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Executive Summary Indian Microfinance Industry, which is expected to grow by 40% (Gross Loan Portfolio) annually in the coming years, presents great opportunities for MF institutions. For realizing Svatantra’s ambitious plan to ride on the market growth and its own strong fundamentals, our solution focuses on all the mentioned challenges and attempts to resolve them with innovative ideas. -



-



-



-



-



Rethinking Customer Segmentation: We suggest to segment customers on the basis of the stage in their life cycle for suggesting products. Product categorization should be done on the basis of whether it generates income for the customer or not. (See ‘Marketing’) Unique Credit Assessment: When assessing individuals is not feasible, why not assess communities/villages? We suggest to launch ‘Svatantra Village Score’ concept whereby villages will be rated into four categories on the basis of demographic as well as macroeconomic and environmental factors. The villages would receive differential benefits on the basis of their credit category. This is expected to increase customer retention, operational efficiency and provide a USP in front of investors. (See ‘Svatantra Village Score (Village Rating System)’) Expansion into unchartered territories: We performed extensive data analysis to suggest venturing into Gujarat and Rajasthan as they have low penetration rates, low competition and high entrepreneurial capacity. We also suggest a Hub-and-Spoke model for management of the state operations. Roles and responsibilities of the stakeholders have also been defined. (See ‘Business Development/Expansion Strategy’) Tapping into NGO networks for market entry: NGOs have an understanding of the area of operation and may be tapped for requirement mapping, forming SHGs and buzz creation. Financing through Securitization: As it provides a win-win offering to both the MFI as well as the lending bank, once implemented, securitization can satisfy upto 30% of the GLP requirement. Issuing NCDs is also suggested. (See ‘Finance’) Operational Strategy to improve day-to-day operations: We analyzed the current service delivery mechanism and provide suggestions to target the five steps via suitable technological and innovative interventions. Use of handheld devices, phone and SMS banking with clear problem redressal is suggested. Another inventive intervention is ‘Repayment Boxes’ to alleviate the psychological barrier attached to repayment and improving operational efficiency. (See ‘Operations’)



With detailed analysis of each function, we have attempted to chart a competitive strategy for Svatantra Microfinance to achieve its Vision-2020.



Business Development/Expansion Strategy Svatantra is currently strongly present in Maharashtra and Madhya Pradesh. To suggest the future expansion strategy across states, a mathematical model was built to gauge the comparative penetration of MFIs (Table 1) in the states with best potential (in terms of GLP and potential client base), as well as the Competition Factor (Clientele per MFI in the states; Table 2) {data taken from source [1] and [2]}



Assam Bihar Gujarat Haryana Karnataka Kerala Madhya Pradesh Maharashtra Odisha Punjab Rajasthan Tamil Nadu Uttar Pradesh West Bengal



Poverty Headcount Ratio Current MFI Population (PHR) Adjusted PHR* Clientele Target Clientele % Penetration 31206000 32.00% 40.00% 142000 12482400 1.14% 104099000 33.70% 42.13% 2270000 43851704 5.18% 60439000 16.60% 20.75% 1060000 12541093 8.45% 25351000 11.20% 14.00% 370000 3549140 10.43% 61095000 20.90% 26.13% 3010000 15961069 18.86% 33406000 7.10% 8.88% 750000 2964783 25.30% 72627000 31.70% 39.63% 2180000 28778449 7.58% 112374000 17.40% 21.75% 3120000 24441345 12.77% 41974000 32.60% 40.75% 1700000 17104405 9.94% 27743000 8.30% 10.38% 300000 2878336 10.42% 68548000 14.70% 18.38% 710000 12595695 5.64% 72147000 11.30% 14.13% 4770000 10190764 46.81% 199812000 29.40% 36.75% 2530000 73430910 3.45% 91276000 20.00% 25.00% 4610000 22819000 20.20%



Expected Target Clientele Penetration by 2020 1.67% 208480 7.60% 3332745 12.41% 1556260 15.31% 543223 27.69% 4419191 37.14% 1101127 11.12% 3200610 18.74% 4580690 14.59% 2495889 15.30% 440451 8.28% 1042401 68.72% 7003170 5.06% 3714469 29.66% 6768262



New Clients added 66480 1062745 496260 173223 1409191 351127 1020610 1460690 795889 140451 332401 2233170 1184469 2158262



Table 1.1: Criteria for State selection for expansion Number of Branches



MFI Count Assam Bihar Gujarat Haryana Karnataka Kerala Madhya Pradesh Maharashtra Odisha Punjab Rajasthan Tamil Nadu Uttar Pradesh West Bengal



8 19 17 11 21 8 28 27 13 5 13 19 15 12



Current MFI Clientele Clientele/MFI 462 142000 17750 728 2270000 119474 402 1060000 62353 123 370000 33636 999 3010000 143333 247 750000 93750 856 2180000 77857 920 3120000 115556 537 1700000 130769 69 300000 60000 250 710000 54615 1286 4770000 251053 812 2530000 168667 1342 4610000 384167



Table 1.2: Criteria for State selection for expansion Figure 1: Best Possible States for expansion



On the basis of the above parameters, the entrepreneurial outlook of the people and geographical factor for better operational efficiency, the following states were shortlisted: 1. Gujarat (Penetration: 8.45%, Clientele/MFI: 62353, high entrepreneurial capacity [3], high geographic synergies)



2. Rajasthan (Penetration: 5.64%, Clientele/MFI: 54615, medium entrepreneurial capacity [3], high geographic synergies)



The service delivery will be handled via a Hub-and-Spoke arrangement with the Hub (State Head Office) located at a prominent location (a centrally located city; Jodhpur for Rajasthan and Ahmedabad for Gujarat) with Spokes extending to the target districts. The same may be extended for Madhya Pradesh and Maharashtra). Responsibilities of State Head Office: 1. P/L responsibility of the operations in the state 2. Recruitment and training of loan officers 3. Implementing strategic decisions taken by the higher management 4. Authority to develop new products based on the local demand (for example, Gujarat State Office may wish to extend loans for dairy farmers if need be)



Svatantra Village Score (Village Rating System) For Credit Assessment/Customer Retention/Operational Efficiency/Capital Raising In absence of a formal credit assessment system (for targeting new areas), and to ensure customer retention and ensure brand loyalty (for existing customers), we have devised a village rating system which can be adopted to achieve desired customer discipline in the Industry and link benefits with the performance. This model takes into consideration the responsibilities and subsequent benefits of all the major stakeholders i.e. Customers, MFIs, Loan Officer (Employees) and Investors. Pre-requisite:  Minimum 6-month association with Svatantra Microfinance Pvt. Ltd. (for existing customers) to draw benefits of the scheme



Svatantra Village Score Each eligible village is evaluated on a set of parameters listed in the below table and weights are assigned to each parameter based on their relative importance. Each village will be given a score out of 4 (4 being highest and 1 being lowest) on these parameters to get a weighted score. Summations of these weighted scores constitute a Svatantra Village Score. Svatantra Village Score Weight Score (4-highest, 1-lowest) Weighted Score Parameter 0.2 2 0.4 Average monthly income/prosperity 0.1 3 0.3 Average Age of Village Residents 0.2 4 0.8 Resource prosperity 0.1 4 0.4 Diversification in occupation 0.2 2 0.4 Entrepreneurial Quotient 0.2 2 0.4 Education level This Svatantra Village score along with minimum clients per village and past repayment percentage constitutes the qualification criteria for villages to be graded.



Grade A B C D



Qualification Criteria Svatantra Village Minimum Clients Score >2.5 30 2-2.5 20 1.5-2 15 


Repayment Percentage >99% >97% >95% >90%



Based on these evaluations, the villages falling under each category receive a set of benefits which are listed below: Loan Officers



Performance bonuses based on number of villages under A, B, C and D category in their territory. Motivation to move villages in their territory to upper grades.



Customers



Maintaining payment discipline and large groups can lead to various incentives in form of higher ticket size, concession in interest rates, increased repayment window and complimentary products.



Investors



Investors can be given clarity on where their funds will be invested. Investors can be given an option to invest in either high risk-high return, lower graded villages or low risk-low return, higher graded villages.



Svatantra



Achieving customer retention and brand loyalty. This model will also lead to clear distinction between Svatantra and other MFIs.



Marketing We believe that the current USP of Svatantra i.e. low interest rates and longer repayment period, are effective value propositions that can easily distinguish it from other MFIs. However, effective customer segmentation is necessary to ensure smooth new product development process. We recommend carrying out customer segmentation based on the phase of a customers’ life cycle.



Customer life cycle phases Early age entrepreneurs, having children of marriageable age, newlyweds, young parents, having old parents/relatives etc. The main idea behind this strategy is that once we have the data of a village, collected by the loan officer/volunteers, loans for specific occasions (marriage, childbirth, education etc.) may be proposed to different people based on their age. This customer segmentation also helps us in concentrating and identifying the needs of these classes while conceptualizing new products.



Product Segmentation Income Generating Loans Group Liability Loans Individual Liability Loans Equipment Loans Mobile Phone Loans Fisheries Loans Livestock Loans Dairy Loans



Non-Income Generating Loans Lifecycle Based Non-Lifecycle Based Marriage Loans Medical Loans Child Birth Loans Disaster Loans Education Loans Homebuilding Loans Funerals Loans



Identifying effective Media Channels We recommend communicating the product information and benefits using media channels that have a deeper reach to the rural areas. Some of the channels that can be used are:      



Newspapers in local language – To reach the influencers (comparatively more educated and respected in the village) Radio Channels Advertisement with testimonials during movie intervals Hoardings at State transport bus depots On-ground activation: Kiosks, Information sessions Nukkad Nataks to communicate the benefits in an entertaining and engaging manner



Rural-Urban Connect Establishing Rural-Urban connect is imperative for Employer Branding for Svatantra as well as for crowdsourcing initiatives. Rural-Urban connect may be established through:  Digital media engagement via story-based, emotional branding  Calling for volunteers from educational institutions for building employer branding  Crowdsourcing Campaigns (Refer Kiva)



Human Resources We believe that Loan Officer will usually be the point of contact between Svatantra Microfinance and potential as well as existing customers. Hence, customer interaction with the Loan Officer will be vital in establishing connection between customers and the company. We suggest following pre-requisites to be considered while choosing a Loan Officer: Skill set required in the Loan Officer  Graduation preferred, 12th Pass minimum  Written and Oral efficiency in local language  Familiarity with the local geography  Prior association with social welfare sector is an added advantage  Efficiency in using electronic devices: mobile phones, tablets, laptops etc. Training required  Product knowledge related training  Communication skill improvement training As an innovative strategy, we suggest to team up with NGOs to penetrate markets, do requirement mapping and volunteering for buzz generation. Svatantra will pay a commission to the NGO for facilitating market entry. However, we are not proposing to involve NGOs in day-to-day operations, only for facilitating entry. The model has been explained below:



Figure 2: NGO- Partnership Model



Finance Reducing the financial expenses- Securitization



Use of portfolio buyout can help in reducing the financing costs. When MFIs source funds from banks, the rates are almost fixed. Currently the Reserve Bank of India permits only Non-Banking Finance Company (NBFC)MFIs to use the securitization refinance option.



Advantages of Securitization:



Figure 3: Securitization Model



New avenues 1. SIDBI equity fund SIDBI has launched an Indian Microfinance Equity Fund (IMEF) which will be used in extending equity or any other form of capital with a focus on smaller socially oriented MFIs/NBFCs with the objective of poverty alleviation and achieving long term sustainability of operations in unserved and underserved parts of the country. The assistance will be utilized by MFIs to improve their equity base, meet CRAR requirements. This equity will be in the form of quasi equity to the NBFC-MFIs. The fund period will be perpetual as it would be a revolving fund.



The proposed quasi-equity could comprise Optionally Convertible Preference Shares or Subordinate debt by way of Non- Convertible Debentures (NCDs). The investment in an NBFC-MFI is restricted to 3 crores per MFI. 2. External Commercial Borrowings (ECBs) route A foreign equity holder in a MFI will be eligible as a recognized lender under the automatic route if the following conditions are met: 1) For ECB up to USD 5 million (32.5 Cr INR) - minimum paid-up equity of 25 per cent held directly by the lender 2) For ECB more than USD 5 million - minimum paid-up equity of 25 per cent held directly by the lender and ECB liability-equity ratio not exceeding 4:1.MFIs can raise ECB up to USD 10 million or its equivalent during any financial year. The all-in-cost ceilings for ECB are as follows:



3. Implementing the KIVA model The KIVA microfunds allows people to lend money via the Internet to low-income / underserved entrepreneurs and students.



Kiva operates two models—Kiva.org and KivaZip.org. The former model relies on a network of field partners to administer the loans on the ground. These field partners can be microfinance institutions, social businesses, schools or non-profit organizations. KivaZip.org facilitates loans at 0% directly to entrepreneurs via mobile payments and PayPal. In both Kiva.org and KivaZip.org, Kiva includes personal stories of each person who needs a loan because they want their lenders to connect with their entrepreneurs on a human level. This is an effective business model to connect people through lending to alleviate poverty.



Operations Focusing on urban infrastructure- High customer density in urban areas can help in decreasing the transaction costs. This will also help in increasing the reach with cost spread and high potential for growth.



Value Chain Micro finance & proposed Interventions Geo-Economic Survey of Region, Village Appraisal, Selection of Village



Group Formation



Training of Borrowers



Business Analytics:



Using past data to suggest new products based on customers past history and life cycle requirements.



Village Rating: Refer page 4



Training & capacity Building: Partnership with Rashtriya Mahila Kosh & NABARD



Scrutiny and underwriting



Village Rating: Refer page 4



Financial Transaction and day to day operations



Standardization: • Use of standard process to reduce cost • Standardized products, training, and other process in order to boost capacity •Use Hub & Spoke model (refer Business Development)



Technology Handheld Devices



Capabilities Scanning documents, clicking pictues, data collection while opening new accounts. Customer repayment data can also be captured which can be monitored and analysed at State Head Office.



Phone and SMS Banking



Check repayment schedule, schedule Loan Officer meeting, outstanding amount, product information, query resolution through customer call centre etc. Svatantra Envelopes which can be used to deposit monthly amount in a repayment box which can be vigilated with a CCTV camera. This avoid Loan Officers door to door visits for montly collection.



Repayment boxes



Analytics



Forecasting funds and manpower requirements. fffgggggggggggggggggggggggggggggggggggggg



Annexure Poverty Headcount Ratio (PHR)



Population Assam Bihar Gujarat Haryana Karnataka Kerala Madhya Pradesh Maharashtra Odisha Punjab Rajasthan Tamil Nadu Uttar Pradesh West Bengal



31206000 104099000 60439000 25351000 61095000 33406000 72627000 112374000 41974000 27743000 68548000 72147000 199812000 91276000



Number of Branches



MFI Count Assam Bihar Gujarat Haryana Karnataka Kerala Madhya Pradesh Maharashtra Odisha Punjab Rajasthan Tamil Nadu Uttar Pradesh West Bengal



32.00% 33.70% 16.60% 11.20% 20.90% 7.10% 31.70% 17.40% 32.60% 8.30% 14.70% 11.30% 29.40% 20.00%



8 19 17 11 21 8 28 27 13 5 13 19 15 12



Adjusted PHR* 40.00% 42.13% 20.75% 14.00% 26.13% 8.88% 39.63% 21.75% 40.75% 10.38% 18.38% 14.13% 36.75% 25.00%



Current MFI Clientele 462 728 402 123 999 247 856 920 537 69 250 1286 812 1342



142000 2270000 1060000 370000 3010000 750000 2180000 3120000 1700000 300000 710000 4770000 2530000 4610000



Current MFI Clientele



Target Clientele



142000 12482400 2270000 43851704 1060000 12541093 370000 3549140 3010000 15961069 750000 2964783 2180000 28778449 3120000 24441345 1700000 17104405 300000 2878336 710000 12595695 4770000 10190764 2530000 73430910 4610000 22819000 Average Penetration



% Penetration 1.14% 5.18% 8.45% 10.43% 18.86% 25.30% 7.58% 12.77% 9.94% 10.42% 5.64% 46.81% 3.45% 20.20% 13.30%



Expected Penetration 1.67% 7.60% 12.41% 15.31% 27.69% 37.14% 11.12% 18.74% 14.59% 15.30% 8.28% 68.72% 5.06% 29.66%



Target Clientele by 2020 New Clients added 208480 3332745 1556260 543223 4419191 1101127 3200610 4580690 2495889 440451 1042401 7003170 3714469 6768262



Clientele/MFI 17750 119474 62353 33636 143333 93750 77857 115556 130769 60000 54615 251053 168667 384167



3% Assumed population growth rate 25.00% Assumed % penetration by 2020 47% % Increase in penetration by 2020



10379960 Target Clientele of Target states by 2020



66480 1062745 496260 173223 1409191 351127 1020610 1460690 795889 140451 332401 2233170 1184469 2158262



Relevant Information of the Target States



Population Gujarat Madhya Pradesh Maharashtra Rajasthan Total



60439000 72627000 112374000 68548000 313988000



Poverty Headcount Ratio (PHR) 16.60% 31.70% 17.40% 14.70%



Sensitivity Analysis of Target States based on Population Growth and Penetration Rate Increase



Target market share in the target states



Population Growth by 2020



10379960 1% 2% 3% 4% 5% 6% 7% 8% 9% 10% 11% 12% 13% 14% 15%



15% 7873267 7873267 7873267 7873267 7873267 7873267 7873267 7873267 7873267 7873267 7873267 7873267 7873267 7873267 7873267



16% 8264937 8264937 8264937 8264937 8264937 8264937 8264937 8264937 8264937 8264937 8264937 8264937 8264937 8264937 8264937



Adjusted PHR* 20.75% 39.63% 21.75% 18.38%



Current MFI Clientele 1060000 2180000 3120000 710000 7070000



Target Clientele 12541093 28778449 24441345 12595695 78356581



% Penetration



Expected Penetration



Expected Clientele by 2020



New Clients added in the Industry



8.45% 7.58% 12.77% 5.64%



12.41% 11.12% 18.74% 8.28%



1556260 3200610 4580690 1042401 10379960



496260 1020610 1460690 332401 3309960



Penetration of MFIs by 2020 18% 19% 20% 8917722 9192579 9439950 8917722 9192579 9439950 8917722 9192579 9439950 8917722 9192579 9439950 8917722 9192579 9439950 8917722 9192579 9439950 8917722 9192579 9439950 8917722 9192579 9439950 8917722 9192579 9439950 8917722 9192579 9439950 8917722 9192579 9439950 8917722 9192579 9439950 8917722 9192579 9439950 8917722 9192579 9439950 8917722 9192579 9439950



21% 9663762 9663762 9663762 9663762 9663762 9663762 9663762 9663762 9663762 9663762 9663762 9663762 9663762 9663762 9663762



22% 9867227 9867227 9867227 9867227 9867227 9867227 9867227 9867227 9867227 9867227 9867227 9867227 9867227 9867227 9867227



23% 10053000 10053000 10053000 10053000 10053000 10053000 10053000 10053000 10053000 10053000 10053000 10053000 10053000 10053000 10053000



24% 10223292 10223292 10223292 10223292 10223292 10223292 10223292 10223292 10223292 10223292 10223292 10223292 10223292 10223292 10223292



25% 10379960 10379960 10379960 10379960 10379960 10379960 10379960 10379960 10379960 10379960 10379960 10379960 10379960 10379960 10379960



26% 10524577 10524577 10524577 10524577 10524577 10524577 10524577 10524577 10524577 10524577 10524577 10524577 10524577 10524577



27% 10658481 10658481 10658481 10658481 10658481 10658481 10658481 10658481 10658481 10658481 10658481 10658481 10658481 10658481



28% 10782821 10782821 10782821 10782821 10782821 10782821 10782821 10782821 10782821 10782821 10782821 10782821 10782821 10782821



29% 10898586 10898586 10898586 10898586 10898586 10898586 10898586 10898586 10898586 10898586 10898586 10898586 10898586 10898586



30% 11006633 11006633 11006633 11006633 11006633 11006633 11006633 11006633 11006633 11006633 11006633 11006633 11006633 11006633



5.8%



17% 8610529 8610529 8610529 8610529 8610529 8610529 8610529 8610529 8610529 8610529 8610529 8610529 8610529 8610529 8610529



10524577



10658481



10782821



10898586



11006633
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