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Introduction

Microfinance (MF) is the banking the unbankable, bringing credit, savings, micro-insurance and other essential financial services within the reach of the millions of people who are too poor to served by the regular bank, in most cases because they are unable to offer sufficient collateral.
The rise of Microfinance Institute (MFI) during last three decades created a landmark in the history as an alternative model to deliver financial services to the poor. No collateral, no other security is required by the MFI to deliver credit to the poor.

There is common saying that money begets money. Adam Smith in his famous book “Wealth of the Nation” said, “When you got a little, it is often easy to get more. The great difficult thing is to get that little”. Microfinance Institute provides the poor with little money to start with, which help the poor to take a leap forward out of the poverty cycle. In addition to financial intermediation MFI also provide social intermediation which includes group formation, development of self-confidence, training in financial literacy social development management capabilities among the member of the group.

Thus there is no denying the fact that the positive impact of Microfinance to the poor. Today it is considered as a poverty alleviation approach.
Let me now come to the topic of the paper. The evolution and development of Microfinance in Bangladesh has been witnessed by me as I am associated with this sector of working with BRAC for last almost 36 years. I had the opportunity, experience and knowledge as I was with the process to witness the evolution and development of the sector which happened in Bangladesh over the last three decades.

Now-a-days there is lot of discussion and development taking place on the pricing and marketing of Microfinance. Some are saying the pricing is too high and others are saying it is appropriate. The fact is, pricing of microfinance is the function of many variables and therefore there is no single market price for micro loans. In marketing there are some improvements taking place due to the introduction of technology. As a result the market is expanding and entering into outreach. We have also seen the South Asian MFIs are the major player in the global microfinance market.

BRAC – A story of the World’s largest development organization
Let me give a brief introduction about BRAC before getting deeper into the topic.

BRAC began as an acronym, standing for Bangladesh Rehabilitation Assistance Committee. When its relief work turned to development, the name changed to Bangladesh Rural Advancement Committee. By the 1990s, it was tackling the socio-economic problems of urban slums as well as rural poverty. 

Founded in the aftermath of Bangladesh’s War of Liberation, BRAC began as a small scale relief and rehabilitation project in 1972, aimed at helping people overcome the devastation and trauma of the war. BRAC soon redirected its efforts towards long-term issues of poverty alleviation and empowerment of the poor. Today BRAC has emerged as the largest development organizations in the world, in terms of the range and scope of its programmes and the size of its workforce. BRAC’S pioneering holistic model of development includes programmes in health, education, social and economic development, including microfinance, as well as human rights and legal services.
BRAC Vision 

A world free from all forms of exploitation and discrimination where everyone has the opportunity to realize their potential. 
BRAC Mission 

Our mission is to empower people and communities in situations of poverty, illiteracy, diseases and social injustice. Our interventions aim to achieve large scale, positive changes through economic and social programmes that enable women and men to realize their potential. 
BRAC Values 

We believe, practice and promote, 
Innovation 

Integrity 

Inclusiveness 

Effectiveness 

Going International 

BRAC’s experiences in Bangladesh of innovating new approaches in key areas of development and taking them to scale rapidly, against a range of constraints, is of significant relevance for the fight against poverty in other developing countries. It is this experience, expertise and attitude with a southern core and perspective that BRAC intends to deploy in helping the poverty reduction efforts of other developing countries. BRAC Afghanistan was the first of BRAC’s international initiatives. Its microfinance programme is operating across 75 per cent of the country and is a lifeline to more than 189,000 households whose livelihoods have been devastated by decades of conflict and uncertainty. In Africa, BRAC has been able to scale up in Tanzania and Uganda after less than three years of operations in the region and is helping 166,000 households in these two countries - with plans to help the citizens of Sierra Leone and Liberia rebuild their lives after decades of disastrous civil wars. In Southern Sudan, BRAC currently operates programmes in Microfinance, Education, Health and Agriculture. BRAC also is operating in Pakistan, Sri Lanka, Philippines and Haiti.

Future Vision 
When the world is free from hunger and poverty, BRAC’s work will be done. Until then, BRAC will strive to find practical and scalable approaches to eradicate poverty. With one billion people in the world today still suffering from poverty, the task ahead is enormous. Even countries which are making good progress in economic growth and achieving the MDG goals, there are second generation development challenges that remain unsolved. BRAC will be working actively and in close alliance with civil society, private sector, government and institutions, in addressing these challenges.

The evolution BRAC Microfinance is described below:

[image: image2.emf]Evolution of BRAC MF Program

Group and 

Project based 

lending

Cash 

support 

from BRAC 

Personnel

Grant and 

interest 

free loan

BRAC’s Today's’  

Micro finance

•

Village Organization

•

Individual Lending

•

Small Group 

•

Credit Plus Approach 

1972

2012

• BRAC MF Evolution

BRAC started its journey from grant disbursement and reached today's’ 

stage through continuous adaptation and learning 


Microfinance in the South Asian Countries

Eight countries of South Asia, Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan and Sri Lanka, has a large combined population (1.5 bn), second only to East Asia (2 bn). Among this huge population, over 460m are poor. Three countries India, Bangladesh and Pakistan together account for 95% of the South Asian population and also account for the most poor.

South Asia has great diversity in size and circumstance, India (1.13 bn) and Maldives 0.3 mn. Nearly 80% of the regions GDP originate in India, South Asia's fastest-growing and biggest economy, with Pakistan and Bangladesh accounting for another 10% and 7%, respectively, and with the remainder divided among the others. Although intraregional trade is the lowest in the world, about 5% percent of total external trade informal and unrecorded border trade is significant. With an average per capita gross national income (GNI, by Atlas method) of USD 963 (2008), South Asia remains a low-income region that is on the verge of becoming middle-income, in contrast to a decade ago. The South Asia grew on an average 6.5% from 2000-07 and this economic growth has led to a decline in poverty and improvement in human development indicators. However, still a large population, close of half a billion, continues to live under poverty with low development indicators in education, health, gender among others. According to the World Bank, the poverty head count ratio in south Asia stands at staggering 40.3% and 73.9% of population at USD 1.25 (PPP, 2005) and USD 2.0 (PPP, 2005).
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Pricing Issues in Microfinance

Setting interest rates and service charges is a central issue in microfinance program design. Effective pricing of financial services may to a great extent determine the short-term and long-term success of Microfinance Institutes.
One of the most difficult- yet necessary- advancement in microfinance has been transparent pricing. The true price of microfinance loan products has rarely been accurately measured. What does true price or transparent pricing means in microfinance? The global, working definition of transparent pricing means, terms and conditions of loan will be adequately disclosed to the client in a clear manner that allows both accurate understanding of prices and comparison of different products. The terminology itself is important. The interest rate is one of the several charges and terms that affect the overall cost of borrowing. Using the word “pricing” rather than “interest rates” is more comprehensive.
There is no single market price of micro-loans. Every country’s market is unique and microfinance service providers differ even within countries based on the variables mentioned below. Financial Institutions servicing the microfinance market higher operational cost due to the fact that they serve many clients but each client takes out a very small loan. This fundamental characteristic of high operating cost ratios is strongly related to why MFIs need to charge the higher rates compare to the commercial sector.
Pricing in Microfinance is the function of many variables which are as follows:

1. Density of population

2. Vibrant Local economy

3. Political stability

4. Re-bouncing capacity of the population

5. Initial donor grant, technical assistance, mentoring etc.

6. Availability of low cost capital

7. Saving mobilization

8. Loan Loss provision

9. Availability of Low cost educated work force

10.  Capacity Development

11. Higher average loan size and repeat loan

These variables directly and indirectly affect on the pricing of microfinance.

Let me relate the above with BRAC microfinance Program. Since inception 1972 as a relief and development organization with donor funding BRAC started Microfinance Program in 1974. Bangladesh is the world’s most densely populated country and  out of 150 million people, about 47% are living below a dollar a day. This high density has minimized the cost of delivery services which has an edge over less densely countries of Africa where BRAC operates.  In Bangladesh a credit officer can manage 300-400 clients within 4 km radius from the office which is impossible in Africa. This also has an impact in lowering the cost.
The present economy, both rural and urban, is vibrant which makes it possible for the client to re-bounce if any disaster, either man made or natural, takes place. Because of the vibrant and dynamic economy the demand of loan is always higher and a larger number of repeat loan as result of which the disbursement goes on a high scale. Where as in the African economy, in countries like South Sudan, Liberia, and Sierra Leone this is not the case.
Work force is also an important indicator to impact on the cost. Compare to Africa the Asian educated work force are abundant and low cost. The Bangladesh Credit officers are specially gifted with a very high arithmetic skill compare to Africa.

The losses in the business of Microfinance client are very few. Historically in BRAC which kept 2% of disbursement as loan loss provision but in reality it require less then 2% to write off.
The initial donor grant, technical assistance, training and low cost fund etc. were very important ingredients and seed capital for the development of the sector. The growth of this sector is considered as a reason for this.
Thus there is no single pricing methodology in pricing. Through the industry, different pricing methods are employed—using both declining and flat methods of calculating interest, charging upfront and ongoing fees, quoting interest in annual, monthly or weekly terms—making it very difficult for any one MFI to convert a straightforward, standardized and transparent pricing.

CGAP has introduced a pricing formula which is:
Pricing Formula: The annualized effective interest rate (R) charged on loans will be a function of five elements, each expressed as a percentage of average outstanding loan

Portfolio: 2 administrative expenses (AE), loan losses (LL), the cost of funds (CF),

the desired capitalization rate (K), and investment income (II):

R=
 AE + LL + CF + K - II

1 – LL

Marketing Issues

Marketing is the management discipline and organizational function responsible for understanding and conditioning the target market, so client desire and prefer the institution’s offer over that of other competitor.

Another issue of marketing is how to address the different market segmentation. Microfinance market is not homogeneous instead it is segmented into different group/section/community etc. Each have unique characteristic and needs. Now the issue is how Microfinance is addressing this issue.

The third issue is approach. This can be divided into conventional and digital approach.

The following four information packages will inform almost all aspects of an MFI’s marketing activities. These are:

1. Market Analysis

2. Customer Analysis

3. Competitors Analysis

4. Political, Economic, Social and Technological Environment Analysis.

The way BRAC entered into the market based on its philosophy of helping poor with a mission to empowerment and poverty alleviation. Initially that was the main driver of BRAC to enter into any market. As such there was no analysis and reporting in paper but BRAC has done all in meeting verbally. . 

The approach may be called a relational model. This mode of marketing is heavily relied on a “high-touch” strategy which place most of the responsibilities for sales at the Branch and loan officer level. To-day this one-to-one, relational model is still main go-to-market approach to sales and customer retention.  But now-a-days market research and product development tool has been introduced and also used. BRAC does a research before entering into a market. Below are some of market segmentation explained where BRAC has addressed these market through innovative programs.
Economically active poor:

Since inception (1972) BRAC believes in empowerment and poverty alleviation of the poor and till now its focus is on the poor. BRAC believes that the poor (economically active poor) have traditionally been denied access to the formal banking system, as they are unable to provide collateral for loans and typically deal in small amounts of money. These results in them having fewer opportunities to save, borrow, and invest. Moneylenders in the informal credit markets charge very high interest rates which also restricts the poor people’s access to credit. We believe that making credit, which can be invested in productive activities, universally available is essential in reducing poverty. We hope to encourage the increase of income for the poor through the setting up and expansion of income generating activities of the poor. Our targeting strategy has been women, recognizing that they face problems by reason of their gender as well as by reason of their poverty. An average Bangladesh woman lives 2 years less than the average man in a culture where from birth males get better care than females. Targeting the poorest in villages, including organizing into solidarity and mutual support groups, together with providing technical and financial services to widen opportunities remains our core approach.
Ultra Poor:

Soon BRAC found that a large majority of the poor are deprived from the financial services that it provides and they are ultra poor. The existing credit delivery mechanism does not suit them eg, the attendance in weekly meeting, depositing weekly saving etc. They are so poor that they need to move from place to place for the search of food. Most of them are divorced, separated and house hold head. They are main bread earner of the house hold. They accounts for the lowest 10% of the population of Bangladesh.

So BRAC developed a program to address these Ultra poor called CFPR/STUP “Challenging the Frontier of Poverty and Targeting the Ultra Poor”. Hence BRAC entered another market and its model has become internationally acclaimed.

Micro Enterprise Lending Assistance:

It started with genesis of the deprivation from the financial services of group of people who neither fall into Microfinance borrower nor into can qualify themselves to be a Bank borrower. They are the “missing middle”. The borrower of the mainstream microfinance who are performing better would like to scale up their enterprise and take higher loan. Over and above, the conventional Bank do not treat them as their potential borrower because their demand is so little that the Bank can make profit out of their investment.

Borga Chashi (Share Cropper) Program:

During working in the villages we found that there is another big group who are missed by the conventional microfinance and they are share cropper. They are tenant farmer in the villages and are the main producer of agricultural products. They lease agricultural land from the absentee land owner and provide 50% of their produce to the owner of the land. These people borrow money from the money lender at an exorbitant rate. So BRAC looked into the demand of credit in this sector and initiated a special credit program to suit the needs of the share cropper.  
Adolescent Program:
Our field experience reveled that another group of people were by passed by our existing conventional microfinance program and they are Adolescent. BRAC entered into this market with combining livelihood training coupled with credit and saving facilities to help improve the qualities of the life of the rural adolescent girls and young women between the ages of 14 to 25.
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Conclusion
Pricing and marketing issue of microfinance are the mostly talked topics at present time.  Pricing differ from country to country and from product to product. There are many variable, geographical consideration, demographic figure, population density, cost of fund, small size of the loan etc are influencing on the cost of microfinance. Differences in cost are also seen between densely populated poor countries to a less densely populated poor country.  The examples are South Asian countries and African countries like Sierra Leone, Liberia and South Sudan etc. Because of all these interest rate in Microfinance is higher compare to commercial bank. So there is no universal rate that can be said as a single market price of microfinance. But the regulatory authority of Bangladesh after analyzing this sector has fixed a rate and calculation which is applicable to all MFI operating in the country.
In marketing the key principles are market analysis, competitor analysis, customer analysis and PEST analysis. But in terms of approach we still depend on on-to-one approach. But in many countries technology is being introduced to market which has a significant impact in reducing the cost. More countries are moving towards in this direction.  BRAC has introduced many innovative programs packages to address the different market segmentations. Some packages are tailor towards extreme poor, small entrepreneurs, share cropper etc. who are by-passed by the conventional microfinance. 
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