
  

“AFSAR” 

Microfinance institution based in Russia 

 

Rural Loan Product Pilot Design (RLP) 
 

Background 

 

Today is an exciting day for Ivan Petrovsk, the Executive Director of AFSAR 

(Accessible Financial Services in Russia), a microfinance institution based in Russia. He 

is taking the city train to reach a training center where he has asked a team of four staff 

members to come and start the design of a rural loan product. Ivan is a former banker 

who used to work with a large investment bank owned by a security company in Japan. 

He admits to himself that he has a limited experience in rural loan product, especially at 

the retail level. Thus, he is really counting on this product development team to help the 

institution in designing a reasonably less risky product that will allow them to expand its 

outreach and thus, improve its competitiveness and financial sustainability.  

 

AFSAR was established with the support from Canadian International 

Development Agency (CIDA) in 1995 in Moscow, the capital city of Russia. Recently, 

due to increasing competition and pressure to become financially sustainable, the board 

of directors held a special meeting. The key decision from the meeting was to explore 

possibilities to expand its outreach to rural areas where there is still large unmet demand. 

One of the challenges that was raised during the meeting was the perceived high risk and 

high transaction cost in serving the rural market. There has been also a pressure from 

CIDA, the main funder of the institution requiring AFSAR to demonstrate its outreach to 

very poor people - those who are in the bottom half of the poor according to the national 

poverty line.  

 

On one hand, there is a need to improve the institution’s financial sustainability 

and competitiveness. On the other hand, there is a pressure to deepen the outreach. Ivan is 

thinking: “After all, it may not be a bad strategy to go into rural areas with our own brand 

rural loan product.” Then, he realizes that it is not as easy as it appears and the success of 

the loan product is subject to many factors.  

 

Country context and competition 

 

 Ivan is very well aware that their decision to pilot a rural loan product (RLP) 

stands against the background of a number of failed rural finance initiatives in Russia.  

Many of the rural products tested in Russia over the past five years have been based on 

the assumption that rural household cash flow is very structured and constrained by 

growing seasons and animal gestation cycles.  These products have involved long loan 

maturities, extended grace periods, and large “bullet” payments at the end of loan 

maturity.  These products have not generally taken into account the diversity of rural 

household coping strategies or the integrated nature of rural households which rely on the 

financial and non-financial contributions of all members of the household.   
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AFSAR expects to bring into rural sector of Russia the new understanding of 

financial services through the RLP.  Through successful administration of the RLP 

program AFSAR hopes to demonstrate that safe lending is possible in rural areas, while 

providing financial services to one of the most marginalized groups of entrepreneurs in 

Russia.   

 

Production Design Task 

 

As members of the institution and the product development team, your task is to 

make the ambiguous goal of a successful rural loan product a reality.  

 

AFSAR’s Rural Loan Product design, based upon the experience of its senior 

management in managing other micro-finance institutions in Russia, starts with the view 

that rural households have multiple sources of monthly cash flow, including sale of 

produce (including dairy products, staple crops, fruits and vegetables), animal husbandry, 

salaries from state institutions, remittances, pensions, and trade in other goods and 

services. 

 

The Board and management of AFSAR envisions that RLP will be designed to 

support financial services delivery to rural communities engaged in crop planting, animal 

husbandry, market gardening, dairy production, other processing activities, and trade in 

rural produce.  The RLP is expected to deliver loans ranging from 200 USD to 1,000 

USD for a loan term of up to twelve calendar months.  As with the other existing loan 

product of AFSAR, interest rate reductions will be available to clients staying with the 

MFI through later cycles.  The product is designed to support rural income generating 

activities by providing sufficiently large working capital loans to households at times 

when funds are needed to procure inputs (such as seeds, fertilizers, or additional animals), 

services (such as the use of a tractor for cultivating land) or otherwise support these 

activities.  Most rural people do not have suitable capacity to collateralize loans.  The 

product therefore may rely upon group solidarity as the guarantee mechanism, 

capitalizing upon the value of a client’s reputation in the community and enabling rural 

dwellers to leverage resources on the basis of their good names. 

 

The RLP repayment terms incorporate payment discipline by way of equal 

monthly principal payments (similar to the other existing loan products) to control the 

risk involved in rural lending.  The experience of other micro-credit programs in Russia 

suggests that rural loan products structured with long maturation terms (e.g. of one year 

or more), extended grace periods (i.e. six months or more), and bullet payments at the 

end of the loan term are prone to failure.  Very often such products result in the 

liquidation of household assets, or in the client incurring additional levels of debt, to 

make the final payment. 
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Instruction to participants 

 

You are assigned as a product development team to help the institution in its effort to 

develop and pilot a rural loan product. Your respective positions within the MFI are as 

follows: 

 

1. Credit officer 

2. Credit supervisor 

3. Finance manager 

4. Operations manager 

 

Your task is to design a rural loan product and prepare for piloting 

 

The following questions will guide your product development and should be used for 

presenting the product design:  

 

 

1. What are the most common purposes for which the rural loan may be used? 

Where can we find this information?   

2. How large should the loan size be?  How do we determine the correct size?  

3. How frequently should repayments be scheduled? What factors should be taken 

into account? 

4. What is the appropriate loan term? What factors should be taken into account? 

5. How can we market the product? (marketing strategy) Why? 

6. What is the optimal group size? Why? 

7. Do we need to have compulsory savings requirement? Why? 

8. What should be the appropriate policy on group attendance for those using group 

lending? Why?  
 


