bangladeshi with an internationally recognised qualification as an actuary, set up
Grameen Bima, with an aim to offer life insurance cover to poorer people in both urban and rural
aress. In 1992, Chaudhuri established Gono Bima, along similar lines to Grameen Bima but with
some differences in the products. Gono Bima wasat first a project but became a fully operational
subsidiary in 1994. The group of companies may be the third largest insurance company in
Bangladesh, after Jibon Bima Corporation (the Government owned institution), and the American
Life Insurance Company.

The Detagroup of companies Annua Report for 1998 includes Grameen and Gono Bimain the
figures. For the year 1998, the share of premium income produced by Gono and Grameen Bima

15 Morduch (1995) distinguishes between income and consumption smoothing. The former are actions an
agent takes before the occurrence of risk event (such as occupational, crop choice, land fragmentation,
energy conservation etc.) while the latter are actions taken afterthe event (such as migration, cutting down
consumption, selling assets, borrowing etc.). Long term dynamic |osses can arise both from income
smoothing strategies (such as choosing less yielding but also less risky activities) and consumption
smoothing (such as withdrawing children from school). Such losses can lead to positive feed backs and
poverty traps having intergenerational consequences (Dasgupta, 1993).
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together was more than one third of the total--- however, the accompanying audit has a
gualification stating that, “in view of inadequate internal contral it has not been possible to verify
fully the premium income for the year ended 31* December, 1998". In July 1997 there were
severeinterna problems in the group of companies, which led to the retirement of Chaudhuri,
though he till holds a Board position and has a part time job as an advisory actuary.

The aim of starting Gono Bima was to bring insurance cover to the poor of Bangladesh, and to
provide loans for salf- employment. It also had the objective of providing employment for half a
million workers in the company. Its growth was extremely rapid--- by 1995, only three years
since the pilot project; it already had 1,100 branchesin towns and villages across dl districts of
Bangladesh. According to a study on micro-insurance provision for low-income peoplein
Bangladesh, between 1994 -1999, Gono Bima sold 714,397 policies of varied premium and
maturity and generated premiums worth around US$13.57 million. It has aso disbursed US$22,
10, 755 in about 32,034 loans up to 1999. On-time recovery rate was however pretty low—65.8%
(Hasan, 2000).

The basic product offered by Gono Bimaiis essentially a contractual saving product with an in-
built life insurance feature. If the insured person is alive till the maturity of the policy, then ghe
gets back the total principle plus a bonus. However, if the insured person dies during the
insurance period, s/he will receive the insured amount plus the earning bonus for the insured
period covered. The bonus payable is not set a priori and depends on the returns to the other
activities of Delta Life™.

The credit component was introduced as an inter-linked product--- to be eligible for credit the
client has to purchase Gono Bima life insurance policy. This was motivated by a desire of Gono

Bimato provide an additiona service to their policyholders, according to Mr. Mahbubur Rob
Sadi, Head of the Grameen and Gono Bima division of Delta:

...It was dso felt that the premium which was coming from the redlly, really hard earned
money of the target group may be invested in income generating small projects for their
self employment instead of keeping amogt idle in bank deposits.

The following are the terms and conditions under which a policyholder can take aloan (trandated
from bangla by author):

- Loans are extended through the nine-member customer committee. Three clients from a
committee will first get their loans. A committee member can get loan only after ayear's
regular premium payment. The policies of al members of the committee need to be regular.

- Other members of the committee can get their loans in batches of three only if the first three-

committee members taking loan repays their loan instalment and premium regularly for at
leag 3 months. All committee members are jointly liable for any loans made to any
committee member.

- All loans areto be repaid in twelve equal fixed monthly instalments at 20% per year interest.

'8 This creates some marketi ng problem, as most clients want to know exactly how much they would
receive upon policy maturity or death. Policyholders are told that they would receive approximately a
payout of twice their total pay-ins, upon policy maturity.
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- Any one member will get amaximum of Tk. 5,000 loan. 100% of all premium earned by a
committee can be disbursed as |oans to the committee members. However, no individual
member will get more than one-third of total premium earnings of the committee.

[11.2.3 Implementing the Concept

Gono Bimafaces a number of important difficultiesin operationalising the savings-insurance-
credit interlinked product. These are elaborated below:

?? Designing Balancein I ncentives

Designing chain of command and decision-making that maximizes the speed with which
decisions affecting the clients can be taken without sacrificing adequate internal control has been
acrucia focus in microfinance in Bangladesh and is argued to be an important ingredient to its
success. Thisisavita areain which Gono Bima shows weaknesses.

The Gono Bima chain of command and decision is at once too hierarchical and too open ended
lacking good internd control at the field level. It istoo hierarchical in that al information is made
to flow to the Head Office causing long delays and corruption in theinformation flow. The case
studies of insurance claim in box 3 highlight the adverse effects of such centralisation of
decisions on clients, both current and prospective. The paper work and time required for
processing a Gono Bima insurance claim was also pointed out both by collectors and clients as an
important drawback.

On the other hand, the effective supervision and internal control at the branch level is very wesk.
Branches of Gono Bima are also very remote organisationally from the Head Office. As aresult,
recruitment of junior officers and supervision of their fieldwork is poorly scrutinised. Staffs with
powers of appointment freely provide jobs to their relatives at the branch level. In these
circumstances it is not surprising that agents who aresupposed to report daily to managers
commonly keep collected cash to themselves for a month or more. Similarly, many managers
who are supposed to deposit premiums and repayments collected daily in fact do so much less
frequently. According to a senior executive working exclusively on Gono Bima, inconsistencies,
delays, misuse and sometimes even outright theft of company money isrife within the
organisation.

?? Linking without Thinking

As can be seen from the design and mechanism of Gono Bima's loan product that, it is
essentially areplication of the Grameen credit model with features such as group based
collective responsihility, repayment by regular, fixed instalments, fixed maturity and staggered
disbursement schedule. The differences are in terms of the group size—the typical Grameen
groups consist of 5-members and the source of the seed capita for the revolving loan fund.
Gono Bima products can thus also be seen as a conventional microcredit programme with
compulsory savings. The difference is that the compulsory savings element is designed as
contractua savings cum life insurance product.

The claim of Harun-ur-Rashid (box 3) reveals that five official documents were needed: (1)

chairman’s (elected local representative) certificate, (2) school certificate as a proof of age, (3)
police certificate, (4) post-mortem certificate and (5) medica certificate, for a Tk. 12,000
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insurance claim. Needless to say, it is very costly and difficult for most in rural Bangladesh,
especialy the poor, to be ableto get such official documents.

Box 3: Case Studies of Insurance Claims

Case Study 1

Harun-ur-Rashid was a first year B.Com. student at Madhupur college. One of his cousins worksin Malaysia
and was returning home. Harun hired a microbus from Madhpur to receive his cousin in Dhaka. On the way,
the microbusfell into an accident and Harun died.

Harun had alife insurance policy with Gono Bima. He had opened a 100 taka policy and had paid 11
premiums regularly. It was mostly at the insistence of a women collector from his village, whom he wanted to
help--- the collector's remuneration is dependent on the amount of premiums s/he can collect. After Harun's
death, the collector advised hisfather to get the papers ready for the claim-- his father was not interested.
Later, the collector herself arranged all the papers, such as, chairman's certificate, school certificate, post-
mortem report etc. and sent them to the Head Office. Even after 6 month's there was no response from the
Head Office. Then, the manager went to Head Office himself. In the meantime, one women from the village
known to Harun's father, who was married to someone working in Dhaka asked him father regarding the
insurance claim and reassured him that she would take up the issue with someone she knew at the Gono Bima

Head Office.

After another month, one day the Gono Bima manager asked Harun's father to come to the branch office to
meet some officials from Dhaka regarding the insurance claim. There he met theregional officer who was not
very supportive-- he said, 'It's already more than six months--let's see what happens'. After afew days,
however, the manager informed him that the claim has been processed and the money had arrived. He advised
him to open an account in the name of the nominee-- Harun's mother in Krishi Bank. After afew weeks, the
claim money was handed over in awell-publicised ceremony. The ceremony was not held in Harun's village--
it was held in the Gono Bima branch manager's home village— afew kilometres away. The whole thing took
about ayear.

Case Study 2

Another person from Harun's village had a Gono Bimalife insurance policy. He died when his father beat him
with a stick on the head--- they were quarrelling over some family matters. The nominee of the policy- holder
was his mother. After his death, the other brother of the deceased policyholder registered a court case against
the father and mother. The claim has not yet been settled due to collector's inaction and because the nominee
has a court case against her.

The overal performance of Gono Bima's credit component has been unsatisfactory and has
adversely affected its insurance cum contractua savings product. There are several reasons for
this:

?? Nested Callective Responsibility: Though the officia conditions above state that
the collective responsibility for repayment would be the committee, in practice, this
extended beyond the committee to include all committees under ablock. So, if aclient
from say committee ‘Y’ defaulted, then, this would affect future loan access for a client
in committee, ‘X', irrespective of its repayment performance. Such nested collective
responsibility mechanism created incentives for strategic defaults and frustration among
clients as the case study in box 4 highlights".

" sandars are a closeknit community of vendors. They usually vend women'’ s items such as bangles, sari
etc. Sandars tend to live within a cluster and are perceived by other villagers as being of ‘ doubtful
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?? Weak Group Formation: Collectors who used the promise of credit as a marketing
strategy to increase the uptake of palicies, upon which their salary depended, formed
credit committees haphazardly. Combined with a bad management information system

and wesk internal control, this lead to frequent break of promise for loans, resulting in a
lot of client dissatisfaction and defaullt.

?? Low Staff-Client Interaction: Monthly instalments and poorly co-ordinated/enforced
checks and balances, meant that default problems were not rapidly followed-up. Thelag
between collecting repayment/premium and actual depositing also gave rise to corruption
opportunities.

Gono Bima's failure in running a good credit programme®® made clients, even those who had not
taken/wanted to take credit, doubtful about its permanence and seriousness—they lost interest and
many stopped paying in their insurance policy premiums.

Box 4: A Gono Bima Collector’'s Memorable I ncident

A few months back one of my colleagues went to Sandar parato collect premiums and loan
instalments. There the sandars confiscated his bicycle and locked him in aroom. They were angry
because some of them had applied for loans 8/9 months back. As some members from this and other
committees had defaulted on loans, we stopped new loan disbursement to create pressure. Later, when
we started disbursing again, the collector had allegedly allocated the |oan to some other area after
taking bribe.

When | came to know of the sandars’ attack on my colleague, | went to the manager's house to inform
him. The manager immediately went to Sandar para and they also confiscated his motor bike. The
policyholders demanded to have their premiums/savings returned or credit sanctioned. The manager
had to get police help and request intervention from local elitesbefore we could escape. L ater the
collector in question was fired.

[11.2.4 Lessons
The story of Gono Bima holds a number of important lessons:

?? Thereisaclear demand for forma insurance products among the low income in Bangladesh.
This is demonstrated by the fact that despite poor implementation, Gono Bima did manage to
achieve good outreach.

?? Weak management systerrs and lack of attention to delivery details was the most important
constraint. There was no pilot testing of the product and linking with microcredit wasiill
conceived.

character’. They are generally excluded from institutions, such as shalish (informal village court). Marriage
into ashandar community is also not seen as respectable. In terms of religiousrituals, shandarstend to
follow amore liberal, sufi tradition of Islam.

18 For clients, this means bei ng able to keep its promises of repeat |oans in amounts, ways and speed
comparable to other providers. For the institution, this would require a solid, enforced mechanism and
sound management information system, which Gono Bima wholly lacked.
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?? Attention needsto be paid to various elements of financial product, its design and
mechanism, and the ways in which it compares to subgtitutes available in the market. This
was clearly not done in the case of Gono Bima's microcredit component.

?? Reducing clients' transaction cost is very important. For the poor, this arises from a variety of
sources, including their lack of access to official institutions. Contract design needs to take

this into account.

?? While much can be learned from the experiences of established providersin pricing and
designing insurance products, significant market research and product design innovations are
required to overcome the challenges of serving the insurance needs of the poor.

?? Theidea of insurance-- of paying in with some with pay out and some without isin genera
an abstract notion to those operating n the micro-economy (Platteau, 1998). Context-
sensitive marketing of the product using easy-to-understand and clear ‘labelling’
distinguishing it from savings is thus very important.

1.3 SafeSave Innovations. Towards Risk Responsive Financial Services

| was conceptually stuck for sometime--- | could see how the regular fixed instalment regime of
the existing models was a major constraint, especially for poorer clientsfacing extremely
fluctuating income. The managing of this regime was at times very costly for them. Yet, | could
also see how it was so very important for managing default and maintaining good repayment. |
approached the problem by replacing discipline and compulsion with frequency, convenience
and opportunity—it was a major breakthrough!

(Interview with Stuart Rutherford, Chairman, SafeSave Co-operative)

The innovation of a mechanism that allowed borrowers to pay off alumpsum advance (a
microcredit) in regular, small, instalments was pivotd in the usefulness that the model had for a
vast number of the poor®. For the first time, an intermediation mechanism was ingtitutionalised®
that allowed poor households to make use of their small savings from their normal income and
expenditure flow that predominantly made up the instalments. The mechanism was formalised
further through a collectively responsible group structure and promise of continuous access to
larger amounts of lumpsum advance. Though having access to alumpsum in this particular way
was of important benefits to the poor, they hardly had choice and/or control over the timing and
mechanisms of the intermediation. Consequently, despite wide levels of outreach, certain
categories of the poor were either excluded (Ito, 1998; Zaman, 1998; Hashemi, 1996a) or found
the product cumbersome--- especially in terms of managing regular, fixed repayment instalments
of aloan treadmill, in which, many felt trapped (Rahman, 1999; Matin and Sinha, 1998).

The problems with this financia intermediation, especialy, the exclusion or failing to reach the
poorer households did draw (and continues to draw) considerable attention. The dominant
response to this, however, did not approach the problem in relation to the product and mechanism

19 For an elaboration of thisway of conceptualising microcredit, see Rutherford, 1999; Matin et al., 1999.
20 |nformal loan contractsin South Asia do not often provide this opportunity of repayment by instalments,
especialy in rural areas. Evidence of such loan contracts are documented in Sarap (1991), known as
‘lalbanglaloans’, historically extended by kabuliwallahs, and for the urban context in Rutherford and Arora
(1997) and IDPM (Ruthven et al, 2001). The closet relative of such contracts is probably the widespread
RoSCA arrangement in which participants drawing early get an effective interest free credit which they pay
back through the regular contributions made to the common fund.
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on offer and thereby failed to challenge providersto find innovative ways of improving it. It isto
this task that SafeSave addressed itself.
[11.3.1 History, the Products and Basic Principles

SafeSave describes itself as a*financia service provider’. It began work in August 1996 in two
dumsin Dhakain order to test the following hypotheses (vww.safesave.org):

- That poor dum dwellers have a strong desire and capacity to save, especidly if they can turn
those savings into usefully large sums in flexible and convenient ways (through withdrawal
or by borrowing)

- That savers need adiscipline to help them save, and that a frequent opportunity to make small
savings out of day-to-day cash resources provide that discipline

- That thisdiscipline of frequent opportunity to save or repay is as powerful as the discipline of
obligation to repay

- That this service can be offered successfully to men, women and children

- That this service can be offered to individual households without group formation

- That this service can cover its cost even at amodest scale of execution.

SafeSave began as a private experiment of the two founders—Stuart Rutherford, awriter and
practitioner of microfinance and Rabeya Islam, a housewife and experienced manager of
traditional RoSCAs and other savings clubs. The diverse range of mechanisms available in the
informal financia environs, which alows intermediation of small amounts of savingsinto
lumpsums, was a source of mgjor inspiration and learning for its founders:

[We] agreed to set up SafeSave as an attempt to use the learning gained from studying and
practising informal finance to create aformal ingtitution that would provide high-quality financial
services to the poor and very poor. (ibid:3)

Though the SafeSave products and mechanisms have undergone important changes, the concept
of daily collection remains central. This principle of frequency of opportunity to save and/or
repay, lies a the heart of the SafeSave methodology, which has been designed to provide the
‘discipline’ without the obligation and compulsion that goes with the established fixed instalment
model. Moreover, the daily doorstep financia transaction opportunity, combined with the
freedom from group based rituals and pressures, makes the service accessible and convenient for
itsusers.

At the time of this study, SafeSave had three products. The learning and lessons derived from
each of its products with respect to financia service preferences of its clientslie at the heart of

subsequent product innovations of SafeSave. Such evolution in thinking is balanced with a
thorough examination of operational details of delivery and consequencesto institutional bottom

line of sustainability to arrive at finad product design. The dominant SafeSave product isits
product 11 and for the purpose of this paper, we focus on that.

[11.3.2 Product Il and Clients Use of It

This section®* looks briefly at some preliminary data of financia transaction pattern of afew
SafeSave clients. The ideais to examine the SafeSave proposition that the financia service

2! This section draws heavily from Matin, |. et.al., 2000.
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preferences of poor clients are varied and the conventional product offered by most MFIsin
Bangladesh (and worldwide), at least from the perspective of clients’, need some fundamenta
rethinking.

At each daily visit, SafeSave clients may save as much as they like (including nothing) or
withdraw as much as they like (up to the limit of their savings balance). Balances which build up
over the long term are rewarded with interest at 10% a year, payable after five years. Clients may
aso take aloan and use it for whatever purpose they choose. The maximum permitted va ue of
the loan is determined by their savings balance and their previous history with SafeSave, in that
clients may borrow an amount equal to their current savings balance plus a further amount that
grows with each loan. Loans do not have to be repaid according to a fixed schedule and thereis
no fixed maturity term. If they wish, clients may repay any amount during the daily visits, or
choose to repay in alump sum. If they choose to repay in alump sum they may, if they wish, do
so by deducting the sum from their savings balance, provided they repay the loan in full. The only
‘compulsory’ requirement is that monthly interest charges on loans (at 3% per month calculated
on the declining month-end balance) must be paid monthly %.

Such flexibility admits the possibility that different clients will choose saving, withdrawing,
borrowing and repaying patterns that vary widely. One way of summarising the set of
‘behaviours’ that are theoreticdly possible with SafeSave's ‘product 11’ is shown in table 2. The
column on the right of the diagram describes the behaviour that clients of the dominant product
type in Bangladesh (the Grameen general |oan) are expected to adopt. They are expected to
borrow constantly, in sums larger than they save®, and then repay in fixed equal regular weekly
instalments while making small compulsory savings deposits at the same time. The diagram
shows that this behaviour is only one of much possible behaviour open to SafeSave clients™.

Safe Save keeps detailed computerised records of al transactions of each client, so we were able
to look in detail at the actual behaviours of alarge sample of SafeSave clients. The data consisted
of financial records (from the first transaction until February 2000) of 2,836 clients al of whom
have been clients of SafeSave for at least two months and are thus eligible to use the full range of
SafeSave services”™. In this section, we highlight some of the issues that emerge from the study by
discussing some exemplary cases.

Our first observation is that, unlike the clients of the dominant product type in Bangladesh,
SafeSave's clients do not follow just one behaviour. On the contrary, the full set of possible
behaviours illustrated in table 4 can be found among the sample of clients. Such diversity is
observed not only acrossclients but also for any given client over time. Although many clients
display consistent behavioural patterns, others may switch, suddenly or over time, from one
strategy to another. For example, aclient with atwo year history of saving and withdrawing may

22 spfeSave s currently experimenting with three different versions of this basic scheme. In two versions,
savings cannot be withdrawn while aloan is outstanding, whereas in the third version savings can be
withdrawn at any time, providing further flexibility. The data used in this paper comes from SafeSave’s
‘product 11", aversion in which savings may not be withdrawn while aloan is current.

23 Except when they have been in the scheme for many years and have accumul ated |arge compul sory
savings balances.

24 There are two restrictions on complete voluntary behaviour, as far as SafeSave' s product 11 is concerned.
First, maximum permitted |oan sizes, related to savings balances and borrowing history, restricts clients’
access to the loan size they might prefer at any one time. Second, savings cannot be withdrawn while a
client has aloan outstanding unless the withdrawal is made to repay the loan in full.

25 safeSave observes clients for two months to ensure that they are permanent slum residents before lending
to them.



suddenly take aloan, or a client who has been borrowing repeatedly may slowly stop borrowing
and start to build up his or her savings. Let us explore afew case studies, which highlight the
diversity in the ways in which SafeSave clients use its products.

Table 2: Behaviour Possibilitieswith SafeSave and with a Standard Microcredit Product

Behaviour Possibilities with SafeSave Standard MC Product
Domain
Saving - Save frequently or occasionally - Compulsory saving in
Behaviour - Save sums of asimilar or differing value at regular equal amounts
regular or irregular intervals
- Save without borrowing
Withdrawal - Withdraw frequently or rarely, or storefor the | - Withdrawal restrictions
Behaviour very long term
Borrowing - Choose not to borrow - Borrow continuously at
Behaviour - Borrow regularly or irregularly at any interval regular intervals
Repayment - Quickly or slowly, with no fixed term - Repay in regular equal
Behaviour - Ininstalments or in lump sums instalments amortising loan
- At regular or at irregular intervals within afixed time period
Effect of - Discontinue saving while holding aloan, or - No effect
Borrowing on - Save at thesame or at an increased pace
Savings
Behaviour

?? Switching Strategies:

Jahanara, is a case of a client who changed her product use strategy. She spent her first eight
months using SafeSave as a current account, both saving and withdrawing large sums. Then

abruptly she started taking loans, after which she amost stopped saving, and she repays her loans
in large lump sums rather than on a day-to-day basis.

Jahanara is not among the poorest of SafeSave clients, but her lifeis not easy. Sheis the second

wife of aman who has married four times, and she suffers physical abuse at his hands. He runs a

reasonably successful tea stall, and Jahanara, who has just one child, a daughter, has a survival

strategy that depends partly on investing in the tea-gtdl and partly on lending out cash to

neighbours. She shifted savings from a conventional NGO into SafeSave and for thefirst eight
months used SafeSave partly to store her savings between lending it out, partly to buy stock for
the tea stall, and partly to buy consumption goods when her husband failed to provide for her.
When she started to borrow, it was again for amix of reasons. The first and biggest loan ($100)

was taken for on-lending, and the smallest oan ($40) went into the tea stall. The other two loans
were used to register and then to celebrate her daughter’ s wedding.
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Fig 1: Monthly Insand Outs of Jahanara's Account
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It is not uncommon for clients to change strategies in thisway. Yasmin, from Kalyanpur, abig
and stable dum, switched strategies in a pattern that contrasts sharply with Jahanara. As her
diagram shows (figure 2), she took aloan within a month or two of being eligible to do so, paid it
back in four months, and then switched to using her account as a current account, saving and
withdrawing large sums in recent months.

Fig 2: Monthly Insand Outs of Yasmin's Account
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Yasmin is afifteen year old schoolgirl from a big family which struggles to survive on the
earnings of her father, arickshaw driver. She learned about SafeSave from neighbours, and

got her mother’s permission to open an account. At the time, the mother was a member of two
large well-known MFIs, and saw the SafeSave account as no more than a convenient way of
saving up for Yasmin’s marriage costs. But they took a SafeSave loan of $40 to buy a second-
hand rickshaw, and found that repaying it was much easier than in the MFI s, which demanded
fixed equa weekly repayments and attendance at meetings. As soon as the loan was repaid, they
tested SafeSave by seeing whether they could really withdraw all their savings, and when they
found they could, the mother cancelled her membership at the two MFIs and the household went

over to a strategy of saving and not borrowing. They now withdraw savings for uses that they
would previoudy have borrowed for.
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?? ‘Conventional’ Strategy by Choice

There are SafeSave clients whose patterns of saving and borrowing resemble those required by
the dominant Grameen-style service. One such caseis Moly Akhter, one of the earliest clientsto
open an account in Kayanpur dum, whose record is shown in figure 3.

Fig 3: Monthly Insand Outs of Moly's Account
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Time (Months)
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Moly took aloan as soon as she was allowed to (in the third month after joining) of 1,450 taka
(%$29). Since then she has taken four more loans, steadily increasing the loan value so that the
fourth loan was worth 6,500 taka ($130). Like a good Grameen client, she has repaid in regular
more or less equal amounts, while also making much smaller savings deposits. What makes her
behaviour different from the Grameen norm is that she has repaid each of her loansin six months
or less, rather than twelve.

Moly, who like Yasmin is still a schoolgirl, comes from a sum family with three income earners
— her two parents and a brother. By dum standards they are middle-income. Maly’sis one of
three account held by the household®®, and dl three are used similarly, primarily to shift the
household income composition from labouring into self-employment and renting-out assets.
Thus, the first two loans taken in Moly’s name alowed her mother to buy in a stock of saris,
which she trades around the dum. The third loan went for a second hand rickshaw, which they
rent out daily. Moly’s fourth and fifth loans alowed her father to set up a new grocery shop in the
slum. Loans from the other two accounts have been used in asimilar way.

[1.3.3 Discussion

What are we to make of these case studies? They illustrate the wide range of needs and
opportunities for which poor dum dwellers use financia services. They demonstrate that, given
access to flexible services, they will use them in diverse ways, just like the less poor. Both of
these observations support a growing consensus in microfinance circles that products and delivery
systems need to be made more responsive to demand.

26 spfeSave allows multiple accounts from the same household or individuals. However, such multiple
accountsare allowed for savings and not for borrowing.
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That financial services need to be flexible and tailored more closdly to the preferences of the
clientsis quite obvious. Y et, operationalizing this thinking is pretty challenging. Safesave
maintains an up-to-date computerized Management and Financial Information System (MFIS) on
each client’s daily transactions. There isone individual at every branch who isin charge of data
processing. The need for such detailed and up-to-date computerized client level data can not be
overemphasised for managing a flexible system. Thisis aso a strong monitoring took-- clients
who fall behind with their monthly interest charges can be promptly followed and clients who
have not been paying-in principal and/or savings for alength of time can also be detected. Sudden
changesin pattern can a so be cross-checked. In addition, such aMFIS can be an important
information base to for further market research and better understanding financial service needs
of the clients.

SafeSave has one mature branch that is making regular monthly surpluses. It has achieved this
partly by absorbing lessons dready available from mainstream microfinance. A total commitment
to cost effectiveness is one such lesson that SafeSave learnt from ASA in Bangladesh. A second is
the principle of combining maximum delegation with maximum standardisation. Delegation
means that all the main activities of microfinance — collecting and withdrawing savings, issuing
and collecting loans — can be donein the field by junior staff, and standardisation means that
those junior staff are given no discretionary powers that may tempt them into rent-seeking
behaviour. Note that standardisation is not a natural enemy of flexibility — an automatic cash
machine runs on an absolutely standard set of clearly written rules and cannot be bribed, but it
allows customers to deposit and withdraw at will. It is for reasons like these that SafeSavewill
over the next year be experimenting with greater use of eectronic technology, in the field as well
asin the branch office.

While SafeSave' s experience suggests that its brand of highly flexible services can be delivered
sustainably in densely populated urban areas, this says nothing about whether this can be done on

avery large scae, or whether it can be done successfully in rural or less dense urban areas.
SafeSaveis gtill very small, with fewer than 5,000 clients (in June 2000), and still less than four
years old. The CEO knows all the field staff personally and sees them regularly. The Chairman
reviews the performance of each branch each month. Small changesin the figures, which may
signa problems, can be spotted and followed up quickly. The extent to which these features are
essential to SafeSave' s success extent can only be known as SafeSave scales up and branches into
new environments, as it hopes to do in the coming years.

V. Comparingthe Threelnnovations

The three ‘innovative’ products discussed here are different, but share one core feature--- they are
all geared towards providing the clients a wider range of financia intermediation options. A
wider choice of savings products serving both the liquidity and illiquidity preferences of clients,

life insurance cum contractua savings products and flexible opportunity to save and borrow, are
all valuable microfinance product innovations. We use the table below for the discussion on

comparing the three innovation processes studied in this paper:

All the three innovation processes had a core individua with power behind them (Table 3). This
is not an insignificant observation as it suggests that innovation processes happen within
organizations and are not merely about having the market research and analysis tools, which show
how great the innovativeideareally is. The reason why ASA, for instance got interested in

introducing voluntary savings products has more to do with its Managing Director being
convinced that the move is worth taking and the process through which this happened is not

necessarily facts and figures, but a complex interplay of informal observations, international
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discourse swings and internal discussions. Thisis aso the case for Delta Insurance getting
interested in life insurance for the low-income or the creation of SafeSave. The current ‘tool
centric’ focus on management training to do market research and better listening to clients are
important to get the process of innovation going with more chances of success, but these issues
emerge at amuch later stage. In any case, lack of innovation or failed innovation may not be due
to lack of market research tools or understanding. The danger of the current tendency to view
innovation as a predictable engineered processisthat at best it could be ineffective and at worst,

it could become yet another disciplining yardstick to assess the ‘ proper innovativeness index’ of a
microfinance provider and drawing inappropriate lessons® .

Table 3: Unpacking the Various Dimensions of the Innovation Process

Innovation ASA Ddta SafeSave

Dimension

Sources of ‘Idea Moved by the MD Moved by Safat Moved by Stuart Rutherford
International discourse Chowdhury Financial landscape of the poor

Financial bottom-line
Internal evidence

Large unserved market
Death of earner costly

Frustration with conventional
products

Piloting Process

Rapid piloting

No Pilot

Very careful piloting

Modification Rapid modification Lack of information to Variants of the coreidea
Process modify One product per area
Pricing structure modified
Organizational Large organisation with Decentralised branch Small, experimental
culture field staff used to a structurethat gavelocal | organisation with committed
disciplined managers staff. A 'family' culture.
approach and compulsory | great discretion on staff
savings recruitment. Thisled to
complex incentives
at the local level -
organisational, personal
and patronage
Final status Largely rejected Collapsing due to poor Continuing—in demand but

design

small outreach and urban.

V. Conclusion

Drawing conclusion from a small number of very different innovations in three different
organizations clearly needs to be approached with some caution. However, a number of general
points can be drawn from these comparative experiences.

The most obvious is that, in Bangladesh at least, significant experiments are occurring and that
many of these experiments are internally driven. The challenge that emerges from the case studies
is not so much on the demand side asiit is on the supply side. All the threeproviders faced and
continue to face supply side chalenges—--- ASA in underestimating the implications of

introducing a range of voluntary savings products on its existing systems and organi zational
culture, Deltain not adequately appreciating the importance of field level delivery systems and
incentivesand SafeSave in uncertainty about reaching scale and operating in other environments.

2" Microsave Africa, the organization which has been working on the theme of market research for
mlcroﬂ nance has recently de'vel oped anew tool titled, * Instltut|onal Cultural Change Training Manual’
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The process surrounding the ‘ creative spark’ and experimentation are particularly interesting. In
all thethree casesthe ‘spark’ came from individuals, but there similarities disappear. SafeSave
chooses a clearly well structured, cautious piloting approach in which the ‘innovator’ directly
monitored the new product, established a detailed system for monitoring the actievements and
imagines new ones. ASA went for an in-between position---it did alittle piloting but even before
the results and lessons of the pilot could be absorbed, went into rapid massification. At the
opposite end of the spectrum of SafeSave comes Detta Life Insurance. Their microinsurance
product went from design to full- blown scale up.

The ASA and Delta experiences dso point to another important lesson. Thisis that those involved
in new product development must closaly link their efforts to issues of organizationa changein a
broad sense. To be successful new products do not merely require product design, organizational
system design and perhaps some organizational restructuring—commonly, it will also require
changes in organizationa culture. The ASA case study demonstrates this quite clearly.

The choices and decisions made by organizations cannot be understood by a smple ‘missing the
right steps’ perspective. An understanding of the inner workings of the organizational imperatives
and its interplay with internal and external pressure and knowledge can yield much more useful
insights about why certain innovations succeed and others do not. More research using
organizational behaviour and learning frameworks is needed to shed light on the innovation
problematique of microfinance institutions.

28



References

Chaudhury, I. A., and I. Matin, 2001, ‘ Dimensions and Dynamics of Microfinance Membership
Overlap: A Micro Study,” Small Enterprise Devel opment, forthcoming.

Coate, S. and M. Ravallion, 1993, ‘ Reciprocity without Commitment: Characteristics and
Performance of Informal Insurance Arrangements', Journal of Devel opment Economics, 40: 1-24.

Cohen, M. and J. Sebstead, 2000, Microfinance, Risk Management and Poverty, AIMSUSAID.
Dasgupta, P., 1993. An Inquiry into Well-Being and Destitution. Oxford: Clarendon
Press.

Fafchamps, M., 1992, ‘ Solidarity Networks in Pre-industrial Societies. Rational Peasants with a
Mora Economy’, Economic Development and Cultural Change, 41: 147-173.

Hasan, E., 2000, ‘Overview of Existing Microinsurance Products within Bangladesh’,
paper Presented in the International Discussion Forum on Microinsurance, Dhaka, 29
February, 2000.

Hashemi, S.M., 19964, ‘ Those Left Behind: A Note on Targeting the Hard-core Poor’, in G.Wood
and |. Sharif (eds.), Who Needs Credit ? Poverty and Finance in Bangladesh, Dhaka: University
Press Ltd.: 248-57.

Hashemi, S. M. et al, 1996b, ‘Rural Credit Programs and Women's Empowerment in
Bangladesh’', World Devel opment, 24(4).

Hashemi, S., 2001, ‘Linking Microfinance and Safety Net Programmes to Include the Poorest:
The Case of BRAC's IGVGD’, CGAP Focus Note 21, CGAP, The World Bank.

Hedey, K., 1999, “ASA Innovations’, ASA, Dhaka.

Hoff, K., 1997, ‘Informal Insurance and the Poverty Trap’ University of Maryland, Economics
Department, College Park. MD., Unpublished.

Hulme, D. 2000. ‘Is Microdebt Good for the Poor People? A Note on the Dark Side of
Microfinance’, Small Enterprise Development 11(1): 26-28.

Hulme, D. and P. Modley, 1996, Finance Againgt Poverty, London: Routledge.

Ito, S., 1998, “The Grameen Bank and Peer Monitoring: A Sociological Perspective” in |. Matin

and S. Sinha (eds.), Proceedings of a Workshop on Recent Research on Micro-Finance:
Implications for Policy, Poverty Research Unit at Sussex (PRUS) Working Papers No. 3, Sussex:
175-90.

Jain, P.S., 1998, Managing Fast Expansion of Micro-credit Program: The Lessons from ASA,
Association for Social Advancement (ASA).

Jalan, J. and M. Ravallion, 1997, ‘ Are the Poor Wdll Insured? Evidence on Vulnerability to

Income Risk in Rural China’, Policy Research Working Paper 1863, World Bank,, Devel opment
Research Group, Washington, DC, Unpublished.

29



LaFerara, E., 1997, ‘Ethnicity and Reciprocity: An Analysis of Credit Transactionsin Ghand,
Working Paper, Harvard University, Economic Department, Cambridge, Mass., Unpublished.
Matin, 1., 1998, ‘Rapid Credit Deepening and the Joint Liability Credit Contract: A Study of
Grameen Bank Borrowers in Madhupur’, Ph.D. thesis submitted to the University of Sussex,

unpublished.

Matin, 1., S.Rutherford, and Md. Maniruzzaman, 2000, ‘ Exploring Client Preferencesin
Microfinance: Some Observations from SafeSave,” Focus Note No. 18, CGAP, Washington, D.C.

Morduch, J., 1995, ‘Income Smoothing and Consumption Smoothing’, Harvard Ingtitute of
Economic Research Working Papers, Harvard University.

Morduch, J., 1999, ‘ Between the State and the Market: Can Informal Insurance Patch the Safety
Net?, The World Bank Research Observer, 14(2): 187-207.

Patole, M. and O. Ruthven, 2001, ‘Metro Moneylenders. Debtors and Creditors in a West
Delhi Squatter Settlement’, Finance and Development Working Paper, 28, IDPM, University of

Manchester, UK.

Pearl, Danid and M. M. Phillips, November 27, 2001, ‘ Grameen Bank which pioneered loans for
the poor has hit arepayment snag’, Wall Street Journal.

http://interactive.ws .com/archive/retrieve.cqi 21d=SB1006810274155982080.dim

Rahman, A., 1999, Women and micracredit in rural Bangladesh: An anthropological study of
Grameen Bank lending, Boulder, CO, USA: Westview Press.

Rhyne, E., 2001, Mainstreaming Microfinance: How Lending to the Poor Began, Grew and
Came of Agein Bolivia’, ACCION.

Robinson, M., 2001, The Microfinance Revolution, World Bank.
Rutherford, S. and S. Arora, 1997, ‘City Savers’, DFID, India.
Rutherford, S., 1995, ASA: The Biography of a NGO, Bangladesh: ASA.

Sarap, K., 1991, ‘Callateral and Other Forms of Guarantee in Rurd Credit Markets: Evidence
From Eastern India, Indian Economic Review, XXV (2): 167-88.

Sinha, S. and |. Matin, 1998, ‘Informa Credit Transactions of Micro-Credit Borrowersin Rura
Bangladesh,” IDS Bulletin, 29(4): 66-80.

Stearns, K., 1991, ‘ The Hidden Beast: Delinquency in Microenterprise Credit Programmes’,
ACCION Discussion Paper Series 5, Cambridge, MA, USA.

Vogd, R.C., 1984, * Savings. The Forgotten Half of Rural Finance', in D. Adams et al (eds),
Undermining Rural Development with Cheap Credit, Boulder: CO, USA: Westview Press.

Walker, T. and J. Ryan, 1990, Village and Household Economicsin India’ s Semi-arid Tropics,
Baltimore: John Hopkins University Press.



Wright, G., 2000, Microfinance Systems. Designing Quality Financial Services for the Poor,
Dhaka: University Press Ltd.

Zaman, H., 1998, ‘ Poverty and BRAC's Microcredit Programme: Exploring Some Linkages',
BRAC-ICDDR,B Joint Research Project, Working Paper 18 : Dhaka.

Zohir, S., 2001. ‘Understanding the Nature of MFI participation: Evidence from Bangladesh', in,

Monitoring and Evaluation of Microfinance Institutions, Final Report, Bangladesh Institute of
Development Studies, Dhaka.

31



