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What Works: Ujjivan’s Dual Approach to Microfinance is part of a series of cases conducted
by the Centre for Micro Finance at the Institute for Financial Management and Research. The
purpose of the case studies is to identify innovative practices among MFIs operating in the urban
space, particularly strategies for broad basing their clients, financial services offered, and community
involvement. The study presented in the following pages provides an in-depth look at how Ujjivan in-
tegrates a strategic approach to overcome operational challenges in the urban space. Information on
the case studies of other MFIs included in the series is available by contacting the Centre for Micro
Finance in Chennai, India. The Centre’s web site is ifmr.ac.in/cmf.

As more entrepreneurs enter the microfinance market, the lessons learned from some of the recent
players become useful in the decision-making process. Even if a microfinance institution (MFI) enters
the market for socially responsible reasons, the long-term viability of the microfinance program is
eventually determined by its profitability. Determining cost and revenue drivers is vital to ensuring
that resources are appropriately allocated, costs are fairly assigned, and pricing strategies accurately
reflect profitability goals. Once a MFI is convinced that the net operating margin of microfinance
products 1s viable, the challenge becomes growing the volume so that net income as well as outreach
and impact are also significant.

Upjivan’s target market posed a unique set of challenges for the company. Its intended customers are
urban, low-income women who are salaried or self-employed. To carry out its mission of providing a
full range of financial services to these customers, Ujjivan faced three fundamental challenges:

» Developing a range of products that truly meet urban customers’ financial
needs. Many MFTs, in rural and urban areas alike, expect the poor to use microcredit pri-
marily as an income generation tool. As a result, these organizations are unaware of the true
usage of credit extended to the poor, particularly to salaried women, who often require loans
to supplement their incomes for a variety of purposes, including making home repairs, pay-
ing school fees, medical expenses and lease payments, planning social and religious functions,
and repaying high-cost debt to moneylenders.

» Establishing groundwork for when group-based lending is no longer viable in
the urban environment. As loan sizes increase to meet urban women’s increasing demand
for housing or children’s higher education, the group guarantee mechanism may no longer
apply; a woman’s peers may be unwilling to cover a loan of Rs. 15,000, for example. As a re-
sult, when a specific ceiling is reached—that 1s, the point at which group members will refuse
to guarantee upwards of a given loan size—the need for individual loans naturally arises.

» Difficulties managing distribution and operational efficiency in an urban set-
ting. The tasks of sourcing and managing human resources—particularly field staft—finding
space for meetings, and establishing conveniently located branches while reducing costs to
achieve efliciency, are increasingly more difficult in rapidly changing cities. Operating in an
urban environment places various strains on the company’s resources, while growing demand
pressures the MFI to resolve these issues to serve as many clients as possible.

Currently, few MFIs in India have been able to address these challenges in the urban context. There-
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Jpothi started a home-based vegetable business to cater to_friends and locals in her
neighborhood. With a business loan _from Ujjivan, she has been able to expand her
business by buying larger volumes of stock. She now can benefit_from a turnover
of approximately 3 days, where she buys Rs. 4,000 worth of vegetables and earns
nearly Rs. 4,300 by selling to locals. Therefore, Jyothi earns an average income
of Rs. 100 per day, which she s reinvesting in her business. Her daughter; 18, s
stll in school, and Jfyothi places a great deal of importance in sending her to school,
which costs about Rs. 150/month. In order to cover all other household and bus:-
ness related expenses, Jyothi’s husband, a worker who recycles waste oils, continues
to borrow from local moneylenders. The amount of hus borrowings remains uncleay
since the subject s not discussed with Jfyothi. She s commuatled, however; to doing
the best she can_for her famuly, along with help from Uprvan. Jfyothi is considering
taking a larger loan to help further expand her business.

fore, Ujjivan has decided to design its own solutions, under the aegis of the Grameen Bank'. Though
Upivan will operate as a Grameen replicator, the company is working to adapt the model to the
conditions of poor urban women in India. This partnership has allowed the company to focus its
efforts on day-to-day operations while designing products to fit its customers’ needs and lifestyles. In
addition, Ujjivan’s promoters have been keen to work through India’s homegrown model of micro-
finance by lending to self-help groups (SHGs). The resulting solutions employ a two-fold market-led
approach, drawing on the financial expertise of the company’s promoters and business partners, and
taking advantage of modern-day retail banking technologies to enhance Ujjivan’s business.

MoOTIVATIONS

The idea of Ujjivan came out of the need for a MFT to serve the low-income population in urban
environments. Many of the urban poor may be more affluent compared to their rural counterparts,
but they still have trouble accessing financial services. In spite of the large network of bank branches
and ATMs that exists in cities, many of the urban poor find their financial needs largely unmet. This
can be attributed to such circumstances as a lack of documentation, irregular incomes, and a degree
of discomfort in visiting banks. From the banks’ point of view, the customers are often not viewed as
profitable, given the small scale of their transactions. In fact, the poor in cities often feel forced to rely
on informal credit from moneylenders that can demand interest rates as high as 10% per month.

Given that most MFTs have concentrated their operations in rural areas, Ujjivan views the untapped
urban market as an opportunity to expand and make profit. In 2004, a group of former bankers
joined with various microfinance professionals and experts to develop a company that combines
successful models in microfinance with technologies and efficiencies in modern retail banking. In
collaboration with Grameen Bank, Ujjivan will pilot its model in Bangalore, and expand to serve
the poor in cities across India within three years. Ujjivan aims to “provide financial services to the
economically active poor, to enable them to lead ‘a better life.””

THE URBAN MARKET

From various sources of market research, Ujjivan’s estimate of India’s urban population consists of
106 million people, which is just over 10% of the country’s population. The urban market is expected

1 A pioneering MFI in Bangladesh that has attracted worldwide attention because of its innovative and highly successful
group-based lending program.
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to grow to over 600 million by the year 2030, with the urban poor making up a significant portion of
this growth?. Scarce access to microfinance by the urban poor presents a significant challenge. There
are many MFIs active in rural India, but a limited number operate in urban areas. According to the
2001 census of India, the poor in Bangalore are estimated at 2.28 million within the city’s total popu-
lation of 6.5 million®. Not surprisingly, the urban poor comprise 35-40% of the population, but only
0.01% of them have banking relationships. This can be difficult to understand, given that the urban
market contributes to 62% of India’s GDP. Thus, there is a considerable need to address this seg-
ment, given the lack of attention from mainstream financial institutions and most NGOs and MFIs.
Even if Ujjivan only targets economically active poor women in Bangalore, about 20% of the city’s
estimated poor, the company will be attempting to serve approximately half a million clients.

ForMmING UJJIVAN’S STRATEGIC FRAMEWORK

Ujjivan formed a relationship with the Grameen Bank to help explore India’s microfinance environ-
ment, while benefiting from the teachings of the sector’s pioneering institution. Having a productive
relationship with this important stakeholder, as a Grameen replicator, would enhance the company’s
reputation as a new MFI. This reputation would improve leverage in urban marketing campaigns
and be an asset in relationships with government officials and financiers. At the same time, Grameen
would benefit by having its model successfully adapted to India’s urban environment.

BUSINESS STRATEGY

Ujjivan has implemented a short-term strategy allowing poor women to access newly available finan-
cial products and services. First, the company conducted market research in potential communities in
order to understand urban customers’ profiles, needs, and current alternatives to obtaining financing.
Second, it provided financial incentives for locals from the targeted communities to join Ujjivan as
Customer Relations Staff (CRS), helping the company to make inroads into the urban market, par-
ticularly in slums. Next, Ujjivan developed its pilot initiative, which focuses on adapting the Grameen
and SHG models to the urban environment in Bangalore. Once successful, the company’s operations
will be replicated throughout India. Ujjivan will roll out operations to two new cities annually from
April 1, 2007 onwards, including to metropolises such as Mumbai and Delhi, until a country-wide
network 1s achieved. In the medium term, by the company’s sixth year of operation, Ujjivan aims to
expand its client base to over half a million poor women.

ORGANIZATIONAL STRUCTURE

Legal Structure

In 2004, when Ujjivan was first conceived, it was incorporated as a finance company. Ujjivan’s pro-
moters quickly realized, however, the urgency for a Non-Banking Finance Company (NBFC) license
from the Reserve Bank of India (RBI), in order to commence operations as a MFI. There are few
MFTs in India registered as NBFCs, since many companies find it difficult to meet the RBI’s capital
requirements. Once an organization receives its license it will not be permitted to accept public de-
posits until at least two years of profitable operation are maintained and a positive rating is obtained
from a microfinance credit rating agency.

2 Supriti, Sharon and M Barnhardt, Ramesh Ramanathan. Urban Poverty Alleviation in India: A General Assessment and a Particular
Perspective. 2002.

3 2001 Census of India. Office of the Registrar General, India.
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In the case of Ujjivan, however, the company raised over Rs. 28
million domestically, including Rs. 7 million from the Bellwether
Fund, India’s first microfinance investment fund, and Rs. 27 million
from overseas investors, totaling Rs. 55 million in available capital.
In 2005, after the company obtained sufficient funds to meet the
RBI’s capital requirement, Ujjivan’s promoters applied to become
an NBFC, and received the license in a record time of 48 days, fast-
est of any MFI in India®.

OPERATIONS

Areas covered

Ujjivan has opened branches and established an administrative of-
fice in Bangalore. Its first branch in Koramangala opened for busi-
ness in November 2005—close to one week after the RBI issued the
company its NBFC license. The Koramangala branch office ser-
vices customers in South Eastern suburbs of Bangalore city. Given
that many of the company’s target customers reside in this locality,
Ujjivan plans to relocate its permanent office to this first branch.
In January 2006, the company’s second branch office opened for
business in Yeshwantpur, a northwestern suburb.The third branch
opened in March, also in northwestern Bangalore. Currently, each
branch serves as a field office where staff members are responsible
for all customer interaction, including selling and servicing.

Amnmitha, 23, is a tailor who has re-
cently decided to open a petty shop
at her residence. Prior to borrowing
Sfrom Ujwan, Anitha and her hus-
band, a manual laborer, had mul-
tiple loans outstanding from a local
moneylender at a 10% flat interest
rate. When Upjivan came to her
neighborhood, Anita joined a group
with her peers, and became eligible
Mobility is an issue with which the company is struggling. The na- /or a business needs loan. With sav-
ture of slums, where many of Ujjivan’s customers reside, is that wngs of Rs. 1000, Amitha borrowed
they are often pockets of small communities within a larger suburb. 22 3000 from Upiwan to purchase
Even when branch offices have been established in central loca- @ phone currency box that costs Rs.
tions, it may still be challenging for field staff, as well as clients, to %000, which has expanded her
commute between the branch and a settlement. In Koramangala, business considerably at the shop.
for example, there are approximately eight or nine slums, which are Her loan term 1s for one year, and
an average distance of five kilometers from Ujjivan’s local branch. she is currently making monthly re-
The distance is too far for CRS members to walk, but too short to payments of Rs. 364.

take a bus, since buses do not frequent such a short route. This is

one of the distributional challenges the company seeks to solve.

Customers

Microfinance in India has focused largely on women. Research shows that women invest a larger por-
tion of their incomes in the household and family well-being, particularly in the well-being of their
children. Women also prove to be more financially responsible and have more effective peer pressure
mechanisms, which leads to better repayment performance. For these reasons, Ujjivan’s target mar-
ket in Bangalore is comprised of both salaried and self-employed women. In the informal economy,
women are often employed as housemaids or cooks, whereas in the formal sector, they might work as
factory, hospital, office, or hotel workers. Women also find work as incense stick and cigarette rollers.
Alternatively, self-employed women are primarily small shop owners or vendors. Ujjivan will also
focus on hawkers and produce traders. Though many of these individuals are struggling without ac-
cess to financial services, they typically lie at the upper end of the urban poor spectrum, earning Rs.
2,000-7,000 per month. Ujjivan does not intend to cater to the “poorest of the poor” segment, since

4 “Clients,” The Bellwether Microfinance Fund Home Page.
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the company feels that the destitute have more pressing needs than access to microfinance. Instead,
the typical profile of an Ujjivan customer, a poor working woman in Bangalore, is as follows:’

According to the company’s market research, Household Monthly Income Rs. 5,100
the reasons that the urban poor borrow Houschold Size 5
range from family needs, such as housing and Number of Children 2
schooling, to business requirements, such as  Earning Members 2
working capital’. Number of years in Bangalore 12
Without many options for obtaining financ- Number years at present home 6
ing, the poor often take loans from money- ~ Number of years at present occupation 8
lenders, chit funds, and pawn brokers, paying ~ Semi Pucca Housing 65%
heavily for their lack of options’. Ujjivan has  Rented Housing 80%
discovered that 98% of salaried women bor- N arried 90%

row from moneylenders 77% of the time, and

77% of self-employed women borrow from money lenders 90% of the time. It is obvious that these
individuals lack decent options in obtaining financing, explaining the huge potential for growth for
MFTs that serve the urban poor.

Products & Services

In response to poor working women’s financial constraints, Ujjivan has developed two basic credit
products to meet both family and business needs. Given that many low-income women in Banga-
lore work as maids, factory workers, or support staff’ in various industries, they require credit for
household expenses that their salaries often do not cover, such as home repairs, children’s school
fees, festivals, medical expenses, and even servicing existing debt to moneylenders. For this purpose,
Ujjivan has created Parivara Sala, which is a family-needs loan ranging from Rs. 5,000-7,000. For
self-employed urban, poor women who earn their income by selling fruits, vegetables, and flowers,
or by running small shops, the company designed Vyapara Sala to expand their clients’ businesses.
With amounts from Rs. 3,000-7,000, this loan is to be used as a working capital loan to acquire things
like push carts and sewing machines. After the second loan cycle, a business loan may be used for
a broader array of uses, including vocational training. Both loans are promoted to clients based on
attractive interest rates, lack of a security requirement, life insurance, minimum waiting time, and
promise of bigger future loans for good customers. What is unique about Ujjivan’s approach to credit
1s that clients must show the field officer that they have a specific purpose for the loan, even those
seeking credit for family needs.

Before Ujjivan even begins lending, however, the field staff is encouraged to discuss savings with
potential clients who have formed themselves into groups. Because Ujjivan is now an NBFC, it is
prohibited from mobilizing public deposits. To help familiarize their clients with formal financial
services, the company has developed tie-ups with local banks so that field officers can show a group
of potential clients where the nearest branch is, how to open a savings account, and how to continue
depositing funds. The CRS member suggests that each individual in the group contribute a mini-
mum of Rs. 20 per week to the group’s joint savings account for approximately three months. In ad-
dition, before group members can receive a loan, they must make a security deposit, which is 10% of

5 “Customers,” Ujjivan Financial Services Home Page.
Ibid.
7 A chit fund is where a group of individuals pool together a predetermined amount of money at fixed periods; the number

of people and number of periods are the same. At the end of each week, for example, the group’s leader will hold an auc-
tion and bid for the amount of money in the pot. The winner of the auction is the person who bids the lowest amount. This
process continues each period, and the winning bid amount is split among the members who did not win the auction, which
determines the individual contribution during that week. In the end, the winning bidder receives the full pot.
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the desired initial loan amount, which is to be
deposited in a local bank with the assistance
- of Ujjivan. At the bank, the group’s funds will
Emergencies. 8% earn interest of approximately 3.5%. Once
Healincare, 2% the sufficient deposit is achieved, a credit of-
ficer will help the group withdraw its funds
from the local bank. The full amount of the
Housing, 35% group’s savings is returned to its members,
and only then will Ujjivan begin disbursing
loans. The inherent design of this procedure
is to instill financial discipline in clients, par-

Reasons for borrowing by the urban poor:
Family Needs

Social Ceremony,12%
Service Debt, 9%

Schocling, 26%

Business needs
Festival Stocks, 5%

Others, 10% - . .
Rent 15%  ticularly in those who have no previous expe-

rience with formal banking institutions.

Working Capital 70% In terms of interest rates, the company charg-
es 1.25% per month on loan cycles that are
16, 24, or 48 weeks. The general tenure of
the loans can vary and last up to one year. In
addition, the company has structured the products in such a way that, even though interest is serviced
monthly, repayment of the loans can be daily, weekly, or monthly based on customers’ cash flow situ-
ations. Typically, self-employed clients, such as vegetable vendors, make weekly deposits, and salaried
customers, like factory workers, repay monthly.

Another example of how Ujjivan has followed a market-led approach, designing products around
customers’ needs, 1s included in loans Rs. 1,000 for emergencies only, repayable over 20 weeks. The
company guarantees that funds for emergencies will be disbursed within 24 hours, but it is often the
case that if a customer visits the branch in the morning, she will receive funds that same evening. In
the past, logic has dictated that the poor will continue to do business with moneylenders, in spite of
the increasing presence of MFIs, due to the local lender’s ability to meet the needs of clients around
the clock, particularly when unforeseen events occur. In effect, Ujjivan’s emergency financial support
imitates, if’ not replaces, high-cost local moneylender loans for situations such as a child’s sickness or
loss of work.

Traditionally, MFIs have “However prevalent, the mostly informal financial services currently available to
viewed poor people’s needs the poor have serious limitations in terms of cost, risk, and convenience. Mon-
for financial services as credit eplenders generally charge extremely high interest rates on loans. Buying supplies
for small enterprises. Today, on credit is_far more expenswe than paying cash. Rotating savings and credit
it is commonly accepted that associations (ROSCAs) usually offer little flexibility in the amount or timing of
the poor, like their wealthier #ransactions. Lastly, formal financial institutions may not offer financial products
counterparts, need a variety that are appropriate to the needs of the poor.”

of products and services to
meet their needs. Ujjivan’s
promoters have realized the importance of developing and providing a range of financial products
and non-financial services to meet their clients’ needs. Within the next two years, once its initial prod-
ucts are firmly in place, Ujjivan plans to expand its product offerings to include housing and higher
education loans available to those customers in good standing with the organization. Ujjivan is also
working with an insurance company to offer a health insurance scheme, which will be a mandatory
product bundled along with all other offerings. The company believes, however, that microfinance is
simply one important part of empowering the poor. By partnering with local organizations, Ujjivan’s
promoters will support community development activities, particularly those NGOs providing voca-
tional training and other services that will help clients expand their businesses or learn new skills.

—Waorld Bank Consultative Group to Assist the Pooy; Annual Report, 2004
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Distribution

Channels

Ujjivan’s operational process
begins with field officers vis-
iting slums, and other areas
where the poor live, to con-
duct initial surveys on po-
tential clients. They gather
information on age, location,
income, occupation, educa-
tion, length of residence in
the slum, and etc. Once the
company has identified cli-
ents with whom it would like
to work, the women are in-
vited to attend a projection
meeting. At this initial meet-
ing, Ujivan’s branch man-
ager informs residents about
the objectives,
products, policies, and pro-
cedures. After the projection
meeting, the branch manager
informs potential clients that
CRS member will be return-
ing to the area in a few days,
and those who are interested
in attending can self-select
into groups of five. Since
many of the poor have had
little education, basic train-
ing is required for all poten-
tial members to assure com-
plete understanding of the
rules and procedures of the
group lending and credit sys-
tems. The compulsory group
training (CGT) is conducted
by a CRS member over six
days, for one hour each day.
On the final day of training,
the Ujjivan branch manager
administers an oral examina-
tion; this ‘group recognition’
test (GRT) is simply a con-
versation between an Ujjivan
employee and the group to
ensure that each member of
the group understands her re-

company’s

MoODELS OF MICROFINANCE

The basic wdea of microfinance loans s to replace physical capital with social
caputal for use as collateral. Within the social networks that are formed by indi-
viduals or by outside orgamizations, such as NGOs or MFIs, joint liability’ re-
ers to group members’ mutual responsibility for each others’ payments. ‘I here are
many MFIs in India replicating the famed Grameen Bank’s joint liability group
(FLG) model. The benefits of this model for the company include tighter control
over clients through monitoring standardized systems and procedures, a superior
Jorecast of the need for funds relatie to other approaches, and the ability to use
a less-qualified staff; since the system s already set in place. During the weekly
meetings, the members deposit savings through the MFI, and also take loans,
which are gwen out only for specific purposes and must be approved by Grameen.
Though the MFI maintains the savings and loans accounts of s chents, the
groups themselves are responsible for guaranteeing loans to therr members, accept-
ing joint liability, raising emergency funds, and accepling the fact that no member
of the group will be able to take out a new loan if even one member is in arrears.
In addition, the responsibility of appraising fellow members’ loan applications
and ensuring that members make regular savings deposits and loan repayments is
taken on by the group. Effectively, Grameen’s JLG model has been tried, tested,
and evolved over a period of almost 30 years and ensures that financing reaches
each indwidual member of the group on merits. The MFI plays an active role
as well, which will contribute greatly to the performance of groups. Ujjiwan has
chosen to start working through this approach, under the aegis of the Grameen
Bank, which will provide the company with technical guidance and training

However, unlike Bangladesh, India is not limited by the success of only one ap-
proach to microfinance. In _fact, one of the country’s largest NGOs, the Mysore
Resettlement and Development Agency (MYRADA), along with the National
Bank for Agriculture and Rural Development (NABARD), paved the way for
the homegrown model of self-help groups (SHGs). As with JLGs, indwiduals
Jfrom similar backgrounds come together to form groups. With SHGs, however,
the groups can be much larger in size with at least 20 members. A NGO or MFI
may form the groups, or the groups may come to an organization from an existing
rotating savings and credit group (ROSCA). The process of a group officially
linking to a MFI begins with the SHG members making regular savings con-
trbutions, which may be kept with the group leader or banked. Next, members
individually borrow from their groups, and the interest rates and loan terms are
decided on within the groups themselves. Though banks and MFIs may lend to
SHGs at reasonable rates, the group may lend to its members at a_fixed rate of
2-3% per month. At some point, the SHG opens a savings account in the group’s
name, either at a bank or MFL, in order to qualify for a loan. Once the bank or
MEFI disburses a loan to the group, the SHG will use the funds to supplement
its own_for on-lending to its members. Since the group as a whole s responsible
Jor repayments, the MFIs transaction costs are significantly reduced. According
to the top MFIs in the country, many of whom lend to SHGs, one of the most
important features of the model is that it works within the parameters of India’s
complex legal and regulatory framework. Given the success of this domestic ap-
proach i empowering women, in particular, Upwan has chosen to work with
SHGs as well as Grameen groups.



8 WaAT Works: UpjivaN’s DUAL APPROACH TO MICROFINANCE

sponsibilities in taking out a loan, including details about the loan, such as the interest rate, premium,
loan cycles, other product offerings, and group guarantee.

Once the group passes the test and is recognized by Ujjivan, each group elects a leader from among its
members, and, in turn, one of the five group leaders is elected leader of the Center. The responsibili-
ties of the group leader include checking on attendance at weekly meetings, payments made, conduct
of meetings, loan utilization, and exploring any problems among group members. The Center leader
has similar duties, but also works to resolve major problems that may arise within individual groups.
Transparency is continually emphasized by Ujjivan in all aspects of its business in order to share the
company’s goals with customers and to assuage any suspicions within or outside the community. This
same principle also helps group members deal with family pressures. Husbands are even permitted
to openly listen to meetings or to watch business transactions within the Center. The goal of both
women in these leadership positions, who are the intermediaries between the MFI and individual
customers, 1s to keep groups together and to make sure that members have sufficient support.

One of Ujjivan’s key innovations is based on how the company has combined the front-end of its
operations, implementing the Grameen model in Bangalore’s urban setting, with a back-end of mod-
ern retail banking operations. This means that credit reaches Ujjivan’s customers in a much more
efficient, systematic way. Once a loan is approved by an individual’s group, center, and CRS member,
the request 1s processed from Ujjivan’s branch office’s credit department and is sent to the operations
division at the administrative office, where the loan is formally approved and a limit 1s set. Next,
original and duplicate copies of the customer’s loan card, which contain information on repayment
schedule and amounts, are sent to the local branch office. Along with the loan cards, the operations
department informs the branch of how many loans have been approved, and sends a check for the
total amount to be disbursed. The branch cashier cashes the check, and the individual loans to be
disbursed are either sent with the CRS member to be given out during the next Center meeting or
retained at the branch office for a customer to come and collect.

Given that most of Ujjivan’s CRS team is female, there are additional security concerns to consider
within the distribution channel. For example, if there are five women in a Center who are approved
for loans of Rs. 5,000 each, the CRS will have to either walk or take a two-wheeler to the meeting
carrying Rs. 25,000. This situation can be a dangerous one, particularly since locals in the commu-
nity will be aware of who the CRS member is, and the timings of the Center meeting. En route, it is
possible that various problems may arise, including harm to the CRS member or theft. Given these
scenarios, Ujjivan has devised another system, in which the CRS member delivers the duplicate
copy of loan cards to customers, which will list a designated time and day for the client to visit the
branch collect her loan. The company’s emphasis on customer care is seen throughout this process.
For example, it is each branch’s implicit goal not to make any customer wait more than 20 minutes
during her visit. In addition, the branch manager will take time, even if only a few minutes, to have a
conversation with the client about her current situation, what the loan will be used for, how it should
be repaid, etc. Lastly, before the customer leaves, she receives the loan in cash and the original copy
of the loan card, while the branch retains the duplicate.

Once a woman receives a loan from Ujjivan, to ensure that she is using credit for the stated purpose
and maintaining a good repayment record, she conducts a loan utilization check with a CRS mem-
ber and group leader. The visit is usually scheduled for two weeks after the loan is disbursed to de-
termine how the individual has made use of the money as well as the percentage of the loan amount
remaining.

Another way in which Ujjivan is distinguishing itself in the market is by combining the benefits of
both Grameen and SHG models as effective delivery mechanisms. The Indian SHG-Bank linkage
model is the largest microfinance program in the world, with nearly 1.5 million SHGs comprising
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close to 20 million women who borrow from banks or MFIs through groups. Unlike traditional MFIs
lending to SHGs, however, Ujjivan has chosen to take a more active role in its contact with SHG
members, as opposed to relying only on the NGO animator or group itself. Though the company
does provide an annualized linkage charge to NGO partners for bringing groups to Ujjivan, it is
important to make sure these SHGs are of high quality and that members have thorough training
and understanding of financial discipline. For this reason, the company sends CRS members to work
with SHGs in training and also requires that the group maintain proper records, including details
of savings, lending, and attendance, for at least 6 months before becoming eligible for a loan. This
documentation is part of Ujjivan’s strategy in laying the groundwork for developing a long-lasting
relationship with groups, particularly as members graduate out of group lending. Once this occurs,
it will be important to have well-maintained and accurate records on individual members’ credit
histories. Thus, Ujjivan decided to expand its outreach by getting involved with SHGs, particularly
since the company was continually being approached by
NGOs forming and working with these groups. Currently,
Ujjivan is working with approximately 25 groups and two
NGO partners; the company is expecting to develop this
network significantly as it moves forward with operations in
Bangalore. What sets the company apart from other MFIs
taking part in this same model, however, is the promoters’
specification that groups must lend to members at the same
interest rate offered to them by Ujjivan, which is the same
rate charged to Grameen groups: 1.25% per month.

Scalability —DBy joining hands, women are
Jfinding greater freedoms. (Picture

The challenge before the promoters of Ujjivan is to innovate credit: CARE India)

ways of initiating, processing, and recovering loans, through
Grameen groups or SHGs, by working with the commercial sector given its strength in achieving
scalability. As with many MFI entrepreneurs, Ujjivan’s promoters are aware that the company’s op-
erations will be testing the feasibility of the Grameen and SHG approaches in India’s urban settings.
Samit Ghosh, Ujpjivan’s CEO, is confident that the JLG model, in particular, will translate well in
the Bangalore pilot, particularly since the Grameen Bank will be assisting with technical support.
As to what extent and how delivering microfinance to the poor through group-based lending is scal-
able, MFIs’ overseas and domestic experiences have shown that, with a market-led approach and
genuinely efficient operations, there is no reason why Ujjivan cannot achieve capacity building and
economies of scale. In fact, providing financial products and services through groups will help reduce
the company’s risk, given joint liability, and will be critical as Ujjivan plans its expansion within Ban-
galore and across India.

The company’s roadmap begins with its 18-month pilot project in Bangalore, which has been in op-
eration since November 2005 and 1s expected to continue through March, 2007. Ujjivan’s goal is to
achieve 12 branches in Bangalore city with a target outreach of 25,000 women. Ideally, the company
wants to establish an outreach of 500,000 women by its sixth year of operation. Lastly, while Ujjivan
strives to operate a viable business, break-even in the third full year of operations, and provide inves-
tors with a target 15% return on equity (ROE) over a 5-year span, the company’s fundamental goal is
to “provide financial services for customers to enable them to be free of poverty within five years of
starting their relationship with Ujjivan.”

In terms of competition, there are a growing number of MFIs operating in urban India. Sang-
hamithra, a MFI created by MYRADA, has expanded into the urban space from its mostly rural

8 Uyjivan Financial Services Home Page.
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operations by creating an independent urban unit Ujjivan at a Glance (as of April 2006)
in Bangalore. The Sanghamithra Urban Program | Total # of branches 3

(SUP) has been in operation since 2000, and fol- | Total # of active groups 260

lows the SHG model closely: In.2006, the SUP will Grameen | 235

be absorbed by a new organization named Janalak- HGs | 25

shmi, which is being promoted by Sanghamithra’s SHGs
Vice-Chairman. Janalakshmi will have an exclu- Loielli @f momsoR (004
sive focus on Bangalore’s sub-prime sector, which Grameen | 1,175
includes those individuals who socio-economically SHGs | 490

lie between the poorest of the poor and those with | Total # of active borrowers | 786
access to formal credit. The SUP/Janalakshmi, | # of loans outstanding 786

like many others, has developed a partnership with
ICICI Bank, India’s largest private bank, to indi-

Amount of outstanding credit

Rs. 3,664,206

Rate of recovery

100%

vidually lend to fruit and vegetable traders in the

: . .| Total # of staff 59
city. Spandana, one of the fastest growing MFIs in Branches | 41
India, based in Andhra Pradesh, is another MFI
that has recently started operations in Bangalore. Head office | 18
However, while most organizations are only now | PAR (30 days, 60 days) 100%

expanding into Bangalore, Ujjivan’s advantage is
that it has been operational since the end of 2005, and has already acquired over 1,665 group mem-
bers. Of these 1,665 Ujjivan customers, nearly half are active borrowers.

Furthermore, what sets Ujjivan apart from its competitors is its unique product bundling. When a
customer takes out a loan from the company, she not only receives money to put towards a specific
use, but can take advantage of a variety of features included with the credit product. As described
above, she can access emergency funds, which are often available within 12 to 24 hours. In addi-
tion, Ujjivan offers customers’ children a scholarship for school fees. By paying Rs. 100 per month,
a client’s children will receive tuition coverage of Rs. 3,500 per child in grades 8 through 12. Via
its partnership with the Life Insurance Corporation of India, the company also offers life insurance
coverage to clients for an annual premium of Rs. 100, providing a woman and her husband each Rs.
50,000 in coverage. This distinctive bundling service puts forward the option for Ujjivan’s customers
to improve their lives in a holistic sense, from providing opportunities for their children to protecting
themselves and their families from unforeseen circumstances.

It is known that many poor working women currently rely on the un-organized market, including
chit funds, moneylenders, family, and friends for credit or savings facilities in times of need. As com-
petition amongst lenders intensifies and the microfinance market in Bangalore matures, not only
is outreach expected to increase, but there will also be substantial product innovation based on the
necessity of allowing customers’ needs to drive the business.

FUNDING FOR THE INITIATIVE

Currently, although Ujjivan is open to various financing models, the company has relied on pri-
vate investors. The company has raised Rs. 25 million of Authorized Capital, which is divided into
250,000 shares of equity at Rs. 100 each. Since its initial round of fundraising, which resulted in
Rs. 24.31 million, Ujjivan’s investors have been mainly the promoters’ friends and associates, who

include prominent figures in the financial and information technology sectors. The principal investor,
however, has been the Bellwether Microfinance Fund. (See “The Bellwether Microfinance Fund”™)

In Ujjivan’s second round of raising funds, the company has attracted numerous domestic investors,
giving Ujjivan an additional Rs. 8.7 million in domestic capital. Given the company’s total capi-
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tal of Rs. 33 million and the expected
demand of additional Rs. 33 mil-
lion, Ujjivan’s promoters are working
through foreign direct investment (FDI)
channels, including NRIs, foreigners,
and institutions overseas, to raise the
remaining Rs. 33 million needed. Re-
cently, in addition to the Bellwether
Microfinance Fund, Ujivan has re-
ceived financing from the Michael
and Susan Dell Foundation as well as
Unitus, an American microfinance eq-
uity fund. The principal advantage for
the company from receiving funding
through private equity is that there 1s
no immediate need to pay interest. The
implications of this carefully chosen
strategy are that the institution 1s aim-
ing to build its capacity from the begin-
ning as well as planning to have access
to more than enough capital support,
even before Ujjivan breaks even in its
first three years. Ideally, the promoters
want to pay dividends, ranging from
10 to 15 percent, after the company’s
third full year of operations, which will
be the end of the fiscal year in 2008.
Opverall, however, the overarching aim
for Ujjivan is to launch an initial public
offering (IPO) during the fiscal year of
2009-10, following its first three years
of profitable operation.

THE BELLWETHER MICROFINANCE FUND

In order to help MFIs expand thewr programs and possibly transform
mnto formal financial institutions, two microfinance professionals
came together in 2004 to establish India’s furst and, as of now, only
mucrofinance investment fund. The Fund’s objectves emphasize cou-
pling the avarlability of equaly or quasi-equity investments in the first
Jew years of a MIFTs operations, along with operational support and
supervision, to support an institution’s outreach to financial markets
and transformation into a viable, regulated business. Bellwether’s
promoters decided from the onset to pinpoint a few MFIs that meet
the fund’s investment criteria and take a significant equily position
mn these institutions in addition to providing varied and tailor-made
debt. Some of the attributes which potential MFI partners must
possess nclude a_focus on the poor; a sustainable business model;
ambition to scale up; innovatie distribution channels; experienced
management; strong debt servicing ability; and the capacity to gener-
ate returns on equity. o achieve its goal, the Bellwether Fund will
intermediate linkages with mainstream financial institutions and
capital markets through its product offerings, using risk capital as its
main_financial instrument.

Stnce 1t began operating in 2005, Bellwether has disbursed invest-
ments to six Indian MFIs, including Upjrvan. With an initial equaty
mvestment of Rs. 7 million, amounting to a 26%o stake in Ujjwan,
the fund classifies the nature of ils investment as common equily in
a start-up MFI. Bellwether chose to work with Upiwan not only
because the company meets all of the fund’s investment criteria, but
because the fund’s promoters believe in supporting promising start-
ups who show promase in thewr plan of providing financial services to
the poor in microfinance-deficient areas, such as India’s cities.

In terms of the company’s financial performance and indicators, it remains too early to tell how Ujji-
van has progressed since its first loans were disbursed in January 2006. Initially, however, it 1s likely
that the arrears rate will be 0%, while the returns on equity and investment are negative, since the pro-

CAPITAL-CURRENT STATUS & FUTURE PROJECTIONS (RUPEES MILLION)

moters expect operating at

10.31.05 (E)
Capital 24.3 66.0 66.0
Reserves (3.4) (9.0) (15.0)
Total 20.9 57.0 51.0

* Cumulative — * Projected

03.31.06~ 03.31.07* 03.31.08* 03.31.09* 03.31.10*

a loss in the company’s first
few years. Once Ujjivan

66.0 B0 060" 1 achieves its goal of break-
(13.0) 60 000" 1 ing even in 2007-2008, a
53.0 72.0 126.0

dramatic turnaround is ex-

pected.

For successful MFIs, risk management is a daily part of business, particularly given the array of risks
inherent in operations from credit risk to fraud risk. The main idea of risk management is that risk
levels should be directly proportional to expected returns; for MFIs, the tendency is to prefer less risk
and, therefore, less return.” Controlling and reducing a MFI’s exposure to risks, nevertheless, remains
a constant priority. The MFI’s managers are experienced with managing credit risk as well as portfo-

9 Bruett, Till. “Four risks that must be managed by microfinance institutions.”
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lio-at-risk (PAR), by cash-flow management and diversifying the portfolio with various product and
services. There are business risks to consider as well, particularly those that are client-related. First,
by encouraging groups to open savings accounts and by achieving a 10 percent security on loans,
the company is providing a service while gaining a form of collateral in kind. In addition, though
they allow for flexible repayment schedules according to clients’ cash flows, Ujjivan’s promoters have
insisted on servicing interest on a monthly basis to reduce any gaps in the maturity of assets with li-
abilities. By also requiring that customers have lived in an area for at least five years prior to joining
an Ujjivan group, the company is mitigating a risk thought to be common in cities—that urban work-
ers who may be bad credit risks will escape repayment by migrating back to rural villages. The joint
liability mechanism itself within customer groups helps to lessen credit and transaction risks as well.

Since microfinance remains only one factor in the equation to alleviate poverty, Ujjivan’s promoters
feel that partnering with NGOs is a good way to leverage the company’s resources in order to achieve
its mission of making lives better for the poor. By working with local organizations, focused on a vast
array of issues from childcare to education, Ujjivan can benefit from associating with the great roles
these NGOs play in terms of capacity building for clients. For example, Outreach India is one of
Ujjivan’s partners that runs a schooling program for children of construction workers and laborers
in Bangalore. Similarly, the Parikrma Foundation runs schools for poor children and orphans in the
city in addition to providing healthcare, clothing, etc. At the same time, the NGOs, who often are
purely social welfare minded, benefit from the MFI’s business skills that will help both organizations
achieve shared goals.

Ujjivan, founded by a group of former senior bankers, is the culmination of over two decades of
experiences developing financial and micro financial markets. Nevertheless, the range of challenges
before the company was considerable, given the need to address problems of a start-up as well as
adapt to the changing needs of urban clients. To achieve success in terms of addressing the economic
needs of low-income women and achieving profits, the organization has devised its own way of re-
solving its constraints:

»  SUCCESSFUL PRODUCT DEVELOPMENT: The realization that many MFIs, particularly those be-
ginning to operate in urban areas, have not met the larger demand for financial services by the
poor for household use has led Ujjivan to develop an entirely separate loan product, which 1s
to be used exclusively for family needs. Though salaried and self-employed women are eligible
for this loan, Ujjivan has found the product particularly appreciated by salaried women. By
conducting thorough market research and developing a new product that is less supply-driven
and more responsive to client needs, Ujjivan has established a loan product for women that
no longer have to take credit under the pretense of working capital. Both salaried and self-
employed women have the flexibility to choose between a family or business loan, which also
helps the company keep track of the needs and uses of credit. These records will be particu-
larly useful in the future when clients begin approaching the company for individual loans.



WhaAT Works: UpjivaN’s DuAL APPROACH TO MICROFINANCE 13

»

The end result is that low- Unvan’s KeY INNOVATIONS
income women no longer Resources
have to turn to money- Services / Logistics Management
lenders to obtain funds |. Successful » Hiring local staff * Operational efficiency
‘for reasons nOt.related_ t‘O product * Overcoming * Governance & leadership
imcome generating activi- development e omsTEinGy Integration of resources from
ties. Ul]lvan.has identified |- Adapting o Diglloge corporate partners
early on the importance of distribution incentives &

R Tedldk o » Corporate culture
designing products based training

. * Full self-sufficiency/profitability

on client needs and prefer-

ences not only for achiev-
ing portfolio diversification but also for increasing client loyalty and retention.

ADAPTING THE MODELS: In 2001, the Grameen Bank revolutionized the way it conducted its
microfinance operations by developing its model into a market-led system, known as “Gra-
meen II.” This new approach offered customers a new range of products to meet the diverse
needs of Grameen’s target market. The result was that clients used the services of the infor-
mal sector and other MFIs less and less. Just as the famed Grameen Bank evolved, its replica-
tors, including Ujjivan, have had to face the challenge of adapting the “model” to meet the
needs and demand of the poor in new areas. As noted by Stuart Rutherford, founder and
chairman of SafeSave, the move from the “plain vanilla,” classical Grameen model with its
relative simplicity, and associated limited options for clients, such as time-opportunity cost of
frequent meetings and pressure to borrow, to a more market-led approach is likely to be im-
mensely challenging for most.'” " While Ujjivan continues to work with a technical advisor
from the Grameen Bank during implementation of the model, the company’s management
1s working to adapt product and delivery system design to the needs of poor women first in
Bangalore, and, ultimately, across urban India.

A recent example of how Ujjivan is tailoring the model was the reduction of the number of
groups required to form a center, given that it can be challenging to accommodate a group of
50 women for meetings on a regular basis. By reducing the number of groups from ten to five,
the company has found a much more manageable model, which is also beneficial to clients
since women can meet in each others” homes with this small group size.

Similarly, as increasing numbers of local NGOs approach the company about on-lending to
SHGs, Ujjivan’s strategy for this separate business had to be adopted as well. As operations
progress during its pilot project in Bangalore, the company will discover when and under
what conditions the GRAMEEN and SHG models are suitable. In the case of SHGs, it is
probable that this business can meet the needs of more fragmented communities with a di-
verse array of opportunities and needs for financial services. By working more closely with
its NGO partners and the groups themselves, Ujjivan can further develop its SHG business
by adapting the model as much as possible to provide customized solutions based on the
company’s understanding of local conditions. Thus far, the company has adapted the model
to meet its needs as well those of its clients by requiring that SHGs lend to their members at
the same reasonable interest rate Ujjivan charges to the group as whole. This is one step the
promoters have taken to ensure that the SHGs do not charge a higher per month flat rate,
which often marginalizes poorer members.

10

11

SafeSave is a registered cooperative in Bangladesh, established in 2002, which provides savings and credit to the inhabitants
of slums at their doorstep, operating on the presumption that poor people can and do save, but simply lack frequent oppor-
tunities to store savings in a safe, accessible manner.

Rutherford, Stuart. “The Poor and their Money.”
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DISTRIBUTION DIFFICULTIES:

»

»

WHAT Works: UpivaN’s DUAL APPROACH TO MICROFINANCE

At each weekly meeting, all group members and
Hiring/retaining staff: In leaders first recite the Customer Pledge, followed
the urban environment, hiring and re- by the CRS reciting the Staff’ Pledge.

laiming field staff s a challenge for
MFTIs, gwen the demanding nature of
the position. Uppivan, like other MFIs,
requires that a.feld offices knowon as We will save regularly for our famil:
Customer Relations Staff’ (CRS) ¢ "0 240 TSUIATE) Jor O JAmiy
: . We will educate our children

have passed Class 10 or equivalent in

school, have good numerical abilities,
and be fluent in a local language, such
as Kannada or Tamail, with a working
knowledge of English. The company
also limats thewr field staff to locals
in the communities where the company
is serving. There are obvious reasons
Jor thus condition, such as existing
relationships with - potential clients
and famiharity with thewr financial
behavior; however; this added require-
ment means the pool of qualified in-
dwiduals s much smaller. Ujwan
has also found that, particularly in a
cosmopolitan city like Bangalore, most
young men who have recently finished
thewr schooling prefer to work in an of-
Jice environment, or at a job that is
more glamourous than field work. As
mentioned, working in microfinance s
a very labor intensive commutment—
one that requires passion as well as sensitwily to the poor and thewr needs. By hiring additional female
Jield staff; Uproan has found qualified indiwiduals who are typically an umportant element in building
a corporate culture that supports outreach to women. In fact, female staff members have the potential
to sigmificantly expand Upjivan’s outreach to_female clients, thereby increasing the company’s client base
and potentially enhancing its financial performance. Nevertheless, it remains too soon to generalize just
_yet about how male or female CRS members will succeed at field work in and around the city.

CuSTOMER PLEDGE
We will use the benefits of our loans to eliminate poverty
We will repay our loans promptly

We will stand by our group in good times and bad
We will work to build a long and mutually
beneficial relationshyp with Upivan

God 15 a witness to all our acts and deeds.

STAFF PLEDGE
We will work with poor women

towards eliminating poverty

We will work without discriminating caste, creed or religion
We will be truthful in all our activities

God 15 a witness to all our acts and deeds.

Space constraints: A challenge that may seem trivial, initially, concerns the difficulty of ac-
commodating a large number of women during group meetings in urban areas. In a city, where open
space s often a set premium, finding a location to accommodate a center meeting, comprising of 10
groups of five women each, on a weekly basis creates some difficulty for Upivan. In addition, the
location of these meetings must be somewhere that is convenient to as many members as possible, par-
ticularly since women often have less free time than men do and may be less mobile. In order to ensure
that a sufficiently large space s available and conveniently located, Ujjwvan branch managers are cur-
rently working with local schools, health centers, and community centers that may be able to make space
available for group meetings by either donation or charging Ujjivan rental fees.

OPERATIONAL EFFICIENCY: In response to the challenges of reducing costs and increasing
effective use of technology, Ujjivan has decided to designate a central office in Bangalore
for processing, administration, and technology. The company uses “the factory concept” for
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the centralized processing of
all data recording, transaction
processing, preparation of re-
ports, and storing documents.
Ujjivan’s managers are aware
that the highly efficient opera- —Ujjivan Mission Statement

tion, technology, and processes

characteristic of a modern retail financial institution are necessary for capacity building and

“We at Ujwan deal with money belonging to people and more impor-
tantly, belonging to poor people. They trust us and place great faith in
our honesty. Therefore, it is crucial that we take their trust seriously.
Thetr needs are our responsibility. Our honesty is their guarantee.”

achieving economies of scale. As a result, operational support is readily provided to those
working on front-end operations, including standardization, an efficient and scalable process-
ing centre, and all the facilities needed for data entry; processing transactions; maintaining
customer records; checking service quality; and control systems for auditing. Furthermore,
Ujjivan recruits operations staff through a careful selection process to ensure that these indi-
viduals have the commitment and passion needed to work in a microfinance environment.

From the promoters’ experiences, Ujjivan has designed a unique model that integrates core group-
based business operations with community development activities through financial and NGO part-
nerships. At the same time, the company plans to develop its success by building on the following

factors:

»

»

»

GOVERNANCE AND LEADERSHIP: Successful urban microfinance initiatives are designed and
governed by cross-functional teams of operations, finance, human resources, information
technology, field staff, etc. At the same time, the role of senior leadership cannot be over-
looked, particularly at Ujjivan. In addition to the company’s founders, including CEO Samit
Ghosh, Ujjivan’s Board of Directors includes many prominent figures in the sector, such as
Viswanatha Prasad, former CEO of India’s first regulated MFI, Bharatiya Samruddhi Fi-
nance Limited (BASIX) and Bellwether’s current fund manager. Ujjivan also has an advisory
group of individuals, such as Jaithirth Rao, CEO of Mphasis, one India’s leading information
technology firms, and Vijay Mahajan, a leader and pioneer of microfinance in India who
founded two large and successful organizations, Pradan and BASIX. The roles these indi-
viduals play within Ujjivan are to not only support a long-term, solid commitment from the
company to the community, but to attract greater commercial investments in microfinance
domestically and internationally. Having someone like Mr. Mahajan advising the company
attracts the attention of investors and high-quality talent in the sector. Ujjivan’s leaders, direc-
tors, and advisors are jointly instrumental in obtaining involvement and commitment from
business and banking partners. These individuals associating with an urban microfinance
initiative improves Ujjivan’s reputation and further adds to the perception of the urban mi-
crofinance market’s viability.

STRATEGIES THAT USE CORE CORPORATE RESOURCES: On its own, and through its relationship
with the Grameen Bank, the Bellwether Fund, MSDYF, and Unitus, Ujjivan has a wide array
of business resources available, including expertise in group-based lending, tie-ups with local
NGOs for community development, and local facilities in Bangalore suburbs. The company’s
urban initiative will blend these core business resources with community relations and com-
munity stakeholder resources, as summarized in the table on the following page.

CORPORATE CULTURE: The company’s emphasis on loyalty to customers, colleagues, and em-
ployees themselves cannot be overstated. This idea is reinforced by teamwork, where the
organization is non-hierarchical and not unhealthily competitive. Ujjivan’s leaders readily
accept constructive criticism for the company’s collective development, due to the belief that
teamwork achieves better results than that of an individual. In addition, the company’s prac-
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UJivaN’s RESOURCES FOR MICROFINANCE
Core Business Resources Community Relations Resources Community Stakeholder Resources
» Expertise and core competencies  * Relationship building » Expertise in finance and economic
* Products and services ¢ Partnerships with local NGOs development
o oy ¢ Information (through group

Employees, including CRS

Three branch offices, with the goal
of opening an additional nine

mechanism)

* Relationships in the communities
among group members

* Leadership

* Assets, such as a group savings account

»

»

tices are always in full compliance of India’s complex legal regulations governing the sector.
Though transparency is another critical aspect of the organization, particularly in terms of
dealings with customers and business partners, Ujjivan is adamant about business confidenti-
ality. Senior management plays a large part in ensuring these values are upheld by themselves,
employees, customers, and partners.

EMPLOYEE INCENTIVES AND TRAINING: Building a successful MFI requires more than product
development and pricing; an agile and efficient staff is needed, where the MFI knows the
skills needed, hires qualified individuals, creates a work environment that promotes com-
mitment, and offers competitive compensation. For their work of targeting new customers,
forming groups and centers, verifying loan proposals and documentation, providing feedback
for new products based on customers’ demands, monitoring loan utilization, and maintain-
ing good relationships with customers and the local community in general, field staff’ need
proper incentives to ensure their optimal performance. Ujjivan recognizes this fact, and views
its human resources as strategic partners in executing their business and an agent of change
in order to transform the livelihoods of the poor. As a result, the company currently offers a
compensation package that includes a fixed salary of Rs. 2,500-2,800 plus fixed and variable
incentives. In addition, the company offers an Employee Stock Option Plan (ESOP) for all
employees. Ujjivan seeks to align its employees’ goals with the company’s by providing its staff
with an ownership stake through an ESOP. The company’s promoters have not held back in
their desire to share wealth creation among employees and directors who have helped build
the company.

In terms of training, CRS candidates are put through an intensive classroom and field train-
ing to enable them to understand the job, customers, environment, and the company’s busi-
ness practices. This means that, in addition to compensation, Ujjivan’s staft also has the op-
portunity to acquire functional skills, industry knowledge, and leadership training, which can
be further developed as individuals graduate to higher positions.

FuLL SELF-SUFFICIENCY/ PROFITABILITY: As a NBFC, Ujjivan has been set up as a profit-mak-
ing venture. The goal is to generate a return on assets equivalent to returns expected in the
private sector, without subsidies. Those MFIs that have already achieved this goal have cer-
tain features in common, including higher real interest rates as well as lower average salaries
compared with per capita GDP.'? These are factors that are largely within the control of the
company’s managers, including those who manage credit and human resources. As Ujjivan
develops operational efficiency, achieving full self-sufficiency will depend on the promoters’
commitment to this goal. This commitment will be illustrated as the company sets interest
rates, controls costs, and manages its staff.

Malhotra, M, “Maximizing the Outreach of Microenterprise Finance: The Emerging Lessonsof Successful Programs.”
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While Ujjivan’s team has already overcome significant challenges in providing banking services to
Bangalore’s poor working women, growth and success will bring additional challenges.

»

»

»

STAYING ON TRACK: While Ujjivan continues to expand its range of products and services
aimed at Grameen groups and SHGs, it has also begun thinking of offering products to
individuals, as mentioned. In addition to servicing group graduates, Ujjivan’s promoters are
looking to target individual vegetable vendors and workers in the garment industry, which
employs possibly the largest number of women in the state of Karnataka. A majority of these
employees work in factory settings. According to official statistics, there are 788 garment
manufacturing units in Karnataka, of which 729 are in Bangalore. The total number of gar-
ment workers in Bangalore is 146,835, of which 103,039 are women." These figures do not
include casual and contract workers. Given this large market of women who are working in
sub-standard conditions, earning an average of Rs. 8 per hour, Ujjivan is looking to provide
financial products and services to them to help supplement their low incomes.

However, due to high turnover in the industry and lack of strong information and/or so-
cial bonds, women working in the factories are often unwilling to guarantee their peers and
friends under a group-based lending scheme. For this reason, Ujjivan will need to consider
offering individual loans to this market, while somehow instilling the same sense of financial
discipline achieved through group trainings and meetings. As the company moves forward, it
will be critical that the Ujjivan stay on track with its goal of implementing financial structures
that allow poor women to access available, untapped capital through groups, at least initially,
such as Grameen or SHGs. Once the company has proven its viability and sustainability in
the medium term, it may be better suited to offer diversified products, including individual
loans, to a broader economic spectrum of women.

MARKETING: In light of the increasingly competitive market for microfinance in Bangalore,
Ujjivan needs to continue an aggressive marketing effort to customers. Some branch employ-
ees observe that competitors may have more employees per branch, and that larger competi-
tors regularly have people out on the street talking with customers about its offerings that do
not require as much time and work, in terms of regular attendance of group meetings, for
example. Although this issue affects Ujjivan’s credit operations much more than savings, it is
important that the company remain strong in all areas, especially as it rolls out housing and
education products, in order to maintain its market position and profitability.

EMPLOYEE INCENTIVES: Despite the generally positive perception and effects of a staff in-
centive scheme, there are some negative effects to consider as well. The negative effects can
include a problem of mission, where field officers shift their focus away from small, poor-fo-
cused lending towards relatively well-off clients in order to increase their incentives. There is
also the possibility of erosion in the MFI’s portfolio quality as field staft’ respond to incentives
by offering larger loans or being less thorough in their evaluation of loans. Other potential
drawbacks include less teamwork, an increasingly risk-averse field staff, a decrease in intrinsic
motivation, higher operating costs, as well as the fact that incentive schemes do not reward
overachievement. In general, the problems which may arise as a result of offering employee
incentives are a result of flaws in the incentive scheme’s design. Therefore, for Ujjivan to
mitigate these information problems, the company may consider adjusting minimum require-
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ments, weights allocated to performance indicators, as well as better and more frequent com-
munication with its CRS team about incentives. The company’s goal must be to create a work
environment that promotes employee commitment. As Ujjivan moves forward, the company
will have to face the challenge of designing and re-designing staff’ incentive schemes that
succeed in improving motivation and productivity, particularly in terms of achieving greater
financial performance, portfolio size, portfolio-at-risk, and even client satisfaction.

Even before its operations began, Ujjivan faced a number of constraints in India’s urban areas. Given
the diverse array of customers in cities, Ujjivan knew it would have to develop products that would
match working women’s actual use of credit. Once money is in the hands of borrowers, loan use can
become difficult to track, particularly since funds are shifted around through household expenditures.
The organization overcame this challenge of monitoring loan use by working with field staft recruited
from target areas, who have better access to information, in addition to conducting thorough, inde-
pendent market research. The company’s loan utilization check was also designed to follow through
on the use of loans disbursed. Although Ujjivan has partnered with the Grameen Bank to conduct
its operation as a Grameen replicator, it has developed a separate SHG business as well. These two
approaches to delivering financial services to the poor not only expand the company’s outreach but
serve various market segments. Still, Ujjivan’s promoters realize that a time will come when group-
based lending models are no longer suitable for customers, particularly as women improve their situ-
ations and require larger loans. For these reasons, the company is continuing to adapt these models
by following a customer-driven approach, and working closely with field staff to anticipate the future
needs of clients that are ready to graduate out of groups. Ujjivan has overcome various distribution
and operational difficulties relating to staff and space constraints by designing effective incentives
and taking advantage of local resources within the communities which the company aims to serve.
By focusing on creative solutions and always keeping clients in mind, Ujjivan has positioned itself as
a major player in India’s urban market for microfinance.
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The Centre for Micro Finance will help improve the life of the poor by:

»  Systematically researching the links between access to financial services and the participation
of the poor in the larger economy.

» Participating in maximizing access to financial services and its impact for the poor through:
» Research on micro finance and livelihood financing
» Research-based policy advocacy
»  High-level training for practitioners and institutions
»  Strategy-building for Micro Finance Institutions.

While the microfinance sector has been growing rapidly with the focus largely on growing outreach,
there is an urgent need to fill some gaps in the practice and in the understanding of microfinance in
order to maximize and accelerate the impact of its growth. The Centre does not posit that micro-
finance is the sole response to poverty alleviation. However, it does believe that relaxing the credit
constraint for the poor, even the extremely poor, can produce a positive impact on their lives and that
providing complementary financial services can have a great impact on the reduction of poverty and
vulnerability. The Centre also believes that the impact of microfinance can be maximized if other
contextual constraints that prevent poor households from participating in the mainstream economy
are simultaneously addressed.

The approach the Centre wishes to take in its research and advocacy role is to continue to propagate
the prior while simultaneously and continuously seeking to update it and inform it through rigorous
research. In order for research to influence action, it is also critical to create an environment where
researchers and practitioners constantly interact and exchange information and ideas. The Centre
for Micro Finance aims to achieve its objectives through research, training, and strategy-building for

MFTs through its MFI Strategy Unit (MSU).
|

IFMR’s mission is to contribute to growth and development efforts in India with a focus on financial
services and financial management within Indian companies and governments. IFMR 1is a leading
business school with strengths in both research and teaching focusing on the financial sector. IFMR
was founded in 1970 as an autonomous institute with backing from ICICI, the House of Kotharis
and other major corporates. IFMR has established Centres for Advanced Finance and Micro Fi-
nance to conduct cutting edge research and training in these areas. IFMR also manages the ICICI
Research Centre and sponsors the Journal of Emerging Market Finance. Recognized as a Social
Science Institute by the Department of Scientific and Industrial Research, Government of India,
IFMR has also been approved as an Institution of National Importance by the Ministry of Finance.
IFMR currently offers a 2-year full-time and 3-year part-time Post Graduate Diploma in Manage-
ment (PGDM) with specializations in Finance, Marketing, HR and Operations & I'T and a one-year
full-time master’s level program in Advanced Finance. The Institute also offers short-term executive
development programs and consulting services. IFMR has been granted affiliation by the University
of Madras for students pursuing a PhD in Finance and Economics.
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