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L EXECUTIVE SIMMARY

The MELA progrumme was boree out of recognition that the seope of MFIs (Micrs-
Finasce Institulions) was fimited That &, BRAC recognised that not afl people were
endowed with the inhgrent abifity to be entrepreneurs, and that what those people
needed was aocids 10 wage employment. Az the same time, 11 was noted thor there was
& segment of the poor, the moderata poor, which did not belong w the weger group of
ihe MF1s and did not kave ready sccess o formal financial instinitons: What
differentinted these people from the tadinonsl micro-finance rorge groups, was tha
they required lurger logns than offered under the tsditions] micro.credit schemes. It
was the (nteniion of the MELA programms to extend small-medium cepital loans to
v dusl entiepreneurs who would ose the money to expand their businesses and
creale employment for BRAC's targel group.

Hisoneally, micro-finance has sucteeded because 1 has been ahle r0 by pass the need
for credit hiswories and mq:hym exparience through innovation of the grous
solidarity model and through reliance oo charscier assessments 1o mitigate the risks of
loan delinquencies.” These qualimsve methads are unlikely 1o work under the

s vidua! lending model 2nd thps MELA must cmploy sdditonal methods 1o
miigale such risk meding quaptissiive medods |such a8 credit scoting) s well as
“cutting edge” product developments.

In the agr five years, sufficient dat b=z been collected with which 1o determine the
lending, borcowing, and payment kabus of the MELA participents, The cesuits have
been clear; with the growth in the ouistanding portfolio there has bouiz an incresse m
the peicentage of loan delinquenciss. This increase in delinguencies provides an
instant (Tigges thist there exisi some reformations tat need to by made to the cusrent
MELA lending technology.

The current MELA loan product-offering s a clone of the standurdised and
barsaucrartic YO loan progremme (which was designed 1o serve o mioh oss
competitive atid complex market). The MELA product |ine needs to be significantly
more varied and market-driven 1FMELA 15 to be success?ul.’

This paper was ininiaied to addrezs the hikelihood of grafiiag new products into the
current MELA lending fechrology. It bas been developed because thece 1 belicfm
the onpemative need w develop now Srateges i combeung the taing deliaquency
cates among BRAC s MELA propramme part:oipants and of the gapne Sme mammina
competitive advantage in the sspall-meciom capital lending mackes. One such
strategy that will accomplish both thess goals i5 the creation of new products.

Churzhill, © 1999, Clieww Foctupad Lesgfing: due ey of Indovicbonl fuling Calmoudow, Tormao
- Kolley, 8 & Pichols, L 2000 Micro-enErpeis Lenging tisd Arntaney Prograsten (MELA)
Rarviaa, demalyets, und Rpcommendoipny. Shorsbanh Advisney Servcts, Ohaba, [heveinatier
“hberebank "],




A product, broadly defined is anythung thet sat:sfies 3 customer”s need or want.” This
definition 18 weonsisient with the coment operalions of many non-fonual financial
uslitutions (NFFL), The ustiefonz! menlity of most NTFls has been product diiven
rather than masket driven, in which the loans byusd are highly standardised with listie
vanation of field officer discretion. Momo-products are simple lo administsr and the
coss of fraud are casy o contng], Indocd, for the mon-formal Bnaocial institation
Mr,w=&mnmmm mportant than choice when it Taced
N0 competition

Bangladesh has bocome » breeding ground for miczo-finance organisations and acts as
host to over ome hundred such crganisarions, both large and small. The now-Format
Tinancial industry has Become & crative industry in Bangladesh and thus the
competitive race to-cstiblish such instirungns has been fierce. Fortunately, BRAC
reming an aftinide and mentality thet 18 very forward thinking, innovative and creative,
For this readon, BRAC has remaived 2 leader in the non-formal fnaneial indusery. In
order tn ascure it's pesition ns aleader, it nesds 1o contipuously hone and advunce it's
products and services.

This paper will discuss the opportunity that exists 21 BRAC to increase both its depth
Lol breadth through the comnvion ol tmnoverive products thar will e congracuy with
both MELA"S objective as well 55 fhe needs of the cliznr It will sutline the areas in
which the morket allows for firher proesrion as well as the challengss that exist
with the eredtion of such prodects. e addmion the concepual framewark of product
development will be discussed brielly as injerted by pragticel cags cxamples of arcas
it the world where new products have assistod axd allowed for decper end broader
penctation of the indusiry

The concept behind MELA is a relesively new one for the micro=finance industey ar
lerge ond ndesd for Bangladesh The lending technelogy needed for this market is
fimdamentally different trom the conventional micro-finance methodologies and them
could be o nead for ather non-financial assistance quch as buginess dovelopment
services for grearer impict: Not much expertise or prior knewledge exists in
Bengladiesh in serving this marker’. However, BRAC caw benefit from the experience
of gther financial instintions inother arcas of the warld, Although, ench case [s not
one that can be replicated in Bangiadash, there are several important lessons 1o be
learmed;

The resulting products were the resuls of discussions with many layers of the lending
cycle including district managess, area office mansgers, MELA programme officers,
MELA loanees, as well os thass who heve recentdy submired application for MELA
joans. In totsl over fifty members were cngaged in discusgion spanning five area

offices Gazipur, Scecpor, Faridpor, Madhnkaii, and Rajberi. Further, sever acticles

* Koder, Prulip. 1997 Moriwting Mongmomsersr fotialy. Flowamg faplemgniorlng, and Coaval, ningh
sévuwn. Upper Seddis River, N): Premtice Hall in: [heemaiier “Kodes™].

" Heand, Mopica. 1998, Now Prociic Devesopmand e Miorg-Mnance, Fowivatian ondf Premoracsn
Teciunies! Nops Nowsber | Micro-2merprisz Biat Prctice, Bethasdn, MD. [kereimaller “Brand 1
TBRAL 2000 Desevating ar Seiid Grownd: BIN Paasa 8V 1996-2000, Dhaiay: HIVAC. Mersi nafter
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an the lopic were constiliad In summiary the four products funher discussed and
recormumended in this paper ane-

\. dwvemiory-Sapply Locs: This loan product has been developed as an incentive to
fetall clicnls w pocclerate thar payvments and teduce the total mismes: putlayed |1
alio reacts m fespoase m the concerms of loaness regarding the above pverape
effective interest mie paid by them to BRAC. It reduces the loan term from 24,
15, ot 12 months 1o 2 sty or theee month torm, which reduces the entreprencun
caah-intesest outbay withoot sdpesting the standard 1 5% mterest rate.

2. Agricwitural Loan: This agricuiural loan product s designed for smull farm
owners who live in rur! 2ress of the country. The terms of this loan are
specifically talored to fhic sezsonal nesds of s wrget marker, including interest
only grace periods and balloon end—payments tied 1o the harvest cycle. This loan
should only be avuilable i certein arces where agrivulture hiy i companitive
advan pige.

3 Mamyfoctiring Loan: This loan product ncludes orgunising industry members
inio Go-operative groups, allowing for physical collateral guirantees of loans, and
sharing of technical assistance snd (deac 1o fellow group membery

3. Parpliel Loan: A paraliel joan = 2n imitstion lme of credit facility whereby =
borrowst i good standing can take on zddtional, shoui-tenn creda dunng pesk
Seagon of Juring rapid expansicn phaces. but within 8 R [0an Suchure.



1L INTRODLCTION: BRAC. BANGLADESH. AND MICRO-FINANCE

BRAC (fonuery the Bangladesh Rural Advancement Commuiitee) & a1 the forefron
4MORE NGO's working in Banglad=ch. b was foundad by Mr. Fuzle Hosan Abed in
1972 25 2 sunple relie{ orpanmaien for rehupess rebaring froan [ndia afber this
Uangladesk Liberation War Smée then BRAC hos evolved it 2 comprehensive
mattifageted tiﬁdwmcmmasnnﬁm providing proy and adull education,
trainuing sod emerprse skills, economic support. and health and fniily plannmng
services, with a partiewtar emphasis on the most disadvantaged: wainen. At ils cove,
BRAL s main objective is the afieviation of poventy througll empoworment of the
poor Today BRAC is noted as betag the world's largest indigenous organisation and
huns hoon haralded by miany-az 4 "model” I e multi-faceted and holistic uppm.,mh to
evelopmint

T view that poverty |3 reproduced i o major sy :hrnn,!.?h capital murket

e ections wis recognised by BRAC im its early days,” Lack of access w reliable
finuncial services was deemad 1o ba nmgnrﬁ:ﬁntenmmmt of the p-mrm thieir ciforis
wh [ofh themselves our of poverty.” [nfervening in this masker with o view to
democTntisiig a0cess o r.nph;u] and other fnancial services wac recognized ay an
unperiant step towands removing a block ﬂmhm:n the poibr’s effor i actively
uprove el own socio-economse condition

This recogiition led BRAC to fu’.—:t:rmut:h eredit in 1974 By disbusmg

{vass to small groups of people and providing the tachnical assiniancs 1o involve
Uenselves m different inceme seaemting sctivities. BRAC observed ther there
cnisad sigulicant poverty alleviznng opporfanites through micro<redit. Following
that first experience & & credii giver. BRAC tested varions approaches 1o micro-loans
andd appratxed the credit inputs m 1h2 brves of the poor. Sinee then, BRAC"s misro-
finance programme has grown o nclude over 4 15 mullan people ns argeeed through
various seginents of 1he populatton moluding the extrame poor, midemie poor, and
NOT-POCT.

Pl IV, sigpra. mofc. 5 o7
Piease IV, migov, polc Sal T
" PR IV, sugeiea mnde 3wt T




With a population af 131 ml.ll.h.'r:..Hul'r 2001 estimate)” of which 36% (1996 estimase)
ars below the poverty line'” thers exists a lage market and need for micro-finance
activities, lm fact, it i estimaned thar Bmgl.tduh halds & wrger market of 18 milliom,
with an semeal ourrsach of 15 % million'" Asthe populnbon continues 10 INCrE05E.
thare exitE o largar soope for
MFls. In Bonjgindech the MF
| e market has been penatrated
by meveral MFI™s Both large
-.1::-.1 small. At the head of thes
15 BRAC which has captursd
"l'il"l-l.':' the MF masce shars

Figure 1: Bangtadesh’s Miero-Finance Markeot Penstration

Simply definsd, micmo-
finanoe is the provisson of
financial services o the poor
af a mEcho level 1f has beon
deemed an sllecdve and
cwical development tool as it
benedits poor households by
provicing fimancia) chowes
using credit and savings
facilipes, insurance and
lzacing services, and sdvice
on life management skille
Exparience of micro-finance
institutions all over the world has clearly demonstased that the poor are commitied,
they are honkable and that they make valuable clients of spesicily designed (ancal

S8y iCas

The goal of BRAC S micro-finunce J1[1.Ih|.1|1'|]'ﬂe,' & 10 provide specifically oulored
|.".11"|'-.l1'|i' and other serviges to the peor, * Ulomasely, the objective of BRAC = 1o
promote the econom:e m:'.n:l-npmnm m the sountry b‘:r mereasing he income fevet of
the ruril poor, particularly women " Initially, however, BRAC was concernead with
creghng a selt-sustaining bady whose credir <mr|'-|r s goneraied sulficient income 1o
support othar somal devealopment progrummes " The mpact of credic provision has
been felt by tha 3 48 million women who ure incressingly being undarstood as an
important income generator in their household and in their country.

I 1974, BRAC lnunched two séparate progremmes: The Outreach Programme, which
mabilised the lnndlesy to use thér own resources and obiain suppnrt frop the focal
government to-nprove their lives; and, the Rural Credit and Training Progrmme
(RCTP) which argartised |andless groups, and provided them with training, credit snd

I - The Warld Face Souk-- Sonpioduh. Contpel Entelligonce Agomay . |7 Feb 2002
sarywadet povciapeblication. hohook/pane by himl= [haremafier “UTAT]
LA awprs, ate Yae [0
Y Women's World Banking 4 0o 8 Febaisry 2002 Mavimbine Eficizney Workshop Conforsnos
Hosadowstx [iaka
= Poose IV, xupra, nobke 5wl 7

Fhase V. supea, powe St 7
" Phmee [V, sire, e S0 7
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selfemploymen: opporremtess. In 1986, Rural Development Frogmumme (RDP) was
formmed, which, emong several other components, inshuded providion of savings.

Additionally, BRAC pfmmﬁmncm services tuwough a number of olher
programmes which provide tailor mads crodit to specific maget groops: The Incame
Generation for Velnerable Group Development (IGVGD) Programme provides credit
and ofher support services incindng wraining and essentisl healh core to the exireme
poor who reccive food aid through the Wrld Food Programme (WEF). The BRAC
Urban Programme (BLP) also provides financial services 10 the urban poor. And
lastly, the Micro-enterprise Lending and Asustance Programme (MELA), as the
voungest member of the femily of finzncial services, is dirseted towards serving the
financis] service necds of the mors entreprencuniz] advanced among our YO members
and also ameng non-members.

MELA is & relatively new BRAC programme. It was born in 1996, with the objecrive
of generuling income. and creating new employment through enterprise development
i the rural and semi-urban aress of Bangiadesh by providing credit tacilities and
techaicul assislancs o new and existing small businesses. MELA was introduced
tuough 10 :lrumhuﬁ of RDT im [996. At the end of February 2002, MELA gperated
in 194 brapches."

The option of self-employmesal i af times too raky especially for the very poor.
Wage smployment can create the conditions for many of them W ke up self-
enweprensursiip by removing ti= capizal bottiensck can be an effective strategy
contributing sowards crcating 2 moee vitrant local ecooumy. Thus, in tum, can bencfit
the poor through employment and consurmption Linkages. This is the conceptual
undsrpimming betind the MELA Programmes, which sios 10 provide werking capinzl
credit to existing micro-entrepreneurs who waal to scale up. Bolh mwmber of the
village organisetions whe show an entreprencurial drive and micro-enlerpnses of non-
members i MELA 'S working ares are considered as the targel markel {or this
programme The rationules behind mciuding RDP non-members for this programme
has been driven by twe considerations: One is 1o ensure that thers are enough clients
tr rmake the MELA unit's operations. viable - the tiumber of RDF clients whe would
be suitalile for this pragramme might not be enough: The sevond reason viss 10 further
sirengthen the consumption and employment lnkages tr.'r b:nen the poar, by
supparting & larger and mare vared range ufmt:rpmu.

 Curreetly BRAC operases oot of 433 Brenches for eres offioes! and 672 outposts. BRAL realiscd
mhmufmmm“mmﬂ wi™tn the arce sround 1he AD s and 1Bt mie
S.GIn worang = aw sres wete sho Shestered sround the muain than, beaving the porichenas retamvaly
westrrod. Remoleoess o clonsly hoked to forms H“ﬂimtpﬂt‘lﬂ? ol thu im an effer te reack oot
e ensraaivEly and serve e prophenss 2n8 ot ance. S ELAD has irsducsd oolposts thal er
atuchid w the newrest AD.
™ Phate IV, supru, nows 5w 7T
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1. CONCEPTUAL FRAMEWORK FOR DEVELOPING NEW
PRODUCTS

With the rapid onset 10 #stablish micro-finance instinstions in Bangladesh,
competition bas been ferce at atiempting to captuse & larger share of the micro-
finence morket. In fect, currently Bangladesh is bost to some 100 mucro-finance
institutions (both arpe and small). In the last ten years, product development has boen
seen a3 8 means © differentiate and o increase the breadih of these mstitations. In her
Technical Noias | and 2. New Product Developmern: jor Micro-finonce, Monics
Brand'’ discusses the process of pew product development. The notes are “intended ©
muu1;mdcimnuuu-lwmmmmimhﬁihnpmdmmmhhuthm
breadth (new matkets) and depth (aew producrs)™'". Brand's paper identifies the
approach to the development of new products that shoald be teken The following is =
surmmary ¢f tus approach.

Traditional Appioach (¢ New Product Developmeny

A product is anything that satisfies s cussomer’s oeed or went. " From on instintien's
pout of view, lmm:mumhmMM,nﬂmm
domg. offers a strategic compezitive advantage. ™ Brend's technical note deals
pamanly with Guancal services snd thug it takes the brosdest defimtion of product te
mnclude iis componenl parts.

Core product: The reason wiy the customer pays monsy — a benefit {c.g., financial
retumn, security) ot the need it fulfils (e.g., liquudity, liveithood);

Actual product: The specific features that charagtense wihat the customer 15 buyvimg
— mcluding how it is designed (tenmns, interest rates, eligibility requirements) and
packaged (length and clanty of the epplicasien, colour of the passboak);

Augmented product: How the customer receives the product — the way in which it
s delivered and serviced (application twnaround time. bours of operation, waiting
room facilsties, and customer serviee — in terms of fendliness; accessibility before
and after the loan is closed; product knowledge of loan officers),

New product developmen: involves refining and expending these component pars in
& miethodical and systematic manner. Corporate sppioaches 10 tew producs
development have been consistent over the Last couple decades, and have followed 2.
sequenies similar to that depicied in the Sgure below,

" Morica Brand i Dirsctor af Progrmme Evaloaion for ACTION International, o nonprodit
erganizstion that finances misw-cnterprss development theoughout the Americas. Praviousty, she
worksd inand sreund San Francisen, Californds, for the Devzlopment Fund | helping dzsign s 550
omullion, stabewide, malti-bank lending mu'u-imy o fimasor wrall businenazs, for an envrocmental
izan fund. and for the Wainea's loiitive (or Seli-Employ ment, providing business traming o fomele

PO TR eI

* Brand |, g, ote 40T

¥ Koiler, papra, sole Y at- 7

> Thomsn B 1983 Avw Prociet Develogmmer:  Mincgomg ond Forecastoy for Strotegic Siceess,
Mew Yok John Wiker & Soor, o, [Eeranafier “Themas ™)




Figure I Tradiviasal Apprasch to Xew Predodd Developmdant
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The figure depicts siz stages of new product developmeni

|. Dpportuniry identification m untapped markets i& about the signals from within
and outside an institmtion that ive wise b new prad.uﬂ ideas. An MFIS new morket

nppummmu include inereasing 1z product Line's depih (new products nnd SRYICHS 10
existing oustomers) and breadth (cior=nt products 1o pew tarpet markas”' ).

How can en instiiotion conclude deat new products-are roquered” Certainly, one of he
most basic and efficiesr methods & o anaiyse curreat lkending trends. Sharp increasas
m delinquency or Jesertion are strong indicators of new product requirements. This
mst=ntaneous delingquency trngger, which is part of most strong methodologres, can be
a source of new preduct developiment if an MFI can incerporate the valuable business
information that late payments signal, A business migh: face repayment dilliculies
i:lm:'uﬂﬂ{: of & change in cash Nownecds (e.g., seasomality, rmpid growth), extermil
counonmic faetars (e.g., industry dovnram, recession), personal factors (e, sick
furmily memhers) ar, sicaply, becans= it was a pocr credit risk. Understanding thesa
difforamces is impartant because there may be mutually beneEcial produst
developmant OppOFUBITies that can mest castomes adeds while mmproving the bottom
Ins In paricular, MFIs have addressed repayment problem= brought on by &
brsiness cycie or A panicular stage of growth by refining their prodocts.

m: Fﬂﬂﬂﬁ"l. 1] fals

7 Analvsis and evalvation deciphers opportunity signzls o determine whether
dovzloping oew products makes sy=iogic sense based on en 2ozessment of clisnt
mecds. competitive theeats, and its own institational respuress

3. The design and development phese delinsates bow to desipn end develop e
proictype (o representation of 2!l or parts of a product) 0 be pilot tested. This phase
requires two major steps:

& [Internal sef-up. This process mvolves mobllising the interdepartmental
collaborativn necessary to undertake the development of 1ae nisw produet
including ideatifying = product champion (its main proponent), saffing the cross-
fonctional tram, aad buw!lding instimucnal buy-in, or fill acceptance, of extending
the produst line

B Kotler, muprc. sote 3 7



b, Marker research, Once the denred product mix has been delined, the MF]
undergaes a process of segmenting the market and forecepring demand rhrough
different methods of market research. Sourcés of information and approsches for
githering data can be pulled from both inside the orgenisation and externs|
sources, ineluding vialueble customer fecdback

4. The market test phase invalves the inroduction of the proroype mie the marker
on a limited scate 10 provide o reality check on the research end 10 refime the produeet.

Piiar resting halps predict the product®s future market scceplance. The process
imolves:

= Selecting rest sites. which inchodes the :ize of west group, locaton of test, end
rarger marker;

*  Setting lendmarks dunng the pilol 1881 10 passe for analyzis and product
refinement,

= Establishing test duration by companag the benefiss of thorough fiekd reseanch
with the costs involved, includmg direct cash cetlzys and the gppovfenify cog of
wmse and market share; and

*  Analysing the reiulis of the pilot 1651 by considering the financial, compantiva,
methodologieal, and instinstional issues of adopting the rew product.

8. Commerclalisation includes marke: launch or product roliout and is the resuli of 2
successful rescarch phose, Prodisct scale-up, of rolling out the produet 10 the entire
market, starts with the four Ps of markecing—prduct [design), price. promotion, and
potitioning (incloding both physizal distriburion and markar positoning vis-2-viz
competing products), Implamentasion of o new product slse raquires blding up the
instinutional capacity of the organisation in rerms of smiT rmining, incentives, end
information syNTema

6. Life Cyele Management: Tracking of the product’s life cyele includes a product’s
initisl imtplementation and subsoquent marier penatrarion. Praduer davelopmant is
trentzd a3 an angning process of refinamiont hased on cliont faedback and morket

analyiis.

Tailoring producii to the evolving needs of elients can have real profit opporunities
Ir addition 10 reduced delinquency, which inevitably comes whan cash flow rom
operttions i3 bettet aligned with repayment schedules, i3 the relntonghip theris baii
upon customer gervice. Loval borrowers are o source of profiss for most MFIs bacrusa
of bomowers’ increased demand fov new services, their lower risk of costly
delinguency, and thelr invaluable word-of-mouth publicity, As a customer”™s
snterprise grows, so docs s peed for wallored financlal services, adjusted terms, and
new products.

I a later paper. “Commarcial Approaches 1o Now Produet Daveaiopment in Micro-
finance: Case Srudles of Banco Solidarie de Esuador and Chjas Muonicipales de
Arsguipa Peru” (Angust 1999), Brand, identifies some of the key clements that
resulted m succesaful product development initiarives amang micro-fmance
ingtitstions. The elements! fancures anributed 1o success of 1 product secording to her
bave been summarised as follows:



Take a target-market approach to prodoct design. Micro-calreprensurs &re ool
komogeneous. Within the micmo-cnterprivs sector, different segments appear with
differemt needs and demmands. [ikewise, micro-enlerprises and bowscholds have
different Gmancisl needs ar difBerent times. Using » product development process
thar is chenr-centred allows: commerially onented micra-finance manntons o
mieT both their findncial #5 weli 25 sociai goals. Products tailored 10 & ¢lcal’s
financing needs have s greater mpact m belping them manage the volanlny
inherent in the sector within which they workl Designing product terms tied to
chient cash fMlow alw tmproves sheir repayment capacity. allowing the institution o
sustnin operation and thke greser risiks

[ F]

Develop rick managemen: techniques to preserve nsset quality. Risk coatrol
imeagures need 1o b tken i bach tha dalivery of the products and the actunl
design. Institations should try to be creative and flexible in instituting risk controls
{0 maintmn the atrmctivensss of their products 1o customérs while preserving asset
quality

1 Offer a dhversified portfolic of products to peactrate more deeply into the
target marker. In serving multiple markets, an institution runs the risk of
ipreading e resouress oo thindy aad diluting its efforts. An MF1 should use ther
diverse produzt menu to provice incentives for prompt repayment and to position
themselvis as the one-stop sbhop for a micro-enterprise”s financing necds.

s Establish & ¢wfture of inmevation to develop new prodoct eppertunities This
polnt is not limited 10 the eoperation of new product ideas. Rather. il 13 a critical
component of the ongoing refinement that ts necessary to enduce the product
meets the aeeds of aa sver-mvalving target market. lastinutiond shoold use-
rzchnology and incentives 1o foster 3 calture of innovation il promotes the
genaration of pew product ideas.

Baa Ii

The micro-finance industry 15 evolving quite rapedly arovnd the world, With the rapid
spread of best practicss o micro-iinance, there are an increasing number of
mattutions providing micto-finsnce zervices with an incredied cmphasis on
sustainability and profitability. The markets for micro-finance services ere svolving
with mereased competition, mcressed sophstication of the cliens, ard more end
varied services being offered. The incrzascd competition = pulling grealer pressuse on
the micro-finance mshitutions lo retam thewr exrsting elwnts und 10 entify new clients
ar new financul products in ocder to continue to expand thewr serviges. More
sophisticated clients are Jooking &or new fmancial products thal maet their needs. The
combination of all of these factors 15 increaking the importance of markeling new
producs within the MFIs.

is



IV. CURRENT PRODUCTS AND TREND ANALYSIS

From humble bejrinrings as o pilot projéct that wee divected towands graduaied
members of the BRAC'S Miero-finance programme, MELA gained guick momenmm
1o hecome & successlul and rupidly growing venture, By Janusry 2002, MELA had
curmuiatively disbursed aimost 1.4 ballion takas m loans and further had atiracted over
16,000 bormowers. Afier ive years i is m:e:um:htuhm:a leniding history,
sigmficant cash flow, and an emerging managerment capaciiy . Before proceeding
with a discussion on the loan products that are recommended to fusthes cxpand the
programumes it is impartant i gan an snderstanding of the trends that MELA has
followed in the pest yeor. This will coeste an understanding of the arcas 1 which
MELA hes sudcesded and tw areas i which there exists areas for improvement. This
pormon of the paper s dedicated 10 unalysing historical daz: of MELA and @
cetermine il trends exist that will assist BRAC in determining e next course of

achon in s on-going development.
Curreat Loan Freduchy

MELA currently offers one product: the demand loan. The terms of such a koan ar2
outiimed as follows:

e

Average Loan Size

Over the 1ast five yeass, the average MELA loan size has increased: from Tk 26,600
In December 1996 to Th62.000 In January 2002 This increste of 1330 over the past
five vears is Indeed encournging an it canfirma tha: BRAC lonns ore penetrating the
marks: more profoundly with respect to depth. This analyeis corroborates that there i 1=
in fact a gap that exdsts in sorving this inceeasingly important maricet segment: that i
the modernte poor. Ieonically however, based on discussions with peogramme
officers, more oftea than nor, programme officers give less than the amommt requested
by the businesses; if'in fict the amount requested by the borrower was in fact met, the
everage loan nize would likely be much higher. Further, 25 the pool of repeat
borrowers inerease, the number of larger loan sizes incrense. This is due 1o the faer
thit repeat borrowers demand larger loan amounss, and if they have exhibited diligent
repaymenl behaviour, propramme officers are likely to puthorise the disbursementof
# larger lokn amount,

Lw.mmﬂr:ﬂﬁ




Figuie 3: Yearly Avernge Loan Sife
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To supporr this analysis Is the graph below which outlines the percent value of
disbussement by loan size for the past five years. As the progrunume manired in the
first five years, the bulk of the loan gradually moved upwards rom 1k to 50,000tk 10
50,000k, and in the recent past to berween 30,0000 and 100,000k, Overall, this trend
is both positive and necessaey: if META is 10 schieve jrstared geal of growing existing
small businesses, new rurnl jobs end wage employment. it must conaisiently inerease its
average lean size.™ This dramatic portfol o growth must be accompunied by & parallel
development of stafl, management and strategie cupdeity, for it s cnly through the
development of stong masagement skills focused on Implementing a highly focused and
strat=gthe MELA plan will this programme schieve its economic development goals ™

= Sharshank, muprn, mate 1 o &
Shormbanb, taewn, nome T o &




Fipure 4: Percent Valoe of DHiburiement by Laan by Wear
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Maonthly Disbursement

The graph below depicts the monthly disbursement as well as the aunber of loans
disbursed in the month. The most obvious trend 18 the fact that since inception, the
number of loans disbursed has been moreasing mgaificantly. This s certamly & move
in o positive direction, nd like the increase in average yearly loan §iz¢. confirms thas
MELA loans are incressing thewr depth with respect to penetratian of the marker
However, tpon closer exdrmination the graph {lhistrates séverul peikt These peaks
happen in spocmdic but logical movements. Betwesn 1998 gnd 2001, RamadanEid-ul-
Fitr hes fallen during winter (November-Junnary) Dunng this time, enteprénews e
keen o take out MELA loans in anticipation of higher sales. This geneeally is

indicative of enterprises engaged in the sale of poods, such as grocery, sahonery,
tentiles and the ke

=




Figure 5 Monthly DNshursement oy 0 Jenaary T2}
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Further, there are local maximams: during the months of June 1 %% 200, and
2001. Per discussion with MELA staff, this mecresse n loans is expecio duc o the
fact thut during the beginning of the celendar year new branches are opeied,
Genermlly it takes sbout five o 5ix months for a branch to develop the 11liastructare
to dishorse [oans, As soch, i1 is in June that significan: number of Jouns - dishursad a=
nembers wail in anticipation of the aperations of the branch ollice,

Sectoral Analysis

Since inception, MELA has offersd over 26,000 i loans w some tweniy (ndustnes
over five sectors; aera-farmirg, cotiage indistry, food prnmslng‘ o rnzrprs&s,
sndd this textile industry. Majority of these loans hiave been (0 the “oche -« erprise™
sector These industries are noa-productive sectors and do [le in ey o cresting
ermployment. MELA s employmant creation stratégies will be discus o lnmer

“'ﬂmwlnﬂ.ﬂﬁm.ﬂﬂmElmMMﬁ:mmﬂﬂx T indienies,
wilh the csesption of the Sorviss Soolor, src copeesd o the 8852 of aovonboriatds o ome AU lsenery
ST, the servite sosler secousied for saly L9%% ol the wtal lomn disborsed i thie e ) In [ight el te
imunaveriality of (i mmwum {TO0,00ME.} whes sefeieoce is made Lo ihe Orfwer Lo Sentor, itis
made in relermce o thowe etierprisss sngaged in the inveniorable itensl, ek ol e paed.
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Figurs & Percent of Lowns Thiborsed by Sectos
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W ren the wal portiolio outsEnding 2ad the overdus loans is diseggregetsd zocording
to the five sectors, an inferosomg Sct is noted: that the “orher enteTprise™ camcpony
shares low then it's proporional share of the overdue loans This is generslly sccepied
duzz 1o the natore of the seomr. As previously mentioned the other snnerprise sector
consias primesily of traders sod those sagaged in the sale of inventoriable itms. This

industry is cheracterised by working cepital requirements, high umover of invemocy,
Figure 7: Total Portiolic Outstandicg and Overdae Loam by Sector (Januury 2002)
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and seasonality of sales (particularly atound festivals). The fact that (oans #re mads in
this group miuch more frequently than others 13 due to the fact that MEL A officers ara
coernisent of the lower cisk asseciated with traders and thus provide more loans to this
sroup. This analysis ootes the necessity of programme officers tobe mase diligent in
the provision of (pans to the other sectors, a3 well 28 the need 1o refine the cormint
producis to be more conducive o other industry needs.

Ripeat Borrowers

The unportance of 1epeat borrowers cannot be undarsrazad. Not only do repest
borowers provide indication of their satisfacrion with MEL A loans, bat repear

Figure B: Gross Heprat Borrawens
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customers ingireclly WALNTRIN rAnsaction costs low thereby increasing the operating
seli-suffictency of the programme. It is difficult to fathom thar MELA hormowers hold
one tme capital needs and thus require oo further loans after their initind lonn. In et
with the awarensss that majority of loans are working capital loins itdinndd i reason
there is & continueus need for capital. The repent bormwer st is thos an indication
of the satisfaction Thar sustomers have with MELA . Sarisfied customers tanslaie to
loval custamers. In an inchoitry where competition is fierce and where new MFUs are
conttnucusly competing for cllents, loyalty 13 enitigal 10 the ensured success of an
MEL Further, with each additlonal new berrower the mergingl cost of lendimg
imereases: that is, ransaction costs will be higher as programme officars gssess te
cisk of each new client and then further are required 1o chese the clien in event of
defaslt. Cussomers who sre mpent borrowers already have established & credit ranng
with the MF1 and thus are lower risk loans



Smce inception MELA has ceeated 16,358 bomowers and has offered 26,216 losns.
The table below outlines the namber of loans that have heen ziven torrepet

bomowers: )
Table 1: Kon-Repeat Barrawers Dissgeresoted by Number.of Luans Taken

Number.of Numberof Mumber af
Borrowers Laans nonsrepaat
BAFFAWErS
Firat time
baorrower 9100 o i0e dirs
Second tima |
borrower 5,005 | ol Bo 1,231
i Third tima i
| borrower 1.814 5.742 220
Fourth tims
bnTower A0 1,895 <0
Fifth tima '
Eorroawar 28 14400
| Total 18,358 76,215 4700

The Column to the fir Ieft depicts (he number of bomowers whio have not continued on
10 the next level of lending. That is, of the 9.1406 borrowers wha arc cuitently on their
first loan, 3,179:0f tie bormowers did oot po on to faks & second lomm. Likewiss, of the
1,014 bomrowers whe have taken ouf thind logns, 230 losnees did not proceed o g
fourth loan. The Gt that of the 26,216 lozn slmost 2004 did not renew Thelr loans
migy beof conesrn to MEL A, The reason for this requires significant gatount of
resesrch, Bnd it way be.an avenue thet BRAC may wish 1o explore in (he fumure, Asan
aside; however, wheh 104ans: expire or are regaid in full, it may be desirable for MELA
PO officers 1o parform exit mierviews with ibe clients. ‘Thas will allow MELA o
coatinuously hone its products and provide meaningful servicefo iby clisnis

However, i1 15 easy 10 retionalise thet the poor 2z¢ ot 2 homogsncous group with
broadly similar needs. In fact the poor are & dynamic and vibrant group wiho regquire
non-coakie cunteesalutions to i problems.. Recognising the heterogeacity and
diverstly of the aroup i detenminznt in the success-of 2 mucro-fnasce prodict
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Purtfolio Quality

Siace tbe inceplion of the MELA programme, significant srides with rospect 1o
wncreating the heeadth of the customer s served have been made This incindes
providing small-medivm cepital re over 16,000 horrowers (curmeatly nimos: 12,000
borrowers are cutstanding’ which has evolvad mto the creation of over 2 000
additional jobs {both par-time and fuli-times} in over 20 business soctors, The mumber
of borrowers has been steadily immensine a1 5n average of over 3% per month since
July 2000, With she increase in the outreach dhere has been a concurrent
dispropartianate increase in the sumber 6f borrowers wha ane defuulting, By July
2001, the numsber of borrowers thar ware delinguent on loans was 28 (X 88%), and
over the past year the numbar af avardue borrawers hus been mereudimg by 6% per
moath Peak pereents of overdue borrowers spproached 108 in November 2040,
While MELA has experienced crmatic behuviour with respect 10 the number of
borrowers that arc defauliing, there exists a clede trend that the perdent of detuult
borrowers is in fact increasing.

Figere % Delinguency and Tots! Ootstanding (to.Jul 201§

N 7507 m D e i

manageable, |t 15 Evitent that 2 siong default culbee is bepinaing to eusanate among
the MELA programume paricipanis.
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Still further, since the infancy of the MELA programme, the tomal portfolio
outstanding in July 2001, reached almost 400 million takas with the cumulative foan
Asharsement reaching almost | billion takas. AL the same fune howsver, averdns
rates reached 2 $% by March 2001, which translated into a Portfolio et Risk of 6% of
the TPO Despite the fact that the delinguency raies tre currently relatively minima!
and msnagesble,

Figurs 1 MELA Losn Durstanding Borrowers (1o July 1061)
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The remainder of this paper will be dedicated 10 a discussion on the [our prodect
types that BRAC may wish todnject into its corrent lending technology. The
development of these new prodects adapts a seetaral-bused approach 1o lending with 2
product for preferential elients.



V.  INVENTORY SUPPLY LOAN

This loan product has been developad 2< an incentive (o retuil Chanls o aocelerale
thett payments and reduce their In=rest outlavs 1t alko reacts in responss o the
complaints received fom the loznees regarding the above average effective interes
raze paid by them 0 BRAC. |t noduces the loas term from 24, 18, or 12 mondhs to 5
siv of three month lemm, which reduces the entreprensurs cash-interest outlay withou!
susting the standard 13% nterest rale,

Preconditions For Preduct Development

Market Conditions

It bas been poted that majonty of Joans are betng made 1o grocery stores, retail
outlets. and the like. In fact at Jamuary 2002 more than hall of all loans wers made o
\ndusiries tha: engaged in mading activites of which majority of, 11 not all, lmans were.
used 10 buy supplies and inventory. Moreover, it has been racognised by the
programme offlcess that retailers and traders exparisnce lowsr default retes, end thus
many of the progremme officers are dirscting their marketing efforts 1o these retil
chients. The reason for the low def@ult mie amang reil clients is quite simple:
mventory and supplics have & gk mamoeer mate and thus the risk of defanlt on a loan
s quite minimal relative w other scrivities such as manufectunng which genemily
has e longer gestation periods. SHll frther retwlers stockpile myentory snd then
unioad it during the shorr high ceason {Durgha Poom, Eud, etc.). In this munner
mayofity of sales occurs within # three-month window surounding the major festivals,
which bends itself oo the conciusion that within this short opersting cycle
entrepreneurs should be able to make sccelermied pavments.

The development of s supply-Inveniory loan 15 prompted by the comcern of MELA
loanees that mieres! piryments are excesstvely high. During interviews with MELA
letness it was evidant that the Iergest concern tha the loanees had with MELA wss in
regesds 10 interest payments. Chirrently MELA offers o flot rate interest of 15%) per
anram, which translates to a 28% efective interest mle aver (he period of one-year.
This interest rate jo considered relanvely high compared 10 commercinl banks
although less than locel meneytenders. While it i5 recogaided that the ense mnd
swifimess of obtining & MELA lozn i5 a valus added service that should be paid for@t
alsn ncts ns 8 deterrent for other entreprensitrs whio weuld rather not pay such
exorbitant mierest rlsg

Instiiutionnl Capacity

Buch a loar product is very essy to introduce ints the current [2ading technalogy a8
BRAC"s curren: capacity elemenss do not vary significantly from the technology thas
ts already in place. In fact it does not require eny alrerations 1o the currsal lending
technology and adminisration Thet =, MELA officers must continue 1o be pradent
officers who can manape multipl= inanc. in this manner no new system noed be
imalementad but ratker an extension of the corent MIS system © include six or thres
month terms. Duc to the short oporating cycle of the businzses, it is imperetive thar
progremme officers recopniss which Bisinetess and induitries host these short
operating cyeles
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Product Analysiss Characteristics and Dellvery

Target Market and delivery

The mrget markets for the inveson-sepply loan are MELA's retal clienis with
sexsons! cash needs, This target segiment includes retail of énléd micro-smireprensars
wotiung o mdusines characlensad by high seasomality and Guick oparatmg cyeles.
The scasonalsty 1§ defmed by campaien-drven sales peaks {during Eid and Pooja) and
by product-specific damend luctustions {such 2 sweaters i winter), The six-
monththree-month nventory supply loan 1= designed specifically for the purchase of
supplics o raw meienals m'pn:;hamtinn for these peak sales penods

This loan st be specifically targeizd to those who are engaged in ttading activities
due 10 the face tha tradersiretalers are able to realise grealer income during ifse high
season and thus inake sceeleratsd payments.

Terms und pricing

In erder 1o provide mentsl ease to loanses who have becomse spathetic o MELA losns
it is recommended that MELA adfust its current Joan praduct 1o include a six-month
or three-month repayment peniod. In this way the lounes is raceiving the same smoumt
ol foan, and although he or she mst make larger and sccelerated payments, he or she
will be cutlaying less for inkerest. For example. if n 100,000tk loan i disborsed over =
i 2-month peniod, the loanee will be required 10 repay 115 0001k including interest
That translates 10 a9, 383k monitly peyment. [f the same lozn were dishursed over 2
six-moth period of an n@rest /= of 15% per yoar, the loanee wonld be roquired to
repay anly 107,300k including interest Thas transistes to a monthly payment of
17,916k, The immediate concern with this product is that the loanees do rot bave the
ability to meet thess acceleraed =nd fngh payments. On the contriry hivwever, it is
generally accepted that mejorioy of businesse= occurs during & three month window
surrounding Eid or Durgha Poojah. Satce this sesson i when majorities of salas pecur
it would stand 1w reason that the Iosn payments momic the income that is generased
from that |oan. Further, it would make it essier for the lodnes 10 mest 125 paymant
schedule becanse the payment is made when the money i comed rather than
expecting the entrepreneur 1o 3moath and save income over n period of @ year

The Inrgest concern with this type of loan is that it does not support MELAs
obpective of creating wags emplovmens Tt is in MELA'S interest to invest in-and
encoumge more productive sectars (for example manufacturing) which have
employment g=iwth capanilities. In consideration of this it s recommended that
MELA reduce the ceiling an this type of loea from 200 000rk to 100,000k, In this
way, oaly thosa that genaimsly require such hoans will want to ke u'l'l-lm'lugrnfil.

A bomower ¢an ke oul &n inventory loss for ap to 100,000, It is priced st the same
Interest ate 45 the peneral loan #nd backed by the same guamatee. Six-month'thnee-
muonth inventory koan is a shirt Erm-loan ntended for intended specific cales events.
Bomowers can choose o ferm of three or ©x manths deperding on either & Cempaign-
specific or product-specific:
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Risk Management

The mist sygnificant risk essocinted with providing a loan with such a short t=mm
OCours i event that o programme oificer assesses the oparating eyele incorractly, That
i, the programme ofTicers assess the opentmg cyele shorer than i in foetis In tis
event, the delinguency rates will Likely increase signficanily. It should however be
left w the loanee 1o determune hisher own operanag evele with the assisience of the
programme officer.

Kesulis und Benefiis

Because the (oan term 15 shorter, MELA will be able 1o turmover it"c Toens meve
efficrently, which will result in lowening the risk sssociaied with disbursing loans.
Under the new tens of the lozn MELA will be sble 1o increase i scope
sigrmbicantly. Usiag the examplc of 2 100,000tk losn, if & loan were 10 be made of
thus amouns under Lhe current |2-month option, oaly one entrepreneur will besefit
However, il the same loan were disbursed over & six-month term, MELA woold
be 2ble to disburse the loan W two entreprensurs with the same amount of
TESOITCE.

Cost rummsation znd efficient use of esourzes is nanurally & consideration for
MELA while designing any product By inrtisting the loen of six-month ferms,
MELA will not have w significantly aiter it's current [oan dishursemen: process
(includes appraisal, business knowledge, ele ) as the inftastructurs s slready in
place to sustain such a loan. MELA may have to constder repnnting costs and
photocopy costs of the new form (o include o “check hox™ for the gix-monthithrea-
month loun, however no new training costs will be entniled.

By cresting s loan product taifored 1o its most “successful” clients, tha retailers,
MELA will be able ro retain these clients end avoid the risk of losing the cliénts o
other competitors such as Proshika, ASA, erc




V. AGRICULTURAL LOAN

This agricultural loen product s decxened foe emall farm owners who live i rural
sreas of the country. The terms of this loan ave specifically tailoved 10 the seasonal
needs of its target market, including interest only grace periods and balloon end-
peymmints Bed o the harvest oycle This ares should coly be available in cortzn arcas
where agro-based emerprises have s comparative advanage

Preconditions for New Product Development

Market and Macrd Conditiens

The ecanomy of Bangladeeh draws 11s strength anc stabulity primarily from
agriculiure’™, Bangladashs ferdle soil and normally umple water supply bave created
optimnl conditions for the cultivation of rice and jute, among fruits; vegetables; snd
other gming. Most Bangladeshis earn their livings directly or indirecily from
ngriculnire and thus efficient manngement of agriculnure (s very erucinl for her sbcio-
seanemic development, In fact the aoriculmural sector [n Bangiadesh comprisas 30%
of Bungladesh's GDP, £3% of the Tabour force, and over 75% of the export eamings
mainly from row jute and jute prodices ™

Tos jon £lan 1998] | 129.
1599 | 755.73 tailcr Th

" GOF Grewtn rats (1538507 B
..%Ewlﬂ"_ﬁh 5

of Rural Sousehics 1753 milicn
'ﬁ:.demHmnei'ﬁm [ & 0 o
o, of Farm Sousehoids 1150 mion

M. of Agricutural Labour §.40 million
Halisannlds
w B0 {042 millien
hh=dium Houassholds 1T i il
Large Households ] e llisn
valed Arsa 1777 millien #cras

| Cultivaled-Rrea nar kouizeholds | 1.5 stran

_Faaummzm (1295:87) | 17a%
rAgalion Arés | 859 millie gerye
Sowrce: Virtuol B ladesh

Diespite the country'# large dependency on the agriculiure sector us & soures of labour,
income, and suctenance, BRAC has been unable o offer influential suppor o this
very Inroe market in rerme of providing MELA louns. Al Junuary 2002, agncairural
sectors pecounted for only £% of the eatite loan portfolio:

* trual Rengladerh- Ecomomy: Azriculirers Vinual Rangladed:. 17 Jen. 2002
wenew, viruaibengiadesh com fedonmmyags hitml>
T CLA, mepra, note 9.t 10.




Loan Disburssd | " of Total
Portiolla
Doty P o Y
14 T30 385

e Ol e [ o5
Pouky 11 1195
| Sublotel l 8045
 MELA TOTAL &34 679 836 100%

Searrce, BRAC AES Devisrsmet

The sgriculmire year begins tn Jste Fobruary, when the weather (s drv and gotting
warmer, Orver & geriod of several weeks each figld is ploughed thres ar four timas
using a wooden plough ard two dxen, ons man can plough 0.02 hegtargs in an eight 10
ten hour warkday. In addition to plonghing, field preparation for irvigation invalves
construction snd mnmtsnancs of plot boundaries bislfa meter ligh, using sarth and
waeds from the field, :

While rice and jure are the principal crops, sugar cane, pofato, pulse, tea 4nd tobaces
are glso impormnt crops. Generslly, Bangld=sh bas two principal crop production
seasong armually, bur the [RRI {[nfernational Rice Rescarch Insutute) varisey of rce
production has added a thivd ssason. In thic way loan turnover will incresse o
twi'three fmes per yoer,

With the rapid increase in populaiion snd very high préssure on lond in Bangladesh
which is one of the mosl densely populacad countres i the world, 11 i no longer
podsible o expect the 1admionz] f=ming svsiam o evolve mio an mtengive system of
production. Increased productviy of sgniculre ragquires continued supnoraf
modsm agricultural research. s ussfniness, tmaliness and relgvance.

11 3 therefore in the interest of MEL A to assixt in thoe endeavorr MELA con assist
by creating a loen product that is specifically designed for firmers, particularly those
mcro=enterprise firmers. Farming hasa very specific sél of requimrements and cyeles.
which are cuntenily not supporied by the siandard loan,

Instirutional Co

in osder for this product to aperat= sncecssfially MELA wil! reed 1o hire joan officer=s
with expertise in agricultere 25 = erizica] part of the loan underwriting process in
regions where agricolure has » comparative advactage. This peison would be
dedicaned exclusively o the agmionitoral foan becanss of the apecialised mature of the
loin prodict Tha vaniehility of he climaie-dependent markats 15 culirely different
from the relanvely predictablz coaditions that » comenereial mitro-culorprse faces.
Specialised experrise will b2 required to understand how to valee the agnculiural
nasels approprisicly snd m predier risk prodently. With sucl: aregular pavinen! terms

ad



{ for example, interest only with ballcon end payviments . Juitial aonalysis of the
bormower’s sextoral eaperiise and character will be & critical risk managemeal ool
Turther, MELA will pead 2n mlerml svsiems staff and a suiliciomily robest
management mformanion sysiem oamortse 2nd ek not-standard loans with such
grace periods and ballocn-end paymeents.

Product Analysis: Characteristics asd Delivers

Product Marker and Delivery

This prodact has baen designed t penstrate deeper into the nucro=Calerpnse market
partizularly the agricairursl sector. 1 oan offtcers can market thus product though
direer surreach 1a potancial zliancs, including visits 10 the feld and 1o the weekly
agricultural markets where these products are traded. This proactive, persomal
promotional ¢ffort 15 important ﬁu_r MELA 5ut:~nﬂ1‘lﬂly penetrate 1his new markst
it & manner that communicates the chient-focused namare of it operations.

Terms and Pricing
Repaymenr myms are designad o maich the harvesting season ot the client’s
partienlar agricuimal product Most epayments are structured with sxlended mierst-
only grace periods &nd bailoona peymests al matunty that comcides with cultivaiion

In mm effort to maxnise the Aexibality and 2iteation 1o bortower's needs (and losn
purpose), maturity cen mpges Sorm 30 days fworking capital) 10 two vears (equipment.
prurchages’

fon & Deley Farming humm

F.l.' i i3, -ﬁ_-':_uh_ |_.

=

Wenth | Monthly | Princiaie | Interest | Total
Milk Prod'n | P, 1 Paytmant Paymant
—— (Ml | (Th) 3|
(i (30,0007 | =| (30,000
1 - - 375 37
3 EL] 526 | 7
[ T30l 5 o8s H’ |
g 01| 58 378 5638
T I5Li 3854 | 75 4,050 |
8 5L ] 1684 | %7! %058
- Fi5L | 3%1 : % 4@ =
10 135 L B T !
T 1351 1.57% 141 152 |
Teesl | 30000 ED 3E 125 |

= Praciple Paymentis calculated 0o 3 pro rets basis o the prodactan eycle
For exumple, In the foumh monde (S562.5657°30,000=5 2634k
[rilmrms Pasmeni 15 onloulmied nor apiur FOEG00% [ 390%1 11 I=4, 12 5k
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The agriwulmurnl prics shounld be consistent wath the pomial micro-enterpriss koan, Due
o the higher capital cost of investing i agriculturel equipment it ur:mmm:hdtf:m
MELA increase the ceiling 0n thess leand from 200,000k to 300,000k, byt maintam

ths same imtevest piis at 13%:

Huk Management

The Risk exposure for the sgricofmrs] products is highly Sependan? on the skills and
gxparrise of the lonn officers and their ability 1o sccurasely nppralse the harvesting
eyele and properny value, Using speciatised firm equipment 48 sccunty introdoees the
risk that the resnle value in the evis: of defrolt would be dower than the miial
appraisal. In addition, becanse the equipment is movahle, it can he hidden when tha
time comas @ redeam thecollperat in case of defank Arthnes, MELA may want
ask the horrower 1o pledge edditional assets or insist on & co-signer t provide an
alternative recourse in the event ol defanll, based on the sume eriteriy os is
commircial micro-credic The stagpered, back and payment struiure alsa exXposes
BRAC tn risk in The avent of & maagra harvest becouse of poor cultivation or misnse
of loan finds. To manuise this sk, MELA can disburds money n tmnches riad o Ioon

use verification, for fess axperienced hirrowers

Results and Benelos

Drelivenng products wegesed et the sgneultural sectons 18 4 cost infensive endesvour

because of the lvss developed systams of communication ind trunspormation
infrastructure, the persennliced marers of the mitin] marketing sutreach, and time

comsurming analyviis. Monatheless, it 2 anveipeted thal this prodoet will soon coverit's
costs because of the higher avernge loans sizs, low default rate, and vest uninpped
demand in this neglected marker. With the assisiance of's dedicated MELA officer
with expertise in the agriculturs! sector, MELA will be abic 1o offer technicu!
experiise 1o the finmers in 2rms of sharng best practioes 2le,




VIL MANUFACTURING LOAN

In the recent past, MEL A has besa under critici=m for not meeting its mitial
Objectives and targets with sespect o the provision of technical assistance and
Empymen! crealiof 0 Ricro-cnoepreneurs. From the social and economic
development perspectives, MEL A should be wmvesang and duecting funds 1o more
productive sectors which creale employment and af the same e provide ipchnical
services o those at require Brem. Thes concism is the uupetus of the " mapufachirng
loan"™ product that has been developed 1o mest thess goals. The produst includes
Qipunising (nehistry members into co-operative groups, allowing for cullateral
guaraniees of loans, and shariog of rechnical assistance and ideus to fellow group
ey '

Freconditions for New Product Development
Murket and muers conditlons

MELA loans have anly minbmally pencoated the indusinal secion. At January 2002,
the follpwing mbormmation was availabic:

Table 41 Manufdetyriog Sectors Laan Ja L .

| Bector | Ameunt %ofloan |
D )

Chamiani & & 505 sah 0% 0s0

SOATalET

Engineering ang 28 F30.ET BT 14

T nduares
[F— 458E a3 L1 0.50

| Flaabs & nbcer B =573 1% 110

irtdustn e S

Santioem R O30 GT7 1 Rag 240

Wood & wood 1B.752 586 IR% 1 B0
| Subiotal 70,513,541 14.3% 0.92

MELA Total 464 B 10.Rsh 100 6%

Digea Sinwrce: BRAC WIS Desarmmuni

Only 14% of the MELA loan portfolio 1s invested m the manyfhcturing sector
Through cousultations with Dustrict Manaz=rs, Programme Officens, and MELA
manufacnaring entreprencirs, there are soveral reasons for lack of intecest on parof
mbaulsciurers for MELA [oans:

I} The lagest invesimen! of productive seciors 35 that of machinery, Cartaniy
machinery. 0ot raw materials, ;7 the most covdy wpul (ato the manufacturing
process together with the Izrze s=t-up ¢osts (mcloding enpplovee training and sme
§ei sct-up cosss b It is generally agread that MELA loans ar¢ unable to pieet the
oeeds of mamilacturing clienrs dus to i jow eciling of 200,000:k.

21 Mot manefacturmg clicols arm sxperisnced m their regpegtive fields and Rave
zecess 1o other forms of capital primarniby from the commereial banking ssctor
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From the pomt of view of these cusiomen:, there is very lizla value -added bensft
from MELA loans,

3} As discussed below, the MELA programime officers do not mreet the productive
szctor duc 10 the fac that Lhzir payment panems are not as diligent a4 retei] sector
EnirEpIEAsULs:

I 1ight of these observations, & s recommiended thit MEL A create g spect fic produer
that waill afiract more produclive sectons.

The muitplier effect in the far right columa of the above table defnes the percentage
of sl empioyment generated in 2 business divided by the percentage of 0ial
dishurscment made In that seeton. As employment creation is one of the staled
ohjectves of MELA, the m:plnmn*muhlphn eflect is=n mmporant measure of the
siiteass of the programme. The handioom secior 18 the Inghest employiments
generating seetor, with a multiplier effect of 2,80, Companng the productive
ewployment multiplice effect to that of the grocery and stationcry soclor, we will see
thert the grocery snd sttlonery amployment sffect is only 0,7, vet thus accounts for
over 2T of the entive losn portfolio. It is at this level whers the dilemma &
ecconiusted 1 s the productive soctors that tend to bave the hicher dafanit mited,
while the retail and tradors exhibat much more dihgent payment habis. The fact i3 tha
those industrias with higher Banover rates (retail, vaders, eic ) are more able o make
zrudy lonn peyments, while those mdustnes with longer gestation periods require
altemstve pivment methods, ™

In Bangiadesh, Small and Medivm Enterprises (SME"s) sre significunt cantribitons o
munofacamring growiht and smpleymest cteation. Altheugh official recards of SMEs
zee not teadily available, soveral studies estimated that there are arm.ﬁul 17,000
medinm siged enterprises and around 130,000 imﬂwm Comprising
80 percent of manufacturing cstabiishments, SMEs sccount for BO percent of the
izhoer force and 50 percent of output of ihe gector.’ The share of SMES in the
mannfacaring $eotor in 1erass of Exod capital, gros investient and syles i 45
poToont. 33 percent and &0 percent réspec mr-r.l.y SMEs provide vital hinkages 1o
enTErpTises, plrri:ululy in fhe high prowth u.pm secior 2nd also form part of the core
businass activities in rural and urbap arcas.”’

Instimtiomal Capacity

Among MELA officers & very stroea risk-averse culiure prevails. Certmnly, MELA
programme officers are less Likely to approve loans for those businesses with whose
industrics the officers are léss comfortable. Those officers that & more familiar with
& speafic méustry would betier umderstand the nsuss of companies engagid in that
indusiry snd be able to provids mors meanmglul service. The implanenttion of &
manufscturing loan i3 quite comprahaasive and thus will sequmre peogramme officers
the: heve o strong understanding of maaulactunng tvpe indusities and strong
analyvizcal, problem solving, and organisational abilites: Generally these employess

* Phase TV, ruprir, noe § 07
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will be those who have recarved commerce dugrees amd ure more equippad m deal
with rsk

In terms of munegement information syswem, this product is a modification of the
aiready established micie-Enoncs village orpamisstion model and thas the fobustness
of the current system will provide 3 sound foundanon on which 10 sbsorh this new
model

Product Analysis: Characteristics snd Delivery

Target Market and Delivery

Maturally, thete are cerlain regions 1o Bangladesh whete Gompatutive advaniagee exisl
i these productive seckors. Forexample, in the Tangail region, manufaciuring
ndustry » most prevalent; while in the Chittagony area forestry o the most previlent
industry. By auknwhuigmg the comparative advantage thit each ragion has, BRAC
will be sble to alioeate 1l ‘s gmpliyees with buckgrounds in speciiic areas to those
regions. L this way, the entreprenctas will benelil from the eapertise that the
progrumme officer hus in forzstry (5 mmpll:L BRAC will also bepellt beciuse a
greater percentage of the loan poctfolio wall be disbursed w productive sectom where
it will be realising moee fully its goals.

it is recommended thar BRAC mansplant s groep focmation model, to that of the
manufactunng indisTy, byocganising nasauiaciunng colspreneurs il groups. T
idez ts adopted from the notin of 3 “made association” bul on & smedler siale. Foe
cxample, if in 8 regron where forzsay i the predominant indusry, MEL A &
facilitats the organisation of the cotreprensuss into this larger scala village
organisabion with representatives from sech company. Monthly, this orgonisesion can
meet to discuss vanous issucs srrounding the industry, such as bewt practices,
ungroved buymg paterns, €. The MELA programme officer, who is knowlzdgesble
i1 the area, will be present w ofer mdependant advioe and act as the mdependent
facilizawor. The nrganisation can appoint & President wiio i responsible foe
cotermunication with the MELA officer. The role of the MELA oificer will be 1o
cellec! e momhly payment from eack member.

The target markst for the “manuizctuning loan™ is manulacluring clients who operate
in areas with a high concentraiion of similar industries. This wrget segment inchides
growth-orienied and esiablished indpstrics, It will b the responuibility ol the MELA
0 musemt'r'll potentizl clients and introduce o them the concept of the “trade
assocation,’

1erms and Pricing

A manufacturer shoukd be abhe to ke o 2 loan up to 300,000tk (o support expansion
of his or her business with flexibie repeyiment terms. This prodoct excludes the
parchase of rew matenals and wvestory supplres. The purpose of 1his loan (s
facilitabe emmploy ment creation Seoaszh the sxpanson of the manufscunng the: is best
scoumplished through capibal zcquisitions. I members of the wade pssociztion do not
nesd loans, they &e sill able w panicipaiz in he rade ass0CL0n,

The loan price should be setat 157 Hat as oormally sxpected while the operations
should be a5 suchy monthly 3 manufachuneg group should mweet whete comumon 155usS
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can be discussed such os supplice and buyer ssues. [n this way, members can colluds
with respect to setting of pirces amd reccive groater discounts &1 mass purchasing
power 38 well as find 2 regulsr stream of custoness. Because of the group model,
wembers can gross guaraniee igans and 25 resull of this (noreasid level of proweciion
the loan ceilings can be increased o 300000k A member who does not recenve &
loan will still benefit from e shommp of d=as and techocal skills, and will be able w
cogage in ccouenmies of scale

Risk Management

Because of the “wade associstion” format, there is an added laver of comion for
MTLA in event of defanlt For this it shouid be within the propemsity of BRAC 1w
increase the ceiling of this Toan to 500,000t This may, arthe same tink, encourage
manufacturers to take ent MELA Inans

Hesults and Benefits.

o By focusing on services in which the productive services will find mere benefits,
BRAC will be antrasting such productive enfrepreneurs that will in fum create
mare employment and incrcese the scope of its clicnts

»  In the past MELA has dons very Ditthe (i any) in torms of “assustance” to-its
members. This “rwads association™ will kelp MELA achieve more ot its objectives,
and at the same time rehy more of the knowisdge of the enreprencurn thomsehies
sather than or the expenise of the progamme officers and external consalians.

s Custormers will benefit from the programne through of the econonues of sczie
that are creatad. Members of e orgamsation will be able o share best practicss.
sngags o comamal-mass Fuying oracticss, and create Linkeges wilk ather
IncuEtries.

¢ The [argest concem on part of the ndustre entreprensurs 1 That they src uawillmg
to leave their businesses for extended periods of time end participate in wreining
sexsions. This notioa of the “tade asseciation” by mors client focused as it brings
the progremme officer o the “rade mesting”™ menthly 1o collect payments as wel!
a5 2llowing the members to mest on their own terms 2nd ot their own
convenence.




VIl PARALLFEL LOAN

MELA has cummently been in operstions for simost five vesrs: Within these five years,
it has esishiichad for icelf 2 ¢lear market presence. However, as MELA loanees
become mose adept ol undertaking MEL A loans, their needs are becoming more
sophisticated. Many of MEL A"s loanses are currently in their third and even fourth
roind of MEL A foans: Sull. many after thelr second round of MELA louns see little
benaflt in the MELA loans. To order to retain these chents thal Rive exbiabined dilizent
loan payment behaviour patterns it is recommended thar MELA create 2 “paralic]”
loan prodiset that will be svaiiuble to borrowers during rapid growth cxpansion
phuses A perallel loan is an imitation line of coedit Tacility whereby a borrower in
good standing can @ie oo ddditional, shom-1em credil dnrir.rg peik scasn or during
rapid expansion phases, but within s term loan smucnere. Under this loan product
MELA wall be wiliing to offer sutomaric credit to cheats with a proven repaymen:
history, which provides mnstant sccess 10 funds of 5 specifisd amount

Preconditions for New Product Development

Marker Conditions

This product has been developed a5 a complement to the current standard MELA
product and m response toeclient need. Due o restrctive eredit policles, MELA
programme oafficers are unable to offer multiple ceedits, and thus ¢lienis are left wo
seck credit from mibrmal moneylenders during rapid growth expansion or peak
seasons. Clearly thers exists a profimble opportusity for MELA engage .

As discussed m the Gnancial trend apalysis, MELA epeat bosrowers are key o the
success of the MEL A progremme. Not only do repear bormowers undevtake larger
loans &5 they become more sophisticated. but repeat bonowers also less nsky duz 1o
the fact that they have established a credit msiory wath the Bank. In thiz way the costs
of delinguency nre lower. as there are fewer delinguency:

Institutional Capacity

The key instiunonsd capacity elements roquired for successiul implementation of the
parallel eredit include prudent loan officers who can manage mulkiple loans and o
robust mansgement infarmation system that produces the information required 1o
wdentify high quality borrowers. The risk of such 2 product can be magaged through
precise benchmarks {minmum requirements) that guslify certain boerowers as
preferential basd on their repayment records Hovies s relhiable management
information sysiem is crtical to manage this risk, ac are seasoned Joan officess who
cun mak= prodent jadgements sboul when to make sxceptions

Fortunately for BRAC, a yrrong and comprehensive MIS exists which will faciliate
the inlection of 2 paralicl product line. By designing a-quickly revelving, short-term
foan that has a streamlined underweiling process. MELA will be able 1o offer its
parallel loar product, which has many of the same benefits as & traditional line of
credit withour re-engineering ils syvstems.
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Produci Analvsis: Characteristics and Delivery

Target Market und Delivery

The mract market for this product aré MELA"s preferemial customen who are
currenly i their third 10 fourth round of MELA loans andd who have exhibited
diligent repaymeant patiernd | this menner. MEL A will be providing incentive o s
few cusiETers o matiain good paymen! patterns for comfort That in their third-
fourth round they il luve ecess 10 addivonst credit. A speclal entphosis should be
placed on those clicnts who are mvalved iy growth-oriented micro-cnterprises with
scasonal cash needs and guick operanng ¢voles

Terms und Fricing

A borrower m good standing can tike ot a pamlist ereds for up o 204 of the
existing Jous It is priced that the same imievest race ac the personal loan, and backed
ke the $ame zuasanter, if 15 value 5 suilicient covemee for both leans

Under this scheme. the butrower wall not be reguired to pay for an sddinonal
spplication foeo or zppraisal process as the addimions] paraliel loan will be ropeid in
tandem with the current loan payment. The coliaters] of tha indtial Jann will §¢cure the
parailel foan.

Beeauss it iz still 3 beai loan backed by sumilar guaraniees. parellel lonn shaild be
beld onthe 'bwh*us.! provisioned for like any other micro-anterprise eredit. Beeause
e credit s genemaily of & small amount, with stgmificandiy less risk than other
products, gazrzEntecs foc the parallel loan sen renge from o legslly binding promissony
note (zllowing MELA (o seize homsahold 2sses) to n salarisd co-signer in which case
the MELA candock wajps

Bemrowers can chopse 3 tenn of 30, 60, or 90 days end the repayment fequency &=
simdar to thet of the miGa) lonn, Bomowers cen renéw the paralis! loan cuce the
bislance is pasd off in Tull, os (ong a3 the inmis] amonnt 13 Contnuing to be paid as
scheduted

sk Management

Cnly those clientswith a demonstrated history of repayment meeting speeific
perigrmiance benchimarks are eligible lor the parslisl Toan For éxample, berrowsis on
theur mest recentlosn must have avecairad s delmanency mte of 2.5 days or few gver
all the payments with no more than eight days Inte o any givin payment. Repeat
borrowers may have cumulatively no more than séven dsvs Iaic o the lost paraliel
loan Any clicnt with # previond loen thet had been ressuctured o written off is
meligible for the produect

MELA can manage it exposure (0 mulnple credis by hiriting the amount 10 00 mors

than 0% of the préviecsly approved loan. 2411 the additional credit mug be fully
covered by the exishng guarantes, or the bormower mmsst pledge additionel sscuriny.
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Results and Benels

*  Agclients become savvier they will require miore comprehensive loan products
et their peeds and this may seek out ather credit faedlities with other
imstitntons. by order to retain the lovalty of thase customend thet have exhibited
sound puyment historizs, BRAC should instigate such a produce.

s There will ba no nead hwmﬂmdmmw;n
additional loar will mor be given bus rafier an exiension of the inital loen will be

granted
- -hh‘l:rﬂm costs of providng this parzilel loas will b menimised (o e




IX. CONCLUSION

As MFls muure and grow, they are 2rdually becoming aware of the imporEnce of
drversitying and expanding s proiduct hinz. The concems evalve with the
development of the meliinon from “Who do | want w reach?” and “What products
car | 21" 1o “How do | become profiable™ and n the linal sige to “Is my chentole
the right chientele?,” Do [ have tha right mix of products?,” and “Shoeld | diversify
cithes my elientele or my
producsT’

Each of the products
diecussed m s rapde has
it distinel chullenges and
charauterislics thet dictge
s epntniution o the
institution. Howeiver, miing
a ¢ligni-venired or target-
matket perspective in
product development
alipws the mstiution to
more indelligently ollocste
resgiiess (o foous on the
components that will
generste Lhe most deraand,
and 1l done right, profits.
The key vuloe of dhns
client-cenined sppmach i=
its ability to design
products thit meet the
needs of their consumers; thereby addressing both the linunciul snd yocial ohjectives
of micro-finance nstnfions, Focusing on what = of vilue 1o the client influences
both the operstional efficiency 25 wellas prodect desigh, increasing client sansfacnon
and retention, &nd hence profitability end sustainubility for the mstlotions,
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