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INTRODUCTION “Housing Microfinance has come into its own. Filling a void created by the limitations of traditional housing finance and building on the lessons of the recent microfinance revolution, housing microfinance is now a discrete area of practice that intersects housing finance and microfinance. The emerging practice holds ambitious promise for microfinance institutions, housing finance providers, and commercial banks the world over: It shows how the shelter needs of the poor can be financed in a why that is economically viable, affordable and consistent with tested methods of delivering microfinance services to the poor...”1 In 2011, Housing Microfinance does indeed stand as a discrete area of practice and can do all of the things Franck Daphnis described in the opening paragraph of Housing Microfinance: A guide to practice. In East Africa, however, it is hard to see the evidence that housing microfinance has come into its own. Despite several regional workshops on housing finance and housing microfinance, efforts are still scattered and have yet to reach the kind of scale that would convince financial service providers of its promise. Habitat for Humanity Tanzania began its MAKAZI BORA housing microfinance program in late June 2009 with the aim of establishing an effective housing microfinance product and methodology that would contribute to the growth of the practice in the region. This report covers the first two years of operation. MAKAZI BORA roughly translates as “better housing” in the Kiswahili language spoken across Tanzania and much of East Africa. It is a trademark of Habitat for Humanity Tanzania and is the name for Habitat’s housing microfinance program and its home improvement loan product. It succinctly conveys the program’s purpose and is easily understood by the clients. The MAKAZI BORA housing microfinance program is designed specifically for its local setting in Dar es Salaam; Tanzania’s largest city. It targets low income households who build their homes incrementally. As of June 2011, MAKAZI BORA is Tanzania’s leading housing microfinance program in terms of number of loans disbursed. This is, however, a very modest statement that says more about the nascent state of the practice in East Africa than MAKAZI BORA’s achievements. The program is imperfect and is still very much “work in progress.” Being under-capitalized and still having some basic management issues, MAKAZI BORA has yet to achieve its goal of demonstrating the commercial viability of housing microfinance. After two years, however, it does show evidence of the ambitious promise to which Daphnis referred. This report highlights some key features of the program, its clients, and the progress from July 2009 to June 2011.



Scott Metzel National Director Habitat for Humanity Tanzania October 2011 1



Daphnis,F. & Ferguson, B. 2004. Housing Microfinance: A guide to practice. Bloomfield, CT: Kumarian Press
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PERFORMANCE SUMMARY - 30th JUNE 2011



Cumulative Loans Disbursed



848



Active Clients



621



Portfolio at Risk (30 Days)



5.76%



Gross Portfolio Value (Dollar Equivalent)



$229,891



Write Off Ratio



1.8%



Operational Self-Sufficiency*



35.8%



Yield on Gross Portfolio*



46.9%



Average Loan Disbursed* (Dollar Equivalent)



$542.09



*Year ending 30th June 2011



Note: The program is still in a pilot phase and does not have sufficient capital to reach the volume necessary to improve financial performance. Demand is high and progress to date has been achieved without major promotion or marketing campaigns, intentionally limiting the number of clients to those who come by word of mouth or through seeing the sign on the single branch office.
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THE ROAD TO MAKAZI BORA MAKAZI BORA is a trademark for Habitat for Humanity Tanzania’s housing microfinance product and program. Habitat for Humanity Tanzania (HFHT) is a non-governmental organization (NGO) registered under the Societies Ordinance of 1954. HFHT is affiliated with Habitat for Humanity International (HFHI), and shares its vision of a world where everyone has a decent place to live. It also shares HFHI’s mission: Seeking to put God’s love into action, Habitat for Humanity brings people together to build homes, community and hope. In 1986, HFHT started operating in the Kigoma Region of Tanzania as a low cost housing program. Working through community-based projects, HFHT would supply durable materials for the construction of low cost homes built to HFHT simple, decent and affordable designs. Homeowners were selected by local committees based on need, ability to pay back a loan and willingness to participate in the Habitat program. Homeowners provided locally available materials such as sand, bricks and stones and paid back the cost of HFHT provided inputs over a period of 15 years. Loans were adjusted for inflation using a commodity based index. HFHT spread to 22 projects scattered across Tanzania and built a total of 2,300 homes from 1986 to 2009. Performance, however, was historically very poor. A combination of HFHT’s housing methodology, it unconventional approach to credit and its image as a donor-driven, international Christian NGO resulted in dismal repayment of loans almost right from the start. Despite very soft loan terms, demand for the low cost housing product was relatively low. HFHT built an average of less than 100 units completed per year country-wide in the last 10 years leading up to 2009. In 2008, the HFHT Board of Directors made a strategic decision to change its operating model. While staying true to the same vision and mission, HFHT transitioned into a housing microfinance program. This implied not only a different approach to doing business, but also a different way of looking at housing. Rather than prescribing a specific low cost house and providing its components, the housing microfinance program would focus on providing affordable housing finance to be used for home improvement. From September 2008 to June 2009, HFHT closed out its old projects, developed a housing microfinance product, hired new staff, developed systems, policies, procedures and tools, and transformed into a housing microfinance institution. The new product and program was called MAKAZI BORA. Doors opened without any pomp or ceremony on 22nd June 2009. The first loans were disbursed a few weeks later. 3|Page



FOUNDATIONS MAKAZI BORA aligns with the support paradigm of housing. Rather than controlling what is built, how it is built and with what materials it is built as HFHT did in its prior low cost housing program, the dweller maintains control over the housing process. MAKAZI BORA simply supports the dweller’s construction projects with housing finance.



TURNER’S THREE LAWS OF HOUSING2 The work of John F. C. Turner inspired the MAKAZI BORA approach to housing microfinance with an emphasis on dweller control. In the preface to his book Housing by People, Collin Ward summarized Turner’s thought into three laws of housing.



Turners 1st Law: When the dweller controls his or her own housing process, it is better for the dweller and the overall housing environment. (MAKAZI BORA leaves housing decisions and control with the owner, who is taking and paying for the loan.)



Turner’s 2nd Law: The value of a house is not in what it is, but it what it does for the dweller. (The supported home improvement projects are according to the clients’ wants and needs, not what Habitat believes the clients need.)



Turner’s 3rd Law: Any shortcomings in housing are infinitely more tolerable if you are responsible than if someone else is responsible. (Clients assume full responsibility for their home outcomes.)



improvement



projects



and



the



MAKAZI BORA is based on the assumptions that 1) Clients know what they want do with their housing and why, 2) They are able to access the necessary building materials, 3) They are able to access the technical skills needed to undertake their improvement and 4) They are able to oversee the work. So far, these assumptions have proven to be reasonable within the MAKAZI BORA operating area. 2



Turner, J.F.C. (1976). Housing By People: Towards autonomy in building environments:. London: Marian Boyers
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OPERATING AREA MAKAZI BORA is an urban housing microfinance program that operates in the north western portion of Temeke Municipality. Temeke is one of the three municipalities making up the City of Dar es Salaam and most of the area in which MAKAZI BORA operates is characterized by dense informal settlements. The western-most corner of Temeke is the urban fringe on the outskirts of Dar es Salaam, where urban dwellers are buying plots and starting new construction in formerly rural areas. The HFHT head office and MAKAZI BORA branch office are located in the centre of the operating area on the main road leading south out of Dar es Salaam. The building is shared with branches of two other financial service providers: AKIBA Commercial Bank and Tujijenge Tanzania. MAKAZI BORA continues to operate as a single branch in a limited geographic area due to capital constraints, but demand is vibrant. Given sufficient capital, MAKAZI BORA will be able to exceed operational self sustainability (OSS) with its single branch prior to extending services to other areas of the city.



MAKAZI BORA Operating Area 2009 - 2012
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MARKET In Sub-Saharan Africa, the vast majority low-income households have few realistic options for housing finance or assistance. This does not, however, mean they do not engage in housing. In the absence of access to traditional housing finance, low-income households in Tanzania and around the world build their homes incrementally. Households that are already engaged in housing and building incrementally form the strongest market for housing microfinance. Houses are being built incrementally all over Dar es Salaam and houses that have been 100% completed to the satisfaction of the owner are a small minority. Throughout informal settlements there are incomplete houses without roofs, doors and windows. People move into homes before they can afford to put in a floor and do other finishing work. Houses often are not connected to utilities. The main bottleneck to finishing one of these ubiquitous incomplete homes is access to finance. Housing microfinance is able to meet this need. The MAKAZI BORA home improvement loan is designed to be flexible enough to finance a large variety of home improvements. It supports incremental building methodologies that are already in use by most of the population, offering an affordable solution to speeding up the process of building a home. The demand for such finance is immense and MAKAZI BORA is focused solely on the incremental building market.
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“I was wondering how hard it would be to find houses being built incrementally, but it was, like, all of them.” - An intern on her first field visit



KEY PRODUCT FEATURES MAKAZI BORA product features are as follows as at 1st July 2011:



LOAN USE



Home improvement Loans for incremental building projects 1st Loan: TSH 200,000 – TSH 800,000 (+/- $125 to $500)



LOAN AMOUNTS



2nd Loan: TSH 200,000 – TSH 2,000,000 (+/- $125 to $1,250) 3rd and subsequent loans: TSH 200,000 – TSH 3,000,000 (+/- $125 to S1,875) 6 months – 24 months.



LOAN TERMS The client chooses from a 6 month, 12 month, 18 month or 24 month loan term, as long as the instalments meet affordability criteria. INTEREST



2% flat per month



3% flat per month DIVERSION PENALTY



REGISTRATION FEE LOAN INSURANCE



Clients have up to 90 days to complete their home improvement project. If completed within that period, the diversion penalty is waived for the first instalment following verification of loan use. This is done to mitigate loan diversion. 20,000 shillings (+/- $12) paid once when registering



1% per annum



10% of loan amount SECURITY DEPOSIT



LATE FEE



COLLATERAL
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This is paid before disbursement and returned after the loan is paid off, applied to security deposit for a subsequent loan or used for the last instalments as per client instructions. 10% of total install for each instalment missed



Guarantors and chattel items for loans of 1,500,000 or less and residential licenses for amounts greater than 1,500,000 shillings.



CLIENTS NUMBER OF MAKAZI BORA CLIENTS Anyone over 18 years old who has an active home improvement project in the operating area may register to be a MAKAZI BORA client and apply for a loan. At registration, the client’s contact details are recorded and the client receives a unique client number, a MAKAZI BORA photo identification card, and a Welcome Packet that includes basic information about the product and processes, costs, forms and Habitat for Humanity Tanzania’s client principles. There were 1,230 registered clients as at 30th June 2011.



NUMBER OF ACTIVE CLIENTS Active clients are those who have an outstanding loan balance. There were 621 active clients at the end of June 2011. Out of the 621 active clients, 106 of were return clients: 104 servicing their 2nd MAKAZI BORA loans and 2 clients having taken their third MAKAZI BORA loans. Cumulatively, 742 clients had taken MAKAZI BORA loans by 30th June. 621 of these were still active clients, 115 clients had paid off their loans and did not have a currently active loan and 6 clients had their loans written off.



CLIENT DEMOGRAPHICS Out of clients that had taken at least one loan by 30th June 2011, 347 (47%) were females. The percentage of female clients decreased during the six month period of January to June 2011. During the first eighteen months, MAKAZI BORA consistently had 53% - 56% female clients. One theory is that the introduction of higher loan amounts in 2010 may have drawn more male clients. Another hypothesis is that women, for whatever reason, were more likely to take a loan from the institution when it was starting up and men waited until it was more established, but we are not sure what cause the trend. Although the operating is largely patriarchal, 64% of the female clients were married, with their husbands having signed on the loan application. 36% of female MAKAZI BORA clients represent woman-headed households.
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Marital Status of MAKAZI BORA Female Clients Divorced 9%



Widowed 12%



Single 15%



Married 64%



Half of the clients who have taken MAKAZI BORA loans have only attended primary school. The information regarding client education levels is self-reported and is not confirmed by documentation. It is highly probable that many who report having attended secondary school did not complete their studies. A significant number of clients are illiterate or have a very low level of literacy. All client documents are in Kiswahili, but it is assumed that some clients may not be able to read Kiswahili, so all information is also presented orally through training secessions and meetings.



Highest Education Attained by MAKAZI BORA Clients Who Have Taken a Loan by 30th June 2011 College / University 32 Clients 4%



Graduate Studies 16 Clients 2%



No Education 11Clients 2%



Secondary School 290 Clients 39%



42% of MAKAZI BORA clients are Christians and 58% are Muslims. 80% of MAKAZI BORA clients are married. The majority of clients fall into the 35 – 46 year-old age bracket. There are some younger and older clients, but the vast majority of clients are young to early middle-aged families. 97% of Active clients have at least 2 household members and the average household size of MAKAZI BORA clients is 4.73 persons.
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Unknown 1 0%



Primary School 392 Clients 53%



Client Age Groups Over 46 Years Old 15%



Under 25 Years Old 1%



26 - 35 Years Old 28%



36 - 45 Years Old 57%



CLIENT LIVELIHOODS MAKAZI BORA clients have a wide variety of livelihoods, with 34% of active clients reporting more than one source of income. 23% of active clients operate some kind of retail shop, with the most common types of shops being food item shops, general household goods, pharmacies and spare parts.



Types of Retail Shops Operated by Active Clients Having Shops Phone Decorations Accessories 2% 1% Music and Videos 1%



Clothes 4% Stationery 6%



Vehicle Spare Parts 8% Sewing Supplies 2% Electrical Supplies 3% Hardware 6%



Jewelry 1%



Animal Feed 1% Flowers 1%



General Shop 24% Pharmacy 10%



Food Items 30%



Over half of client livelihoods are related somehow to basic human needs: Food, clothing and shelter. Clients sell bulk food items from their shops, sell fruit and vegetables at markets and stands, sell food at restaurants and as street vendors. Other clients sell milk, farm produce, sell fish, or sell charcoal to cook food. MAKAZI BORA clients sell clothes at shops, used clothes and shoes at markets, move about selling cloth and clothes on credit, have shops selling cloth and sewing items and are tailors who make clothes. Clients also rent rooms, are tradesmen in the construction industry, and sell blocks, timber and hardware for construction. Incomes sources are very diverse. The largest single source of income used by MAKAZI BORA clients (Food Vendor / Restaurant Businesses) represents only 8% of all active clients.
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Rank



Description of Income Source



Number of Clients Engaged in Livelihood Source



% of Active Clients Engaged



50



8%



43



7%



43



7%



34 34



5% 5%



32



5%



26



4%



25 24



4% 4%



23



4%



22



4%



21



3%



21 18



3% 3%



17



3%



FOOD / RESTAURANT: These could be 1 2 3 4 5 6 7 8 9 10



11



12



13 14



15



restaurants, cafes, or street food vendors CLOTH SELLER: These are cloth sellers who sell women’s clothes on credit. This is done by moving house to house rather than from a shop or market. FOOD SHOP: Shops that sell food items such as sugar, beans, rice, and flour in bulk. RENTING ROOMS: Having a room or rooms for rent. This is almost always done as a side income. GENERAL SHOP: General household goods. ADMINISTRATIVE EMPLOYEE: This could be any kind of office worker, usually low-paid jobs such as messengers, secretaries, cleaners, etc. TAILOR: This often includes income earned from apprentices who pay a small fee to learn the trade. FRUIT AND VEGETABLE SELLER: This ranges from small stands to wholesale sellers.



SECURITY GUARD POULTRY: Chicken and chips are a local favourite on the streets of Dar es Salaam, thus giving a large market for poultry DRIVER: This includes taxi drivers, bodaboda (motorcycle taxi) drivers, people who have their own vehicles and drive them and people who are employed as drivers. WATER / ICE SELLER: Water sales are frequently a home-based business. Some clients have used MAKAZI BORA loans to purchase additional water tanks for this. CHARCOAL SELLER: Many of the household in the operating area do not have electricity and the electricity is unreliable for those who have it. This makes a strong a profitable market for charcoal sales.



BUILDER / ELECTRICIAN ASSET OWNER: This could be any asset that can be used to generate income through use or rental. Motorcycles and vehicles bring in high income, but assets could include chairs or video cameras used for hire.
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A single business type, such as a restuarant, can take many forms. “Restauranteurs” and other business owners are sometimes working with very small amounts of capital.
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CLIENT INCOMES MAKAZI BORA is targeted toward clients with household incomes of less than $5.00 per capita per day. The targeting was done by making the product affordable to households with lower incomes, as well as being flexible to meet the housing needs of the target group. Clients with household incomes over $5.00 per day are not excluded. Assessing client incomes is not an easy task, especially given that 83% of clients earn their income in the informal sector and have no salary slips or tax records. Client incomes are only roughly accurate, as some clients tend to inflate income to attempt to qualify for higher loan amounts. For whatever reasons, clients also sometimes do not disclose all of their income sources if they are still able to qualify for the loan amount they desire without declaring the additional income.



Household Per Capita Income Per Day (All Clients - Cumulative to 30th June 2011) Under $1.00 Per Day (37 Clients) 5% Over $5.00 Per Day (142 Clients) 19%



$3.01 - $5.00 Per Day (191 Clients) 26%



$1.00 to $2.00 Per Day (198 Clients) 27%



$2.01 - $3.00 Per Day (175 Client) 23%



50% of MAKAZI BORA clients fall into the range of $1.00 to $3.00 house per capita income per day. A very small number earn less than $1.00 per day. Those with incomes over $5.00 per day are roughly 1/5 of MAKAZI BORA clients, with the remaining 4/5 falling in the targeted group of under $5.00 per day. The percentage of clients earning a household per capita income of over $5.00 per day is roughly the same whether the clients are formally employed or earn their income through informal sources, with 16% of formally employed clients having incomes over $5.00 per day. 65% of formally employed clients have incomes of under $3.00 per day against 55% of clients earning incomes in the informal sector for the same income range. This indicates that on the whole MAKAZI BORA clients who are formally employed tend to have slightly lower incomes than those who do business. 13 | P a g e



GENDER AND CLIENT INCOMES



Per Capita Household Income by Client Gender (as at 30th June 2011) 28% 25%



30% 25%



25% 23%



27% 25% 22%



20%



17%



15%



Female Clients in Income Group of Total Female Clients



10% 5%



6%



% of Male Clients in Income Group as % of Total Male Clients



3%



0% Under $1.00 $1.00 to Per Day $2.00 Per Day



$2.01 $3.00 Per Day



$3.01 $5.00 Per Day



Over $5.00 Per Day



Per capita household income of male clients is more likely to be in the lowest income category (less than $1.00 per day). Female clients are more likely to have household incomes of over $5.00 per day. This is largely due to a prevalence of males in low paying jobs such as security guards.



INCOME AND LOAN PERFORMANCE



Income Group and Arrears as at 30th June 2011 35%



33%



33%



27%



30%



27%



25%



22%



24% 24% 23%



26%



25% 19%



20% 15%



13%



10% 5%



5%



2%



% of All Clients % of Clients in Arrears (over one day late) in Income Group % of Clients over 30 Days Late in Income Group



0%



0% Under $1.00 Per Day



$1.00 to $2.01 - $3.00 $3.01 - $5.00 Over $5.00 $2.00 Per Per Day Per Day Per Day Day



Clients with the lowest incomes are less likely to be in arrears and enter the portfolio at risk category. Although the highest household income category (Over $5.00 per capita per day) has 19% of total clients, it accounts for 33% of clients in the portfolio at risk category. Rather than decreasing risk, clients with higher incomes appear to present more risk than clients with lower incomes. 14 | P a g e



RETURN CLIENTS Clients who have paid off their first loan and did not divert the loan to non-housing purposes may apply for a second loan. By the end of the second year of MAKAZI BORA, 221 clients had paid off their first loans. Of these 27 had diverted their loans and were not eligible for second loans. Of the 194 clients who were eligible for another loan, 104 (54%) had taken a second loan by 30th June 2011. Two clients had paid off their second loans and taken their third MAKAZI BORA loans. 47% of the return clients were females, which corresponds exactly to the overall percentage of female clients. The demographics for return clients were not significantly different from overall demographics for all MAKAZI BORA clients.



In March 2010, Upendo Tumaini Francis (right) was the first client to pay off her loan. She went on to take a second MAKAZI BORA loan and became a return client.
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LOANS



A total of 848 MAKAZI BORA Loans were disbursed between 1st July 2009 and 30th June 2011. LOAN PURPOSE By MAKAZI BORA definitions, loan purpose answers the question: “What will the structure be used for after it is improved?” Clients may use their loans to make improvements on their personal residences or rental rooms. Habitat for Humanity Tanzania considers commercial structures on a client’s permanent residence to be a home-based business and part of the client’s housing. Clients self-report whether the loan is for personal use, rental or commercial purposes. The majority of clients have used their loans for their personal residences. It is possible that some rental rooms within the client’s residence where improved without having been indicated under the rental category.



Loan Purpose (All Loans Cumulative to 30th June 2011) 2% 7%



Personal Residence Rental Unit Commercial Structure



91%
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LOAN USE



COMPLETION: Completion is defined as new house that is under construction. The objective of the loan is usually for the client to be able to occupy the house or work towards occupying the house. Common completion activities are roofing and doors and windows. FINISHING: Finishing represents new work on an occupied house. The dweller has occupied the house in the midst of an on-going incremental building process. Common loan activities associated with finishing include flooring, plastering, painting, ceilings, utility connections and upgrades such as tiles. EXTENSION: This category was initially used to represent extending existing units. Use of the Extension category was discontinued, and an extension is simply counted as a completion if it is not yet occupied or finishing if the extension is occupied. REPAIRS: This is replacing an existing (and presumably damaged, worn or sub-standard housing component with a new one. AUXILIARY STRUCTURES: Outside structures such as latrines or septic tanks.



Loan Use (All Loans Cumulative to 30th June 2011) Extension 3%



Repair 5%



Auxiliary 2%



Completion 35%



Finishing 55%
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HOME IMPROVEMENT ACTIVITIES Home improvement activities are the specific types of improvements made to a structure. A single loan may support more than one activity. Slightly more than ¼ of active clients took a loan for roofing their homes. The second most frequent activity was plastering (almost all houses in Dar es Salaam are built with cement blocks). Doors and windows are also high volume home improvement activities.



Home Improvement Activities Among Active Clients - 30th June 2011 180 160 140 120 100 80 60 40 20 0
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LOAN TERMS MAKAZI BORA uses flat interest, meaning that interest is calculated as a percentage of the principal borrowed and the same interest instalment is charged per month. Flat interest is still common in East Africa, being easy to manage because the instalments are the same throughout the loan. With flat interest, however, longer loan periods result in paying more total interest. MAKAZI BORA uses booklets that show the full costs of each possible loan amount for each possible loan period. This allows clients to make informed choices, even before applying for a loan. Clients choose to take a loan for 6 months, 12 months, 18 th months or 24 months as long as the monthly payment is less than 25% of their monthly household income. (This was reduced to 20% of monthly household income in July 2011.) The average loan period for all loans taken up to 30th June 2011 was 14.53 months. This has been fairly consistent from the very beginning of the program, with clients balancing manageability of the monthly instalment, expense (interest charged), and mitigating their own risks. Many client choose the middle ground of a one year loan. In the first year of MAKAZI BORA, only 7 loans were taken with 6 month loan periods. During the second year, product features were changed and clients were able to qualify for larger loan amounts with their second loan. Wealthier clients then began taking shorter loans, targeting the larger loan subsequent loan amounts.



Loan Periods Chosen All Loans as at 30th June 2011 6 Months 108 Loans 13%



24 Months 140 Loans 16%



18 Months 185 Loans 22%
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12 Months 415 Loans 49%



LOAN AMOUNTS There is always a certain percentage of clients who want to take the maximum loan amount available. For the first year of MAKAZI BORA, the maximum loan amount was 1,500,000 shillings. In the second year of operation, the maximum amount for a first loan was reduced to 800,000 shillings, which represents the largest single loan amount disbursed. The maximum loan amount for second loans is 2,000,000 shillings. Although clients are eligible up to 3,000,000 shillings for their third loan, the two clients who had taken third loans by 30 th June 2011 both took loans of less than 1,000,000 shillings. A significant number of clients take loans in the 500,000 range loans. Loans of this size are common for utility connections, doors and windows and even some small roofing projects.



Number of Loans Disbursed by Loan Amount 400 335



350 300 250 200
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410,000 600,000



610,000 800,000



12



3
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RETURN CLIENTS’ LOANS Return clients show a trend of borrowing less than the average loan amount on their first loan and then borrowing higher than the average loan amount for their second loans. On the average they also select loan period significantly shorter for their first loans, but slightly longer than average for their second loans. Clients who take short loans, pay them off early, and then apply for large second loans were identified as a risk near the end of the second year of operations. Only two clients had taken third loans by the end of the first two years of MAKAZI BORA. They both seem to be using a personal risk mitigation strategy of taking multiple small loans with short loan periods. It is not expected that these will be representative of the average return clients taking three or more loans.



Average Loan Amount in Tanzania Shillings as at 30th June 2011



2,000,000 1,500,000 1,000,000 500,000 0



1,485,865



898,455



All Clients



842,788



585,000



1st Loan of 2nd Loan of 3rd Loan of Return Clients Return Clients Return Clients



Average Loan Period in Months as at 30th June 2011
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1st Loan of 2nd Loan of 3rd Loan of Return Clients Return Clients Return Clients



RETURN CLIENT HOME IMPROVEMENT ACTIVITIES With a flexible loan product, clients undertake their home improvement activities according to their own needs and desires. Many activities are just as likely to be undertaken with a second loan as they were with a first loan. Roofing and electricity connections and doors are more commonly undertaken with a first loan. Cosmetic work such as ceilings, floor tiles and painting are much more likely activities for a second loan.



Water 2%



Toilet / Septic Veranda Tank 1% 4% Electricity 8% Roofing 22%



Tiles 6% Floor 5%



Doors 12%



Painting 6% Plaster 11%



1st Loans



Electricity 3%



Ceiling 10%



Windows 9%



Grills and Gates 4% Toilet / Septic Tank Veranda Water 4% 2% 1% Roofing 13% Tiles 11%



Doors 9%



Floor 4%



Windows 6% Painting 11%
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Plaster 14%



Ceiling 17%



Grills and Gates 5%



DISBURSEMENT TRENDS



Number of Loans Disbursed per Month
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Apr-11



Mar-11
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Jan-11
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Nov-10



Oct-10



Sep-10



Aug-10



Jul-10
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May-10



Apr-10



Mar-10



Feb-10



Jan-10



Dec-09



Nov-09



Oct-09



Sep-09



Aug-09



Jul-09



70 60 50 40 30 20 10 0



MAKAZI BORA started as a new program and was new to the operating area in late June 2009. A pyramid scheme had just collapsed in Dar es Salaam, leaving many potential clients wary of new financial service providers. The first loans were disbursed in July and by September the volume began to increase as clients brought their friends. With new staff and fledgling systems, due diligence was initially weak. The credit officers appeared to be trying to appraise loans from their desks as much as possible. In January 2010, new procedures were introduced to improve due diligence and ensure that credit officers did their assessments in the field. This resulted in an apparent work slowdown that affected disbursement for nearly nine months. In June 2010 a non-performing staff was terminated, which seemed to result in a slight improvement the following month. Another non-performing credit officer did not have her contract renewed in August 2010. Disbursement improved with a new team of credit officers who came in under the new revised procedures. Excuses given for low disbursements during the slowdown were proven invalid. The “second generation” credit officers are maintaining an average of about 10 disbursements per credit officer per month. Up to 30th June 2011, the product had not been officially launched promotion was done only by occasionally passing out some brochures in the operating area. Most clients continue to learn about MAKAZI BORA through other clients or just by seeing the sign board on the office. 23 | P a g e



PORTFOLIO AT RISK (30 DAYS) TRENDS



Portfolio at Risk (30 Days):



Jun-11



May-11



Apr-11



Mar-11



Feb-11



Jan-11



Dec-10



Nov-10



Oct-10



Sep-10



Aug-10



Jul-10



Jun-10



May-10



Apr-10



Mar-10



Feb-10



Jan-10



Dec-09



Nov-09



Oct-09



Sep-09



Aug-09



Jul-09



16.00% 14.00% 12.00% 10.00% 8.00% 6.00% 4.00% 2.00% 0.00%



Basic management of arrears was a problem throughout the period. This was aggravated by the absence of a loan tracking software. Reconciliation of portfolio status was time consuming using a manual system, resulting in outdated data by the time accurate reports were obtained. Much of the portfolio at risk that continued through the period was the result of some bad lending up through about March 2010. The apparent work slow down by credit officers from January through August 2010 retarded portfolio growth as the bad loans started falling due, resulting in an increase in portfolio at risk. MAKAZI BORA faced an embarrassing period with low monthly disbursements and high PAR. Decreases in Portfolio at Risk correspond to staff changes, particularly in August 2010 and November – December 2010. There was also an intense follow-up initiative by senior management in September 2010. The last six months leading up to June 2011 showed a slow but steady decrease of portfolio at risk. 24 | P a g e



CLIENTS WITH LOANS IN PORTFOLIO AT RISK Clients with loans in the portfolio at risk category tend to be from the higher income groups. They tend to take relatively high loan values (50% taking the maximum loan amount available), with longer than average loan periods. 50% of the loans at risk were diverted loans. 1/3 of all clients who diverted their loans were in the portfolio at risk category. Lesson learned: A client requesting the maximum loan amount at the maximum repayment period with a dubious home improvement project is high risk!



Disbursed Loan Amounts in Portfolio at Risk: 30th June 2010 TSH 500,000 3 Loans 7%



TSH 700,000 1 Loan TSH 600,000 2% 2 Loans 5% TSH 720,000 1 Loan 2% TSH 800,000 1 Loan 2% TSH TSH 850,000 950,000 1 Loan 1 Loan 2% 3%



TSH 1,500,000 20 Loans 50% TSH 1,000,000 5 Loans 13%



TSH 1,320,000 1 Loan 3%



Loan Period of Loans in Portfolio at Risk: 30th June 2011



TSH 1,300,000 1 Loan 3%



TSH 960,000 1 Loan 3%



TSH 1,200,000 2 Loans 5%



Loan Use Diversion Among Portfolio at Risk Clients



6 Months 2%



24 Months 45%



12 Months 25% 18 Months 28%
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Clients with Diverted Loans 50%



Clients with Verified Loan Use 50%



Number of Clients with Loans at Risk (PAR 30) on 30th June 2011 - By month of Disbursement 8 7 6 5
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40 clients had loans in the portfolio at risk category on 30 th June 2011. Only two of those clients had their loans disbursed after March 2010 and one of those two had recently taken a second loan and then passed away. Only one of the clients whose loans were disbursed in the year ending 30th June 2011 had a loan over 30 days in arrears, and he had just died. The portfolio in arrears is largely reflective of part of a learning curve. The MAKAZI BORA program was not just adding a home improvement loan into an existing product mix of financial services in July 2009, but rather starting a completely new business model. Over 60% of the loans in portfolio at risk were promoted by two credit officers who are no longer working with the program. Several other credit officers have been active for more than one year without any loans falling into the portfolio at risk category. The credit officer promoting a loan is appears to be the most significant factor the loan’s performance. MAKAZI BORA is currently bound by a write off policy that does not allow a loan to be written off unless the client has made no payment in a period of 12 months. A total of 6 loans had been written off by 30th June 2011. Under a more conventional write-off policy, we would expect MAKAZI BORA’s portfolio at risk as at 30th June 2011 to have been much lower, but the write-off ratio to have been higher for the 2-year period.
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HOUSING MICROFINANCE WORKING GROUP Habitat for Humanity Tanzania is a founding member of the Housing Microfinance Working Group3 Tanzania and serves as the working group’s secretary. The working group is a network of institutions that are implementing housing microfinance programs in Tanzania or otherwise support the development of housing microfinance. The working group’s purpose and objectives are stated as follows:



The purpose of the Housing Microfinance Working Group Tanzania is to promote and advance the practice of sustainable housing microfinance in Tanzania. The Housing Microfinance Working Group Tanzania intends to accomplish its purpose through these objectives: Networking among working group members and sharing information, lessons learned, ideas and documentation on housing microfinance Identifying, Documenting and Disseminating Best Practices among members and other relevant parties. Promoting housing microfinance to potential donors and providers of capital for the sector, potential practitioners and house supporter service providers. Advocating and Lobbying for an enabling environment for the practice of housing microfinance. Encouraging members to share client credit references. Linking to similar groups and parties interested in housing microfinance within and outside of Tanzania



The working group meets monthly to discuss issues related to housing microfinance, particularly in Tanzania. Member institutions have given presentations to the group on topics such as loan diversion, housing support services, housing paradigms and using residential licenses to secure loans.



Attendees at a Housing Microfinance Workshop presented the



by



working



group in June 2011



3
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http://hmfwgtz.blogspot.com/



CLIENT PRINCIPLES Consumer protection is important for ethical reasons. Beyond that, it makes good business sense. Transparent service is appreciated by clients and is a factor in client retention and clients referring the institution’s services to their friends and family. Habitat for Humanity Tanzania adopted pro client principles from the SEEP Network.4 These were further operationalized into 15 promises to MAKAZI BORA clients, translated into Kiswahili and form part of the MAKAZI BORA Client Welcome Packet and client training sessions. The client principles as adapted adopted from the SEEP Network are:



CLIENT PRINCIPLES: 1. Quality of Service. We agree that: Every Client should have access to respectful, fair, convenient, flexible and timely services. Clients should have an opportunity for communicating their feedback on service quality and there should be mechanism’s for responding to customers’ input. 2. Dignified Treatment. We agree that: Clients should be treated in a fair, disciplined and respectful manner. We are committed to promoting policies and practices that affirm the dignity of clients and are respectful of cultural and gender differences. 3. Truthful and Transparent Information. We agree that: Clients deserve complete, accurate and understandable information regarding the terms of service, so that all clients can make informed decisions. 4. Appropriate Pricing. We agree that: We should offer services efficiently and that these efficiencies should be translated to the benefit of consumers in terms of the balance between fair prices, reasonable returns, and greater outreach. 5. Protection from Unethical and Illegal Practices. We agree that: Clients should not be subject to illegal, unethical, discriminatory, or deceptive services (such as overly aggressive marketing tactics, abusive debt collection practices, or other behaviour that harms clients). 6. Privacy of Client Information. We agree that: We should protect the personal information of our clients and should take steps to not disclose information without client knowledge and consent. Adopted by the Habitat for Humanity Tanzania Board of Directors 22



4



28 | P a g e



nd



May 2009



See: http://seepnetwork.org/Resources/4664_file_Progress_Note_14.pdf



LESSONS LEARNED TO DATE 1. Diversion: Clients who divert their loans to non-housing purposes represent a high risk of default. Due diligence in ensuring that the client has an active home improvement project is critical not only in maintaining the integrity of the loan as a housing intervention, but in reducing portfolio risk. 2. Human Resources: Good credit officers are a key to portfolio performance. Credit officers recruited locally and having two-year degrees or less have performed generally better than credit officers having four-year university degrees. 3. Management Information Systems: Access to timely portfolio information is critical in managing portfolio at risk. The lack of a suitable management information system has been one of the key factors restraining the MAKAZI BORA program from seeking the capital needed to scale up and become sustainable. 4. Customer Service: Satisfied clients bring more clients. MAKAZI BORA return clients frequently mention two key points about MAKAZI BORA. 1) The service is relatively fast with approximately two weeks from submitting the application to disbursement. 2) The service is transparent. Information and client loan schedules show exactly what the client will pay. It is easy to understand and there are no hidden charges. Although market observers and commentators seem to focus on pricing issues, clients appear to be focused on customer service and transparency. 5. Demand: Practitioners are almost unanimous in stating that the demand for housing microfinance is tremendous. Yet it is not uncommon for institutions entering housing microfinance in East Africa to fail to fully utilize their available capital for their housing portfolio. The key to tapping The key to tapping into the demand for housing into the demand for microfinance is understanding housing from the clients’ point of view, rather than from that of the housing microfinance institution. Housing microfinance that becomes is understanding supply-driven by the services the institution wants housing from the to provide may fail to tap into the market’s true clients’ point of view, potential in East Africa.



rather than that of the



6. Technical: MAKAZI BORA operates from the belief institution. that clients have access to the types of technical services they need to undertake their projects. This has not posed a problem, particularly given that MAKAZI BORA’s target market are people who are already engaged in incremental housing and therefore have already determined what their project will look like and have managed the prior stages of the construction process on their own.
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FUTURE PLANS 1. Scaling Up: In the first two years of operation, Habitat for Humanity Tanzania did not seek external capital to scale up its operations. It did not engage in significant promotion activities to attract clients. Given the relative success of the low-capital pilot project (the 1,000th loan was disbursed in September 2011), capital will be sought to increase scale and reach sustainability. The pre-requisite for this will be an operational loan tracking system, which is being implemented as at September 2011. 2. Housing Microfinance Support Services: In 2012, Habitat for Humanity Tanzania plans to offer support services to institutions interested in starting or improving their housing microfinance product. This is planned as a joint project with Habitat for Humanity International’s Africa / Middle East Area. Services may include field visits, training sessions and specialized consultancy services. 3. Strategic Plan Revision: The board of directors will be revising the institution’s strategic plan, based on the success of the pilot. The strategy will include the extent to which Habitat for Humanity Tanzania will extend the MAKAZI BORA retail lending operations beyond its current operating area.
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CONCLUSION Habitat for Humanity Tanzania started the MAKAZI BORA housing microfinance program as a means of demonstrating the viability of affordable housing microfinance for a “low end” and typical microfinance market. Due to internal constraints (lack of a viable MIS system and still testing the product), HFHT did not seek capital to scale up during its first two years of operations. Given the relatively small average loan sizes and insufficient capital, it was not feasible for MAKAZI BORA to reach the volume needed to have enviable financial performance. Starting from scratch, however, MAKAZI BORA disbursed over 800 housing microfinance loans in its two years, reaching its 1,000th loan in the 15th month of operation. What MAKAZI BORA has been able to demonstrate thus far is the existence of a vibrant market for low-end housing microfinance products. Microfinance Institutions who have already mastered the art of lending and have access to capital should be able to make housing microfinance a valuable part of their product mix. They key is in truly understanding the market from the perspective and the realities of those who will utilize the loans to improve their housing. Housing microfinance is greatly appreciated by the clients who have improved their homes with MAKAZI BORA loans. It will not be long before housing microfinance is equally appreciated as an important loan product for housing microfinance institutions in East Africa. Habitat for Humanity Tanzania is proud to have been among the pioneers developing the practice of housing microfinance in the region.
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CONTACTS: Habitat for Humanity Tanzania P.O. Box 105506 Dar es Salaam Tanzania Mr. Boaz Ackim, National Director (effective 1st November 2011): Email: [email protected] Phone: (255) 784 754 090



Scott Metzel: Scott Metzel, Housing Microfinance Specialist (effective 1st November 2011): Email: [email protected] Phone (255) 784 785 610
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