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1. EXECUTIVE SUMMARY 

Financial institutions that are trying to serve the mass market rarely seem to have the time to conduct the market 

research necessary to identify prospective clients‘ real needs and aspirations. Many rely on so-called ―bath-tub product 

development‖ – product ideas developed on the basis of the senior management team‘s experience and gut instinct, 

then often rolled out without any pilot testing or consultation with the target market.  

Others prefer the ―me too‖ strategy and thus simply wait, watch and copy products offered by their competitors. But 

there are a series of features to which poor people aspire and needs that they could clearly articulate … and that poor 

customers are, in the main, willing to pay for these services, which must have: 

Convenience requires proximity and longer opening hours – most obviously through a distributed agent network. 

Accessibility often necessitates ATM cards or mobile money solutions, in order to obviate the need to negotiate 

overcrowded branches, deal with complex forms and intolerant bank staff – and is likely to require us to rethink how 

we communicate products.  

Affordable needs to encompass direct costs (transport to the branch and food when the trip take a full day), indirect 

costs (lost wages and other opportunity costs); and hidden costs (bribes and commissions for filling up and processing 

forms) - and not just the ―on the board‖ fees/interest rates that are formally charged by bank.  

Appropriateness must reflect how poor people live and how they think about and manage their money. 

Poor people‘s need for appropriate products mean that they need a range of products to reflect their life cycle. They 

also need disciplined systems that break down their accumulation of lump sums into small manageable amounts. The 

products used to accumulate lump sums should ideally be differentiated and ear-marked for specific needs, in the same 

way that poor people often ear mark specific income streams for specific uses to help with their mental accounting. 

For example: savings for a bicycle, to buy some land and for old age are very different in terms of the time horizons 

and instalment amounts suitable. 

As a bare minimum, therefore, poor people need a suite of products that includes: 

 A transaction or very basic savings account (linked to a reliable and efficient payments/remittance system that 

is not too costly); 

 Recurring deposit accounts for different goals (with an attached overdraft to which they have automatic and 

immediate access – up to 90% of the value of the amount deposited); 

 A general short-term (up to one year) loan (that can be used for working capital as well as consumption 

smoothing, education etc.); and 

 A longer term loan (secured against assets acquired with the loan). 

 

New technologies offer creative banks and insurance companies a whole new range of opportunities to deliver such 

products without the need for traditional physical infrastructure, decongest their banking halls, and reach a lower 

income market – many of whom will be tomorrow‘s middle income consumers. They also offer tremendous 

opportunities to radically enhance the scope and scale financial inclusion – on a profitable basis for banks. 

 

So, if we are to achieve real financial inclusion, we must: 

 

 Offer the poor a range of savings, credit, payments and insurance products tailored to their needs, aspirations 

and mental accounting (and not just minimalist versions of traditional products); 

 Communicate the products and the opportunities they offer in clear, concise client language; and 

 Leverage new technologies to deliver these products in convenient, accessible, reliable and affordable manner. 
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Given the emerging e/m-banking technologies, and what we already know, designing and delivering products for the 

low income market, including for the poor, is clearly achievable. 

 

On the subject of savings products, many institutions are reluctant to offer savings because of the potential 

difficulties involved in dealing with the many small transactions often associated with the providing savings services 

to the poor. While this is often true, several important observations should be made:  

1. Generally, the majority of the transactions will be deposits. Indeed the poor are often remarkably unwilling to 

make withdrawals. However they do want to know that they could withdraw if a pressing need arose;  

2. Poor people have a multiplicity of needs and are not always looking for a highly liquid account to use on a 

regular basis; and  

3. Savings accounts targeted for medium and long-term needs are particularly attractive to MFIs in search of 

capital for on-lending, and appropriately designed products can encourage these.  

 

There are other benefits to an institution of offering savings to the previously unbanked. They can:  

1. Develop the client base (of borrowers) for the future;   

2. Obtain information on the clients‘ abilities to save and (by implication) repay loans;  

3. Facilitate repayments when clients are unable to meet repayments out of current income; and  

4. Encourage repayments, as clients want to maintain a good reputation and their access to future services.  

 

Savings needs vary. So-called ‗permanence and growth‘ institutions tend to encourage the long-term build-up of funds 

through relatively slow (but steady) saving, and are therefore extremely well suited for addressing longer-term savings 

needs. ‗Replication and multiplication‘ schemes tend to encourage the rapid accumulation and disbursement of funds 

and are therefore better suited to meeting shorter-term savings needs. There is increasing evidence that providing 

client-responsive financial services can both serve the needs of poor people while maintaining or in fact improving the 

sustainability and profitability of the institutions.  

There are no magic formulas for designing appropriate savings products for poor people: it requires market research 

and careful, systematic product development.  

Credit products and needs vary just like savings. In groups, collateral substitutes in the form of group liability are 

typically used to provide loans. The loans could be given to groups or to individual members of groups based on the 

joint liability of the group. The loans to groups are on-lent by groups to members using criteria that could differ from 

group to group. Some features of these loans – either to individuals or groups (further on-lending to members) – are 

that ostensibly most of them are for a productive/income generating purpose.  

 

Products which are more focused on specific needs are more valued by customers, in that they do not mind paying a 

higher rate of interest; and keep up the relationship with the credit provider even in the face of personal problems.  

These products accommodate demand-side concerns rather than just supply-side concerns.  The better credit products 

have been those that were adequate for the purpose, with flexibility on repayments, assured continued availability of 

credit, supply of next loan after the current one was paid off and had regular collection of repayments from the 

borrower. In terms of good products, their quality stemmed from their strong fit to both the purpose and the borrower. 

Some products can be good in some circumstances, but don‘t work everywhere all the time. In India, some MFIs have 

offered the weekly instalment loans which were fine for trading activities that generated daily/weekly cash incomes – 

but not good for small crop production or where income was generated with a time lag.  One year loans are good for 

purposes with a seasonal cycle of less than one year, but not for investments that paid back over a longer period. The 

real future of credit to the underserved, it can be argued, is in the thoughtful, well-researched, demand-led design of 

specific-purpose credit products – rather than general ‗enterprise‘ credit unmatched to the needs of the client. 

If we continue to think about good product design, key factors will be: 
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 Proper timing of the product. When does the cash outflow and inflow happen? Is it timed appropriately for the 

client‘s context/situation? 

 Well-designed features that help increase enrolment/uptake and usage (reminders, direct notifications, 

defaults) 

 Simplicity of processes and forms. 

Insurance is yet broader still. Much microinsurance is driven by the commercial sector and as competition has 

increased this has pushed them towards better, more diverse products, and has improved processes and service. In the 

Philippines for example, much of the competition is now based on how quickly claims can be paid. This has had an 

important impact on making products more SUAVE (Simple, Understood, Accessible, Valuable, and Efficient). 

Unlike more typical microfinance (credit and savings) and outside of India, microinsurance is primarily driven by 

commercial insurers. Within credit-and-savings microfinance, institutions and processes were developed to fit the 

needs of the low-income client (and even then, often very poorly). Within microinsurance, there is a need to get 

insurers to go through a paradigm shift to understand and effectively provide products and services for the low income 

market.  

What is this ‗paradigm shift‘? For insurers, it requires a deep broadening of their understanding of how to provide 

insurance to this market. At the same time, such paradigm shifts are not uncommon in insurance given the broad range 

of clients that they service. Microinsurance is not disassociated from the insurance market continuum: it is simply the 

lower end. In the same way that insurers deal completely differently with multinational corporations like Shell Oil 

than they do with middle income homeowners, they need to figure out how to deal with the low income market. The 

difference is not just a lower premium for a lower sum insured. This means a different approach, to, inter alia: 

 Controls. Forget the long list of exclusions and extensive requirements for claims settlement. But at the same 

time, we need to understand the cost implications, and we still need to confirm the events and manage moral 

hazard, adverse selection and fraud. Marketing. The industry needs to build trust and convey information in a 

way that has an impact on the low income market. This means not the same old posters and TV adverts. 

 Agents. Traditional agents are not effective in selling microinsurance. 

 Policy documents. Smart insurers can fit them on the front and back of a business card. 

 Product features: They must be flexible in terms of the needs of the market 

 Understanding the market: No more individual underwriting, so insurers need to understand the clients and the 

risks and needs. 

 Market segment underwriting: Individual underwriting is too expensive for this market.  

 The biggest obstacle to scaling microinsurance is delivery. How do we get products out to millions of people 

efficiently and effectively?  

Whilst some stakeholders, industry participants and types of insurance have unique challenges (index and health, for 

example), there are four broad challenges: 

1. The need to design simple products that are understandable and easy to administer (with few exclusions); 

2. The need to educate the consumer base and sales force (who often have a negative understanding of insurance 

in general); 

3. The need to handle massive volume. Margins are thin. This means having robust technology to handle the 

back office requirements of scale; and 

4. Most importantly, the need to pay claims quickly. This means within days - not weeks. 

Within products design for savings, credit or insurance - or any other financial products, it is imperative that we keep 

in mind at all times the question of client needs - most products that have failed have failed because of a mismatch 

with these very needs. In the first Working Group, Stuart Rutherford described these as the daily grind, big 

expenditures, and emergencies. They are well worth remembering starting-points in product design.  
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2. INTRODUCTION 

While this may be called a ‗Fellowship‘, the model I have chosen for this year‘s programme better resembles an 

academic course with several guest lecturers. I have used the good name of the CSFI, and cajoled and coerced friends 

and colleagues, into generously giving me their time to answer a series of questions I put to them. The reports in this 

series, such as this one, are therefore more an amalgam of their experiences, opinions, imaginations and successes 

(and failures). If it reads as a hodge-podge of contributions rather than a thesis, that‘s because it is. And it is the better 

for it. 

For this second Working Group on Products, I was able to put together a stellar group of experts, representing the 

three main financial products available to the underserved - credit, savings, and insurance.
1
 Between them, they have 

worked in many dozens of countries, and have worked in banks, MFIs, governments, universities and village groups. I 

would like to take this opportunity to reiterate my thanks for their time and patience. 

As before, there was a ‗thought-leader‘ of the group - in this case Graham Wright. It was he who kicked off the 

discussion, and I have sought to intersperse his thoughts with the responses of the others to my questions to create 

something resembling a coherent whole
2
. 

The members of this Products Working Group were: 

 Graham Wright, who helped design and establish the Microsave programme and is currently Programme 

Director for India. He pioneered much of the core of market-led approach used by Microsave, and has a two-

decade career in international development which followed several years in management consultancy. He was 

also Chair of the CGAP Savings Mobilisation Working Group. 

 Narasimhan Srinivasan, who is currently chief general manager at the National Bank for Agriculture and 

Rural Development in Maharashtra, and author of the annual Microfinance India - State of the Sector Report. 

                                                           
1 Obviously, there are not the only financial products to discuss: remittances, payments systems are important too, and to some degree will be 

covered in subsequent sections. But from the consultative sessions held with CSFI guests, it was clear that credit, savings and insurance should 

be the focus of this working group, and with a special focus on insurance. This paper reflects that. 

2 General questions included:  

Please describe some of the range of different products that are currently provided for the financially excluded.  

What in your experience distinguishes products that meet the criteria Stuart identified (―proximity, frequency, flexibility, convenience, 

regularity, commitment and reliability‖) from those that don't? In other words, what are examples of products that you have encountered 
that are well matched with the needs of the global un(der)banked and which you feel are sustainable and scaleable? 

What single product would you like to really gain traction? Is there a 'magic bullet' product for benefiting the poor that is yet to be 

properly developed? 

What has failed, and why? That is, what products have been introduced in places you have worked that have failed to meet the needs 

both of clients and of providers? 

What are the obstacles to providing appropriate products to excluded or under-served groups and why? 

How does the alignment of products with client needs vary by market segment? What distinguishes good agri-credit for example from 

urban microenterprise credit?  

Although 'technology' will have its own working group, it is impossible to talk about product design without looking at delivery 
channels made possible with mobiles, pre-paid cards, and eventually the $50 Chinese smartphone.  

Various specific questions were added to these based on background and expertise. 
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 Michael McCord, who is president of The MicroInsurance Centre - an organisation dedicated to creating 

partnerships between regulated insurers and appropriate delivery channels, to provide insurance products to 

low-income markets around the world. 

 Jeremy Leach, who is a senior associate with Bankable Frontier Associates, focusing on insurance. He 

previously headed up microinsurance with Hollard Insurance Group. 

 Alexandra Fiorillo, who is a Vice President for International Development at ideas42. Previously, she was 

Vice President and COO of MicroFinance Transparency. 

 

Extra input on specific subjects - including some of the boxes contained in this paper - was provided by:  

 Richard Leftley, who is President and CEO of MicroEnsure. He began working in microinsurance in 2002 

after leaving Benfield Grei, and has pioneered the introduction of insurance products within the Opportunity 

Network. He also serves on the steering committee of the ILO Microinsurance Innovation Fund, a $35m fund 

provided by Gates Foundation. 

 Declan Duff, who is Vice President, Industries and a member of International Finance Corporation‘s 

Management Group. He is responsible for the sectoral management of IFC‘s investment and advisory 

activities worldwide. 

 Jeff Ashe, who is Adjunct Associate Professor of International and Public Affairs at Columbia University, and 

who serves as the director of community finance at Oxfam America. He pioneered the Saving for Change 

model, which reaches more than half a million members in several countries. 

 

A final proviso: It is impossible to even come close to summarising what is happing in the financial 

inclusion/microfinance industry in a paper or programme of this length - I have included footnotes where possible to 

direct to some extra reading. But to illustrate, the leading text on microinsurance alone is the Microinsurance 

Compendium
3
 - and it is almost 700 pages long. 

The purpose of this programme is not to write comprehensive course materials on financial products available to the 

underserved. It is to stimulate discussion and informed thought among the mainstream financial sector, the 

government and DFID, and the third sector, on how to fruitfully partner in developing products that are sustainable, 

fair, scalable, appropriate and potentially profitable. 

 

 

 

                                                           
3 http://www.munichre-foundation.org/home/Projects/Microinsurance/2006Microinsurance_Compendium.html 

http://www.munichre-foundation.org/home/Projects/Microinsurance/2006Microinsurance_Compendium.html
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3. “Delivering Real Value to Low Income Customers with Market-led Products” 

Financial institutions that are trying to serve the mass market rarely seem to have the time to conduct the market 

research necessary to identify prospective clients‘ real needs and aspirations. Many rely on so-called ―bath-tub product 

development‖ – product ideas developed on the basis of the senior management team‘s experience and gut instinct, 

then often rolled out without any pilot testing or consultation with the target market.  

Others prefer the ―me too‖ strategy and thus simply wait, watch and copy products offered by their competitors. 

India‘s widely-available ―No Frills Accounts‖
4
 rolled out by a wide variety of banks are a case in point: dormancy is 

estimated to be 80-90% despite the government‘s attempts to push conditional cash transfers through them. Our 

research at MicroSave into this phenomenon has revealed that there are a series of features to which poor people aspire 

and needs that they could clearly articulate … and that poor customers were, in the main, willing to pay for these 

services. 

MicroSave research over the years across Africa and Asia has highlighted that people need (not just want) financial 

services that are convenient, accessible, affordable and appropriate (criteria similar to what Stuart Rutherford outlined 

in the first working group of this Fellowship series). Services of course have to be ‗reliable‘ too - in that they are 

consistently available, on demand. A single transaction account like the No Frills Account is unlikely to meet these 

criteria - particularly when delivered through traditional banking branch infrastructure.  

Convenience requires proximity and longer opening hours – most obviously through a distributed agent network. 

Accessibility often necessitates ATM cards or mobile money solutions, in order to obviate the need to negotiate 

overcrowded branches, deal with complex forms and intolerant bank staff – and is likely to require us to rethink how 

we communicate products.
5
  

Affordability needs to encompass direct costs (transport to the branch and food when the trip take a full day), indirect 

costs (lost wages and other opportunity costs); and hidden costs (brides and commissions for filling up and processing 

forms) - and not just the ―on the board‖ fees/interest rates that are formally charged by bank.  

Appropriateness must reflect how poor people live and how they think about and manage their money. 

                                                           
4 The generic name of this account seems almost design to brand it as a poor quality offering … a cue taken further by one leading bank which 

offered their No Frills Account as the ―Tiny Account‖ so that the users felt really insignificant to the bank. 
5 See MicroSave Briefing Note # 112 ―Financial Education: Time For A Re-Think?‖ 

http://microsave.org/sites/files/technicalBriefs/briefingNotes/BN_112_Financial_Education_Time_for_a_Rethink.pdf
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Poor people‘s need for appropriate products mean that they need a range of products (just as you and I do) to reflect 

their life cycle. They also need disciplined systems that break down their accumulation of lump sums into small 

manageable amounts (saving up, through or down).
6
  

The products used to accumulate lump sums should ideally be differentiated and ear-marked for specific needs, in the 

same way that poor people often ear mark specific income streams for specific uses to help with their mental 

accounting. For example: savings for a bicycle, to buy some land and for old age are very different in terms of the 

time horizons and instalment amounts.  

Similarly, loans for a medical emergency and for investing in a fixed asset are very different in terms of loan size and 

structure, as well as the pace at which they need to be appraised and disbursed. This has very important implications 

for financial institutions seeking to offer a range of products to the lower income market segment: a single transaction 

account will not help manage a series of complex savings goals; a standard working capital loan repayable in weekly 

instalments over a year is only appropriate for a limited set of business people. 

As a bare minimum, therefore, poor people need a suite of products that includes: 

 A transaction or very basic savings account (linked to a reliable and efficient payments/remittance system that 

is not too costly); 

 Recurring deposit accounts for different goals (with an attached overdraft to which they have automatic and 

immediate access – up to 90% of the value of the amount deposited); 

 A general short-term (up to one year) loan (that can be used for working capital as well as consumption 

smoothing, education etc.); and 

 A longer term loan (secured against assets acquired with the loan). 

 

                                                           
6 See MicroSave Briefing Note # 13 ―Money Managers: The Poor and Their Savings‖ 

http://microsave.org/sites/files/technicalBriefs/briefingNotes/BN13_Money_Managers.pdf
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This need is pretty well defined and clear, but meeting these demands through traditional financial infrastructure is 

challenging. While the Grameen Bank II system
7
, Equity Bank in Kenya

8
 (well outlined in Mark Napier‘s CSFI 

Development Fellowship report from last year, Including Africa) and a handful of others go a long way towards 

achieving this, most banks struggle to see an adequately robust business case in offering this range of products to the 

poor. The seminal Portfolios of the Poor highlighted how active poor people are when managing money, and how 

many small transactions they undertake to optimise the use of their meagre resources. ―High volumes of low value 

transactions‖ is the perfect description of a traditional bankers‘ nightmare. However, as Equity Bank (one of the most 

profitable banks in Kenya) has shown, a judicious mix of clients and products backed by a deep commitment to 

customer service, can indeed allow banks to serve the low income market and keep even the most demanding of 

shareholders very happy. 

 

Equity is garnering deserved attention. It is now pioneering the use of electronic and mobile banking (e/m-banking) 

channels to deliver its services, as well as a range of products tailored specifically for (sales and service) delivery 

through these channels. This has the potential to, once again, revolutionise banking for the poor in Kenya. The 

introduction of the agent-based services has resulted in a massive uptake – both in number and value of transactions. 

The bank now has over 5,000 agents and transactions have rapidly increased (see previous graph).  

By August 2012, 2.2 million transactions were made in branches and 1.8 million transactions were made at agents.  

The number of transactions in branches has remained constant, whereas transactions at agents continue to climb at a 

rate of 100,000 per month. Over half a million dormant accounts have been reactivated since the introduction of the 

agent-based banking services in May 2011 – a clear demonstration of how the under-banked are responding to the new 

convenience and accessibility of affordable and appropriate services.  

                                                           
7 See MicroSave Grameen II Briefing Note # 8 ―Lessons From The Grameen II Revolution‖ and Portfolios of the Poor Briefing Note # 7 

―Grameen II and Portfolios of the Poor‖ 
8 See MicroSave Briefing Note # 63 ―The Market Led Revolution of Equity Bank‖  

http://microsave.org/sites/default/files/briefing_notes/MicroSave_GB_Briefing_Note_8.pdf
http://microsave.org/sites/files/technicalBriefs/briefingNotes/PoP_BN_7_Grameen_II_and_Portfolios_of_the_Poor.pdf
http://microsave.org/sites/files/technicalBriefs/briefingNotes/PoP_BN_7_Grameen_II_and_Portfolios_of_the_Poor.pdf
http://microsave.org/sites/default/files/briefing_notes/MicroSave_GB_Briefing_Note_8.pdf


Page | 11  

 

Whether all banks will be ready, willing, or even able, to follow Equity Bank‘s example to use technology to cut costs 

and build a sustainable business case for offering a range of financial services to a broad customer base encompassing 

the poor remains to be seen.
9
 There are several important ―conditions precedent‖ to support Equity Bank‘s bold move: 

1. M-PESA has created an environment in which managing money on a mobile phone is accepted and trusted by 

the vast majority of the population – thus Equity does not face the first mover disadvantage that plagues e/m-

banking  pioneers; 

2. Equity Bank has already made large investments in IT platforms and is oriented towards optimising the use of 

technology; 

3. The bank‘s commitment to customer service and to serving a wide range of clients with a range of financially 

inclusive products predisposes and enables it to look at optimising channels to broaden and deepen its reach; 

4. The bank has invested in the development of a well-staffed market research and product development team 

who focus relentlessly on understanding customer perspectives and needs; 

5. As a pioneer, Equity Bank has been able to access donor funds to support its foray into agent-based banking 

with technical assistance – primarily from MicroSave and Bankable Frontier Associates. 

 

These developments have profound implications for financial inclusion and the delivery of products and services that 

respond to the needs of the poor. They highlight the need for collaboration between banks, telcos, the government 

(particularly in the context of payments) and other players (such as utility and financial service providers). This 

collaboration is a growing phenomenon in Kenya
10

 and in many (if not all) of the markets where e/m-banking is taking 

off. While often difficult, this collaboration is essential if we are to achieve real financial inclusion, and not just what 

one expert calls ―low equilibrium financial inclusion‖.
11

   

 

M-PESA is a truly remarkable success as a payments system, but amid the attendant euphoria we should not lose sight 

of the fact that it is only used on average twice a month (at a cost of around US$0.35-0.50 per transaction) by each 

user to make a remittance, payment or transfer. And however convenient, accessible and affordable (deposits into M-

PESA accounts are of course free) it may be, it is still not widely seen as an appropriate system on which to save. 

 

This also has significant implications for large banks and insurance companies. In Kenya, we have seen major 

international financial institutions unsure how to respond to the growing market share of Equity Bank – often flirting 

with going downmarket and then retreating their traditional, more affluent customer base. Others, such as the British-

American Insurance Company, have collaborated with the bank
12

 to significantly increase the sales and outreach. 

MicroSave is now working with the bank to optimise the use of the agent network to sell and service insurance 

policies.
13

  

 

New technologies offer creative banks and insurance companies a whole new range of opportunities to deliver 

products without the need for traditional physical infrastructure, decongest their banking halls, and reach a lower 

income market – many of whom will be tomorrow‘s middle income consumers. They also offer tremendous 

opportunities to radically enhance the scope and scale financial inclusion – on a profitable basis for banks. 

 

However, if we are to achieve real financial inclusion, we must: 

 

                                                           
9 See MicroSave Briefing Notes # 97 ―The Business Case for Branchless Banking: What's Missing?‖ and #100 ―Can Bank-led Models Really 

Deliver on the Promise of Mobile Money?‖ 
10 See MicroSave Briefing Note # 93 ―Innovation and Adaptation on the M-PESA Rails‖ 
11 Or put simply, ―the poor quality, high cost and potentially high risk, ―financial inclusion‖ associated with telco-driven, payments only 

systems‖ – see MicroSave Briefing Note # 95 ―Do the M-PESA Rails Contribute to Financial Inclusion?‖ 
12 Specifically, the bank‘s Equity Insurance Agency, as the regulator does not explicitly allow bancassurance. 
13 See MicroSave Briefing Notes # 123 ―Agent Banking and Insurance: Is There A Value Alignment?‖ and # 124 ―Insurance Through Bank 

Agents: How Can It Be Done?‖ 

http://microsave.org/sites/files/technicalBriefs/briefingNotes/BN_97_The_Business_Case_for_Branchless_Banking.pdf
http://microsave.org/sites/files/technicalBriefs/briefingNotes/BN_100_Can_Bank_Led_Models_Really_Deliver_on_the_Promise_of_MM.pdf
http://microsave.org/sites/files/technicalBriefs/briefingNotes/BN_100_Can_Bank_Led_Models_Really_Deliver_on_the_Promise_of_MM.pdf
http://microsave.org/sites/files/technicalBriefs/briefingNotes/BN_93_Innovation_Adaptation_on_M-Pesa_Rails.pdf
http://microsave.org/sites/files/technicalBriefs/briefingNotes/BN_95_Do_M-Pesa_Rails_Contribute_to_Financial_Inclusion.pdf
http://microsave.net/sites/files/technicalBriefs/briefingNotes/BN_123_Agent_Banking_and_Insurance_Is_There_A_Value_Alignment.pdf
http://microsave.net/sites/files/technicalBriefs/briefingNotes/BN_124_Insurance_Through_Bank_Agents_How_Can_It_Be_Done.pdf
http://microsave.net/sites/files/technicalBriefs/briefingNotes/BN_124_Insurance_Through_Bank_Agents_How_Can_It_Be_Done.pdf
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 Offer the poor a range of savings, credit, payments and insurance products tailored to their needs, aspirations 

and mental accounting
14

 (and not just minimalist versions of traditional products); 

 Communicate the products and the opportunities they offer in clear, concise client language; and 

 Leverage new technologies
15

 to deliver these products in convenient, accessible, reliable and affordable 

manner. 

 

Given the emerging e/m-banking technologies, and what we already know, designing and delivering products for the 

low income market, including for the poor, is clearly achievable. 

 

Graham Wright 

  

 

 

  

                                                           
14 As a few examples, Kilimo Salama – Index-based Agriculture Insurance 

http://www.sciencecodex.com/first_microinsurance_plan_uses_mobile_phones_and_weather_stations_to_shield_kenyas_farmers 

A field experiment in Commitment Savings Accounts in Malawi 

https://openknowledge.worldbank.org/bitstream/handle/10986/3510/WPS5748.pdf?sequence=1 

And to show that payments innovations goes beyond Kenya and M-PESA and its ilk, WING Mobile Payments 

http://www.enterprisechallengefund.org/ecfund/Uploadfile/ECF%20Project%20Profiles%20-

%20WING%20Cambodia%20May%202011(2).pdf 
15 For more on Tech and Delivery 

http://microsave.org/sites/default/files/research_papers/E_Banking_The_Next_Revolution_in_Financial_Access.pdf 

http://www.microsave.net/sites/default/files/research_papers/Analysis_of_Financial_Institutions_Riding_the_MPesa_Rails.pdf 

http://www.microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_95_Saddling_up_a_Dead_Horse_Financial_Inclusion_in_I

ndia.pdf 

http://www.microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_79_Graduating_SBI_Tatkal_Customers.pdf 

http://microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_75_Microfinance_in_India-Is_BC_the_Way_Forward.pdf 

http://microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_63_Why_People_Do_Not_Use_Present_Banking_Systems-

A_Case_For_BCs.pdf 

http://microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_60_Speculation_on_the_Future_of_Financial_Services_for_the_

Poor_in_India.pdf 

http://microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_52_Removing_the_Pain_from_Using_Cash_An_M_Banking_So

lution.pdf 

http://microsave.org/sites/files/technicalBriefs/briefingNotes/BN_100_Can_Bank_Led_Models_Really_Deliver_on_the_Promise_of_

MM.pdf 

http://microsave.org/sites/files/technicalBriefs/briefingNotes/BN_97_The_Business_Case_for_Branchless_Banking.pdf 

 

http://ifc.org/ifcext/globalfm.nsf/AttachmentsByTitle/Kilimo+Salama%E2%80%93Index-based+Agriculture+Insurance/$FILE/Kilimo+Salama%E2%80%93Index-based+Agriculture+Insurance-Final.pdf
http://www.sciencecodex.com/first_microinsurance_plan_uses_mobile_phones_and_weather_stations_to_shield_kenyas_farmers
http://ifc.org/ifcext/globalfm.nsf/AttachmentsByTitle/Commitment+Savings+Accounts+in+Malawi/$FILE/Commitment+Savings+Accounts+in+Malawi-Final.pdf
https://openknowledge.worldbank.org/bitstream/handle/10986/3510/WPS5748.pdf?sequence=1
http://www.ifc.org/ifcext/globalfm.nsf/AttachmentsByTitle/WINGMobilePayments/$FILE/WING+Mobile+Payments-Final.pdf
http://www.enterprisechallengefund.org/ecfund/Uploadfile/ECF%20Project%20Profiles%20-%20WING%20Cambodia%20May%202011(2).pdf
http://www.enterprisechallengefund.org/ecfund/Uploadfile/ECF%20Project%20Profiles%20-%20WING%20Cambodia%20May%202011(2).pdf
http://microsave.org/sites/default/files/research_papers/E_Banking_The_Next_Revolution_in_Financial_Access.pdf
http://www.microsave.net/sites/default/files/research_papers/Analysis_of_Financial_Institutions_Riding_the_MPesa_Rails.pdf
http://www.microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_95_Saddling_up_a_Dead_Horse_Financial_Inclusion_in_India.pdf
http://www.microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_95_Saddling_up_a_Dead_Horse_Financial_Inclusion_in_India.pdf
http://www.microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_79_Graduating_SBI_Tatkal_Customers.pdf
http://microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_75_Microfinance_in_India-Is_BC_the_Way_Forward.pdf
http://microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_63_Why_People_Do_Not_Use_Present_Banking_Systems-A_Case_For_BCs.pdf
http://microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_63_Why_People_Do_Not_Use_Present_Banking_Systems-A_Case_For_BCs.pdf
http://microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_60_Speculation_on_the_Future_of_Financial_Services_for_the_Poor_in_India.pdf
http://microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_60_Speculation_on_the_Future_of_Financial_Services_for_the_Poor_in_India.pdf
http://microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_52_Removing_the_Pain_from_Using_Cash_An_M_Banking_Solution.pdf
http://microsave.org/sites/files/technicalBriefs/indiaFocusNotes/IFN_52_Removing_the_Pain_from_Using_Cash_An_M_Banking_Solution.pdf
http://microsave.org/sites/files/technicalBriefs/briefingNotes/BN_100_Can_Bank_Led_Models_Really_Deliver_on_the_Promise_of_MM.pdf
http://microsave.org/sites/files/technicalBriefs/briefingNotes/BN_100_Can_Bank_Led_Models_Really_Deliver_on_the_Promise_of_MM.pdf
http://microsave.org/sites/files/technicalBriefs/briefingNotes/BN_97_The_Business_Case_for_Branchless_Banking.pdf
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4. SAVINGS
16

 

Managing the Costs of Small Savings Accounts
17

:  

Throughout time, all around the world, households have saved: as insurance against emergencies, for religious and 

social obligations, for investment and for future consumption. The importance the poor attach to savings is also 

demonstrated by the many ingenious (but often costly) ways they find to save – as detailed by Stuart Rutherford and 

others in the first Working Group. But most informal mechanisms fail to meet the needs of the poor in a convenient, 

cost-effective and secure manner. As a consequence, when poor households are provided a safe, easily accessible 

opportunity to save, their commitment to saving, and the amounts they manage to save are remarkable, says Graham 

Wright. Designing savings services to respond to this potential market, requires the careful balancing of the needs of 

the saver and those of the institution.  

Most poor people do not have access to formal sector banks for reasons that include the:  

 Geographic distance from the financial institution;  

 Terms and conditions governing the available financial services it offers;  

 Disrespectful manner in which the staff treat poor clients;  

 Intimidating appearance of the financial institution; and  

 Complexity of the paper work and the difficult process necessary to make a transaction.   

 

The poor look for some system to provide the security and accessibility necessary to save. Acceptable degrees of 

security are relative, dependent on the available programs, and are never 100 per cent. Almost every poor person has 

been in, or knows of, a failed Rotating Savings and Credit Association [RoSCA] or crooked deposit collector but the 

accessibility of a regular opportunity to save in a disciplined manner is what makes such groups appealing.   

Access is markedly different from liquidity, and in many circumstances the poor have a strong ―illiquidity 

preference‖. This ―illiquidity preference‖ is in response to the poor‘s self-imposed need for structured and committed 

savings mechanisms that prohibit them from withdrawing in response to trivial needs and allow them to fend off the 

demands of marauding relatives requesting ―loans‖ or assistance.  

Generally – and just like in the formal sector in developed countries post-2008 – the return on savings in the informal 

sector is rarely above zero. Often the poor pay to save through a conveniently accessible system such a deposit 

collector who visits daily to collect savings – the Ghanaian ‗susu‘ system was well described in last year‘s Fellowship 

program.  

All families require funds for different purposes that vary with respect to the amount that is needed and the immediacy 

with which the funds must be made available. So the ―illiquidity‖ preference means that poor people have needs that 

require both liquid and illiquid services and those that save often hold multiple accounts to do so. Similarly, poor  

people often use a strategy of ―targeted savings‖, including some highly illiquid savings, (notably, in the absence of 

alternatives, MFIs‘ compulsory savings) to build-up large lump sums of money to purchase significant capital assets 

such as land and houses.   

The poor require little compulsion to save. They simply want a reasonable mechanism to do so and the assurance that 

they will be able to access those savings as needed.  Indeed, there is evidence that compulsory savings, particularly 

those that are deducted from the loans issued, are simply viewed by clients as part of the cost of the credit.  Some 

clients use these compulsory savings systems to build up useful, long-term lump sums of money. However, it is 

possible that well designed open access savings accounts and contractual savings agreement schemes could give 

                                                           
16 This paper only permits a cursory examination of each product design. For further reading on savings banks‘ success or failing in reaching the 

underserved, and linkages between small savings and the formal banking sector, see: 

http://www.globalmicrocreditsummit2011.org/userfiles/file/Workshop%20Papers/C_%20De%20Noose%20-

%20Best%20Practices%20in%20micro-savings%20for%20successfully%20and%20sustainably%20reaching%20the%20poor.pdf 
17 http://www.microfinancegateway.org/gm/document-1.9.29639/26150_file_Designing_Savings_S.pdf 

http://www.globalmicrocreditsummit2011.org/userfiles/file/Workshop%20Papers/C_%20De%20Noose%20-%20Best%20Practices%20in%20micro-savings%20for%20successfully%20and%20sustainably%20reaching%20the%20poor.pdf
http://www.globalmicrocreditsummit2011.org/userfiles/file/Workshop%20Papers/C_%20De%20Noose%20-%20Best%20Practices%20in%20micro-savings%20for%20successfully%20and%20sustainably%20reaching%20the%20poor.pdf
http://www.microfinancegateway.org/gm/document-1.9.29639/26150_file_Designing_Savings_S.pdf
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clients the option of setting these funds aside. Furthermore, such systems would not force the clients to leave the MFI, 

or reduce their ability to access loans, if they need to liquidate their savings.  

Balancing Convenience and Returns 

As seen above, when deciding on the savings services, poor people look for a mix of accessibility, security, liquidity 

and (ideally but not crucially) returns.  The financial institution‘s perspective is almost the mirror opposite of that of 

the client. Financial institutions want to maintain a few branches in densely populated areas to maximise the number 

of clients per branch and facilitate branch security. The institution wants to see large deposits made for as long as 

possible with a minimum of withdrawals so that the transaction and liquidity management costs are kept to a 

minimum and the funds available for on-lending are maximised. And of course, the profit-maximising goal of a 

financial institution encourages the extension of as little interest as possible.  

Demand and Supply in Savings 

 

―Although demand is high, only around half of the world‘s households have access to a savings account
18

. Most poor 

people use a variety of informal savings instruments—from mattresses to savings clubs to investing in gold or 

livestock—to manage their small and unpredictable incomes, often at the risk of loss, theft or depreciation. 

Why is this? First of all, there‘s the expense. The smallest savings accounts—those held by poor and low-income 

clients—are also the most costly for financial institutions to maintain
19

. On top of that there‘s the geographical 

isolation of many of the poor, living in areas far removed from banks‘ branch networks. 

So what can we do about it? The good news is that economies of scale and technology-based innovations can bring 

down costs. A recent CGAP study shows that the high operating costs linked with small-balance savings mobilization 

can be more than offset by the profits generated through cross-sales of loans and other products to the small savers, as 

well as by fee income from savings accounts and the use of technology
20

. 

 

Financial institutions can bring much-needed savings services to poor people by engaging in innovations with 

technology and economies of scale. However, they must also remember that in order to cover their costs and be 

sustainable, full financial intermediation - including a sound credit business - is necessary. To design more appropriate 

savings services, institutions must also actively work to better understand poor people‘s needs. Demand studies are 

still in short supply, and more research is greatly needed to help institutions better design and market their savings 

products to poor clients‖. 

CGAP 

 

Many institutions are reluctant to offer savings because of the potential difficulties involved in dealing with the many 

small transactions often associated with the providing savings services to the poor. While this is indeed likely to be the 

case, several important observations should be made:  

4. Generally, the majority of the transactions will be deposits. Indeed the poor are often remarkably unwilling to 

make withdrawals. However they do want to know that they could withdraw if a pressing need arose;  

5. Poor people have a multiplicity of needs and are not always looking for a highly liquid account to use on a 

regular basis; and  

6. Savings accounts targeted for medium and long-term needs are particularly attractive to MFIs in search of 

capital for on-lending, and appropriately designed products can encourage these.  

 

There are other benefits of offering savings. They can:  

5. Develop the client base (of borrowers) for the future;   

                                                           
18 http://datatopics.worldbank.org/financialinclusion/ 
19 http://www.cgap.org/publications/true-cost-deposit-mobilization 
20 http://www.cgap.org/publications/there-business-case-small-savers-0 

http://datatopics.worldbank.org/financialinclusion/
http://www.cgap.org/publications/true-cost-deposit-mobilization
http://www.cgap.org/publications/there-business-case-small-savers-0
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6. Obtain information on the clients‘ abilities to save and (by implication) repay loans;  

7. Facilitate repayments when clients are unable to meet repayments out of current income; and  

8. Encourage repayments, as clients want to maintain a good reputation and their access to future services.  

 

There are also many ways of minimising the costs of providing savings services, and possibly even deriving a profit 

from doing so. This can be done directly through carefully structured pricing to encourage savers to maximise deposits 

and minimise withdrawals. MFIs can elect to pay interest only on accounts with balances above a certain minimum. In 

view of the clear evidence that poor people are willing to pay for convenient savings services MFIs can charge fees for 

specific savings services. In order to reduce withdrawals, MFIs could limit the number of withdrawals per period, set 

minimum withdrawal amounts, require notice to withdraw, or charge for withdrawals made.  In addition to the pricing 

structure, the MFI can reduce costs through its organisational approaches and work methods. Finally, it is important 

that MFIs offering savings services seek up-market, higher-value savers to spread the costs and make the service cost-

effective to run. 

Two different strategies are pursued by outside agencies (whether development bodies or the private sector) and by 

poor people themselves as they seek to design and deliver financial services.  The former tend to use a strategy of 

―permanence and growth‖ and look to create sustainable institutions that deliver financial services to an ever-

increasing number of clients – such as MFIs, banks, and co-operatives. By contrast, poor people generally use a 

strategy of ―replication and multiplication‖ and look to create many small self-contained, often self-liquidating, 

schemes – such as ROSCAs and Christmas clubs.  

Permanent and growth vs. replication and multiplication 

Permanence and growth institutions tend to encourage the long-term build-up of funds through relatively slow, but 

steady, saving, and are therefore extremely well suited for addressing longer-term savings needs. Replication and 

multiplication schemes tend to encourage the rapid accumulation and disbursement of funds and are therefore better 

suited to meeting shorter-term savings needs. There is increasing evidence that providing client-responsive financial 

services can both serve the needs of poor people while maintaining or in fact improving the sustainability and 

profitability of the MFIs.  

There are no magic formulas for designing appropriate savings products for poor people: it requires market research 

and careful, systematic product development. The paucity of appropriate products/prevalence of failed products in 

microfinance is largely due to: 

 Laziness/incompetence/lack of real commitment to the clients … so MFIs, in particular, just replicate 

Grameen‘s JLG methodology and roll that out as far and wide as they can.  

 Slap-dash/‗bath-tub‘ product development … many if not most financial institutions develop and roll out 

products on the basis of the CEO‘s/COO‘s whim rather than a structured market research and pilot-testing 

process … this significantly increases the risk of failure.  

But the rewards for the MFIs that undertake these exercises in terms of profits and client loyalty can be remarkable, 

and well worth the investment. 
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Jeff Ashe: Savings, groups, and the rural ‗bottom of the pyramid‘ 

Let me be blunt. There is no money to be made on a $50 loan or in managing 25c savings deposits. Yet these are precisely the financial services 

that most villagers, especially poor rural women, want: a safe convenient place to park their bits of spare change so it can grow to a useful sum, 

and easy access to tiny loans for all purposes including—but not always—a business.  

 

These miniscule, flexible, and reliable transactions are at odds with the profit and sustainability motives of financial institutions, even the 

‗micro‘ ones. The institutional finance service delivery model cannot effectively reach poor women in the rural backwaters of the world‘s 

poorest countries. This is not a criticism, just a reality.  

 

Some of the visionaries working for a different set of NGOs are behind what we call the ―Savings Group Revolution‖. It was becoming 

increasingly clear to us that MFIs could not reach the rural poor and we were starting to question the idea that to get out of poverty you need to 

get into debt. With Savings Groups the weekly savings payments plus the interest from group fund loans builds the savings of each member. At 

the end of a yearlong cycle when the fund is divvied up, each member receives what she saved – plus her share of the interest. Instead of a 

cancelled loan, each woman now has an asset that she can save or spend as she wishes.  

 

The principal successes of Savings Groups have been in villages, often remote villages, which the institutional approaches have failed to reach. 

Take Espinar, perched more than 4,000 meters high in the Peruvian Andes.  With a population of only 14,000 it is served by 8 MFIs. A few 

kilometres away few of the Amayra women we talked to had heard of MFIs and even fewer had used them. The MFIs in Espinar were reaching 

the urban ‗entrepreneurial poor‘ as they should. Worldwide, only one in ten of the working age population worldwide is accessing improved 

financial services. Savings Groups are the most appropriate vehicle for many of the nine in ten who are left out.  

 

I am not only a student of Savings Groups; I designed and direct Saving for Change (SfC), a Savings Group program run by Oxfam America, 

Freedom from Hunger, and the Stromme Foundation. SfC has trained Savings Groups with nearly 600,000 group members in Senegal, 

Cambodia, El Salvador and Guatemala since 2005, but it is our SfC initiative in Mali that I wish to profile. Since it was started seven years ago, 

SfC in Mali has grown to 420,000 women, organised into 18,000 groups in some 5,000 villages - 40% of the villages in the entire country. Many 

of these villages can only be reached by deeply rutted dirt tracks far from paved roads. Less than 1% of the women in the regions where we work 

use an MFI or credit union; 56% live on less than dollar a day and most are illiterate and suffer from malaria often every year. Mali is one of the 

poorest countries in the world.   

 

But it is not only the size of SfC in Mali that is remarkable - any program will scale up if enough money is thrown at it. SfC has achieved all that 

it has at a remarkably low cost with a paid team of 204 all-Malian staff – one officer for every 2,000 members. In March, the staff downsized 

even further, with most of the remaining officers providing advanced training to established groups, and supporting our agricultural, business 

and leadership initiatives. Well over half of the 18,000 SfC groups in Mali have been trained by unpaid, volunteer ―replicating agents,‖ identified 

and trained by the paid officer who introduced the savings group model to a new village.  It is these replicating agents who are responsible for 

training additional groups in that village.  

 

Replicating agents use an easy-to-follow pictographic manual to guide the training of the new groups. The design has worked. Ninety-five 

percent of the groups trained in 2005/2006 are still operating although they are only monitored occasionally to collect data for our evaluation 

system; 98% of the groups trained since then have continued successfully.  Our assumption – and this has been confirmed by studies from Nepal, 

Kenya and Zanzibar – is that if the entire staff disappeared tomorrow the groups would continue functioning and replicating. 

 

To put this in perspective, if an MFI were attempting to serve the same number of clients as SfC‘s 204 officers manage in Mali, it would require 

a staff of about 1,600 assuming the industry standard of one staff person for each 250 clients. We estimate that SfC and similar Savings Group 

programs can facilitate financial inclusion with a tenth of the staff and at a tenth of the cost of the institutional microfinance models.  

 

To put the scale of SfC Mali‘s outreach in context, according to the MIX, there are only 122 MFIs worldwide with more than 100,000 

borrowers. In terms of total outreach, then, Saving for Change in Mali with its locally controlled and radically decentralized methodology easily 

ranks as one of the world‘s top one hundred financial inclusion initiatives. And Saving for Change in Mali is not unique; CARE‘s VSLA 

(Village Saving and Loan Association), Access Africa Initiative, have reached more than 1.5 million group members in Kenya, Tanzania and 

Uganda alone. Considering the combined outreach of all the Savings Group implementing agencies (Care, Catholic Relief Services, Oxfam 

America/Freedom from Hunger, Plan, Aga Khan Foundation are the principal ones), there are 350,000 Savings Groups now in place in 57 

countries with nearly 7 million members.  You might not have heard about Savings Groups, but they are spreading quickly. Most of this growth 

occurred in just the past four years, with a major boost provided by the Bill & Melinda Gates Foundation. 
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5. CREDIT
21

 

The products offered to the poor and under-served differ based on whether they are offered to groups or individual 

customers. With respect to savings, in groups these are mostly contracted, compulsory savings and, at times, voluntary 

savings. These savings are held and managed by the groups (which can be Self Help Groups, VSLAs, Savings for 

Change Groups, or different types of savings-and-credit groups such as ROSCAs and ASCAs). Usually, only surplus 

resources that are not deployed within the groups are placed with banks. In the case of individuals the savings may be 

both compulsory (such as a security deposit for loans) and voluntary. 

 

Credit varies likewise
22

. In groups, collateral substitutes in the form of group liability are typically used to provide 

loans. The loans could be given to groups or to individual members of groups based on the joint liability of the group. 

The loans to groups are on-lent by groups to members using criteria that could differ from group to group. Some 

features of these loans – either to individuals or groups (further on-lending to members) – are that ostensibly most of 

them are for a productive/income generating purpose.  But no questions are usually asked of the borrower:  

 

 Whether the loan is adequate for the purpose that they state in the loan application (which it usually is not); 

 Whether the loan duration is appropriate; or  

 Whether the interest can be paid with the returns achieved from the activity to be pursued, etc.   

 

Across the microfinance industry, however defined, the loans are usually used for a variety of purposes - including 

consumption. Fungibility of money makes monitoring difficult and the scarcity of money in the hands of the poor 

makes them use it as per their priorities. 

 

Because of this, MFIs and banks have tried to design custom-built products that meet specific requirements of poor 

borrowers.  But these product designs have too often been guided by supply side considerations that the actual demand 

side issues. For example, the enterprise loans of MFIs through groups might offer a slightly larger sum than for 

consumption loans. But there might be no other feature that might differentiate these two loans.  These could be 

emergency loans to meet treatment costs of emergent sickness, death in the family, etc. Or education loans which try 

to provide the tuition fees, cost of books and expenses that are initially required to send children to school. 

 

There are larger individual loans for small enterprises (not the household variety), housing loans, etc that sometimes 

need collateral. Over the last few years in India, loans to promote environmental sensitivities, health and hygiene, 

drudgery reduction are being given.  These loans do not directly connect to livelihood activities that improve incomes 

and stabilise their livelihoods and such as carry a higher risk of failure. Mostly the loans do not go to the poorest 

sections – the so-called ‗bottom of the pyramid‘ – as they are below the bankable level for credit.  The credit 

customers are usually a notch above the poorest category. 

Products which are more focused on specific needs are more valued by customers, in that they do not mind paying a 

higher rate of interest; and keep up the relationship with the credit provider even in the face of personal problems.  

These products accommodate demand-side concerns rather than just supply-side concerns.  The better credit products 

have been those that were adequate for the purpose, with flexibility on repayments, assured continued availability of 

                                                           
21 References made in the responses can be accessed from 

State of the Sector – Microfinance in India 2010,  Sage Publications   

file://localhost/(http/::www.microfinancegateway.org:p:site:m:template.rc:1.9.52504:) 

Community Owned Microfinance Institutions –  Commissioned by Rabo Bank and Access Development Services 

http://overons.rabobank.com/content/images/Microfinance and community-based institutions in India_tcm64-124146.pdf 

State of the Sector – Microfinance in India 2009,  Sage Publications (http://www.microfinancegateway.org/p/site/m//template.rc/1.9.46247) 

State of the Sector – Microfinance in India 2008,  Sage Publications (http://www.microfinancegateway.org/p/site/m//template.rc/1.9.35121) 

 
22 For a reasonable taxonomy of the types of lending available to the poor, see http://microfinancehub.com/2010/04/03/8-microfinance-lending-

models-types-of-mfis/ and http://www.cgap.org/topics/credit 

http://overons.rabobank.com/content/images/Microfinance%20and%20community-based%20institutions%20in%20India_tcm64-124146.pdf
http://www.microfinancegateway.org/p/site/m/template.rc/1.9.46247
http://www.microfinancegateway.org/p/site/m/template.rc/1.9.35121
http://microfinancehub.com/2010/04/03/8-microfinance-lending-models-types-of-mfis/
http://microfinancehub.com/2010/04/03/8-microfinance-lending-models-types-of-mfis/
http://www.cgap.org/topics/credit
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credit, supply of next loan after the current one was paid off and had regular collection of repayments from the 

borrower. In terms of good products, their quality stemmed from their strong fit to both the purpose and the 

borrower.
23

 

Some products can be good in some circumstances, but don‘t work everywhere all the time. In India, some MFIs have 

offered the weekly instalment loans which were fine for trading activities that generated daily/weekly cash incomes – 

but not good for small crop production or where income was generated with a time lag.  One year loans are good for 

purposes with a seasonal cycle of less than one year, but not for investments that paid back over a longer period. The 

real future of credit to the underserved, it can be argued, is in the thoughtful, well-researched, demand-led design of 

specific-purpose credit products – rather than general ‗enterprise‘ credit unmatched to the needs of the client. 

Here are a few: 

Examples of specific-purpose loans 

A 'rickshaw loan' given by some MFIs in India is good example of credit customised for a specific purpose
24

. Eight 

million livelihoods depend on this low cost, all weather, environment friendly vehicle; but rarely those who pull it in 

rain or sunshine own it. Typically the owners collecting rental from the pullers, leaving little for the pullers to make 

ends meet. The Centre for Rural Development (CRD) therefore designed a rickshaw loan.  

The ‗rickshaw loan‘ 

An improved, ergonomically efficient vehicle was designed with participation of IIT, Guwahati. This rickshaw was 

made available on lease (hire purchase) to rickshaw pullers. The condition was that they should be in JLGs of five 

members and function in a cluster – called a garage – of five JLGs. The loan of Rs 10,500 included not only the cost 

of the vehicle, but two years licence and insurance costs. The insurance covered not only the rickshaw, but the puller‘s 

life and third party injuries/death due to accident. 

A small instalment of hire rental of Rs 25 per day is charged over 520 days over 18 to 24 months. The overall 

recovery made is Rs 13,000. CRD generates revenue by hiring the rear of the rickshaw for advertisements. The 

revenue from this source is Rs 5,000 per annum which is utilised towards a part of the loan, making it possible to 

collect only Rs 13,000 against interest and principal from the rickshaw puller. After all instalments are paid the 

rickshaw become the property of the puller. The lease rental charged is no more than the hire paid to owners by pullers 

otherwise. While some of the soft part of interventions are being grant funded by America India Foundation, banks 

have come forward to provide loans. State Bank of India (SBI), Punjab National Bank (PNB), ICICI Bank and HDFC 

Bank are prominent funders. More than 4,000 rickshaws in four locations have been financed and more than 1,500 

have repaid their entire loans to claim ownership of the rickshaws. PNB has agreed to finance 1,000 rickshaws each in 

100 cities on account of its poverty targeting, environment friendliness and promotion of self-employment. Already 

product diversification is taking place with hand carts and solar powered rickshaws having been designed. 

Likewise, a pregnancy loan that builds on initial savings and supports through childbirth and follow-up period is an 

example of a useful loan filling a critical need. The important point here is that it is not one product that is so 

good which just needs to be scaled up. It is more the need for adopting a good process for designing good products 

that are relevant to customers and easily marketed and serviced by the financial institutions.  

 

 

                                                           
23 For example, a loan by Fishermens cooperative in South India with a specified number of repayment holidays that correspond to the off 

season for fishing – which is another product custom built for the customer and hence has great utility. 
24 http://www.centre-for-microfinance.org/wp-content/uploads/2011/07/State-of-the-Sector-Report-2009.pdf 

http://www.centre-for-microfinance.org/wp-content/uploads/2011/07/State-of-the-Sector-Report-2009.pdf
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The pregnancy loan 

Women at the time of delivery need money for hospitalisation, medicines, transport and other necessities related to 

child birth. The poor families find it difficult to put together the cash required, rendering the woman anxious when she 

should be joyous.  

Hand in Hand in Tamil Nadu came up with a design of a loan product meeting the requirement of pregnant woman. A 

pregnant woman requiring a loan should register for the same as soon as she gets to know of her pregnancy. She 

should start saving regularly from then onwards till the date of delivery a fixed sum at periodic intervals. When she is 

to be hospitalised, Hand in Hand would provide a loan equivalent to five times of the savings, up to a ceiling of Rs 

3,000.
25

 

Examples abound of new specific-purpose loans. As Alex Fiorillo points out from her current role at Ideas 42, there 

are interesting new rain water harvest loans and solar panel loans in East Africa: the financial institution partners with 

the vendor and client takes a loan to purchase a large rain water tank for agriculture purposes or a solar panel system 

for home or business services. While in their nascency, home mortgage loans for the financially excluded are being 

tried in several markets too, such as MexVi in Mexico
26

, MiBanco‘s Micasa product in Peru
27

, and Por Fin, Nuestra 

Casa in Mexico, in which the institution takes old shipping containers and turns them into single family homes near 

large factories for factory workers; the credit product allows individuals to purchase the home. Harmos in Zambia is 

offering small consumption loans to purchase bicycles for business purposes. Small livestock loans, fixed asset loans, 

and technology loans for water pumps or tractors are examples of the many focused products being piloted in 

developing markets. 

Of course, the features that make a good product have to apply to different groups of customers for identified purposes 

to make good credit products. Many ‗good‘ products fail in the market, but the failure goes unnoticed till it is too 

late. Among the vulnerable, the demand for credit is unlimited – desperation for cash makes the poor take a loan with 

any kind of feature (after all, any loan from a financial institution is better than a loan from a moneylender or loan 

shark). The loan off-take by desperate borrowers is mistaken for strong demand for a ―good product‖. The institutions 

do not realise that the customer is waiting for a marginally improved product to migrate, and the result is terribly 

mismatched products, such as weekly instalment loans for crop production or medical treatment for the sole 

breadwinner in the family, small sized loans for large investment outlays, or loans for investment/assets with 

inappropriately short repayment duration. 

There is no ‗magic bullet‘ credit product that meets all the criteria, for the lender as well as the borrower, all the time. 

Even grants have failed in this field, so loans have even less of a chance, only because unlike grants, loans can be 

continued for a long time (and scaled up) – enough to construct a livelihood brick by brick.  

That said, a flexible repayment product where the repayment term is defined, with the option of skipping some 

specified number of intermediate instalments, will be the most useful for the poor.  Demand analysis (if possible with 

customer participation in product design) will lead to better products that meet customers‘ needs.
28

 What needs 

development is a process of building loan products that fit the requirements of different kinds of people and types of 

livelihoods and an assurance that the loan support will continue for a period necessary to stabilise the chosen 

livelihood option of the household. 

  

                                                           
25 For brief outline and further info see http://www.ifmr.co.in/blog/2010/07/29/cifd-to-launch-pregnancy-financing-product/ 

26 http://www.ignia.com.mx/bop/portfolio-companies.php?cid=2 

27 See http://www.citiesalliance.org/mibanco 

 

http://www.ifmr.co.in/blog/2010/07/29/cifd-to-launch-pregnancy-financing-product/
http://www.citiesalliance.org/mibanco
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Why do credit products fail? 

―Most reasons for failure for products are attributable to supply side presumptions. The products had been introduced 

without sufficient preparatory work.  An overzealous espousal of 'noble' causes through a loan product has caused 

failures many times. Sanitation loans given to households to build toilets when they did not have a decent roof above 

them resulted in diversion of funds and defaults. Bundling of products with loans resulted in failures. At times water 

filters and solar lamps had been marketed for drudgery reduction and improved health, bundled with loans. When the 

physical products failed to function up to expectations, borrowers defaulted on the loans as they identified the bad 

product with the lender.  Housing loans given with a very long repayment period without collateral ran in to default as 

cash available with poor households were applied for emergent alternate uses.  One MFI that gave large 

uncollateralised individual consumption loans (about $500 against the normal emergency loans of $50-100) for 

meeting emergencies found it difficult to recover the loans. Individual enterprise loans to the poor and near poor have 

always faced high rate of failures. Enterprise skills appraisal and market analysis have been overlooked in making 

such loans.  Loans without collateral are easier to manage in groups, but not in individuals‖. - N. Srinivasan  

The supply side assumptions as to the nature of demand are basically flawed.  When most problems of the vulnerable 

are seen as curable with a loan, we will find that the resultant products fail. As described earlier, most products for the 

poor have been designed by people and organisations that have worked in development projects dealing with the poor 

– and financing is a commercial activity requiring a differentiated understanding of customers.  

R&D and Needs... 

Very few known instances of demand research preceding produce development are available.  When unverified 

assumptions pass as ―insights‖, flawed products emerge.  The unlimited demand for credit has also led to a liberal 

appreciation of the suitability of any product in the initial stages and up-scaling the product with adverse fallouts 

later.  Financial institutions should follow a rigorous protocol of product development, testing and mainstreaming if 

they are to overcome the obstacles. 

The differences in credit needs relate to size, term, frequency of repayment instalments, pricing and the flexibility. 

Agricultural crop loans require short duration loans limited to the cultivation and marketing duration - typically not 

exceeding five to six months in most crops – and bullet repayments without any instalments.  Investment loans in 

agriculture - say for irrigation or farm equipment should be long term, repayable in one or more instalments during 

every year around the harvesting and marketing season of the crops. Small trading, hawking enterprises require yearly 

credit limits - which they repay in frequent intervals (daily, weekly or fortnightly) – which they can draw again to the 

extent of repayment as the stocks in trade should be maintained at reasonable levels in order sustain the income flows.  

Small enterprises in manufacturing or processing require longer term loans for investments in capital assets apart from 

working capital. While investment loans will have quarterly/half yearly or annual instalments of repayment over a 

long term, the working capital might be a credit limit which can be drawn or repaid during the validity as many times 

as may be needed.  

 But going beyond the purpose, the households‘ cashflows need to be examined as they will provide more options for 

structuring the loan product. It might be better to design the loans around the households‘ cashflows as most 

vulnerable families have multiple income activities (beyond the purpose for which loans are requested).  The needs for 

credit are indeed different in diverse geographies. The natural resource endowments influence the nature of livelihood 

activities as well consumption patterns.                              

The activities and consumption patterns drive credit demand and product design. Short term food security might be a 

basic issue in rain-scarce areas (say parts of Africa) which can be remedied through consumption loans underlying a 
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livelihood improvement programme. Given the shortages in many goods, trading has been a preferred livelihood 

option in most of African continent (whether grains, fruits, meat or airtime reselling).  

Livestock rearing is an activity that is native to almost all of Africa – but financed only infrequently. In South East 

Asia many countries have three possible cropping seasons, but poor lack resources to buy inputs, access markets and 

holding capacity to time the market for better prices.  Here the nature of loans would be different and will focus on 

helping the production and income efforts rather than dealing with hunger and food security. As more of irrigated 

agricultural practices get introduced, the nature of credit demand will undergo a change in Africa. The population 

density and economic environment determine costs of operations as well as cost of risks and these influence product 

design from the supply side, consequently impact demand. Denser populations lead to lower costs and a better ability 

to cross manage risks. Overall the African continent carries a much higher cost of operations that makes very small 

loans unviable from the supply side. 

Delivery channels 

 

In financing the poor it is difficult to separate the product from delivery aspects.  A good product will certainly fail 

from a bad delivery process. Continuing customer contact, ability to account for money in real-time, fraud avoidance 

through quality authentication processes, etc are critical to control risk costs. Technology applications have a crucial 

role to play.  Using smart cards for identification of customers and authentication of transactions eliminates certain 

frauds arising from impersonation. Using POS machines or mobiles for transactions also help in back office 

accounting and MIS eliminating delays in generating financial and other information of value to Financial institutions, 

leading to reduced to back office costs
29

.  

 

Mobile phone-based technologies will enable customers to control some part of the processes compared to others.  If 

e-wallets are promoted while providing credit facilities, it will become possible to do cashless transactions with all 

attendant advantages. But this will take some time as most poor populations (in South and South East Asia and Africa) 

have recently moved to monetised livelihoods and might find the move to e-money a tall order.  However, even if the 

field officers of banks/MFIs maintain their e-wallets for handling of cash and accounting, costs can be reduced 

considerably. Biometric authentication, after much hype, is failing to live up to expectations.  The use of technology in 

livestock financing – especially to monitor animal health and establish low-cost insurance cover – is an exciting 

prospect. Presently this is in small scale isolated experiments confined to large ruminants, but has scope for wider 

application.  This would improve the appetite for financing livestock: so critical to many poor households. 

Dealing with Emergencies  

Emergencies can derail families and prevent them from getting ahead. One study describes the design, 

implementation, and results of a pilot emergency (―hand‖) loan product in India. The product achieved its original 

intent, but the pilot encountered considerable institutional and execution challenges. The experience generated lessons 

for future product innovation.  

Microfinance institutions (MFIs) tend to offer credit products that are ill-suited to meet emergency-financing needs: 

the loan amounts are often too large and carry interest rates too high to be viable sources of emergency funding. The 

Emergency Hand Loan
30

 was developed by the Center for Innovative Financial Design (CIFD) at the Institute for 

Financial Management and Research (IFMR) and offered by Dhanei KGFS, a financial service provider operating in 

Ganjam District in Orissa, India. The product provides an easily accessible loan for customers to meet basic needs that 

they cannot afford in the immediate term. These could be medical or education expenses, although the loan is flexible 

in its use.  

                                                           
29 see page 61 and 62 of the Microfinance India State of the Sector Report 2009 - for a MFI that has integrated technology in all its operations 
30 http://www.microfinancegateway.org/gm/document-1.9.56808/Emergency%20Hand%20Loan.pdf 

http://www.microfinancegateway.org/gm/document-1.9.56808/Emergency%20Hand%20Loan.pdf
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The Emergency Hand Loan
31

 

The design of the Hand Loan attempts to replicate the convenience offered by existing informal sources of emergency 

finance. Once an eligible customer indicates why he needs such a loan, it is distributed within minutes. Like informal 

loans from moneylenders or local pawnbrokers, it is available even outside business hours. Risk and appropriate usage 

are managed by setting the amount and term such that the loan is only useful to cover short-term cash shortages of the 

type caused by emergencies.  

The Hand Loan was made available to 450 eligible customers at Dhanei KGFS. Of these, 225 took out at least one 

loan, with some taking out several between January and July 2010. A preliminary evaluation suggests that the 

recognition of people‘s need for credit as a smoothing device or a way to tide them over during an emergency leads to 

a very different kind of product than thinking of loans as essentially small-business loans.  

Clearly the Hand Loan has displaced some sorts of informal loans, particularly those obtained from pawnbrokers, who 

often charge high interest rates and require collateral that is sold if the loan is not repaid on time. Less expectedly, 

however, we found that some customers quickly repaid their Hand Loan using salary advances from their employers 

that generally charge no interest and can be repaid in small instalments.  

The Hand Loan is in its first iteration (i.e. pilot phase) and has proven to be successful in its main objective of 

providing convenient, formal access to finances for low-income families. However, the design (loan amount and term) 

was altered by the bank during the pilot approval process, and was changed further during implementation (fixed 

rather than maximum amount, failure to communicate importance of timely repayment). It is now apparent that some 

of these changes were motivated by a need to ensure short-term profitability. Future iterations will need to rectify 

these issues while also alleviating real business concerns. Pilot results also point to other enhancements based on a 

better understanding of customers‘ usage of the product, for example SMS payment reminders. 

The holy grail of credit product design... 

So, what if we took an entirely different approach and considered that we could solve a bottleneck faced by low-

income populations without finance?  

If we continue to think about good product design, key factors will be: 

 Proper timing of the product. When does the cash outflow and inflow happen? Is it timed appropriately for the 

client‘s context/situation?; Research shows that poor people have much more severe limited attention (called 

the Psychology of Scarcity – an emerging body of research
32

) and causes them to make less optimal decisions 

and take less optimal actions. Having clients make important financial decisions right after harvest time, for 

example, could lead to better outcomes rather than when they are strapped for cash and stressed about their 

daily life challenges.   

 

 Well-designed features that help increase enrolment/uptake and usage (reminders, direct notifications, 

defaults) 

 

 Simplicity of processes and forms (make the intention-action gap as easy as possible) 

Things that promote asset building are important in meeting clients‘ needs, argues Alex Fiorillo, such as mortgages for 

poor people. Mortgages would be transformative but would require both financial design innovation and policy 

                                                           
31 http://www.ifc.org/ifcext/gfm.nsf/AttachmentsByTitle/2010FinNet-PiyushTantia.pdf/$FILE/2010FinNet-PiyushTantia.pdf 
32 http://www.edge.org/3rd_culture/thaler_sendhil08/class3.html 

http://www.ifc.org/ifcext/gfm.nsf/AttachmentsByTitle/2010FinNet-PiyushTantia.pdf/$FILE/2010FinNet-PiyushTantia.pdf
http://www.edge.org/3rd_culture/thaler_sendhil08/class3.html
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reform. There have been few success stories with housing microfinance and those that have shown promise are 

generally gradual home-building loans (designed as consumption loans), not long-term home purchase loans.  

The Client POV 

The microfinance industry has been very credit-focused but most credit products are designed from the institution‘s 

perspective, not the client‘s. If we redesigned many of the existing products taking into consideration how clients 

really behave and make decisions, we might all be surprised by the outcomes.  

Behavioural economics insights indicate that using well-designed and timed reminders help with repayment and asset 

building and simplifying loan terms, forms and processes improve clients‘ engagement with and continued use of 

financial products. An important lesson from behavioural economics is that context and situation is a strong 

determinant of individuals‘ behaviours and choices. So, we must really understand the context in which clients are 

operating and design financial products that address the constraints and leverages the strengths of those contexts.  

Debt vs Savings 

Another failure it is important to highlight is the choice many poor people face between savings and debt. Farmers, 

microentrepreneurs and individuals often use expensive consumption loans to finance activities that could feasibly be 

funded through savings (the purchase of equipment and other fixed assets, emergency expenses, etc.), in part because 

easily accessible savings pose temptation problems or are unavailable to them. Designing products with the best 

features of debt and savings could help move from expensive debt cycles to savings cycles and increase net incomes 

by as much as 50% in some contexts. 

Insights from psychology research focused on the poor emphasize that designing a cheap, simple product or service is 

by itself not enough to make a positive impact on the lives of poor people. Getting people to adopt, use, and stick with 

such products or programs is a critical part of the process of making a dent on whatever problem is being addressed. 

This involves paying close attention to the psychology of potential users when designing and distributing programs 

and products in areas such as microfinance.   

And product pricing transparency is central to this ‗context‘. A traditional model of consumer behaviour might assume 

that the cost of reading and understanding a disclosure form is minimal compared to the financial benefit of picking 

the right financial product, and conclude that the format, timing and framing of disclosure is irrelevant to decision-

making. However, a great deal of evidence from behavioural research contradicts this view and suggests that the way 

clients select financial products is heavily influenced by the context in which choices are presented. Factors that 

influence decision-making include the use of plain versus legal language, how financial figures are displayed (e.g. 

APR versus ‗Total Cost of Credit‘)
33

, and who presents the information to the client. Policies that require institutions 

to share financial product information using transparent and ―smart‖ disclosure formats will likely help consumers 

make better decisions. 

  

                                                           
33 See www.mftransparency.org for the leading work on transparency in the microcredit industry 

http://www.mftransparency.org/
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6. (MICRO) INSURANCE
34

 

More than any other product (because it started from a lower position) microinsurance is becoming pervasive across 

the landscape of the developing world. There is a huge variety of microinsurance products beyond the ubiquitous 

‗credit life‘ now. The Microinsurance Centre did a landscape study of in the 100 poorest countries in 2007. In 2010 it 

repeated it for Africa. The 2007 study showed variety, but clearly a predominance of credit life. The 2010 study 

showed funeral as the predominant product (primarily because of its importance in South Africa which represented 

over 50% of the total MI covered lives on the continent). The Microinsurance Centre is about to publish 2012 

landscape studies of Latin America and the Caribbean, and Africa (again). In these studies, Michael McCord expects 

to see a reduction in the gap between credit life and the other microinsurance products. 

Three dominant types of microinsurance 

1. Embedded / loyalty cover: The embedded cover appears to be making quite an entrance into the microinsurance 

scene. Similar to the ‗free‘ travel insurance embedded in credit cards, it has been updated to link the cover to 

consumption of the core product.  Good examples are: 

M-Insurance: The more a person consumes of airtime the more increased cover the person gets.  E.g TIGO-

MicroEnsure/ Trustco-Econet Wireless etc; 
35

 

Savings: The more one saves, the more cover one gets.  E.g. Opportunity Bank Ghana, & MicroEnsure. 

Pharmacy: The more pharmaceutical goods one consumes, the more cover one gets
36

.   

These models pretty much meet all Rutherford‘s criteria (if one believes buying airtime and medicine is a social 

good).  The main risk is if the providers decide to cancel the cover meaning that they may destroy trust in the market. 

 2. Compulsory: Credit life typically follows this model and is often hidden in the fine print and many of the clients 

don‘t know about it.  Whilst this remains the most effective approach to retail products to a consumer, it erodes 

choice. 

3.  Voluntary: This is when products are entirely voluntary to the client. According to Jeremy Leach, the MTN Ghana 

MiLife product is probably the best product in the market – albeit before its time as it is dependent on mobile money 

which has not reached scale. It democratises access to insurance: insurance can be bought and paid for via the cell 

phone and the client can even change the cover and claim the same way
37

 
38

. 

                                                           
34 There is a wealth of information on this sector, includingMicroinsurance Compendium  

 http://www.munichrefoundation.org/home/Projects/Microinsurance/2006Microinsurance_Compendium/-Microinsurance_Compendium-Vol-

2.html; Microinsurance Innovation Facility: http://www.ilo.org/public/english/employment/mifacility/knowledge/publ.htm; 

Cenfri  http://www.cenfri.org/k2; Micro Insurance Network - http://www.microinsurancenetwork.org/index.php 

 
35  http://www.gsma.com/developmentfund/wp-content/uploads/2012/07/MMU_m-insurance-Paper_Interactive-Final.pdf; see also Leftley Box 

later. 
36 See http://www.clicks.co.za/Finance-FuneralInsurance.aspx 
37 http://www.mobilemoney.com.gh/index.php/mobile-insurance-milife 
38 As Richard Leftley of MicroEnsure describes is, there are 7 general categories. 

Term life: A fixed amount is paid if the customer dies within in period of time (usually a funeral product). 

Endowment: the product pays out not just in case of client mortality, but also if s/he survives (this is like a savings product, but which 

pays a lump sum). Leftley thinks these are bad for the poor, because of their typically unstable incomes. The client who doesn‘t keep 

paying premiums loses everything. So the chance of being able to pay every premium over five years is low for many clients. And 

many have been missold too (high inflation in these countries means that the endowment paid out at the end of the term has diminished 

to a fraction of its value at the beginning). 

http://www.munichrefoundation.org/home/Projects/Microinsurance/2006Microinsurance_Compendium/-Microinsurance_Compendium-Vol-2.html
http://www.munichrefoundation.org/home/Projects/Microinsurance/2006Microinsurance_Compendium/-Microinsurance_Compendium-Vol-2.html
http://www.ilo.org/public/english/employment/mifacility/knowledge/publ.htm
http://www.cenfri.org/k2
http://www.microinsurancenetwork.org/index.php
http://www.gsma.com/developmentfund/wp-content/uploads/2012/07/MMU_m-insurance-Paper_Interactive-Final.pdf
http://www.clicks.co.za/Finance-FuneralInsurance.aspx
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Why is this? Credit life offered an easy (and profitable) entry point, but insurers have both moved on themselves, and 

been pushed for better products by new delivery channels. But the global market is not homogenous. Different 

countries and regions have greater focus on different products. India has large numbers of people covered by health 

microinsurance. Much of this is related to government subsidies. West Africa by contrast is big with community based 

health microinsurance.  

Can we make insurance ―suave‖? 

Much microinsurance is driven by the commercial sector and as competition has increased this has pushed them 

towards better, more diverse products, and has improved processes and service. In the Philippines for example, much 

of the competition is now based on how quickly claims can be paid. This has had an important impact on making 

products more SUAVE (Simple, Understood, Accessible, Valuable, and Efficient). It has also resulted in more careful 

approaches to responding to potential client‘s needs. In insurance, it is important to recognize that need does NOT 

equal demand. 

So where is the market beyond credit life? Property-type products remain somewhat weak as controls tend to be more 

challenging. For agriculture and livestock insurance, index has been an important new effort, but essentially remains 

in pilot test. There is huge potential, but reaching scale and profitability has been seriously elusive. Michael McCord 

says that index in theory is a great development trying to meet a real need, but it has many issues that have hindered 

reaching scale so far. 

Unlike more typical microfinance (credit and savings) and outside of India, microinsurance is primarily driven by 

commercial insurers. Within credit-and-savings microfinance, institutions and processes were developed to fit the 

needs of the low-income client (and even then, often very poorly). Within microinsurance, there is a need to get 

insurers to go through a paradigm shift to understand and effectively provide products and services for the low income 

market.  

What is this ‗paradigm shift‘? For insurers, it requires a deep broadening of their understanding of how to provide 

insurance to this market. At the same time, such paradigm shifts are not uncommon in insurance given the broad range 

of clients that they service. Microinsurance is not disassociated from the insurance market continuum: it is simply the 

lower end. In the same way that insurers deal completely differently with multinational corporations like Shell Oil 

than they do with middle income homeowners, they need to figure out how to deal with the low income market. The 

difference is not just a lower premium for a lower sum insured. This means a different approach, to, inter alia: 

                                                                                                                                                                                                                 
Property: Protection against fire, natural disaster 

Disability: disability insurance is usually packaged into ‗life‘ 

Livestock: See example of IFFCO-TOKIO in Appendix A 

Crop: There is yield insurance (which is very open to abuse), so index was introduced. But problem is that data isn‘t often available 

and this sub-sector will take time to develop. 

Health: Among the most highly demanded38. Three general categories:  

1. Hospital cash. Policy pays out a fixed sum if customer goes to hospital - irrespective of cost. A low-admin product 

so very scalable. 

2. Inpatient. A premium is paid, and if the customer is admitted to hospital (as 3-5% will be in a given year), 

treatment is covered. 

3. Outpatient. This can be combined with inpatient. The policy pays doctor up front based on expected number of 

patient visits. 
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- Controls. Forget the long list of exclusions and extensive requirements for claims settlement. But at the 

same time, we need to understand the cost implications, and we still need to confirm the events and 

manage moral hazard, adverse selection and fraud. We just need to do these in ways that make sense, both 

in terms of costs and practicality for beneficiaries. 

- Marketing. The industry needs to build trust and convey information in a way that has an impact on the 

low income market. This means not the same old posters and TV adverts. 

- Agents. Traditional agents are not effective in selling microinsurance. 

- Policy documents. Smart insurers can fit them on the front and back of a business card. 

- Product features: They must be flexible in terms of the needs of the market 

- Understanding the market: No more individual underwriting, so insurers need to understand the clients 

and the risks and needs. 

- Market segment underwriting: Individual underwriting is too expensive for this market.  

So the ‗good‘ (effective, and profitable – or at least moving towards profitability) insurers are those that see the need 

for the paradigm shift and implement the necessary adjustments effectively. This tends to be an iterative process. 

Insurers start with simply ‗lower premium, lower coverage‘ products. They find limited success. They make 

adjustments, improve their success and then make bigger steps to make it work. 

Michael McCord doesn‘t think we need to develop new microinsurance only institutions. These are likely to have 

significant issues in generating profits, and will be needlessly expensive for donors. The cases that we see of 

microinsurance-only insurers, brokers, or agents confirm this observation. 

Community-based microinsurance is, in McCord‘s opinion, a model of very limited potential. Expecting local people 

to manage their own insurance program leads to significant problems and limited benefits for the low income 

community. The ‗mutual‘ model – where professionals run a member-owned insurer – can prove effective if they are 

able to generate enough market and usually if they are able to span the different markets. When this happens they act 

effectively like commercial insurers. 

The answer? 

The model McCord has promoted from the beginning has been one in which the commercial insurers are managing 

the insurance risk. Commercial insurers have capital, access to reinsurance, and fundamental insurance knowledge 

(though they do need to shift paradigms in terms of product and process specifics).  

In terms of low-hanging fruit, it is certainly easier. Microinsurance has to be seen as an evolving market. In most 

countries we start with a market attitude towards insurance as strongly negative or at best ambiguous because there is 

no knowledge of insurance. Thus, ‗low hanging fruit‘ also evolves. As simple products show their value to the market, 

others will buy. As more buy, there is more demand for alterations and other products. But for this to happen insurers 

must provide good products in a way that works for the market. Paying a funeral policy in 30 days does not help when 

people have to get the body in the ground within three days. When insurers prove they can respond effectively, 

demand increases and pushes the evolution to the next level. 

Certainly, microinsurance is much easier with group policies, and mandatory offerings. It is no different than in 

developed countries. But we need to be broader with our understanding of what composes a group. Primarily, we need 

a premium aggregator, and marketing/training facilitator to reduce the costs (and improve controls) of the insurer. If 

these are low-hanging fruit, insurance everywhere will always be more effective working with the low-hanging fruit. 

The biggest obstacle to scaling microinsurance is delivery. How do we get products out to millions of people 

efficiently and effectively? MFIs have been helpful, but have been much less the panacea than they could be. Direct 

sale of microinsurance by insurers is less than effective. Thus we need channels to facilitate the sale, premium 

collection, and servicing of these products to the low income market. We already see utilities companies in Latin 



Page | 27  

 

America, pawn shops in the Philippines, churches in South Africa, retailers in South Africa, cell phone companies in 

Ghana, and combinations of actors in the sales and servicing processes (human sales, and telcom premium collection 

for example). This is the problem we face. 

Innovations abound, however. Some interesting ones include: 

- Pioneer Life in the Philippines with their open product design process and their 1, 3, 5 claims schedule. 

- Also in the Philippines, a major pawn shop selling 100,000 policies a month 

- In Ghana the Tigo /MicroEnsure product that has doubled the number of people insured in Ghana in less 

than a year. 

- In Peru, the ocean temperature-based index product that pays before the event occurs. 

- In Jordan, the supplemental health care policy ―Caregiver‖ offered by MFW 

- The Hollard / PEP and EZ stores distribution 

- The development of savings-linked insurance, addressing the criticism that insurance fails to provide 

anything in the event that the risk does not eventuate
39

. 

 
The analysis of the cases in the chart and study 

40
 shows that insurance companies are able to provide microinsurance 

profitably. The experiences also show that achieving sustainable microinsurance operations is often an iterative 

process. This observation illustrates the importance of monitoring experience, continuously learning from the market, 

and making adjustments to the product and the pricing. Old Mutual and ICICI Lombard experienced challenges with 

the profitability of their respective group funeral and MAS health insurance products at the beginning. Both insurers 

were able to reduce losses by using remedial measures and are working on strategies to make the initiatives viable. 

Their persistence highlights the increased focus on microinsurance amongst the insurers reviewed.  

While these five case studies provide valuable insights into the profitability of the microinsurance initiatives of the 

insurers, further research into the performance of other microinsurance initiatives is needed. In addition, rather than 

                                                           
39 http://www.ilo.org/public/english/employment/mifacility/download/brnote12_en.pdf 
40 http://www.ilo.org/public/english/employment/mifacility/download/mp11bus.pdf 

http://www.ilo.org/public/english/employment/mifacility/download/brnote12_en.pdf
http://www.ilo.org/public/english/employment/mifacility/download/mp11bus.pdf
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investigating individual products, looking at the whole microinsurance initiative and investigating the cross-subsidies 

between different products would provide insights into the development of microinsurance.   
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 ―I don‘t like the term ‗microinsurance‖, says Richard Leftley, CEO of MicroEnsure. ―There is a market out there 

which is unserved (especially in the informal sector) and is pretty well mapped to the microfinance client base. They 

are what could be described as the ‗working unserved‘. They have jobs, and no insurance‖. 

―There is also what you might call the ‗missing middle‘; the employed sector who have limited access to insurance. So 

there are the un-served and underserved. In insurance circles, we increasingly call it the ‗mass market‘ – a concept that 

I prefer, and which better reminds us that less than 5% of the global population has access to all insurance they want 

and need. So, while we‘re been focused on the so-called Bottom of the Pyramid, we must look for growth to the next 

tier up – the market up to income levels of $5-7 per day‖. 

So, what are the criteria for success? How do you match a product with the need or demand? 

Whilst some stakeholders, industry participants and types of insurance have unique challenges (index and health, for 

example), there are four broad challenges: 

5. The need to design simple products that are understandable and easy to administer (with few exclusions); 

6. The need to educate the consumer base and sales force (who often have a negative understanding of insurance 

in general); 

7. The need to handle massive volume. Margins are thin. This means having robust technology to handle the 

back office requirements of scale; and 

8. Most importantly, the need to pay claims quickly. This means within days - not weeks. 

So if you‘re a big global insurer, you need a separate department to attack those four things. Allianz, Ziurich have 

tried, so have AIG, they have centralised divisions to try to overcome these challenges. For the most part, though, the 

microinsurance divisions within big orgs have struggled, as people avoid going through them within the organisation. 

But I think you need a specialist unit for microinsurance, whether as an insurance company, or a broker/underwriter. If 

you‘re an underwriter, you need to take on brokerage duties; if you‘re a broker, the revenue streams are too thin to 

make it work without doing the underwriting for commission too. 

So, the leaders in the microinsurance space (and we are not seeing the microfinance community emerge here), will 

have some form of a broker function, combined with that of an underwriter. Alas, we‘re not yet far enough advanced 

to see anyone as a shining light.  

MicroEnsure started as a broker, then set up reinsurance, so acts as an underwriter. It discovered the revenues to make 

business case work and became a 3
rd

 party administrator on the claims side for health.  

Leftley says: ―As for MicroEnsure, we‘re focused heavily on working with MNOs. In Kenya, we‘ve partnered with 

yuMobile
41

. This model is that you offer free insurance; you convince the mobile phone company that people don‘t 

choose insurance, unless they are offered it for free – while being offered something else they want. People in such 

markets value insurance, but are seldom willing to buy it. Realising this, we went to mobile phone companies and 

argued that if they spend a dollar giving them insurance, they will spend $2-3 on your network – more than covering 

the cost of premiums. It started as an experiment, and has so far worked. Signed up millions of clients on free 

insurance (typically life, and personal accident); and then once their perceptions have changed, they‘re offered chance 

to include their spouse or children on the policy - a ‗freemium‘ model in effect. After that, we offer health insurance 

for an extra dollar a month‖. 

                                                           
41 yuMobile has created a unique insurance scheme that gives a life and disability insurance cover for yuMobile pre-pay subscribers. Dubbed 

―yuCover‖, this product offering is underwritten by Jubilee Insurance and powered by MicroEnsure. This product rewards yuMobile subscribers 

with a renewable monthly life and disability cover based on the amount of airtime re-charged each month. As an introductory offer, yuMobile 

is extending this Insurance for free up to 31st October 2012 (after which a nominal fee is applicable). Subscribers can qualify for 

this  insurance by topping up as little as Kes.100 of airtime each month and as they increase their monthly top-up, they earn more insurance 

cover – with, up to a maximum of Kes.60,000 of insurance cover, per month.  yuCover becomes active on the first day of month following 

registration and basis of cumulative Recharge done by the subscriber in the previous month.  
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―Insurance is potentially as important as microfinance to the poor. The less you have, the more the loss of some or all 

of it matters. Thus many of the poor are preoccupied with the risks and uncertainties that threaten their income, 

assets, prospects and dignity. Insurance can be a substantial mitigant – it cannot eliminate risk, but it can greatly 

reduce the misery of constant worry. 

 

The development of micro-insurance products has been slow. It’s difficult to develop affordable cover, historic data is 

scarce, delivery systems are traditionally expensive and  moral hazard can easily slip into product design. But it is 

encouraging to see more potential providers entering the market, including larger insurance groups, development 

institutions and micro-financiers. 

  

The larger insurers have seen a major underserved market and its potential. They have rightly put a good deal of 

thought into developing cheaper and more effective delivery systems. But product design is still based a bit too closely 

on their traditional practice. 

  

Development institutions have been trying hard to promote insurance. They have been eager to help potential private 

sector providers to move into broader based insurance. They have also developed projects to provide cover for 

agricultural risk and natural disasters, but these have generally been ambitious and macro- approaches. 

  

Some micro-financiers have developed micro-insurance products, better tailored to the needs of the poor. They are 

not averse to selling insurance which improves the creditworthiness of their loan portfolios, so some product design 

may not be distant enough from the Payment Protection Insurance prototype which is currently preoccupying UK 

banks. 

  

So far, design drivers have been supplier-led rather than demand-driven. When greater emphasis is given to the wants 

of the poor, rather than their needs as perceived by others, the market could grow very rapidly. One of the major 

successes is funeral insurance, demonstrating the importance of dignity to many of the poor, and proving to be a great 

product for reducing worry. 

  

There are some encouraging trends. First, new technologies, such as payment by mobile phone, are making potential 

delivery systems cheaper and more effective. Second, there is more experimentation with new approaches, which is 

essential for the evolution of practical, economic and desired products: regulators can make an important 

contribution by allowing flexibility in the introduction of products. Third, there is increased interest in the support 

that informal providers, including community groups, supply in the event of severe losses – the key point here is that 

help is given, but not without cost and discipline: the recipients are expected to contribute to the community in return. 

Fourth, the most astute providers are beginning to ask the poor themselves what cover they would value most.‖  

Declan Duff 

 

―Improving the client value of insurance‖: 

As microinsurance providers, governments and donors try to provide better value to clients, they are faced with the 

same questions: are clients benefiting from microinsurance? How do we measure those benefits? How do we improve 

the value proposition for the clients?  

A microinsurance innovation facility briefing note
42

 presents results from the analysis of 15 microinsurance schemes 

in India, Kenya and the Philippines using the ILO Microinsurance Innovation Facility‘s client value assessment tool 

called PACE (Product, Access, Cost and Experience).  

The PACE tool looks at the added value for clients of insurance products by comparing the products to each other and 

to alternative means of protection from similar risks (including informal mechanisms and social security schemes).  

                                                           
42 http://www.ilo.org/public/english/employment/mifacility/download/brnote10_en.pdf 

http://www.ilo.org/public/english/employment/mifacility/download/brnote10_en.pdf
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It is widely recognized that microinsurance products can deliver value to low-income households only if they are 

appropriate, accessible, affordable, responsive and simple, the PACE framework is designed around these five 

principles and is structured into four dimensions of Product, Access, Cost and Experience:  

 Product: describes appropriateness by reviewing coverage, benefit level, eligibility criteria and availability of 

value-added services 

 Access: focuses on accessibility and simplicity by investigating choice, enrolment, information, education, 

premium payment method and proximity 

 Cost: measures both affordability and value for money, while looking at additional costs to keep down overall 

costs of delivery  

 Experience: assesses responsiveness and simplicity by looking at claims procedures and processing time, 

policy administration, product tangibility and customer care. 

 

7. CONCLUSION 

It‘s impossible to summarise the challenges and opportunities behind even one small sub-product within the 

limitations of this note – let alone summarise Best Practice in Financial Inclusion. 

It is worth, though, repeating what Stuart Rutherford and Graham Wright have emphasised so far. 

Stuart argued that the tools available and the behaviour they affect are not always well matched with needs. There are 

three big needs: 

1. The daily grind: Managing money on a day-to-day basis to ensure there‘s food on the table every day and not just 

on days when income comes in (e.g. money to buy a child an ointment on the day she gets conjunctivitis and not 

when the infection has already damaged her eyes for life). 

2. Big expenditures: This means forming sums big enough for life‘s big spends: life cycle things like birth, 

education, marriage, death, homemaking and furnishing, big assets (fans, TVs, bicycles), business assets, and so 

on.  

3. Emergencies: These include private emergencies like ill health, and public ones like fires, floods and cyclones. 

Dealing with emergencies requires activity similar to those for big expenditures but with the added complication 

that their timing and their nature (mostly) cannot be foreseen.   

These are the three main life needs. They in turn require four basic and universal financial needs - to transact, to 

invest, to build assets; and to sustain consumption
43

  In general, Stuart said, finance the establishment of systems 

(branched and/or branchless) that get close to poor people and offer them savings and credit and insurance that have 

that a key set of virtuous characteristics: proximity, frequency, flexibility, convenience, regularity, commitment, and 

(perhaps most of all) reliability. ―And keep at it until they‘re strong enough to stand on their own‖.  

So what products might these be? Graham argues that, as a bare minimum, therefore, poor people need a suite of 

products that includes: 

 A transaction or very basic savings account (linked to a reliable and efficient payments/remittance system that 

is not too costly); 

 Recurring deposit accounts for different goals (with an attached overdraft to which they have automatic and 

immediate access – up to 90% of the value of the amount deposited); 

 A general short-term (up to one year) loan (that can be used for working capital as well as consumption 

smoothing, education etc.); and 

 A longer term loan (secured against assets acquired with the loan).  

 

                                                           
43 Roodman 
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In combination with insurance products appropriate to the demographics, sector and need of the client, we are 

approaching a genuinely well-matched product model. But giving the underserved financial products is all well and 

good, but without financial education to ensure they are useful (and profitable for the institution), and without taking 

advantage of new technology and delivery channels to reduce cost and reach scale, it might all be for nothing. It will 

be these two areas, therefore, which are the focus of the next Working Group of this Fellowship. 

 

Sam Mendelson 
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APPENDIX A 

IFFCO-TOKIO and the livestock insurance pilot 

In 2008 the rural team of IFFCO-TOKIO General Insurance Co. Ltd. (IFFCO-TOKIO) faced a dilemma. To fulfil the 

mission of IFFCO-TOKIO‘s parent company, IFFCO, the team needed to bring the benefits of insurance to 

cooperative members, and to expand IFFCO-TOKIO‘s rural portfolio, they needed to expand their bancassurance 

business and enlist rural cooperative banks as distribution partners. To attract cooperative banks as partners, they 

needed to offer products to cover all assets for which banks provided loans. The problem was that cooperative banks‘ 

portfolios were filled with cattle loans, and IFFCOTOKIO did not offer any livestock insurance.  

IFFCO-TOKIO is a joint venture in India between the Indian Farmers Fertilizer Cooperative Ltd (IFFCO) and Tokio 

Marine and Nichido Fire Inc. of Japan. IFFCO-TOKIO has a strong interest in providing insurance cover for rural 

farmers because of the relationship between its parent company, IFFCO, and the rural sector. IFFCO consists of 

40,000 farmers' cooperatives and is the world‘s largest cooperative manufacturer of fertilizer as well as the world‘s 

largest cooperative.   

IFFCO-TOKIO knew that it needed to provide livestock insurance to become an attractive insurance partner for 

cooperative banks, but was wary of the challenges facing livestock insurance in India and elsewhere, such as:  

• Absence of actuarial pricing data: Limited to no mortality risk data makes pricing difficult.   

• Difficulty in valuation: The value of cattle is correlated with its age, health and production capacity. The value of 

each cattle needs to be assessed as it can vary by geographical areas and there is limited information on market prices.  

• Identification of animals: Accurately identifying cattle is a challenge, increasing the risk of moral hazard and 

fraudulent practices.   

• Monitoring and verification: To combat fraudulent claims, insurers need to monitor tagging, valuation and risk 

calculation. Insurers might need to appoint their own veterinarians or agents to properly monitor these processes.   

• High operational cost: Operational processes related to enrolment and claims settlement can be labour-intensive and 

expensive. Verification of a loss in remote rural areas for one to two insured animals can be a considerable transaction 

cost (Sharma and Mude, 2012).   

These challenges prevent the expansion of livestock insurance, in spite of the clear need for such cover. About one 

billion people, or about 70 per cent of the world‘s 1.4 billion people living in extreme poverty, depend on livestock for 

their livelihood. In India approximately 100 million people rely on livestock as their primary or secondary source of 

income, yet only seven per cent of the livestock are insured. 

A typical cattle owner in India is a small farmer who owns one or two cattle. The farmer raises cattle as part of a 

mixed farming system comprising of crop and livestock production. The regular livestock income generated through 

the sale of milk is used to supplement seasonal farming income. With small farmers generating nearly half of their 

income from livestock and the value of cattle representing a substantial percentage of the farmer‘s wealth, the death of 

cattle poses a considerable risk and affects the farmer‘s net worth and income. The risk is greater when the livestock is 

purchased with a loan because the household has the additional responsibility of repaying a loan without access to the 

asset that was meant to generate the income for the repayments.  

Given this dependence on livestock, insurance solutions that protect farmers in the event of a loss deserve attention. 

After 27 months of testing IFFCO-TOKIO has successfully:    

- Insured 28,136 cattle with a gross written premium of US$ 496,000 

- Educated farmers about the benefits of the RFID technology and used it as a marketing advantage  

- Monitored its processes to reduce fraud and control claims (claims ratio of 35 per cent)  

- Improved the business viability of the product (combined ratio of 118 per cent)   
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- Improved the client value proposition through product and process changes that led to doorstep enrolment and 

claims services and faster claims processing  

- Used the livestock product as a strategic advantage to attract new distribution partners and expand to new areas  

 

The encouraging results highlight the need to pilot, adapt processes, learn from the field, and balance client value and 

business viability. While the project at first glance appears to be a technology project, the real value of the technology 

has been allowing the insurer to change business processes.  

 


