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Add-ons to Microfinance:  System Overload and Service Complementarity

The principal advantage of group-based microcredit, such as village banking, as a vehicle for unified delivery is that it offers a forum of very poor people for “extra” activities at the regular group meetings.  Microcredit has the real potential to fully fund the activities at this forum with interest income from credit operations.  However, microcredit for the poor is a high-volume, low-margin business.   Its revenue stream can support only a very limited number of “extra” activities.  Some activities, such as health services, would require additional, specialized personnel to attend meetings, dramatically increasing salary and travel costs to unsustainable levels.  Only activities that can be carried out during the regular group meetings and managed by the regular field agent are likely to be financially sustained by the low-margin microcredit business.  And even these appropriate “extra” activities could unduly extend the length of the meetings, thereby significantly increasing opportunity cost to the clients (who otherwise could be engaging in business or providing child care) or to the field agents (who could attend more meetings in the day). 

An organization that wants to pursue a financially sustainable strategy of unified microcredit-education service delivery will be tempted to overload the delivery system.  Freedom from Hunger illustrates the problem of overloading by analogy to a locomotive (credit operations) pulling a “coal car” (income-generating activities financed by the credit and fueling the locomotive with interest payments) and one or more freight cars (education topics) in tow.  The locomotive can pull only a certain number of freight cars.  Yet there are so many crucial services and education topics needed and demanded by the poor.  Tough choices are required.  

Generally, the microcredit managing staff can provide only education, not services.  And not all types of education are suitable.  For example, some require too much time and/or expertise to be added on by a regular field agent to a microcredit meeting.  Credit with Education providers have steered clear of traditional literacy training, despite the obvious importance of literacy and numeracy for village bank self-management and the severe lack of such skills among women in most poor rural areas.  The reason is that traditional literacy programs have involved frequent, long sessions led by skilled literacy trainers.  Recent innovation in literacy training, however, is opening up the prospects for unification with group-based microfinance.
 

Some types of education promote the use of services, such as immunization, that must be offered by a different service-providing organization.  Ethically, such education/promotion should be offered only when the corresponding services are locally available and of adequate quality.  The most widely applicable education topics are those that encourage actions that people attending the meetings can take with their own resources, as augmented by credit-supported income generation and asset accumulation.  Good examples are diarrhea prevention and management, breastfeeding, infant and child feeding, and other topics that promote behavior change among mothers and other care givers and do not depend on reliable support from other service providers.

Human Resources:  Recruitment, Training and Supervision

The key ingredient of the unified-service delivery business model is the field staff person who actually meets with the groups of women borrowers/savers at the regular group meetings for microcredit and education service delivery.  The great challenge of the model is to recruit, train and supervise large numbers of reasonably paid, local field agents who can comfortably play the dual role demanded by the unified delivery system. 

On one hand, the field staff person must be a “tough love” trainer/enforcer of the credit policies and practices to encourage repayment.  Self-discipline of the field agent in the face of special pleading for often legitimate (and sometimes not) humanitarian concessions is essential for maintaining the integrity of the credit system.  If special allowances are made for some borrowers to become delinquent in their repayments, then motivation for all borrowers to repay is undermined.  This is especially true when the repayment is secured only by mutual guarantee within solidarity groups.  Exceptions made for certain individuals will create hardships for many others.  

On the other hand, every field agent must be a “facilitator,” engaging the group in a broader learning agenda requiring considerable empathy.  The field agent has to illustrate an issue or problem with a story, a skit, a picture, or some other device and then engage the group in a discussion of what group members have observed in the illustration, what they think about the issue, how it affects their personal and family lives, and what they might do to change the situation they personally find difficult.  Usually the discussion must span a number of meetings to move the group toward ideas for making changes and to confront the obstacles they will certainly encounter as they try to change.  This process must use the principles of good adult, participatory education: building on the life experiences of the group members and drawing out those who have had some positive experiences in dealing with the issue at hand, whether it be successfully treating a child's diarrhea, overcoming resistance to exclusive breastfeeding, or talking a husband into using a modern method of contraception.  The field agent needs to ally with these “positive deviants” to build peer support for change in the whole group.

The educational opportunity offered by weekly meetings and the long-term continuity of groups is counterbalanced by the necessary brevity of each learning session.  Keeping the meeting short enough to avoid undue “opportunity cost” to the clients is problematic, especially since the more participatory the education, the more successful it will be, but the longer it will be.  Anyone who has facilitated a lively discussion knows how difficult it is to keep to a set period of time, especially one as short as twenty to thirty minutes. The field agent’s facilitation skills are critical to maintaining the integrity and dynamics of the learning sessions while respecting the village bank members’ time.

This dual role of “tough-love facilitator” seems like a tall order.  Filling the order requires unusual methods for recruitment, training and supervision of large numbers of field agents.  There is no inherent reason why these roles must be incompatible.  But the organization must have a top-to-bottom commitment to making the dual role work, a commitment that permeates all aspects of hiring, training and supporting field agents.  

Over the past decade, Freedom from Hunger, its affiliates and other practitioners of the Credit with Education strategy have developed a variety of methods for successfully fielding large numbers of field agents who can play this dual role.  The operational guidelines and training methods have been most developed and best documented by Vor der Bruegge and Stack.
  Yet there is still much to be learned by determined practitioners of unified service delivery.

In particular, methods (and documentation thereof) for recruitment and supervision remain a challenge for innovation and learning.  One big question is, “Who is likely to be a good field agent?”  Is there a personality or education profile of the ideal recruit?  If so, it has yet to be clearly identified.  But experience so far indicates that not everybody can be trained to be a “tough-love facilitator.”  Recognizing that recruitment and training are ever imperfect, supervisors of field agents must know a good “tough-love facilitator” when they see one in action.  Feedback, retraining and “weeding out” the poorer performers is mandatory for building and maintaining a successfully unified delivery system.  Supervisors must be committed to being out in the field to witness and act on field agent performance.  This is as crucial for success as any other form of “internal auditing” to ensure good programmatic performance.

The Pressures of Managing for Financial Sustainability

In the unified microcredit-education service delivery model, microcredit is the vehicle carrying the package toward financial sustainability.  The management discipline required of the unified system is driven fundamentally by the rigors of managing microcredit as a high-volume, low-margin business.  In other words, the unified approach absolutely requires an entrepreneurial business orientation.  Traditional social service organizations accustomed to public or private donor support often find this orientation very difficult to adopt, involving a major change of organizational culture affecting all levels of management.  It seems especially difficult to adopt the business orientation without at the same time abandoning or compromising the social mission of the organization.  Successful unified-service delivery systems must find a balance between pursuit of the financial bottom line and the social bottom line.  There are at least two reasons why this balance is difficult to achieve.  

First, managers tend to be influenced by performance that can be measured or perceived easily and frequently, and not by that which defies easy, frequent measurement.  Financial performance can be tracked with relative ease, mainly because there is good consensus about what should be measured and how, supported by a whole industry of accountancy.  In contrast, social impact measurement is far more difficult.  There is such diversity of specific social impact objectives from one organization to another that there is little consensus about what should be measured.  And this diversity makes it very difficult to focus sufficient time and resources on a few objectives or variables in order to develop cost-efficient measurement and tracking methods.  This leaves social-impact-performance monitoring way behind financial-performance monitoring in terms of both validity and utility for managers.  

Second, donors tend to fund programs, or business start-ups in this case, along sectoral lines.  They tend to fund either microcredit or education but not both.  Managers have a natural bias in favor of the dominant source of funding.  If funding comes mainly from the clients paying for the service, management will become biased toward meeting their immediate wants rather than their longer-term needs.  However, this fairly healthy bias toward the market (clients) seldom prevails in the early years of a business start-up because so much funding for start-up expenses comes from donors/investors, not clients.  Microcredit donors in recent years have been fixated on the financial bottom line and have pushed very hard for microcredit practitioners to become fully financially self-sufficient quite quickly.  This achievement requires emphasis on rapid expansion, very streamlined cost structure, and sophisticated financial-management information systems.  These donors correspondingly have indicated little interest in service-delivery innovations or evidence of social impact or even client-level satisfaction (other than client willingness to pay for the service and return for more).  Management thereby has little to no incentive or means to develop social impact indicators and in-house systems for tracking progress in relation to these indicators.  Instead, management information systems tend to be inward looking and incomplete, focusing far more on progress toward the institution’s rather than the clients’ goals.  Because microcredit is the “locomotive” of unified service delivery, microcredit donors have been the dominant investors in the development of unified delivery of microcredit and education services.  So, there has been a natural skew of management concern toward the financial bottom line and away from the social mission.

The Difficulty of Cross-Sectoral Programming

There is widespread recognition that social and economic development requires multiple interventions within multiple development service sectors.  Rhetoric in favor of interdisciplinary programming or cross-sector linkages is commonplace.  Yet, everyone knows the reality of practice is quite different.  Development professionals are trained primarily or solely in one sector because that is the way the educational institutions operate.  Development donor bureaucracies are organized correspondingly along sectoral lines.  Even when divisions are along geographic lines, policy, money and professional advancement within each geographic division tends strongly to flow down and up sectoral “stovepipes” (in current USAID parlance) rather than laterally between sectors.  The same organizational and development programming “stovepiping” is commonplace in PVO and NGO organizational structures.  No matter that these sectoral distinctions are relatively meaningless in the lives of the poor; they define the organization of development services to the poor.  They are the “grain” against which cross-sectoral programming goes.

Cross-sectoral programming requires a special commitment, not because it is inherently difficult, but because it is so unfamiliar to most of us.  An ever-conscious effort to think and act intersectorally, and therefore creatively, is required of managers, trainers and supervisors of unified service delivery systems.

� Lynn Curtis of Laubach Literacy International reports that LLI has been building literacy training into curricula for other topics, such as family health and microfinance, so that learners are motivated to learn to read in order to learn about these other subjects (see Lynn Curtis’s book Literacy for Social Change).  A wide range of community action agents can implement this new approach.   Marcia Odell of Pact reports similar developments in literacy training by Pact Nepal as part of the Women’s Empowerment Program (WEP).  In fact, WEP is integrating literacy training with village banking.  Self-Help Groups (SHGs) of women engage in literacy training, supported by an Empowerment Worker from a local NGO, using new or used books which the SHG members buy and study with the assistance of literate members of the community (trained in the earlier Pact Nepal WORD program).  The Empowerment Worker visits the SHGs only every other week, but the groups meet almost daily for their literacy education.  These SHGs are also savings groups.  The series of literacy training books from Pact Nepal, called Women in Business, teaches these savings groups how to form their own village bank, manage savings, lend to their members from the group savings, and better manage microenterprises.  In contrast to Credit with Education, village banking is not the vehicle for education so much as savings promotion and literacy training through SHGs are the vehicles for village bank lending.  Building on this grassroots structure of SHGs, 125,000 women of the Terai in Nepal have become engaged in village banking in just 18 months.  Thirty-five percent of the women involved are holding loans from their groups, with 97 percent repayment at 24 percent interest per annum.  This appears to be a very promising innovation for integration of microfinance and education.  However, it is too early to definitively evaluate the potential for this model within, much less outside Nepal.  One major concern is the need for external credit financing as the women are likely to demand far more credit than can be funded from group savings (about $10 per SHG member).  Another concern regards institutional and financial sustainability; WEP and Pact Nepal are fully dependent on grant funding, and neither has any current prospect for capturing revenue from the lending operations of the SHGs.   Local NGOs may be in a position to provide financial intermediation between banks and the SHGs and possibly could capture enough revenue from this intermediation to support the Empowerment Workers and production and sale of the Women in Business books, which is a remarkably low-cost structure to support.    The service delivery model deserves to be watched carefully as it develops solutions to these challenges.
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