Practical Applications - Day 2
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While Day 1 was structured to allow for substantial conceptual thinking, agreement on terms, and thinking about scale and sustainability, Day 2 started on much more practical terms. To start, each MFI present had 3 minutes to explain its challenges in scaling microfinance for WS&H, and to make a pitch to the rest of the participants on why they should join them in a brainstorm to tackle the challenge. The goal of the exercise was to start building practical examples which applied the thinking and ideas from Day 1. As in Day 1, the groups were tasked with developing a hypothesis for overcoming the challenges presented. Below is a summary of what the participants delivered:

BASIX (India)  http://www.basixindia.com/
BASIX is a microfinance bank with six subsidiaries, focused on ‘livelihood promotion’ that targets education, housing, water and sanitation.  BASIX funds projects which need financial, institutional development, agricultural and business support.  The organization articulated a need for subsidies and commercial finance as they want to expand their activities from the slums in Delhi to the rest of India.

In keeping with the discussions of the prior day, BASIX stated that subsidies would target product development, while commercial finance would be used to fund loans to their clients. The team which worked on the BASIX proposal suggested the use of a water and sanitation BDS toolkit, which is already scheduled for testing in India in the next month. Feedback on use of the toolkit (which would be primarily used to assist entrepreneurs to set up businesses) would be provided to investors to leverage additional funding. This proposal resulted in concrete action, and a workshop has been planned by the team in India for October 2008. The proposal received mixed reviews as the approach was viewed as inconsistent with the BASIX mandate, although there had been several cases where similar schemes had been implemented (Cambodia and Kenya). Recommendations were made to support the entrepreneurs for the duration of the project, while also ensuring audits by a private sector operator in order to ensure accountability. 

BRAC (Bangladesh)  http://www.brac.net/index2.htm
BRAC has been in operation for over 30 years, and is trying to create demand for microfinance loans in the WS&H sector without resorting to ‘compulsory’ loans. They requested assistance with a marketing and sales strategy for a new WSS product. 

The presentation began with the hypothesis that the WS&H market is complex and doesn’t allow for a single marketing strategy. Thus, any product that wants to achieve scale needs to include a cost-recovery component by leveraging both grants and loans.  Distinction was made between funding water, sanitation and health products. Water projects would rely on grants for initial infrastructure, while subsequent funding would be in the form of loans (for multiple use systems or income generating activities).  Sanitation product procurement would be through loans while health would be promoted through the use of grants although there was some debate on whether health should be exclusively funded by grants. Questions arose as to whether subsidies could be phased out with donors instead paying for up-front costs.  Feedback from the rest of the group included a cautionary note on introducing subsidies where they were not needed.
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K-Rep (Kenya)  http://www.k-repbank.com/
K-Rep appealed to participants interested to brainstorm a business model for scaling, attracting sustainable funding for subsidies, and a scheme for building support within national government to improve the enabling environment for community borrowing.  

The hypothesis that emerged from the group articulated a need for a clear subsidy policy (grant and guarantees) and the need for a new player, or champion, who would be a leader within a national institutional structure who would communicate within the government on behalf of K-Rep, promote other structures within the process and enhance the availability of funds. Discussion revolved around the distinction between upstream and downstream interventions that were needed, namely, project preparation in the upstream, and ongoing technical assistance and support in the downstream. Upstream activities clearly needed grant-based funding, following clear subsidy guidelines, and could take the form of a special project development fund. Downstream interventions included the creation of a credit-worthy community association, enhancement of finance management, increased role of private sector organizations, implementation of BDS (Business Development Services), and a dedicated project support unit that would provide technical assistance to communities throughout the course of the loan. These interventions could be structured on a part private-part public basis. It was hoped that these interventions would curb the learning gap between clients and financial institutions.  

Mahila Housing – SEWA Trust (India)  http://www.sewa.org/movements/federations/l.asp
Mahila Housing is the facilitating NGO of SEWA Bank (MFI) and Mahila Trust (WSS NGO).  SEWA Bank has been lending housing loans to the poor for toilets while Mahila Trust targets government subsidies. Mahila Housing, which has over 30 years of experience in the sector, is based in Gujarat and wants to scale to move to new cities. They stated a need for a new institutional structure for SEWA Bank which is currently hindered from expanding nationally by local laws. Currently, operations are based on grants. SEWA bank would need a link to government subsidies in order to ensure partial sustainability.  

A novel idea was presented to overcome regulatory barriers, where a ‘non-bank’ would be created to allow SEWA bank to expand its outreach to areas where Mahila has branches.  SEWA would create a housing finance company which would not take deposits (thus ensuring that it wouldn’t be classified as a bank) while Mahila would generate information on customer demand. An estimate of US$1 million was quoted as a start-up figure for the housing finance company and it was acknowledged that a business plan would be needed on customer profile, risk mitigation and action sequence. Feedback included challenges that SEWA would face – appropriate staffing and retention of ‘smart executives’, developing a liquidity source, study of structure of similar housing finance companies in India, and a need to focus on BDS.  
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VBSP – Vietnam Bank for Social Policies (Vietnam)  http://www.bwtp.org/arcm/vietnam/II_Organizations/MF_Providers/VBSP.htm
VBSP is a government owned bank which provides microfinance to the poor and focuses on poverty reduction, environment protection and social stability. The bank has 500,000 water and sanitation loans and an outstanding portfolio of $50 million in these loans.  It has been promoting the building of toilets (pit/flush), with widespread support from women’s unions to its 6 million clients. 

VBSP has been trying to find a way to increase its lending rates and lower costs and expressed a need for technology i.e. software development. Improved technology would allow them to track savings accounts at the individual client level instead of at the group level and potentially mobilize more deposits which are a cheaper source of funds. VBSP is the top provider of loans in Vietnam and want to provide affordable services to the poor. They charge between 0.5%-0.65% interest per month, and borrow from banks at 0.7% interest per month. Government subsidizes the interest rate to make up the difference in borrowing and lending rates, as well as subsidising O&M. One participant raised a question on the current market rate and was informed that commercial banks lend at 0.7%-0.75%, while VBSP lends to their clients at a maximum of 0.65%.  Lending rates in Vietnam are generally quite low, with money lenders charging 2% per month, even though recent inflation is 10%-15%. The break-even percentage interest rate was quoted at 1%, although VBSP has little autonomy to set its own interest rates as they are a government owned bank. It was observed that the demand for sanitation had been pushed by the Government with the aid of social pressure from women unions. 
