EXECUTIVE SUMMARY

Dropout/Arrears Study Research

Research Objective:  To investigate reasons for SEF’s increased arrears and dropout rate since January 2009

Report Objective:  Summary of field visits to the South, West and North Zones to investigate reasons for arrears and high dropouts

Method:  The PRIDE Department, using a combination of group and individual interviews, spoke with a total of 30 clients, using Participatory Rapid Appraisal tools to find out the primary reasons for arrears and dropouts.

4 group interviews were conducted comprising of 3- 5 people. The rest of the interviews were conducted with individual clients whose groups were in arrears or who had dropped out of the program.  This approach was chosen over conducting a large-scale survey to gather initial information to then see whether a large study would be necessary.

Results:

Main reasons for arrears

Poor loan utilization and support to businesses leading to “double loans”
Generally, clients went into arrears because their businesses were not generating enough profit to pay instalments.  This was usually a symptom of poor loan utilisation and follow-up, with the business not being adequately supported by the group, centre and/or DF.  In the North Zone, the presence of Marang, WDB and money lenders meant that clients affected by the factors above enrolled in these programs to help them repay SEF loans or to sustain their businesses.  Interviews with centre leaders showed that those clients who took outside loans did not leave SEF permanently or if they did dropout, eventually returned.  Another secondary reason for joining another program included less frequent meetings that were scheduled at more convenient times.    

A previously mentioned, the North Zone is particularly affected by the presence of Marang, WDB and money lenders.   While only 3 out of 8 clients in arrears interviewed admitted to having to take loans from sources other than SEF, though centre leaders implied that more clients than this were taking out “double” loans.  One possible effect of this is that clients become over-indebted and are unable to make either SEF or WDB or Marang instalments.  Another possible result of this indebtedness is those SEF clients who are required to “patch” members in arrears may be more likely to dropout of the programme.  This research did not find evidence of clients dropping out because of other’s over-indebtedness though the clients who did admit to being members of both SEF and WDB were in arrears, which implies that they had become over-indebted.  While it may be true that the increased presence of other MFIs had increased the number of “double loans” and over-indebted clients, which in turn led to an increase in arrears, it is important to understand and analyze the reasons why clients sought additional credit in the first place.

These results imply that weaknesses in SEF’s management systems (not being able to ensure that businesses are adequately checked and supported) were especially detrimental in the 2008/2009 financial year when the number of branches and field staff were aggressively increased.”  This vigorous expansion called for increased staff recruitment which, coupled with a large number of dismissals, resulted in many inexperienced staff members operating on the ground.  Additionally, if client businesses begin to suffer – whether due to competition from other micro-businesses, poor loan utilization, high input expenses etc. – and clients do not receive the advice or support they need from the group, centre or staff it is likely that they will seek additional sources of credit even if they cannot manage it.  Therefore client and staff’s ability to advise those with struggling businesses needs to be improved, as it was clear that groups rarely investigated reasons behind a member’s business failure 

Seasonality of businesses

Interviews showed seasonality of businesses to be a secondary factor contributing to arrears.  Typically the months that are lowest in terms of income and had the highest demand for credit are the December and January as well as May to July.  Though expenditure and profit may be high at the end of the year, clients can rarely afford to save any money, which is why they claimed to need additional credit during this time and early in the year.  While these results are consistent with trends the organization has previously identified and therefore do not account for increased arrears, they are worth noting as SEF needs a long-term solution to the high arrears of January and February.  

Main reasons for dropouts

Interviews conducted with a total of 17 “dropouts” also revealed poor management, usually of centres, savings and “patched” monies, to be the primary factors behind increased client exit. 

Unresolved centre and group conflicts / lack of discipline in centres
Overall, poorly managed centres and unresolved conflicts within groups were the main factor behind client exit.  Symptoms of this problem were poorly managed patching and frustrations with having to contribute to the centre savings fund and having to attend fortnightly meetings

Patching

Patching is usually a sign of the business struggling for the reasons outlined in the arrears section of this report.  “Dropouts” complained of the lack of recording of patching and their savings being used, sometimes without their knowledge, to patch other members.  This implies that the core issue is not the patching policy itself but the fact that staff and/or centre leaders do not ensure that “patched” monies are returned to contributors.  Again the problem lies with SEF’s management of its key activities, in this case the centre meeting and functioning of groups.       
Centre Savings Fund and fortnightly meetings
Similarly, complaints of having to attend fortnightly meetings and the use of the centre savings fund for patching all pointed to a breakdown of discipline and poor problem-solving at the centre level.  Conflicts were addressed by keeping the entire centre in a meeting for 3 to 4 hours and the reasoning behind paying fines or the use of the centre savings fund was not well understood by clients.  These again were signs of a lack of clear standards and monitoring of SEF’s key activities in general and centre meetings in particular.

Staff and management issues

In areas that had particularly high exit rates, issues with staff honesty were cited by current clients as reasons they were thinking of dropping out or why others had already dropped out.  Where fraud had occurred with the previous DF, centres in the area were undisciplined and faced the problems with patching mentioned above.  Clients had dropped out in large numbers from these areas due to a general distrust of the organization, and new inexperienced DFs were struggling to rebuild these areas.  Otherwise, centre leadership complained of staff undermining decisions taken in the centre about loan sizes and allowing clients to have larger loans even after the centre had agreed otherwise.  

Conclusions
Initially it was suspected that external factors, primarily the recession or competition from other MFIs were behind SEF’s decline in performance.  Research shows that, while a few clients complained of increased prices and the wider presence of other MFIs in the North Zone increased the number of “double loans”, the fundamental reasons for increased arrears and exit rates are internal – poor management in the midst of rapid expansion and a lack of experienced staff.  As already mentioned, SEF’s management systems were unable to support the growth of the previous financial year, leaving key aspects of the methodology – support to client businesses and well-functioning groups and centres – to be poorly managed.  A lack of experienced staff due to recruitment for expansion and due to dismissals also meant that many staff were not equipped to deal with the problems they encountered.   

Additionally, the longstanding issue of DFs not having enough time to complete their work all contributed to management’s inability to enforce performance standards.  To address this fundamental problem the organization is currently restructuring the way in which Operations staff’s time is managed.  At the same time it is improving management and monitoring systems to clearly define each aspect of the methodology (centre meetings etc.) and how they should be managed.  This standardization process should better prepare the organization for future expansion.
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