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MicroLoan Foundation Exit Study

Key Findings
1. Reasons for Exit:

a. Failure to generate sufficient profits found to be most significant factor. The majority of ex clients that were surveyed left due to financial problems.

b. Two weekly repayment system is widely disliked, and half of participants cited this as a reason for exit.

c. Some groups suffer a lack of ‘unity and love’; disputes, levels of mistrust, and defaulting members, contributed to 30% of individuals leaving

d. Illness and death of family members created a burden on resources; financial and time which forced a number of individuals to abandon the loan programme.

e. Other factors include; a frustration with small loan size, problems with loan officers, and failings in communication between client and MLF which resulted in the apparently involuntary exclusion of client.

f. Clients are not leaving because they have ‘outgrown’ MLF. All individuals surveyed cited a negative reason for leaving MLF; such as their own failings or problems with MLF systems, rather than their own success.
Other Findings;

2.  Ex clients widely positive about MLF. 88% of those surveyed said MLF is ‘good’ or ‘excellent’.

3.  Ex clients continue to live in poverty, the majority struggle to earn enough money to meet their most basic needs such as food and clothing.

4. Joining the MLF loan programme improved the living standards of half of ex clients. However, more than half state that they are now no better off than before they joined MLF.

5. The majority of ex clients have downscaled their businesses, or now no longer run a microenterprise.

6. All ex clients wanted to rejoin MLF – with conditions
Summary

At the end of each loan cycle a number of MLF clients choose to leave the loan programme and not take another loan. This can occasionally be as many as 75% of a groups members, and at other times no one; but on average around 30% leave.

Through this study, MLF aimed to gain an idea of why clients are leaving; what are the range of factors and which are the most significant. Secondly, MLF hopes to gain an idea of what could by done to help clients stay with the loan programme longer. A further aim was to use the information gathered to develop an ‘Ext Interview’, which  can be built into the routine work of MLF staff.

A questionnaire (see appendix for details) was carried out with a number of individuals who had dropped out of the MLF loan programme within the last twelve months.
Methodology and Word of Caution

Participants were selected so as to include a range of clients. The thirty one individuals came from three different MLF branches; Kasungu, Mzuzu, and Nkhotakota, and from eight different loan groups, served by several different loan officers. Also included were clients who had borrowed varying amounts of money from 3000kw (£10.70) to 60,000kw (£214.30), and had been with MLF for different amounts of time, from one cycle (four months) to seven cycles (two years and four months).
This selection was made with the assumption that different types of clients would have different reasons for leaving; a client who has been with MLF for several years or is richer may have different motivations for leaving the loan programme than a client who has stayed one cycle on a very small loan. 

This is a small sample of only 31 participants, compared to the total number of individuals that have left the MLF loan program. Furthermore, explanations of what happened will be based on the ex clients account; not always the full story. With these factors in mind; all data should be treated with caution, and any conclusions be only tentative. However, the study should serve to highlight some of the main factors which are resulting in clients leaving MLF.
1. Why are clients leaving MLF?
The ex clients that were surveyed listed a range or factors that lead to their leaving MLF. Each individual listed one or several reasons. Figure 1 below shows the range and frequency of reasons.
Figure 1: Reasons stated by participants for leaving
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a.  Failure to generate sufficient profits 
· Figure 1 shows that ‘problems repaying’ due to a failure to generate sufficient profits was the most commonly cited reason for leaving. This category includes participants who managed to pay their loans back but said that they had so little money left over that no benefits were experienced, and participants who failed to keep up with required repayments.

· There is no obvious correlation between individuals who failed to generate sufficient profits and types of business venture, for example; some fish sellers have done well, while others have struggled.

· There is also no correlation with loan size and number of cycles individuals have stayed.

· Individuals did not usually provide enough information to ascertain why their business was not successful. One individual specifically commented that she did not generate enough profits because she spent her loan on medical bills rather than business development. It may be the case that amongst the 61% of participants who stated that their businesses were unsuccessful, other individuals spent loan money on consumption needs rather than business development.

· Participants did not generally specify whether they were forced to leave as a result of their financial difficulties, or chose to themselves. One ex client said she would like to rejoin but had been excluded from her group and was prevented from rejoining due to her default record, this may also be the case with other ex clients.

· Further investigation is needed into why so many clients failed to generate sufficient profits.

b. Dislike of Two weekly loan repayments
MicroLoan Foundation’s loan repayment schedule which requires clients to pay back their loan in fortnightly installments was found to be widely and strongly disliked by participants, in favor of longer intervals.

· 50% cited the fortnightly repayments as the reason, or one of the reasons, they dropped out of the loan programme

· A further ten people criticized the repayment schedule at some point in their interview, meaning that in total 84% of those surveyed dislike or have a problem with this structure

Why are fortnightly repayments a problem? Responses to this question can be split into three categories;

1. Client’s customers pay monthly. One individual had an original and potentially profitable business buying powdered milk from the capital, Lilongwe, and selling it to local restaurants at some mark up. However her customers (the restaurants), would only pay her monthly. For this reason she says she had problems making repayments every two weeks. She left due to this incompatibility. 

2. Variable profits dependent on weather conditions can mean that a business that is profitable in the long run has fortnights when profits are very low, and therefore repayments difficult to make. Many participants from the lakeshore town of Nkhotakota, where the whole local economy is tied to fishing on the lake, said that their profits could be variable. Here it can be the case that fishermen cannot fish, due to bad weather, for up to a week. This will affect many of the local businesses.

3. Constant stress and panic caused by a tight repayment schedule. One individual had a profitable business, which is evident from the fact that she left MLF with 15,000kw savings. However, she said that she found the stress of having to make a repayment every two weeks, month after month, too much. She said that her business has suffered due to the lack of capital, since leaving MLF, but that she would rather this than the constant panic.

However, only a minority of participants mentioned the above factors. Most participants stated that fortnightly repayments are ‘too tough’ or that they ‘cannot generate sufficient profits in such a short time’. Two thirds of the 50% who stated that they left MLF due to the repayment schedule offer no explanation as to why less regular repayments better suit their business. 

This may suggest that the real issue was their overall lack of profits, which would have made any repayment schedule a problem. 

c. Some groups suffer lack of ‘unity and love’ (and defaulters)
16% of participants cited some kind of problem with their group as a main reason for exit. Most extreme was the individual who was a victim of threatening behavior when other members of her group came to her house to demand money after the death of her mother and daughter in law. This group also had a stringent group constitution requiring members to make fortnightly payments of 30kw towards a hardship fund, or 50kw if they missed a meeting; it is not clear whether the demand was for the fund contribution or her loan repayment – but she was evidently not deemed admissible for the hardship fund.

One participant left in frustration after being prevented from advancing to a bridging loan due to defaulters in her group. This highlights the problem of mixed level groups.

Other participants left due to disputes within the group, mistrust of other members, or in the words of one ex client, problems that came about due to a lack of ‘unity, trust, and love’ in the group.  

The Problem of Defaulters and Runaways

A total of five individuals, 16% of the sampled group, left partly as a result of having to cover the debts of other group members. Two participants said that the financial burden of covering for defaulters outweighed or equaled any profits they had made, one of these participants having only borrowed 3000kw was forced to pay back a further 650kw on behalf of a defaulting group member (note that this is nearly as much as the entire interest she would have paid on her own loan), the other participant spent a large amount of money and time chasing after the runaway group member. The other three participants, having covered for group members who either could not or would not repay, left for fear that they would have to pay out for others again in the future. 

d. Illness and death of family members

Costs after illness or death in the family can force clients to drop out

The financial costs incurred after the illness or death of a family member, such as medical and funeral bills, forced 13% of the participants sampled to leave the loan program. This was either because money taken away from their capital base lead to a decrease in profits and consequent problems repaying, or in two cases because they were forced to withdraw all savings and were left without the requisite deposit for their next loan.

Clients have responsibilities outside of their businesses

Three individuals, nearly 10% of those surveyed, had to care for sick relatives (in two cases in a different region) meaning that they could not continue with running their businesses. Another client said that the responsibility of a business was too much with children at home to care for.

e. Other factors; small loans, loan officers, and communication errors
Some clients frustrated by small loan size

13% of those sampled, or four individuals, said that they left because the loans they were offered were too small to make a significant impact. One client commented that the profit margins possible were small due to the higher cost of ordering smaller amounts of goods. Another client was forced to wait until one set of goods had been sold, before ordering more (as a result of her limited capital base) with the result that there were periods where she had nothing to sell due to the delay between order and arrival of goods. Another client left in frustration after she was told she could not progress to a bridging loan at that point in time. 

Problems with Loan Officers

Two ex clients said that they did not get on with their loan officers and this contributed to their decisions to leave MLF. One loan officer was called ‘too mean’, the other ‘inflexible’. In the latter case it is not clear if the participant’s position was reasonable, from her account, or if the loan officer was just following MLF procedures.
Failings in Communication between clients and MLF

Two participants said that they never intended to leave MLF. Both had experienced other problems, with their groups and their businesses, but claim to have been keen to resolve these problems. One client was in hospital when her daughter withdrew her savings from her MLF account, discharging her. One woman was away at the end of the cycle, and in her absence, apparently not included in the next loan cycle. 

F. Clients are not leaving because they have ‘outgrown’ MLF

Of the 31 surveyed participants no one stated that they were leaving MLF because they were going to access a bank loan, a loan from another source, or were going to run their business off a built up capital base. That is to say, none of the participants felt that they had ‘out grown’ MLF. Rather, every participant cited one or more of the above reasons that had lead to, or contributed to, their decision to drop out of the loan programme.

2. Ex clients are positive about MLF

Despite having left MLF, the ex clients that were surveyed had a strongly favourable impression of the organisation. When asked to rate MLF on a scale of 1 – 5 (where 1 = excellent), 22 out of 25 participants who answered the question, (88%), gave MLF a positive rating. No one rated MLF worse than 3.
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Figure 2: Participant impressions of MLF

Positive comments about MLF included;

‘I loved MLF’ – Margret Thulani, Chisangalalo group, Nkhotakota

‘I loved MLF because it taught me to run a business’ – Florence Nkhonjera, Chisangalalo group, Nkhotakota

And of being an MLF client;

‘An exciting experience’ – Rodah Msongole, Sangwani group, Mzuzu

‘I didn’t need anything when I was receiving the loans’ – Edna Phiri, Lumbani group, Nkhotakota

‘An excellent experience’ – Loveness Azizi, Mphamvu group, Nkhotakota

Specific areas complimented by participants;

Training – 11 participants

Loan officer – 5 participants

Fast loan re-disbursal rate – 1 participant
3. Ex clients continue to live in extreme poverty – the majority struggling to meet their basic needs 

80% of participants said that they were not happy with their financial situation.

· 58% do not have, or do not always have, enough money for food

· 65% do not have, or do not always have, enough money for basic clothing

· One third of clients with children of secondary school age, are not able to pay school fees. The other two thirds manage to pay these fees; testament to the priority awarded to children’s education

· 62% cannot always afford to have the medical treatment they need

· 81% of participants said they do not have money for work on their home

· 93% do not have money for possible future expense such as funerals, or children’s weddings
4. The impact of MLF on participants’ living standards
Figure 3: Impact of MLF on living standards
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· Participants were asked; ‘Are you better off now than before you joined MLF?’; as figure 3 shows, responses were mixed. A small majority of 58% said that they were now in no better a financial situation. 32% had experienced some improvements, and 10% had experienced improvements but only since leaving MLF

· Many participants made a distinction between their current standard of living and when they were a client of MLF. In total, nearly half the group (48%) had experienced a decline in their living standards since leaving MLF
· Many stressed that any improvements had been only slight
Therefore, it appears that there has been some medium to long term positive impact on the living standards of some clients; though limited in size and scope. It also appears that MLF had a positive short term impact on the living standards of nearly half the group. This statistic, however, should be treated with caution. As it is possible that some participants were referring to the benefits of a sudden influx of cash (the loan money!) which they were able to spend on the material needs of their family, rather than the fact that they were making more money from their business. Comments which illustrate this point include; ‘I was very grateful for the loan as it allowed me to buy things’ and ‘the loan helped me to provide for the needs of my family; food, clothes; medical bills’. In other words; not a situation that was sustainable.

It should also be considered that it is difficult for an individual to judge changes in their own living standards over time, if these changes are not significant. They may be prone to over or underestimate changes, dependent on other pre-existing beliefs or ideas they have about themselves or their situation.

Nonetheless, these statistics are interesting as an indication of the impact of MLF on the livings standards of ex clients.
5. Majority of ex clients have downscaled or ceased business activities
Participants were asked if they had continued running their business since leaving MLF. There responses may give an indication as to how they have coped without MLF. As figure 4 shows, 68% have downscaled or are downscaling, or now no longer run a business. The percentage of the participants that have ceased business activities, at nearly one quarter of the group, is significant. However, there are also a number of individuals who have developed and expanded their businesses.
Figure 4: Current business activities
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Generally speaking, these figures suggest that leaving MLF has had a widely negative effect on participants’ business activities. 

6. Participants wanted to rejoin MLF – with conditions

Participants were asked ‘if you would like to rejoin MLF in principle, but have not done so, what could MLF do to support you with this?’. All thirty one participants said that they would, in principle, like to rejoin MLF. However, the majority said that they would do so only on the basis of certain conditions or additional support, see Table1 below for details.

          Table 1: Types of support required in order that participant rejoin
	Type of Support Needed
	Frequency that mentioned

	Extend 2wk repayment schedule
	23

	Support to find a different group
	4

	Larger loans
	4

	Extend the grace period
	2

	Support with initial deposit
	2

	Lower interest rates
	2

	Individual loans
	2

	Skills training to help with business prospects
	1

	Support to think of a new business plan
	1

	Support accessing a bridging loan
	1

	Help fostering group unity
	1

	Some action to deter runaways
	1


 Conclusions

This is a group of people who continue to live in a high degree of poverty; the majority of whom cannot afford the most basic necessities such as food and clothing. According to some ex clients, involvement with MLF has had a positive economic impact on their standard of living, but over half say that they continue to live much as they did so before.

A range of problems contributed to their leaving, therefore a range of interventions are needed in response. However, a failure to make enough money from their microenterprises stands out as the most significant factor. If this group is representative of the 30% of clients who leave at the end of a loan cycle, then some form of additional business support is the way in which MLF could best help clients to stay with and benefit from the loan programme.

How can MLF improve the drop out rate?

Recommendations on the basis of this study

1. MLF wants to gather information on all clients who leave
Solution: Compulsory ‘Exit Interview’, for all clients who have decided to leave, to be carried out by the loan officer. An Exit Interview as a standard procedure could help to establish a database of the reasons clients say that they are leaving, it could help clients to put an account ‘on hold’ if appropriate, and could make re entry at a later date easier. During the Exit Interview the loan officer, as well as establishing reasons for leaving and if there is any alternative, could make sure that a client understands the procedure to rejoin and knows that they are welcome to rejoin (if they are welcome to rejoin). Occasional auditing could take place to ensure that LO’s are carrying out Exit Interviews honestly and correctly. Support for this idea = 2 participants who left ‘by accident’, and claim that would have preferred to find an alternative, and 3 participants who left due to demands away from their business such as sick relatives and children (these people may have been better going ‘on hold’, or at least should know the rejoin procedure).

2. Problem: Clients are failing to make sufficient profits from business
Possible solutions: 

· Further investigation into why some clients are successful and others not, what factors determine success (i.e. type of business, numeracy skills, personality of client)

·  Further business training for clients in how to develop a business beyond subsistence level. Perhaps training to take place after 1 or 2 cycles, content of training could be influenced by findings from above point. 

· Skills training for normal MLF clients (not just through microventures) so that clients can look towards more profitable enterprises. 
· Build in some kind of further training/support to repayment meetings – ‘business problems surgery’ when clients can share problems with group and the group and LO can offer suggestions. 

· Ensure that clients who join groups after the original formation of the group get same amount of and standard of training as original group members.

This was the most common reason cited for clients’ leaving; therefore more investigation into the ways in which MLF can intervene is required.

3. Problem: Failure to make sufficient profits
Solution: Reiteration, during training and during repayment meetings, that loans must be spent on business development rather than consumption, if clients want to be successful with their business ventures. This is part of existing training but this study suggests that the message has not been received by everyone. One client admits to use of loan for consumption, comments from other participants such as ‘When I had the loan I could buy things for my family…’ Suggest that this is more widespread. 

However, there are times when a client may understandably see immediate short term needs to outweigh long term goals, such as when a family member needs medical treatment. In these cases there is a need for another type of financial provision.

4. Problem: Costs due to illness or death of family members
Solution: Emergency consumption loans/grants or investigation into the possibility of microinsurance. This would help clients to avoid spending money from their capital base, which leads to a downward spiral of reduced business investment and reduced profits. The need for this type of provision is shown by the five out of thirty one individuals who attributed their departure specifically to the unexpected costs incurred after death or illness of a family member.

Any diversification in the financial services provided by MLF will be costly to MLF. However, this needs to be weighed against the costs of losing good clients. These include costs to the client and costs to MLF (it is much cheaper to keep existing clients than find and train up new ones). Further investigation into this possibility may show that additional financial services (emergency loans/ grants/ microinsurance) could bring sufficient value to justify the cost.

5. Problem: Clients find 2wk repayments ‘too tough’
Solution: Further develop a culture of paying more money back than required at repayment meetings or directly into the bank, ahead of schedule. Many of those surveyed claimed that having to pay back installments every two weeks did not suit their business, for instance because they are paid by customers monthly. In these cases they should be able to pay back double/more than required when they do receive money from customers. These clients should be looking ahead towards more than the next fortnight. Similarly, clients who have profitable but variable businesses, dependent on the weather, should be thinking ahead when they are doing good business. If clients are still unable to cover repayments then it may be that the problem is that their business is not profitable enough.

6. Problem: Group problems
Solution: More research is needed into what goes wrong in some groups, (and right in others), and how loan officers can intervene. Support for this = five participants who left due to group problems, and further five who left due to defaulters. Also, it may be necessary to look at what systems are in place for monitoring group behavior over the course of a loan cycle. Loan officers may be required to take more of an active role in monitoring and when appropriate intervening. Support for this is that there was at least one case of a client suffering 

harassment at the hands of other group members. 

A reduction in drop out rate will in itself improve group relations as there will be more continuity within groups.

7. Problem: Clients frustrated with small loan sizes
Solution: Four ex clients left because the loan sizes are too small. This is regretful when there are larger loans available through a Bridging Loan, for those who are successful. Clients may well know about the Bridging Loan, through word of mouth and discussions with loan officers, however it could be beneficial to formally publicize this opportunity. 

Suggestion = ‘Bridging Loan Information Meeting’ to be held at a normal repayment meeting, halfway through or towards the end of a loan cycle. Someone, possibly the loan officer, to provide information about the bridging loan (loan sizes, interest, repayment schedule, what are the requirements to a client being accepted) and answer questions. Aside from accurate information giving, the additional purpose of the meeting being to inspire clients, help to give them a long term goal, and not lose heart. The message of the meeting would be ‘times may be hard now but this is what you can work towards’, a star client(s) who is now on a BL could come to the meeting to act as inspiration to others.

Support = Four participants who left due to small loan size, no. of other participants who left because were not seeing significant profits.

8. Problem: Problems with loan officers
Solution: A clear procedure, made known to clients, for clients to make a complaint about a loan office, without speaking to the loan officer. Support = 2 ex clients who criticized their loan officer’s behavior/ decision making. Note; no assumption is made that these ex clients are reasonable or correct in their criticisms. A complaint procedure is important for client rights.

