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Foreword

I he microfinance sector is witnessing
A exciting times for the past 2-3 years
with one microfinance institution (MFT)
transitioning into a universal bank and
8 MFIs receiving approval for setting up
Small Finance Banks. Growth of MFIs
has resumed with improved fund flow
to the sector. Compared to the pre-2010
scenario, this growth has occurred in a
much different ecosystem with Reserve
Bank of India (RBI) recognizing the
legitimacy of MFIs and providing
a regulatory framework for them to
operate in. In addition, the sector has
a unified industry code of conduct
with emphasis from apex agencies such
as SIDBI on its compliance, almost
universal credit data reporting to
bureaus, and MFI networks functioning
as  Self-Regulatory  Organizations
(SROs), which is the first ever in the
financial services industry. The industry
networks MFIN and Sa-Dhan as SROs
have a much greater responsibility to
ensure compliance by their members to
regulations and code of conduct.

With all these safeguards in place, it is
expected that microfinance services are
being delivered in a more responsible
manner and the clients are more satisfied
with the quality of their services.
While institution level studies in the
nature of code of conduct compliance
and client protection assessments
and social ratings are available for
most MFIs, and some MFIs have also
conducted impact assessments and
client feedback/satisfaction studies for
their clients, a comprehensive study,
seeking client feedback on services of

MFIs has perhaps not been attempted
on a wide scale, across institutions.
The idea for such a study cropped up
from our Managing Trustee Vipin
Sharma, who is a member of the Smart
Campaign’s Steering Committee. Vipin
was witness to a presentation of such
a multi country study commissioned
by the Smart Campaign and proposed
that a similar study for India would
add to this repertoire, as India was an
important market.

The ‘Voices of Microfinance Clients’
is a neutral, unbiased and qualitative
enquiry to understand the preferences,
delights, worries and stresses of clients
while dealing with MFIs. I am glad that
the proposal to undertake this study was
enthusiastically supported by Govt. of
UK’s Department for International
Development (DFID) and Small
Industries Development Bank of India
(SIDBI) as part the Poorest States
Inclusive Growth (PSIG) programme.

The methodology of the study is
based on “My Turn to Speak: Voices
of Microfinance Clients in Benin,
Pakistan, Peru and Georgia” by
SMART Campaign and Banking
Frontier Associates in 2015. ACCESS
ASSIST commissioned M2i Consulting
as research partner for undertaking the
study on the ground.

I appreciate the efforts of Rahul Bisht,
Deepak Alok and their team members
at M2i for completing this study within
the available timeframe and with the
required rigour and quality. The findings
of the study were also integrated
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into the Responsible Finance India
Report 2016, the annual publication of
ACCESS ASSIST that highlights social
performance data and practices. I deeply
appreciate and thank all the 15 MFIs
who helped the M2i team in contacting
their clients for the study and teams at
MFIN and Sa-Dhan for their guidance
and support. Alexandra Rizzi and
Hema Bansal at the ACCION SMART
Campaign provided significant inputs
and feedback in finalizing the study
tools as well as the draft report.

We are grateful to Ragini Chaudhary at
DFID, Mr. U C Gaur, SIDBI and the
SIDBI-PSIG team for their inputs and
guidance throughout the course of the
study.

The study aims to improve the state of
practice in client protection and client
treatment by informing microfinance
services providers, regulators, networks
and advocacy groups. It is encouraging
that the findings of the study point to
significant integration of client friendly
practices pertaining to MFI interactions
and communication with clients.
There are however insights into client
worries and stresses that the sector can
jointly find ways of addressing through
changes in policies and practices.

Radhika Agashe
Executive Director, ACCESS ASSIST
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Executive Summary

lient perspectives on consumer

protection and responsible
financial discourse are deeply under-
represented in the microfinance sector.
The efforts made by some MFIs,
in the form of one-time or periodic
client satisfaction/feedback studies are
limited in number. They do not provide
an aggregate sectoral view of client
perception. Therefore, there exists very
little market specific analysis of the
concerns and issues facing clients in
Indian microfinance context.

This study, ‘Voices of Microfinance
Clients’, was therefore undertaken
at a nation-wide level to highlight
MEFT clients’ experiences, their general
perceptions, concerns and delights
in dealing with the MFIs. Funded by
DFID and supported by SIDBI, it
was executed under the Poorest State
Inclusive Growth Programme (PSIG).

‘Voices of microfinance clients’
follows from an earlier study, My Turn
to Speak: Voices of Microfinance Clients
in Benin, Pakistan, Peru and Georgia,
conducted by Smart Campaign and
Bankable Frontier Associates (BFA)
in February 2016. While the overall
methodological approach for this study
is similar to the earlier study, necessary
adjustments were made to the research
tools to make them relevant to the
Indian context. The study involved two
phases. In Phase one, 10 Focus Group
Discussions (FGDs) and 40 in-depth
interviews were conducted with clients
of 10 MFTs in 3 states. In Phase two
1,080 clients of 15 MFIs in 5 states
(UP, MP, Maharashtra, Karnataka and
Tamil Nadu) were interviewed.

The study involved two phases. In
Phase one, 10 Focus Group Discussions
(FGDs) and 40 in-depth interviews
were conducted with clients of 10
MFIs in 3 states. In Phase two 1,080
clients of 15 MFTs in 5 states (UP, MP,
Maharashtra, Karnataka and Tamil
Nadu) were interviewed.

The sample was purposely selected to
have representation from a large base
of MFTs across different regions of the
country. The respondents were a mix of
rural, urban and semi-urban clients of
MFTIs. 100% respondents were women.
70% of the respondents had been
borrowing from MFIs for up to 3 years
while 30% had been borrowing from
MFTs for more than 3 years.

STUDY FINDINGS

KEY CLIENT CONCERNS AND
WORRIES

Repayments

Uncertainties related to repayments
remain the key concern of clients in
their association with MFIs. 14% of
respondents mentioned that making
timely repayments was something that
they have to constantly worry about.
The problem is accentuated on account
of ever increasing loan sizes and clients
having to obtain loans from multiple
sources.

Peer Pressure

Not repaying loan installments has
adverse social consequences for the
clients and their households. In case
of non-repayment other clients put
pressure on the delinquent clients to
repay. They often go to the delinquent
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clients’ household to force repayments.
Clients therefore try their best to avoid
situations of non-repayment.

Managing Funds in Case of
Shortfalls

Clients resort to various mechanisms to
avoid a situation of non-repayment. In
case of short-falls, responses of clients
vary from drawing on past savings to
borrowing from friends and relatives
to postponing expenses. Once such an
action has been taken the consequent
fall outs result in another set of concerns
and worries for clients.

Gender Imbalance Resulting in
Clients’ Concerns

Stress for clients is also created by
the fact that despite women being the
primary borrowers, they are often
not in control of household cash
flows. Clients have to depend on their
husbands or other male members for
the installment amount. Husbands or
other male members of the household
often delay handing over the money to
them resulting in stress for the women
clients who have to directly face
consequences of non-repayment in the
group meetings.

Women, despite being the primary
borrowers, are often not in control of
household cash flows. Clients have to
depend on their husbands or other male
members for the installment amount.

Joint Liability

Joint liability emerged as another
critical reason for stress for clients with
13% of the respondents mentioning it as
the primary reason for concern. Under
joint liability mechanism, clients need
to repay not only their own installment
but also need to contribute in case

one or more clients do not bring their
installments in the group meetings.
Need for such contribution is also
often not known until the last moment,
creating stress and uncertainties for the
clients on an ongoing basis.

Delinquency Management
Practices of MFIs

A major strategy of overdue manage-
ment of MFIs is the joint liability. How-
ever, the process of enforcement of joint
liability by the MFTs is also stressful for
the clients. Whenever there is a short-
fall in collection in a meeting, MFIs
take immediate action. This mainly in-
volves calling other senior staff at the
spot to build pressure on clients. MFI
staff may also visit client homes and
discuss about the case with the family.

Often, these discussions take place in
front of neighbors. The resulting com-
motion, arguments and counterargu-
ments become embarrassing for the
group members particularly for the
delinquent member/s. Unpleasantness
related to enforcement of joint liability
and recovery efforts extend even after
the MFT staff leaves the place.

Frauds and Losses

Association with MFIs at times
results in costs beyond the interest
amounts which is a source of worry
for many clients. There are situations
where influential center leaders or
unauthorized agents obtain bribes from
the clients for facilitating loans from
MFTs. There have also been cases of
clients being defrauded by unscrupulous
people promising loans to them. Since
the transactions are primarily in cash,
clients are also often concerned about
fake currency and losses on account of
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counting errors among other issues.
Conlflicts

Since microfinance involves financial
transactions in cash, the performance
of one member often impacts that of
others, resulting in conflicts, quarrels or
arguments which cause stress to clients.
Arguments among group members
or within community may happen
as a result of various reasons such as
a member coming late to a meeting,
delay in payments, joint liability or even
counting errors or fake currency.

When the enforcement of joint liability
in particularthreatensto turn permanent
in nature, it results in unpleasant scenes
in the community.

CLIENT PROTECTION
PRACTICES AMONG MFIs:
CLIENT VIEWS

Disclosure

Clients mentioned that MFIs are
transparent in their communication
with them. MFIs provide loan cards
to each client that contain the details
of interest rate, processing fee, loan
purpose, installment amounts and
other relevant details in vernacular
languages. MFIs also mention these
terms and conditions to the clients
during the group trainings.

Loan Products

The study suggests that clients are
generally satisfied with the loan
products offered by MFIs. 77% of the
respondents expressed satisfaction
with the loan amount, 93% were
satisfied with the loan tenure and 96%

were satisfled with loan repayment
frequency. However, with increasing
loan sizes people showed preference
for monthly repayment frequencies
and also needed loans for purposes
beyond income generation such as
for housing, education, emergency
needs etc. Also, there are instances of
field staff encouraging clients to take
maximum loans specified for a loan
cycle, although as per policy, clients can
opt for lower size loans.

The study suggests that clients are
generally satisfied with the loan
products offered by MFIs. 77% of the
respondents expressed satisfaction
with the loan amount, 93% were
satisfied with the loan tenure and 96%
were satisfied with loan repayment
frequency.

Grievance Redressal

On the grievance handling front, most
MFTs have set up grievance redressal
mechanisms which include setting up
a toll-free number for registration of
client grievances.

Most of the clients were found to be
aware of toll-free numbers but only
around 6% had used it for some query
or complaint. Clients mentioned that
they preferred speaking to the MFT staff
in person rather than complaining over
toll-free phone, which they considered
as an escalation mechanism.

In fact, clients specifically stated that
they generally did not like to complaint
about a staff over toll-free as they
thought it could adversely affect the
staff’s career and also spoil their own
relationship with the field staff.
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Over-indebtedness

MFTs use credit bureau data to ascertain
indebtedness of clients. Clients said
that the MFI field staff do emphasize
the need to take loans responsibly and
not beyond their repayment capacity.
Detailed analysis of household and
business cash flows and risks, however,
is not undertaken by most MFIs to
ascertain credit absorption capacity of
the clients. Interestingly, 88% of the
respondents knew about credit bureau.
63% of the respondents had fair
knowledge about the credit bureau’s
purpose and members were also aware
of the two-MFT rule of RBI.

Staff Behavior

MFI clients were generally satisfied with
MFT staff. Only around 1% of clients
reported of having faced situation of
staff misbehavior or threat. Clients,
however, have issues with the way the
loan officers sometimes speak to them.
The loan officers shout at the clients if
they are late or delay contributions in
case of enforcement of joint liability.
Further, the staff behavior is more of
a concern in special situations such as
enforcement of joint liability or in case
of house visits for overdue follow up.

Privacy of Clients’ Information

Clients believed that their KYC
documents are kept in safe custody and
will notbe misused. Clients are generally
not aware of the manners in which the
information, particularly IDs could be
misused and hence are not particularly
sensitive about safety and security of
these documents. It was also observed
that most of the MFIs do not return
the KYC documents and photographs
obtained from the clients in case their
loan applications are refused.

BENEFITS OF MICROFINANCE:
CLIENT PERSPECTIVES

Clients recounted several positive
experiences out of their association
with MFIs. The ability to get loans at
reasonable rates of interest and facility
to repay in installments were the most
important benefits perceived by the
clients. The simplicity associated with
MFT loans and the door-step services
were other well-received features.
Many clients reported using MFI loan
amounts to invest in productive assets
and subsequently improving the well-
being of their households.

According to many women, their
ability to bring money through
borrowings improved their importance
in their respective families. They said
that it enabled them to have a greater
say in the way household finances were
managed.

The ability to get loans at reasonable
rates of interest and facility to repay in
installments were the most important
benefits perceived by the clients.

Clients also valued the opportunities
which MFIs provided to socialize
with other women in the community
via group meetings, and the financial
knowledge that they were able to gain.

TOWARDS IMPROVING CLIENT
EXPERIENCES

Findings of this study indicate that
clients are generally satisfied with the
MFTIs. Over the past few years fair and
respectful treatment of clients has been
one of the important focus areas for
MFTIs. Efforts of industry stakeholders
including the RBI, Banks, investors,
credit bureau, SROs and service
providers have resulted in creation of
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mechanisms which improve overall
client protection and experience.

Some of the key elements that can
cause great distress to clients, as in
many other countries, such as opaque
pricing, arbitrary penalties, security
deposits etc. are no more an area of
concern in context of India, thanks to
prevailing regulations.

However, there is still scope to
further improve client experience by
addressing concerns which clients face.
Uncertainty related to repayments is
one of the major sources of stress for
the clients. MFIs can address this by
building some flexibility in repayment
schedules and rescheduling loans in
case of clients facing cash flow issues.

MFIs can also consider adopting
softer approaches for enforcement
of joint liability so that stress and
unpleasantness associated with joint
liability can be avoided.

There is also scope to improve quality

of training of MFI field staff on soft
skills so that they are more polite and
considerate in their interaction with
clients, particularly when handling
extraordinary situations like overdue
follow up, client facing any exigency
or while enforcing joint liability. While
communicating about loan products
and processes, MFIs may use more
audio-visual mediums that clients can
understand more easily.

Appropriate loan amount and efficient
loan processing were identified by
clients as major determinants for a good
MFI experience. Thus, MFIs can be
more sensitive towards this aspect and
train staff to focus on providing clients
with correct information regarding
products and to lend clients as per
their needs and not as per the business
targets.

Further, it would be important to
have periodic sector level studies and
projects like this one by SROs and other
industry stakeholders to solicit client
level feedback on an aggregate level.
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Chapter 1 Context and Methodology

SALIENT FEATURES OF
MICROFINANCE IN INDIA

icrofinance in India is largely

dominated by Non-Banking
Financial Companies-MFIs (NBFC-
MFTs). The total loan outstanding of
the industry is around USD 9 billion
(June 2016) with around 36 million cli-
ents. For quite a few years, the PAR 30
of the industry has been stable around
0.3%. NBFC-MFTs are regulated by the
central bank of the country, Reserve
Bank of India (RBI). There are also two
Self-regulatory Organizations (SROs) —
Sa-Dhan and MFIN.

MFTs in India are not allowed to collect
savings; hence bank loans and equity
from institutional sources are the main
sources of funds. MFIs also raise funds
through securitization and from capital
markets. The microfinance industry
has been growing at a high rate of over
40% year-on-year since 2012.

After the crisis of 2010, the industry
took several steps to manage risks
related to client protection. The major
ones among them were:

e RBI’s direction related to target
clients, pricing, transparency,
over-indebtedness

e Setting up of credit bureaus for
MFT clients

e Creation of Industry Code of
Conduct

e Independent Assessments of
Code of Conduct by third party

e Industry associations getting
status of SRO, giving them
more teeth to create and enforce
industry standards

After enforcement of the RBI
directives, MFI practices have changed
significantly post 2010. Some of
the salient features of microfinance
practices in India, which have now
become mandatory include:

e No collateral of any form

e Pricing to have only three
components — interest (subject
to margin cap), processing fee
of 1% and insurance premium
to be collected on actual basis.
Except these three, no fee or
charge in any name whatsoever
can be collected

e A client cannot have loan
outstanding  greater  than
%1,00,000/- from all sources —
this is to be checked through
Credit Bureau (CB).

e A client cannot be lent by
more than 2 MFTs, irrespective
of his/her loan outstanding
amount — this again has to be
verified through CB checks.

e NBFC-MFIs must abide by
the Fair Practice Code of RBI
and the Industry of Code of
Conduct.

e (lients must be informed of all
policies, processes and pricing.
It must be printed in the
vernacular language on loan
card.

e (lients must be provided a
grievance redressal mechanism.
Almost all MFIs provide a
phone number and many have
toll-free numbers.

e MFIs must get code of conduct
assessments done. This is
among the lending covenants
of most banks.
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Last year (2015), the RBI introduced
new form of banks called ‘Small
Finance Banks’. Many MFIs applied
for the license and 8 NBFC-MFIs
received in-principle approval from
RBI. This year three MFIs have already
received the final license to start the
bank. Thus, MFIs in India are now
gradually transforming into banks.

In 2015, the RBI introduced ‘Small
Finance Banks’. Many MFIs applied for
the license, from which 8§ NBFC-MFIs
received in-principle approval. 2016
saw 3 MFIs receive the final license to
start banks. This shows how MFIs in
India are now gradually transforming
into banks.

Context

As part of its engagement with several
sectoral forums, ACCESS-ASSIST
recognizes that client perspectives
are under-represented in consumer
protection and responsible finance
discourse. The efforts made by some
MFIs in the form of one-time or
periodic client satisfaction/feedback
studies are limited in number and
solicit feedback specific to services of
the institution. They do not provide
an aggregate sectoral view of client
perception. Therefore, there exists
very little market specific analysis of
the concerns and issues facing clients
in Indian microfinance context. With
the objective of understanding the
perspectives of clients better, ACCESS-
ASSIST undertook this study under
the Poorest State Inclusive Growth
Programme (PSIG) implemented by
SIDBI and funded by DFID. The study
was conducted by M2i Consulting.

! http://smartcampaign.org/tools-a-resources/1089

This study follows from an earlier
study, My Turn to Speak: Voices of
Microfinance Clients in Benin, Pakistan,
Peru and Georgia,' conducted by Smart
Campaign and Bankable Frontier
Associates (BFA). That study had also
been undertaken to better understand
the realities, concerns and experiences
of the individuals for whom the entire
client protection architecture is built;
the synthesis report for that study was
released in February 2016.

Now, this study in the Indian context will
further add to the depth of knowledge
and data in the client protection context.
The overall methodological approach
in this study is similar to the earlier
study by the Smart Campaign and BFA.
The research tools were inspired by the
same study although suitable changes
were made to make them relevant
to the Indian context. Using a client
protection lens, this study gathers direct
input from clients on their concerns,
experiences and celebrations in dealing
with MFTIs.

The two most important objectives of
the study are:

e To solicit input from clients
about what they consider good
and bad treatment in their
interactions with microfinance
service providers

o To assess the prevalence of
consumer protection problems
among microfinance clients

Broad level questions which were
explored by the research were:

e What do microfinance clients
view as their most important
worries and most negative
experiences in dealing with
microfinance providers?
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e Which are the more common
consumer protection problems
among microfinance clients?

e What attributes are most
important to clients in
determining a positive customer

experience?
e How do these priorities
compare to  assumptions

industry has made about what
clients want (as reflected in the
industry Code of Conduct and
the Smart Campaign’s Client
Protection Principles)?

Methodology

The study was conducted in two
phases. Phase 1 consisted of the
Qualitative research, wherein ten (10)
Focus Group Discussions (FGDs) and
forty (40) in-depth client interviews
in three states of the country were
conducted. Participative activities using
chart papers, photography and video-
making were also conducted to better
understand clients’ perspective.

Phase 1: Qualitative Research

No. of No. of
Zone State FGDs . 1n-dePth
interviews

North Uttar

Zone Pradesh . A
Central Madhya 1 5

Zone Pradesh

South Karna-

Zone taka E 12

Total 10 40

Based on the findings of the qualitative
research, Phase II of the study was
designed. This consisted of Quantitative
surveys to validate common concerns
and priorities of clients. The survey
was conducted with 1,080 clients of
15 MFTs in five states of the country.
(Survey tools are provided in Annexure
3)

The list of 15 MFIs and the sample
distribution is provided in Annexure.

Phase 2: Quantitative Research

Zone State Clients
Surveyed
North Zone Uttar Pradesh 227
Central & Madhya 236
‘Western Pradesh

Zone Maharashtra 204
Karnataka 208
EOEAZAUIG Tamil Nadu 205
Total 1080

The sample of study was purposefully
selected from 5 states distributed across
different regions of the country to
have a diverse regional representation.
The sample of clients was distributed
across North, Centre, South and West
of India.

It was also ensured that the sample of
clients is from diverse MFIs to get a
good sense of client experiences over a
large MFI base. However, the findings
in this study have deliberately not been
presented disaggregated over MFTs.

This is because the purpose of the
study was not to analyze variations in
client experiences across these 15 MFIs
but to have an overall sense of client
experiences while dealing with MFIs in
general. Disaggregation of data across
MFIs was also not relevant as the
experiences quoted by clients were not
limited to these 15 MFIs. They were
based on wider experiences of clients in
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dealing with various MFIs in past and
present.

Due to enormity of the size of Indian
microfinance sector and the qualitative
focus of the study, random sampling
was not conducted. Hence, the results of
this study may not be statistically valid
but they do provide a good qualitative
insight on what MFI clients have to say.

CLIENT PROFILE IN SAMPLE

The respondents were a mix of
semi-urban (40%), urban (38%) and
rural (22%) clients of MFIs. 100%

respondents were women, 71% of the
clients were up to 40 years of age. 80%
of the respondents were literate.

In terms of occupation, 33% gave
trading as their primary occupation
while 31% and 22% gave labor and
agriculture as their primary occupations
respectively. 70% respondents had been
borrowing from MFIs for up to 3 years
while 30% had been borrowing from
MFTs for more than 3 years. Details
of Respondent profile are provided in
Annexure 2.
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Similes and Metaphors: How Clients
Chapter 2 Perceive MFIs

As part of the Qualitative research,
the study tried to explore what
was the broad impression held by
clients regarding MFIs, whether it was
positive or negative. In order to do so,
one of the questions posed to clients
during the Focus Group Discussions
(FGDs) was about how they related the
MFIs or their experiences with MFIs
with any real life object, or how they
associated MFIs with that object. These
associations revealed a lot about client
perception of the MFTs.

The real life objects that clients

associated MFIs with included:

e Schools
e Temples
e Computers

e Wall Clocks

Schools

One of the main objects that came
to the minds of many clients when
they thought of MFIs was ‘school’.
Clients associated MFIs with schools
on account of the focus of MFIs
on discipline and timeliness, fixed
schedules, agendas and the provision
of learning opportunities.

Like schools, MFI group meetings
have fixed schedules — groups meet
at fixed days of the month/week/
fortnight at the specified time at the
specified venue. There is a pledge
at the beginning of the meeting,
attendance of clients is marked and
there is fixed agenda for transactions.

A local school

At the end of the meetings there is again
a prayer followed by formal dismissal.

During the group or center meetings
clients are expected to maintain
discipline — they are required to be
punctual, sit in the specified order,
undertake transactions in the specified
manner and maintain decorum. Clients
are also told to keep quiet in case they
talk too much or too loudly during the
meeting. In many groups, clients are
even expected to pay a fine to the group
in case they are late for the meeting.
There may be a more severe penalty in
the form of denial of loans in the future
in case a client is absent for several
meetings.

Clients also associated their
participation in MFIs with learning. At
the most basic levels, MFIs teach clients
how to put their signatures. This is
critical for clients who are illiterate and
have only learnt to write their names for
the first time after becoming members
of MFIs.

Additionally, clients learn about
financial products and institutions
during the course of their interaction
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with the MFIs. They learn about
mechanics of interest rates, utilization
of loans and various other financial
aspects. Many MFIs also educate
clients about the need to save and
borrow responsibly.

Client Voices

“I am reminded of school. As one
is required to reach school on time;
so I am also supposed to reach for
meetings on time. Moreover, children
meet their fellow friends at school, so
do I meet my fellow group members
at collection meetings. Moreover, I
have to be regular and cannot miss
collection meetings, similar to how
students have to regularly attend the
school. As students receive formal
education, I have received knowledge
on how to talk to people, write my
name and gained information on
various loan aspects.”

- An MFI Client in Uttar Pradesh

Temples

Temples (or any places of worship in
general) were another of the prominent
objects that came to clients’ minds
when they thought about dealing with
MFTs. The association that clients made
of MFIs and temples can be traced to
the stress they face in repayments and

A village temple

other uncertainties in transacting with
the MFTs on a periodic basis.

People typically go to temples or other
places of worship and pray when faced
with situations of stress or uncertainty.
Before every meeting, clients undergo
stress related to whether they will
be able to get adequate amounts for
repaying the installments, whether
all clients of the group will pay their
installments on time and whether there
will be any disagreements within the
groups during the meetings. Clients
also fear about loss of money on
account of frauds, theft, fake currency
and counting errors.

Under these circumstances, clients
silently pray that nothing untoward
happens and the group meetings end
without incident.

Client Voices

“Whenever I think about paying on
behalf of some other group member,
at times when she has failed to collect
money to repay her loan installment,
I am reminded of a temple. This is
because I find that situation similar
to being in a temple, fervently praying
that I do not have to pay on someone
else’s behalf.”

- An MFI Client in Madhya Pradesh
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Computers

As surprising as it may sound, clients
also tended to associate MFIs with
computers.

Through their experience of interacting
with MFIs, clients have become aware
about how all the information they
provide is stored in computers and can
be retrieved whenever needed.

Most MFI branches today have
computers and details of disbursements
and collections are entered in these.

Clients are also aware that information
is shared among the MFIs through
credit bureaus and details for all the
loans taken by the clients are available to
all the MFTs through some centralized
computer storage.

Hence, all the technology that plays a
part in dealing with MFTIs is understood
by clients in the form of ‘computers’.

Client Voices

“I have heard about Credit Bureaus
(CB) from the MFI staff and officers
who visit us regarding loans. All the
information — my name, the number of
companies I have borrowed from, the
amount of money taken — everything
is there on computers. CB reminds me
of a computer. All the information
regarding the amount of loans and the
different companies from where we
have borrowed is known to the officers.
If someone borrows from more than
two or three companies, CB rejects their
application for loan.”

- An MFI Client in Uttar Pradesh

‘Wall Clocks

Clients associating MFIs with wall
clocks stems from their experience on
the emphasis placed on punctuality.

Most MFIs have policies of starting
meetings at the precise time. Even if
the staffs reach a minute early, they are
asked to wait and not allowed to start
the meeting before time. This has led to
clients associating MFI work with that
of clockwork precision.

The objects or things that clients
associate  MFIs with were mostly
related to the functional aspects of
MFIs. They reflect the precision and
discipline followed by MFIs and the
learning. They do not generally reflect
any deep seated stress or harassment.

The ‘temple’ association however does
reveal stress-inducing concerns that
clients have while dealing with MFIs.
Clients worry about making timely
repayments of their loans, unpleasant
surprises in the form of paying for some
other client as joint liability or other
unanticipated losses. Hence, mostly,
clients pray for smooth and uneventful
meetings.
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Chapter 3 Client Concerns and Worries

he study explored various reasons
of stress and worries of the clients
in their interaction with the MFIs.

As seen in Figure 3.1, on the question
of their ‘biggest anxiety or concern in
dealing with MFIs’, 61% out of the
1,080 clients surveyed in the study, did
not express any major concerns.

For the remaining, repayment related
uncertainties and taking responsibility
for the liabilities of others emerged as
the major source of concern. Frauds,
losses, theft and conflict with others
emerged as other sources of concern.

While the clients mentioned concerns
they had in dealing with the MFIs,
the study also explored the specific
instances of negative experiences that
clients had actually faced. Details of
major issues causing concerns and the
proportion of clients that faced them in
the sample are presented in Chart 3.2.

As seen in the figure, 11% of the
respondents could recount negative
experiences from their interaction with
the MFIs. 7% of the respondents had
faced enforcement of joint liability
while 2% respondents had faced conflict
with their communities or within their
families due to issues related to loans
from MFTIs.

When only 11% of the clients may have
actually faced some or the other stress-
inducing situation causing stress, for the
others who observe them, it becomes a
matter of concern.

These clients may either be indirectly
involved in the situation or will fear that
in the future they may also face such a
situation. We now analyze the most
common situations that cause stress to
clients and the reasons behind them.

3.1 Client concerns in engaging with any
MFI (n=1,080)

No concern ‘ 61%
Non-repayment of loan _ 14%
Taking liability of others _ 13%
Fraud, losses or theft.. h 4%

Problem of fake clients B 3%

Concerns

Conflict with other.. 1 3%

Paying bribe or..] 1%

Bad behaviour of staff | 1%

Note: The options are not mutually exclusive so
proportions add up to more than 100%

3.2 Bad Experiences of MFI clients
(n=1,080)

Threat or misbehavior by

staff 0.10%

Made to visit MFT office

. 1%
several times

Paying bribe for loan | 1%

Bad Experiences

2%

Bearing joint liability JJ 7%

No bad experience 89%

Note: The options are not mutually exclusive so
proportions add up to more than 100%

Arranging Money for Installments

Arranging money for repayment
of installments is a major source
of stress for the MFI clients. The
problem is accentuated on account of
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ever increasing loan sizes, decreasing
center sizes and clients obtaining loans
from multiple sources. As the loan
installments become due period after
period, clients have a constant concern
regarding arranging installments, week
after week, fortnight after fortnight or
month after month for different MFIs
that they might have borrowed from.

There is stress on the cash flows of
the households. With increasing loan
sizes, clients expressed that they prefer
monthly or fortnightly installments
as it provides them some time to
arrange for the cash and the necessary
‘breathing space’ in between the two
due installments.

Fear of Peer Pressure

Not repaying loan installments has
adverse social consequences for the
clients and their households. In cases
of non-repayment, other clients put
pressure on the delinquent clients to
repay. They often go to the delinquent
clients’ houses to force repayments.
Clients therefore try their best to avoid
situations of non-repayment.

Based on what clients had either
experienced personally or seen
happening with others, they expressed
various measures that other members
could take in case of delinquency.
Chart 3.3 below shows their opinion
regarding the recourse which may be
adopted. Hence, for clients, a situation
of non-repayment is not just a financial
matter but a social and reputational
matter as well, which can bring a lot of
stress and therefore they generally try
their best to avoid such a situation.

Managing Funds in Case of
Shortfall

The study explored how people
manage to repay in case of cash flow
problems. 44% of the clients reported
facing cash flow problems on one or
more occasions. Figure 3.4 next page
shows the recourses adopted by clients
to ensure timely repayments.

Thus, we see that clients resort to
various mechanisms to avoid a situation
of non-repayment. These vary from
drawing on past savings to borrowing
from friends and relatives to postponing

3.3 Recource adopted/may be adopted by group members
to recover money (n=1,080)

Do nothing

|

46%

Only persuade/explain

43%

Complain MFT staff

43%

|

Forcefully take some household

2%

2%

Abuse in public

2%

Threaten at home

H W W N

2%

Recourse to recover money

Use physical violence or torture.

1 1%

Note: The options are not mutually exclusive so proportions add up to more than

100%
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3.4 Measures taken by clients to repay loan installment
(n=1080)

Never took such measures 56%

Draw on savings _ 19%

Other extreme measures

(friend/relative)

(school fees, medicine)

Postpone paying important expenses

Borrow from another source _ 10%

‘Work more than usual

Sell or pawn assets

Measures to repay installment

Reduce food consumption

Renounce more expensive foods _ 2%

Take another loan from MFI to

Note: The options are not mutually exclusive so proportions add up to more

than 100%
expenses. Once such an action has been
taken the consequent fall outs result in
another set of concerns and worries for
clients.

Gender Imbalance and Client
Concerns

Stress for clients is also created by
the fact that despite women being the
primary borrowers, they are often not
in control of household cash flows. In
most cases financial decision making
is with the male members and women
have to depend on their husbands for
the money to repay the loan installment.

In fact, even the money borrowed
by women is mostly utilized in their
husbands’ businesses. Figure 3.5 shows
that among respondents, only 13%
of the loans had been utilized for an
activity controlled solely by women.

Husbands or other male members
of the household may delay handing
over the money to them for making
the repayment resulting in stress for
the women clients. It is important to
appreciate here that it is the women who
have to directly face the consequences of
non-repayment in the group meetings.

3.5 Users of Loans
(n=1080)

Jointly by client and

male members 50%

Male members only

Clients (women)only

Other household
members

Other

Note: The options are not mutually exclusive so
proportions add up to more than 100%
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Client Voices

“We are always worried that we have
taken this loan, but this needs to be
repaid, this is not ours, we have to give
it back in time. This always bothers us”

- An MFI Client in Madhya Pradesh

“A woman takes loan and if the man
(husband) does not repay, it is the
woman who has to then face all the
difficulties and problems”

- An MFI Client in Uttar Pradesh

Joint Liability

Under the joint liability mechanism,
clients need to repay not only their own
installment but also have to contribute
in case one or more clients do not pay
their installments in the group meetings.

Need for such contribution remains
mostly unknown until the last moment,
creating stress and uncertainties for the
clients on an ongoing basis.

In each meeting clients generally bring
additional amounts to contribute in
case someone in the group does not
repay. Joint liability or bearing the cost
for other group member’s inability to
pay due to any reason can either be of
a temporary nature or of a permanent
nature.

Liabilities ~ where certain  group
members fail to arrange money due
to sudden crisis or exigencies are
temporary in nature. The group
members recover the money from
the delinquent members afterwards.

In the sample about 33% respondents

reported fulfilling their obligation for
joint liability on one or more occasions
and getting their money back from the
delinquent clients.

More extreme situations occur, when
the delinquent client is not able to
repay the installments at all, she
either migrates or refuses to repay
installments. In such situations, joint
liability becomes of a permanent nature
where other members of the group have
to bear the losses of the remaining loan
amount.

Joint liability or bearing the cost for
other group member’s inability to pay
due to any reason can either be of a
temporary nature or of a permanent
nature.

3.6 Temporary Joint Liability (n=1,080)
67%

6% 9% 18%

3 or more
times

Once Two times

Paid for Joint Liability and got money Never Faced
back Joint
Liability

1% of the clients reported having lost
their money due to enforcement of
joint liability of permanent nature.
These were members who contributed
to fulfill their joint liability but could
not recover money from the delinquent
member.

It is interesting to note that when clients
contribute for joint liability, some of
them do not even inform their husbands
or other members in the family. They
feel that in case they do, their husbands
will be annoyed and will ask them to
withdraw from the group.

In our sample, 7% of the respondents
who had experienced situation of
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joint liability reported of not always
informing their husbands when they
contributed.

A major reason for stress in case of joint
liability is its unpredictability which
causes an unplanned expenditure. A
client may be repaying regularly but
could suddenly have to contribute for
some other delinquent client or clients
when she might be least expecting it.

Client Voices

“We have to pay (the contribution of
joint liability) no matter what, as we
have taken a pledge to do so”

- An MFI Client in Uttar Pradesh

“When one member of the group does
not repay, we have to pay on behalf of
her. This is the aspect I hate the most
about the MFIs”

- An MFI Client in Madhya Pradesh

Delinquency Management
Practices of MFIs

The most significant strategy of
overdue management of MFIs is the
joint liability. However, the process of
enforcement of joint liability by the
MFTs is also stressful for the clients.

MFIs have strict policies for
enforcement of joint liability. In case
there is a shortfall in collection in a
meeting, MFIs take immediate action.
This mainly involves calling other
senior staff at the spot to build pressure
on clients.

MFTstaff may also visitclienthomes and
discuss about the case with the family;
often discussions take place in front
of neighbors. Resulting commotion,
arguments and counterarguments
become embarrassing for the group
members particularly for the delinquent
member/s. Unpleasantness related
to enforcement of joint liability and
recovery efforts extend even after the
MFT staff members leave the place.

Incase other members have contributed
towards joint liability, they continue
their recovery efforts by following-up
with the delinquent members. Intensity
of the follow-up depends on the
perceived likelihood of them not being
able to recover the money.

Asseen in Figure 3.7, it is not surprising
therefore, that when asked whether
clients would like to take loans using
joint liability or individually when
loan sizes become higher, about 1/3rd
of those needing higher size loans
expressed their preference for individual
loans.

However, about half the proportion
of clients needing higher size loans
preferred group methodology of joint
liability.

This was primarily because clients
have always been borrowing in
groups since the beginning and are
not able build enough confidence to
borrow individually. They are also
not able to understand the modalities
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for new methodologies and hence
preferred to go with what they already
know to avoid further uncertainty.

3.7 Preferred choice to get larger loan
(n=1,080)
32% 33%
23%

12%

No

preference

Need Big Loan

hrough JLG Individually

Don't need
big loan

Frauds and Losses During
Transactions

Association with MFIs results in costs
beyond the interest amounts for many
clients.

Due to transactions (disbursements and
collections) taking place in cash there
are certain unanticipated losses that
clients sometime have to face, which
create unwanted stress. Some examples:

*  C(Clients get fake currency during
loan disbursements or collections.

e Clients lose money on account
of counting errors or theft during
group meetings.

*  Some MFIs have a practice where
one person from the group collects
loan installments from all the
members in the group and has to
deposit this in the branch offices of
the MFTs. Sometimes this amount
is lost during transit.

Client Voices

“I have to be careful during group
meetings. For instance, if a member
has to pay Rs.1000, and if she hands
me over a Rs.500 note, I will have bear
the loss due to my carelessness”

- A group leader in Uttar Pradesh

“The center leader asks for money for
admitting clients in the group. She asks
for Rs.1000 saying that if for some
reason I am absent she will have to
handle the situation because she is the
leader”

- An MFI Client in Karnataka

“We know of some people in the
locality who arrange for clients to take
loans from the MFIs. The clients hand
over the loan amount to these people.
Loan installments are handed over by
these people before due date. We find
such people very dangerous”

- An MFI Client in Karnataka

Influential center leaders or
unauthorized agents in certain
cases obtain bribes from the clients
for facilitating loans from the
MFIs. These agents may also be
sometimes encouraged by the MFI
staffs to achieve their targets.

Clients have recounted instances
where they were approached by
some people for forming groups for
giving them loans. After collecting
the ‘processing fees’ these people
never returned.
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*  There have been instances where
an unauthorized person collected
loan installments prior to the
scheduled day of the meeting. On
the scheduled day of the meeting
when the regular loan officers
came for collecting installments,
clients had to pay again.

2% of the respondents in our sample
reported one of these types of losses.

Conflict with the Group Members
or Community

Conflicts, quarrels or arguments are
another cause of stress for clients.
Arguments among groups members
or within community may happen as
a result of various reasons such as a

member coming late to meeting, delay
in payment, joint liability or even
counting errors or fake currency etc.

Enforcement of joint liability in
particular when it threatens to turn
permanent in nature, results in

unpleasant incidents in the community.

Disagreements and conflicts are also
common when one or more clients are
denied admission into a group or when
a member is expelled from group by
others as others may not consider the
member responsible or creditworthy.
In overdue cases, MFI staff visiting
house of a delinquent client may also
turn into a conflict. People often do not
prefer negotiations on financial matters
at their doorsteps as it adversely affects
their reputation in the community.
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Client Protection Practices among
Chapter 4 MFIs: Client Views

In the previous chapter we understood
various aspects of microfinance that
according to clients result in concerns
and stress for them. The study also
explored clients’ awareness and views
on various client protection practices.

Disclosure

Clients mentioned that MFIs are
transparent in their communication
with them. MFIs provide loan cards
to each client that has the details
of interest rate, processing fee, loan
purpose, installment amount and other
relevant details in vernacular language.

Clients confirmed that MFIs inform
them of these terms and conditions
during the group trainings at the time
of group formation. These practices
were mentioned by clients across all
MFTIs and were fairly standard.

Clients are generally aware of the
interest rate which the MFIs charge,
although they are not able to appreciate
the meaning and significance of
reducing balance interest rate or how a
slight change in cash flow of the loan
product can change the overall pricing.

As part of their training process, MFIs
simply communicate the declining

balance interest rate to the clients who
are not used to such rates in their day to
day usage.

While clients are able to distinguish
large interest rate differences between
different service providers, they cannot
distinguish minor changes in the rates
of interest, which may often be on
account of slightly different cash flows
of the loan product.

For example clients are aware that
MFTIs’ interest rates are lower than
those of money lenders but it is difficult
for them to compare interest rates of
different MFIs. MFI clients typically
tend to compare absolute amounts of
interest which they pay in different
MEFTs, these are not always comparable
given difference in loan tenures,
structuring of repayment installment
size and loan amounts.

Awareness of clients on total
installment, processing fees, insurance
charges and benefits was found to be
reasonable.

The method of communication of
interest rate or other policy disclosures
across MFIs is largely through oral
and written communication. MFIs do
not use audio-visual means for client
trainings which perhaps could be more
effective.

MFIs provide loan cards to each client
which contains details of interest
rate, processing fee, loan purpose,
installment amount and other relevant
details in vernacular language.
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Loan Products

The study suggests that clients are
generally satisfied with the loan
products offered by MFIs. As seen in
Figure 4.1, 77% of the respondents
expressed satisfaction with the loan
amount, 93% were satisfied with the
loan tenure and 96% were satisfied with
loan repayment frequency.

4.1 Client satisfaction with regards to Loan
product components (n=1,080)

93% 96%

T71%

23%
% 4%

Not
Satisfied

Satisfied| Not

Satisfied

Satisfied| Not

Satisfied

Loan Amount Loan Tenure | Loan repayment

frequency

Regarding overall feedback on loan
products, 59% of the respondents
reported they were satisfied. 13% of
the respondents felt that loan size was
inadequate, while 10% felt that interest
rate and fees were high. 6% felt that the
loan given only for income generation
purposes was a constraint.

Most of the clients now prefer for loans
to be repaid in monthly installments.
As discussed earlier, joint liability is
a source of stress for the clients and
23% of the clients said that they would
prefer individual lending methodology
for loans of large sizes (%1,50,000 and
above).

During FGDs however, clients ex-
pressed that MFTIs should also offer
loans for other life cycle needs apart
from income generation. Demand was
expressed for products for housing, ed-
ucation, household assets etc.

Grievance Redressal Mechanism

Respondents across all MFIs in the
sample mentioned that there was a
formal grievance redressal mechanism
available. Clients had been informed
of phone numbers including toll-free
number where clients could call to
register their complaints.

As per the clients, the loan officers
inform clients about the grievance
redressal mechanism during the group
trainings. The phone number is also
mentioned on the loan passbooks
provided to the clients and displayed on
the office premises of the MFIs. 64% of
the interviewed clients were found to be
aware of the toll-free numbers and the
process to register complaints.

Not many clients have, however, used
this mechanism to complain or for
query. In the sample 6% respondents
had used toll-free number for a query
or to complain. 7% had complained to
field staff while 9% had complained to
other MFT staff. According to the clients
they are more comfortable talking to a
person who they know rather than to
some unknown person over the phone.

Most of the clients have access to
respective Branch Managers’ numbers
which they call in case of queries
or complaints. Clients also put their
questions to the supervisors in case they
visit their centers.

Branches are also accessible to the
clients. Clients are mostly located in the
radius of around 15 kilometers from
the branch and visit them to resolve
their queries.
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4.2 Complain method that had been used by
clients in past (n=1,080)
84%

Note: For data in both figures, 4.2 and 4.3, some
clients had sought information through different
means and hence proportions add up to more
than 100%.

4.3 Sources through which clients ahd sought
information in past (n=1,080)

Never needed to seek MFI 34%
related Information °

From field staff or BM _ 47%
From other group members _ 40%

Through toll-free number _ 13%

Sought MFI
relatedinformation

Only 13% clients reported that they
would prefer using toll-free numbers
to seek information from their MFI.
Remaining 87% said that they would
either approach the branch managers,
supervisors or the group leaders to seek
any information.

79% of the members who had
complained regarding a problem
mentioned that their problem was
resolved by the MFI.

It is also noteworthy that the clients
also empathize with the loan officers
and they are often reluctant to complain
about them to their supervisors.

The clients feel that negative feedback
about the MFI field staff may jeopardize
their career and will also adversely
affect their relationship with the staff.

They prefer to complain using phone
only in case of some extreme situation
which they think cannot be resolved at
the branch level.

Client Voices

“Why to use the telephone number
and complain, why to risk someone’s
job? You never know what will happen
if we make the phone call.”

- An MFI Client in Madhya Pradesh

Prevention of Over-indebtedness

MFTIs primarily depend on their policies
and RBI directives regarding over-
indebtedness to decide maximum loan
amounts to be given to clients in a cycle.

Clients said that the MFI field staff
do emphasize the need to take loans
responsibly and not beyond their
repayment capacity. Most of the clients
the study team interacted with are
aware of the need to take loans which
they can comfortably repay. Detailed
analysis of household and business
cash flows and risks, however, is not
undertaken by most MFIs to ascertain
credit absorption capacity of the clients.

Discussions with clients revealed
certain practices of the field staff which
result in clients taking loans beyond
what they need. For example, some of
the field staff encourage clients to take

4.4 Awareness about Credit Bureau
(n=1,080)

Never heard of CB 12%

Know a bit about CB 25%

Know most of the
things about CB
Know the critical

aspects of CB

30%

33%
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maximum loans specified for a given
loan cycle, although as per the policy
they can opt to take lower sized loans.

There were also quite a few instances
where clients had dropped out of one
MFTI and joined another MFI because
they thought that to avail a smaller size
loan they would have to be in a lower
loan cycle. Clients were also asked
about their awareness of credit bureau,
which is now a standard feature of
Indian microfinance.

Surprisingly, as seen in Figure 4.4, 88%
of the respondents knew about credit
bureau. 63% of the respondents had
fair knowledge about credit bureaus
and their purpose.

They knew that the details of the
loans taken by them from any MFI
are available to all MFIs through
the credit bureaus. They were also
broadly aware of the RBI’s directions
regarding indebtedness from the MFIs,
particularly the two-MFT rule.

4.5 Client perception about CB (n=1,080)

It is beneficial 61%

It is bad, for other reasons 16%

Know CB

It is bad, it creates

0,
problem to get loan 1%

Don’t know CB 12%

ey

It was also found that despite loans
being rejected by MFIs on credit
bureau checks, clients understand and

appreciate the larger benefit. 61% of the
surveyed clients appreciate the benefits
of Credit Bureaus and the fact that it
helps avoiding over-indebtedness, as
seen in Figure 4.5.

88% of the respondents knew about
credit bureaus to some extent, while
63% of the respondents had fair
knowledge. They were also aware how
the details of their loans were available
to all MFIs via the credit bureau.

Client Voices

“Everything including name, address,
how much has been borrowed and
from whom - all of it is there on
the computer. Everything is known
beforehand.”

- An MFI client in Uttar Pradesh

“If there is no check then clients will
take loans from all the MFIs and will
not be able to repay”

- An MFI Client in Madhya Pradesh
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Privacy of Client Information

MFIs collect KYC documents,
photographs and household
information as part of their appraisal
process. Discussions with clients reveal
that they believe that their documents
are kept in safe custody and will not be
misused.

In this context, one of the issues to
note is that the clients are not aware of
the manners in which the information
could be misused and hence are not
particularly sensitive about the safety
and security of their documents.

It was also observed that most of the
MFTs do not return the KYC documents
and photographs obtained from the
clients in case their loan applications
are refused. Most clients strongly feel
that in case their loan applications
are refused the KYC documents and
photographs should be returned to
them as MFIs have no business keeping
their documents if they do not provide
them loan.

4.6 Clients' opinion on maintaining privacy
of their personal data (KYC
requirements)shared with MFIs (n=1,080)

It should be shared with
only officials/for official
purposes

47%

Should not be shared
with anyone at all

Can be shared with
client's permission

No harm in sharing with
anyone

4.7 Desire of clients to get back personal
documents in case of loan rejection
(n=1,080)

57%

28%

8% 7%

Il

Does not matter ~ No opinion

Yes No

Client Voices

“If the company rejects our loan, it
should return our documents. We are
sure that the company will not misuse
the documents but in case we have no
relationship with the company, why
should they keep the documents? It is
only fair that they return them”

- An MFI Client in Uttar Pradesh

Staff Behavior

Clients mostly expressed satisfaction
with the behavior of the MFI staff.
Clients did not report of instances
of misbehavior or other malpractices
by the MFI staff. 1% respondents
recounted instances where they had
paid some unauthorized money to staff
and 1% respondents had experience of
staff threatening them or misbehaving
with them. However, most respondents
were of the opinion that generally staff
behave properly while a few staff are
bad.

Clients, however, have issues with
the way the loan officers sometimes
speak to them. The loan officers shout
at the clients if they are late or delay
contributions in case of enforcement of
joint liability or for other reasons.
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Interactions with clients indicate that
most of the clients have accepted this
as normal and do not consider this as
some serious case of staff misbehavior
or unfair treatment. 2.6% of the clients
in the sample reported that they had
been shouted at by the MFI staff. 46%
of the clients considered it not justified
while 54% thought it was somewhat
justified if clients make a mistake or
do not follow the policy. “If we make
mistakes, we will naturally get scolded”,
was the typical response of the clients.

4.8 Clients' opinion on MFI field staffs that
they had come across (n=1,080)

95.6%

0.4% 0.2% 3.8%

All were bad  Most were Few were bad None were
bad ever bad

Seeing that loan officers face a lot
of pressure on many occasions to
maintain timeliness and targets, some
clients even empathize with the fact
that they may be frustrated in case their
schedules are disturbed due to delays
caused by the clients.

Only a few clients are vocal about the
fact that the loan officers should not
shout under any circumstance.

It is also important to note that the
clients find the branch managers and
supervisors more polite in their dealings
rather than the field staff who interact
with them on a regular basis.

Client Voices

“Earlier we had some fear of MFI
staff but as they behave properly with
us we don’t fear them now. The staff
members are also human beings just
like us. They are not ghosts so there is
no reason for us to be afraid”

- An MFI client in Uttar Pradesh

“We repay loan, pay back interest
amount as well, then why should they
(MFT field staff) shout or talk to us
rudely?”

- An MFI Client in Uttar Pradesh
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Chapter 5 MFI Service Quality

Loan Related Processes

Overall, clients are satisfied with
the processes of MFIs. As seen in
Figure 5.1, only 5% of the respondents
reported MFI processes as being
‘difficult’ or ‘very difficult’.

5.1 Perception about loan processes of
MFI
77% (n=1,080)

18%

Very simple Reasonable Very difficult  Difficult
and easy

Clients ranked ‘simple and convenient
processes to get loans’ followed by the
facility of ‘collection of installments in
the village’ as the most important aspect
of the processes followed by the MFI.
This was followed by ‘staff behavior’
and ‘accuracy of information’ shared
by the MFIs.

Figure 5.2 reflects how among the
specific sub-processes of the MFTs,
clients find ‘Compulsory Group
Trainings (CGT)’ as the most difficult
process followed by ‘KYC and
documentation’. It is important to note
here that 56% of the respondents could
not point to any specific sub-process to
be the most difficult.

Nothing is difficult
2-3 days CGT

KYC and documentation

Obligation to come to meeting

Sharing personal information

Unknown members in the group

Repaying loan even in case of emergency

Taking joint liability

Distance to centre meeting

Visit of staff to home or place of work

High loan repayment frequency

Processes which are found to be difficult

Going to MFTI office for disbursement

Going to MFT office for repayment

5.2 Loan processes which are perceived difficult/problematic to the clients
(n=1,080)

1|

L I I B

56%

16%
10%

3%

3%
2%
2%
2%
2%

1%

1%

1%
1%

32 Voices of Microfinance Clients - A Study of Microfinance Clients’ Concerns, Perceptions and Delights



Reduced interest rate
Increased loan size
Disbursement and collection is done through..
Good staff behaviour
Change loan repayment frequency
Not visiting branch
No joint liability
Husband also bears the responsibility in case of..
Change loan duration

No group meeting

5.3 Clients' desired requirements to better their MFI experience (n=1,080)

62%

Reduction in interest rate and increase
in loan sizes are the two most important
aspects for clients. Interestingly, a
significant proportion of clients also
suggested that disbursements and
collections should be done through
bank accounts. This partly reflects the
outreach of the bank accounts as this
response was fairly distributed across
rural, semi-urban and urban clients.

Choice between MFIs

Asseen in Figure 5.4, in terms of factors
which drive the choice between two
MFTs for the clients, appropriate loan
size emerges as the clear preference
followed by interest rate.

While clients are satisfied with the loan
they receive for the current purposes,
when considering different business
aspirations and other life cycle needs,
people desire more diverse products.
The survey and FGDs revealed that
people expect loans of bigger size for
different needs and for making larger
investments in their businesses.

As a general demand, clients also want
loans at lower interest rates, which is

5.4 Priority of clients for choosing between
two MFIs (n=1,080)

MFI offering requisite loan

0,
amount 29%

MEFT charging low interest

rate and fee 2T%h

MFI where most friends or
aquaintances are members

MEFT that gives loans other
than for IGA

Transparency on loan
terms

Loan processing time
Loan tenure suitability

Good staff behaviour

Loan repayment frequency
suitability
MEFI without requirement
for regular meetings

MFI without joint liability
concept

Distance of centre meeting
point

understandable. Any rational consumer
would have such a demand but it must
also be understood that people are not
able to differentiate minor changes in
interest rates. They generally compare
the installment size for a particular size
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of loan across MFIs, which may not
always be the right way to understand
and compare the cost of loan.

Reasons for Dropout

313 clients (29%) respondents had left
an MFI in the past, as seen in Figure
5.5.

MFTIs trying to give loans higher
than what is required by the clients
emerged as the most important reason
for dropping-out followed by delay in

5.5 Reasons why clients left an MFI in the
past (*n=313)

Larger loan amount being

forced 20%

Could not get loan in time 19%

Insufficient loan amount

High interest or fee

Long distance of meeting
point

Conlflict with group

members

Migration of client

Bad staff behavior

Rejection of loan

*Number of surveyed clients who had for some
reason left an MFI in the past

sanctioning loans. Insufficient loan
amount was cited as the reason by 14%
respondents.

This indicates that clients are very
sensitive to appropriate loan amounts
and timeliness of loans. These two

aspects are most critical for them in
financial decision-making.

Institutional Preference for
Savings Products

At present, most MFIs are not able to
offer savings products. However, 80%
of the clients expressed their preference
to save with MFIs (if they were able to
offer savings services) rather than with
banks. This indicates general level of
trust of clients with the MFIs and the
convenience that MFTs offer over banks.
Clients also relate better with MFT staff
than they do with the banks’ staff.

However, an interesting aspect that
emerged from the study is the fact that
client require a fusion of banks and
MFIs to get the best of two worlds.
Clients voiced preferences for direct
transfer of loan amount by MFIs to
bank accounts and direct debit of
MFI loan installment from the bank
account. Thus, clients are expecting the
convenience and flexibility of MFIs on
one hand and wider range of products
offered by the banks on the other.

Client Voices

“It would be more convenient if the
loan can directly be deposited in our
bank account, we will draw as per our
requirement”

- An MFI client in Uttar Pradesh

“Bank employee rudely talk with us,
they never explain things the way MFI
staffs do”

- An MFI Client in Tumkur,
Karnataka
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Benefits of Microfinance:
Chapter 6 Client Perspectives

hile exploring about the

concerns, worries and the MFI
practices, the study also explored the
value that clients perceive in associating
with MFIs. Following are the most
important benefits perceived by the
clients in associating with MFIs.

6.1 Advantage of associating with MFIs
(n=1,080)

Get easy Loan 40%

Get information/Learn
new things

Socialize with other
women

Get respect at home

Ease of dealing with
institutions

Other advantages

None

Ability to get Loans

Ability to receive loans at reasonable
rates of interest is one of the most
important benefits perceived by the
clients. Here ‘reasonable’ rate of interest
is defined by clients in comparison to
other available sources, which are in
most cases are money lenders. MFI
clients, before their relationship with
MFTIs were forced to obtain loans at
considerably higher interest rates from
money lenders, often with gold jewelry
as collateral. It was not uncommon
for clients to lose their mortgaged gold
jewelry.

However, after access to loans from
MFTIs, dependence on money lenders

had substantially reduced. During
interactions, several clients reported
that they had discontinued taking loans
from money lenders after associating
with the MFIs. Clients often associate
money lenders with high interest rates
and exploitative practices. It emerged
from the study that with spread of
MFTs, the influence of money lenders
has significantly gone down over the
years.

Increase in Financial Knowledge

Regular interaction with MFIs
and with many MFIs also running
financial literacy programs, clients
overall financial knowledge has
improved. Clients acknowledge that
they now understand the borrowing,
loan utilization, interest rates and
other financial aspects significantly
better than before when they were not
associated with MFTs.

Improved Household Financial
Position

98% of the clients found their
association with MFIs useful. Clients
report investing the amount obtained
in income generation activities and
that these activities had resulted in
improving financial position of their
household. In the FGDs people cited
improved housing conditions (better
houses) and access to amenities (toilets
and water) and services (education and
health) as testimony to the benefits
received from their association with
MFTIs.
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Improved Status of Women in
the Household

9% clients reported that their ability
to bring money through borrowings
has improved their importance in their
households. They now have greater
say in the way household finances
are managed. In most of the cases
the women hand over money to their
husbands and take money from them
for paying their monthly installments.
This requires them to question men
about their businesses and track their
cash flows. According to some women,
the need to spare certain amounts for
each installment has made men more
responsible towards their businesses.

Opportunity to Socialize

Around 17% women find the
opportunity to socialize with other
women in the area as another benefit
of associating with MFIs. The group
meetings have enabled women to
discuss and become aware about the
issues facing their locality. This has also
enhanced sense of camaraderie among
members.

Increasing Aspirations and
Quality of Life

One of the aspects that came to light
during the study was that as the client
graduate from one loan cycle to another
the aspirations for better quality of life
also increase. As the loans are assured,

clients start planning and aspiring for
things that can improve their quality of
life such as better place to live, creation
of assets, better future for their children
etc.

Client Voices

“Things are going fine otherwise I
would have left (the MFI) long ago.”

- An MFI client in Karnataka

“The best thing (about my association
with the MFI) is that I have learnt
reading and writing to some extent.”

- An MFI Client in Karnataka

“I have been enlightened, that is
the only thing I can say (about my
relationship with the MFI)”

- An MFI Client in Varanasi

“Members take loan for their business.
If they have started any micro-
enterprise and suddenly the MFI
moves out from here then it would be a
very difficult situation for them.”

- An MFI Client in Karnataka

“Now that we have businesses and we
are earning, I want to take Rs.1,00,000
as loan. We will use it to renovate our
house and repair the leaking roof too.
The house will then look good.”

- An MFI Client in Uttar Pradesh
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Towards Improving Client
Chapter 7 Experiences

indings of the study reveal that
FMFI clients are largely satisfied

with the processes and products
of the MFTs. Over the past few years fair
and respectful treatment of clients has
been one of the important focus areas
for MFTs. Through efforts of industry
stakeholders including the RBI, banks,
investors, credit bureaus, SROs and
service providers, a uniform code of
conduct has been defined for MFIs. The
MFTIs have adopted these codes in their
operations and monitoring framework
and mechanisms for independent
validation and assessment of MFIs’
adherence to these codes of conduct
have been put in place.

These efforts have created certain
standards and benchmarks on client
protection significantly improving the
quality of client interaction of MFIs.

Some of the key elements that can
cause great distress to clients, as in
many other countries, such as opaque
pricing, arbitrary penalties, security
deposits, collateral and forceful
recovery practices are either eliminated
or significantly reduced in context of
India, due to prevailing regulations.

However, there are still areas in which
MFIs can improve to enhance positive
experiences of their clients and reduce
their concerns and worries. Some of
these are discussed below:

Flexibility in repayments: Repayment
related issues have emerged as the
most important source of stress for the
clients.

The MFIs can consider introducing
flexibility in repayment schedules to
enable clients to skip installments if
they are facing severe cash flow issues
and pay it at a later date. Some MFIs
do have such policies which have been
appreciated by clients. MFIs may also
explore collaborating with banks for
specialized savings products to mitigate
the repayment stress as is the case of
SHGs, where they have regular savings
in the group.

Softer approach to joint liability:
Enforcement of joint liability is almost
always an unpleasant experience for the
clients, more so when this threatens to
turn into a joint liability of a permanent
nature, resulting in financial loss for
good clients. MFTs can consider having
policies where clients do not have to
suffer losses on account of imposition
of joint liability. Such policies may
include rescheduling and partial write-
off of loans from the borrowers who
are facing difficulty in repaying their
loans. In addition, the MFIs can also
consider modifying the process of
enforcement of joint liability so that it
becomes less stressful for the clients and
the community.

Repayment related issues are the
most important source of stress for
the clients, followed by enforcement
of joint liability,. MFIs can make
repayment schedules more flexible and
adopt policies where clients do not
suffer losses on account of imposition
of joint liability.
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Staff training: There is scope to improve
quality of trainings particularly of the
loan officers. MFI loan officers are
the first point of contact with clients.
They need to be trained thoroughly on
soft skills so that they are more polite
and considerate in their interaction
with clients particularly in situations
of enforcing of joint liability, handling
clients facing certain exigencies, or
visiting client houses for follow up on
overdue.

Loan amounts to be customer centric:
The study indicates that appropriate
loan amount and efficient loan
processing are major determinants
for clients for a good MFI experience.
Thus, MFIs can be more sensitive
towards this aspect and train their
staff to focus on providing clients with
correct information regarding products
and to lend as per the clients’ needs and
not as per their own internal business
targets.

Financial education of clients: MFIs
can take up initiatives for enhancing
the level of financial education of
their clients. This will help them in
understanding nuances of interest rates
charged by the MFIs and comparing
interest rates of different institutions in
the market. MFIs may use audio-visual
means or other innovative methods to
improve clients’ learning retention.

Internal controls: MFIs need to further
improve their internal controls to ensure
that MFI clients are protected from
unauthorized agents, frauds as well as
losses during transactions.

Sector level studies: Periodic sector
level studies and projects can be
conducted to solicit feedback from
clients on an aggregate level. Such
studies can be initiated by SROs or
other relevant industry stakeholders.
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Annexure 2 Respondent Profile

Client location

Rural
Semi-urban
Urban
Total

Marital status
Married
Unmarried
Divorced
Widow
Estranged
Total

Age (yrs)
Upto 20
20-30

30-40

40-50

50-60

More than 60
Total

Education
Illiterate
Primary
Secondary
Graduate
PG

Total

40

Total
22%
40%
38%
100%

Total
94%
1%
1%
4%
0%
100%

Total
1%
29%
41%
25%
5%
0%
100%

Total
20%
43%
35%
2%
0%
100%

Primary source of income
Agriculture

Labor

Animal Husbandry
Trading

Manufacturing

Service

Other

Total

No. of MFIs borrowed
from since beginning

One

Two

Three

Four

More than 4
Total

No. of outstanding loans
from different MFIs

One

Two

Three

Four

More than 4
Total

No. of years have been
borrowing from MFI

Up to 3 years

4 to 7 years

8 to 10 years

More than 10 years
Total

Total
22%
31%
2%
33%
2%
8%
3%
100%

Total

39%
54%
5%
1%
1%
100%

Total

47%
51%
3%
0%
0%
100%

Total

70%
25%
4%
1%
100%
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10.
11.

12.

13.

14.

15.

16.

17.

Annexure 3 Research Tools

FGD agenda

AT ARTE T MFI % 9867 g1 & H&d ATH FT d97d 8?2 Tgo ST MFI T2t ot e & o § 747
FATE?

ST T o ATTH FAT AT MFI F A § MFIs F a1 Xeqr @ § et o arar &
Ty STl T, AT ar v '—@'cﬁ % Y F? (Hint: staff behavior, agents, bribes, risk
of default, frequent meetings, discord among family or society, over-indebtedness)
AT AT 3 T S ML e S AT ST TR A P A 2T AR

MFI & @19 & T TR § STt qee SATaT Fohe et & qeer=T gidt 82 (Hint: trainings,

loan amount, loan processing, uncertainty of loan, Joint liability, utilization check,
strictness on repayment)

ST ATTHRT MFI 3 TR ST 37 arfereft &7 aaer= g1 a7 47 el i F717?
FT MFI ZT7T T30 70 1 & STl ST&ed T g1l 8 ? 0 751 a7 47 FI0T 82

a. o9 I F IgA FIT ATTHRT MFI T T SITAHTLT &8 STt g2 FAT 3T ST SITeaht<l &

AT E?

FAT ATTRT AT (T I =l AT H AT TATIT STTAT &2 S FAT ATTeh [Aoit gearast arae
CARK
FAT SATTRT SATAHRTLT g T e st axarerst o FoFe & &mer ame St €7 s s fsfy
FEATASTT AT TSI STTARTET 6 O aT AT of Hgeaqul 67
AT i S0 % AT FAT ATAAT 82
AT o & forw et 9T 397 fRaeT common g2
MFI % TTF T AT 0T TgdT g7 FT% & ATTRT FHHT TLLTHT gl 82 SATITA FT TLLqTH T
BT B ST ot grermat 57
mﬁﬁﬂiﬁ%ﬁwﬁoverdue recovery % ZI¥T9 MFI ¥aT% FT STATY €T TZaT 82 F7
T ZIAT S ?
THE &l ST A &l ATHIeH SEHERT ISTAT BT & SEY SATIEHT FT 79 82 < MFI daht
FET A < AT ST FAT TEHT TEHE FIAT 3T FAT - AT AT ATAT TEHT AT Thel AT
A FATAT TLFT?
HITET & ST 912 9T AT Z1aT § 47 AT I HqL 57 FAT a2 A & (o0 T e a1 a1
HYTET & ST ATRI?
FAT ATT SATAAT & T IS TLATHT g 6T I & T gt PR &7 dehe T &2 F47 forwraa
STOTTAT SYeF | T8 FAT 7 ATTHT THT T 7 TAT F97 72T 87
FT Tt foarfa  MFI & 7 sraeft a1 i ara=ft & frequency & d8Td ¢ 82 F4T
Treet TIfd | gaaTa FedT ATR0?
ST MFI ® = i1 % |l T 4T 3T &7, 3T #4471 ?
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Questionnaire: Voices from the field

(The questions should be asked not specific to a MFI but on overall experience of the client in
dealing with MFIs so far)

1 MFI: | 2 Date: 3 District: | 4 State:
5 FATEE 7T: | 63w 70 | wwwe | aewd | RS |
8 fhaw @ & feft ot MFI % 9 STST T AT haiT MFI Y T3 @ Toh! 87
10 MFI % 919 (&4 & 71 qa9 | & [Haqrg | o aarsi & maq s | aw § qeq | @19 % A o7 §f
FET AT T §? - # e e | feare | #E SeEe e e
g
11 MFI ¥ 919 3 § g T | &9 Haar & | o wfgenst & e ofie | 9w § 990 | o F e 3w
FET AT AT §2 ara-ford #1 sraEy e | feaars ft F JEERT
2 et 2
12MFIATA A & Poan | 0 aEd | STR aaETu=arg TRt gt [EEEREEIEE
AT T AT TRATT HT I
Bt &7
13 MFI & S840 & | I qATHT AU FAMAT | TTF F aGqHS AT | A F FHET 7 F2eqt
a9 SATeT AT ar | g O FSrerardy o &1 ERERIERD] AT AT F ASTE AT
a7 oA A EREk
EaTe? TIH ST AN, AR | MFIRTEATAGF | AFTOTTTTH | HE 97 77 =ar
FIAAT STAM AT | FIE ATATI AN | T T MFIF FRT T T
IO AT ARFATAF | T 5 for sy G EIREIGED
AT T T AT
14 MFI & S84 & | d@a979F TALT F A AT T F AEAHISH AT | A F Fealed a7 Faed i
@A GAY AR | T I A foreaTd o ERERIEED] AT AT F AZTE AT
Far O = & EREk
=S T AT R? TIH ST AN, A | MFIRTEAMAHR | A TRTTTIH | HE 97 77 =ar
FTAAT STANFIA | IS ALARTHTAM | IT & MFI % 5T LEREL
AT A ARATHF | = o e EIREIEIE
A AT T T
15 MFI & J94 ¥ | A a@gaT AU F AT | TR % GEqHIS AT | A1 o T (4 T T
T 9 S;ET | T A AT R a1 A H AT ATAT T AZTE AT
T ar v &= TS H
HAFTEATR? TTH ST A, ATAN | MFITTRATTGF | A THTTTTH | re s 47 =ar
FTAAT STAMHLT | FIE ALANTFRT AN | T F MFIF 51T T Tl
T A ARATHF | 3 o e EIREIEIE
T HT HAT &7
16 MFI & 1 it T TRt st el STt | g 99 SfiY e | | qfewar | aga qiowa
&
17 a9 a@ & | geAr2-3fmsy | Fwwar I, 90AR, | aR-aAHIETH | MFLF SR
FIERIE I e | T TEITAN &l areHT i aqrT ST
RERIR Rk STAFT AT
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AT 87

ot % for 2t
wfEeer A1
Rreiraréy o

AT AN
EARET)

FRTAT

o s Rafa &
STt A A9 FEAT

T AT I T AT
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Tl 7T
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F9 qOFA
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22 MFI gRT A9 amount & T 31T §qE

&
23 MFI ¥ i T stareft & 37 orq 6qe 87

Y

&l

24 T 99 FA T (frequency) &

FIT AT HIEE ?

Y

&l

25 3T A AT R 2T (frequency)

YIRS ?

29 (Daily)

(Weekiy)

(Fortnightly)

AEH

AT (Monthly )

26 ST MFI 9G¥41 HI 92T AIF < @I &1 a¥ ST 301K 39 947 X

THR B AT AT BT AT T qTAT AT 17

AT SFAETT AT
(LG

T AT ATAT

(individual loan)

27 A I A TE FAT ATTRT GHAT T SR & SITet 87

T

SATTAT

Ffr-FITC

28 T+ e (Aem) g ft Rafa & = ot Freor samr

ST 32

ECE

ST | R

29 T TXSree e O I SITTehT STk qeaTart AT o 87

ECEN

SRIEIEES

FT-FATT
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30 MFI gIRT aa® oft =Y fAsft | et & 2, 7 Fad e U et 3 oframr | T8 o

ST S SqTa e & |91y AT E EIERET S

JMFTATARAEFramadt | GEiafrate | 72 Fbafembwamm | swawad | Goga @t

T qIETE AR AT | T g ARl Faleaha et | e e

e oY 3R & o Td? T=qT FeTguga | Adan
B T

32 AT AT TATT AT T (effective interest rate) ST &7 (3R AigwT Tt gt LKl

ST S JAT YT AT &1 gF Ford)

33 T AT F S S AT B T TR o T TR &2 Kl LKl

34 FT TR MFI X 8 % 37 F7 797707 (Xefie a1 9 7€ V sign) | g7 | SATET@Y | FfFae | wf Tt

erar 27

35 37 F¥ oft A A % g st Frg & srram G A oft | gRar | SRR Feft- ERIEE

IR RS R IR SO SR FAT

36 AT Arwht fArRare e i giEar war &7 (3R Afger A w9 w gt LKl

T AT BIF 4 FAT T AT A9 Figh o g qa1 g at ‘gt o)

37warqﬁwﬁm:ﬁagi%w%ﬁ'qmnwﬁmﬁfﬂma$&§7

TEar | ggan |

38 7T FOreRTaIe e O T 6 AT g S | P e

39 v ¥ RFad T w40 9 | e A FEaagft | F T dr | P

TR FT? FATTLT | T H ReqT@d gIARAT | T Tal 98t | FE
ST

40 F7 F¥Y Tt MFI ®T% 3 9T ST, qHFAT AT G TAF A dq | Jgdae | Fgaw | FAr gl

N

41 MFI ®T% § A< | 99 @0a 0ol & | AR aed e | aga #H g @aa o | #rS &4 @vra a2
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