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Solutions – AFSAR Rural Loan Product Pilot 
How the MFI actually designed the product and what changes they made after the piloting 

 
The RLP is 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 existing loan product, interest rate reductions will be 
available to clients staying with MFI through later cycles.  The product is designed to support rural income 
generating activities by liquidating households with usefully-large sums of money 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 relies 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 cash-flow-based payment discipline by way of equal 
monthly principal payments to control the risk involved in rural lending.  The experience of other micro-
credit programs in the country 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. 
 

AFSAR has designed the RLP to incorporate the best elements of rural lending products from other 
institutions in the country and has customized it with features that they believed will enable us to maintain 
our best practice financial performance while delivering real value to the consumer.  During AFSAR’s 
market assessment in the target regions, staff presented the RLP concept to government officials as well as 
potential clients and received very positive responses as to the viability of the product in terms of potential 
demand, as well as with respect to the usefulness of the product to rural people in the regions. 
 
Pilot Implementation  
 

The RLP program was launched in the three regions.  One of the principal outcomes desired from 
this pilot was a better understanding of the elasticity of demand relative to loan terms including price, 
length of maturity, and payment frequency.  Therefore, slightly different terms were tested in each of these 
regions in order to isolate these variables as far as possible.  The terms set at the outset of the pilot were as 
follows: 

Terms Region 1 Region 2 Region 3 

Loan amount 
                     1st cycle 

 
$150- $250 

 
$150-$300 

 
$125- $200 

Loan period   
                     1st cycle 
                     5th cycle  

 
6 month 
8 month 

 
8 month 
8 month 

 
6 month 
8 month 

Interest Rate 4% declining  3,5% declining  4% declining  

Repayment Freq: 
                     1st cycle 
                later cycles 

 
Monthly  
Monthly 

 
Bi-weekly  
Monthly 

 
Bi-weekly  
Monthly 

Group meetings 
        1st cycle 
       2nd cycle 
       3rd cycle 

 
Weekly 
Bi-weekly 
Monthly  

 
Weekly 
Bi-weekly 
Monthly 

 
Weekly 
Bi-weekly 
Monthly 
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Group size 8-20  8-20 8-20 

Savings amount  5% of loan amount 
during 4TS + 5% 
during the repayment 
period 

5% of loan amount 
during 4TS; no 
regular saving 
deposits during the 
repayment period 

5% of loan amount 
during 4TS + 5% 
during the repayment 
period 

Additional Security  No No 5% of the loan 
amount in the Group 
Guarantee Fund  

 
Three Credit Officers (COs) experienced in group lending were assigned to carry out the pilot 

project.  The assigned Credit Officers were trained on analyses of the rural businesses and cash flow of 
rural households by professional trainers and internal resources. 
 

Two and half month’s pilot implementation, in which demand for the RLP had not been nearly as 
high as the MFI had hoped, led to a review of the loan terms offered in different regions. The experience 
showed that Region 2 loan terms appealed to clients more than Region 1 and Region 3 terms. One of the 
main reasons for this, as identified by the credit staff, was the longer loan maturity.  As the result of this 
meeting the proposal was made to adjust loan terms in all three regions to the terms of Region 2 in addition 
to revising some other conditions.  Once approved the second half of the pilot was carried out with the new 
set of loan terms in all three regions, except slight difference in loan period in Region 3. Considering 
continuous feedback from the clients on extension of the loan period the MFI’s management decided to test 
12-month loan maturities in Region 3.  The revised terms were as follows:   
 

Terms Region 2 Region 3 

Loan amount 
                     1st cycle 

 
$150- $300 

 
$150- $300 

Loan period  8 month 8 & 12 month 
 

Interest Rate 3,5% declining  3,5% declining  

Repayment 
frequency  
                      

Every 28 days Every 28 days 

Group meetings Monthly  Monthly   

Group size 8-20 8-20 

Savings amount  5% of loan amount 
during 4TS + 5% during 
the repayment period 

5% of loan amount during 4TS + 5% during the 
repayment period 

Additional Security  No No 

 
 
Significant RLP portfolio growth was experienced in September.  This may be attributed to the following 
factors: 

 
Onset of the season for the major rural income generating activities. September-November is the period of 
main investments in to rural businesses, like farming and animal husbandry. On hundred fifty-six clients 
out of 214 active client at the end of the pilot were disbursed loans during September –November adding 
$41,400 in disbursements. 
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Increased attractiveness of RLP loan terms. MFI’s introduction of more client-friendly terms, including 
longer repayment periods, less frequent repayments, and decreased interest rates was certainly a 
contributing factor. Several XXX groups that initially refused to borrow money on the original, 
conservative RLP terms have subsequently been disbursed loan with the new terms.      
 
More time dedicated for the product promotion. Necessary operational arrangement were made to allow 
assigned COs spend more time on this product. The main portion of the portfolio - 134 clients in active 
clients (63% of total) and $30,796 in outstanding (60% of total) belongs to XX region, where the CO was 
less burdened with SCG and PLG groups.  
 

PILOT END PORTFOLIO STATUS  
 
Portfolio Region 1 Region 2 Region 3 Consolidated 
     

       Portfolio                                                                                            

Outstanding 

$8,056 $30,796 $12,734 $51,586 

Disbursements $8,850 $34,650 $13,050 $56,550 
     
Active Clients 34 134 46 214 
Total Banks 4 15 5 24 
     
Arrears     
1-30 days $0 $0 $0 $0 
31-60 days $0 $0 $0 $0 
61-90 days $0 $0 $0 $0 
91-180 days $0 $0 $0 $0 
180+ days $0 $0 $0 $0 
     
On time repayment rate    100%   
PAR30 days:  0%   
 

The Rural Loan Product comprises 12% of the portfolio outstanding.  This is a relatively large portion, 
taking into account the period of implementation.  The results of the pilot suggest that the RLP will become 
the leading product in SAE and WAE.  
 
During 6 month of pilot RLP has added 9% overall to the number of SAE active clients. The bulk of this 
increase has taken place over the past three months. The results of this short period in only three Southern 
Area districts suggest that during one year RLP may become the lead-selling product of SAE.    
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Active clients 

Product 3 84% 

Product 1 

6% 

RLP   
9% 

Product 2 

1% 

Portfolio Outstanding 

Product 3 

69% 

Product 1 

13% 

RLP  

12% 
Product 2 
6% 
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LESSONS LEARNED 
 
The primary lessons learned from the RLP pilot, as discussed during product review meetings, were as 
follows. 
 
1. Elasticity of Demand 

 

As it is seen from the numbers in the table below, RLP program growth was faster in Region 2 compared to 
the two other regions.  This was contrary to what the MFI had expected on the basis of initial market 
assessments, which suggested that the rural income generation potential of that region was lower than the 
other two.  MFI’s analysis is that this was the result of (a) more convenient loan terms offered in Region 2, 
and to some extent (b) more time allocated by Region 2’s CO to the RLP. It is difficult to assess elasticity 
of demand relative to different loan terms based upon this pilot because it is not possible to isolate the 
necessary variables.  The MFI’s best judgment, however, is that the more client-friendly terms offered in 
Region 2 were the dominant factor in generating the relatively larger level of demand for the RLP in that 
region during the pilot period. 
 

Growth in Active Clients by Region 
 

 June July August Sept Oct Nov 

Region 1 0 0 0 8 16 24 

Region 3 0 0 0 0 27 46 

Region 2 0 8 24 40 84 143 

Total 0 8 24 48 127 213 

  
Credit Officers in Region 1 and Region 3 believe that demand for the RLP would have been 50% greater if 
the terms in Region 2 had been implemented in these regions from the outset.   
 
2. Credit Culture  

 

To date, most credit in rural areas of the country has been offered on traditional “agricultural lending” 
terms. Therefore, there is a major challenge involved in educating potential customers about the benefits – 
to both the client and the lender – of more disciplined lending terms.  CO will have to take the lead in 
educating rural people as to the benefits of MFI’s approach and in introducing this new understanding of 
rural lending.  

  
3. Seasonality  

 
One of the specific features of rural areas is the seasonality of businesses. While it is true, as the RLP 
assumes, that many rural households have multiple cash flow streams, it is clear that these multiple streams 
are not equal in their contributions to household income.  Seasonal activities such as animal husbandry and 
crop production often contribute the most to household income.   
 
As a result, most rural businesses experience seasons of high demand and growth (September-November, 
and March-May), as well as seasons of low demand and poor business growth, corresponding to the 
seasonal activities in any given region. Such seasonality is observed not only with animal husbandry and 
farming but also with other common rural businesses like poultry, fishing and even trade. Since the major 
income sources in rural areas, like animal husbandry and farming, have seasonal cash flow the cash flow of 
other supplementing businesses also have seasonality features. For example, sales in a village shop 
intensify when villagers receive money for their crops or animals, which happens seasonally.  This suggests 
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that MFI will need to anticipate high and low seasons of demand for loans, and that MFI staff will also 
need to ensure up-front that rural clients have sufficient cash flow to cover payments during low seasons.  
 

4. Geography  

 
As a result of the low population density in rural areas and the significant distances between 

villages, the RLP is potentially an expensive product to offer (in terms of operating costs associated with 
forming groups and monitoring loan performance) relative to other products.  COs have therefore been 
given guidelines to the effect that distant villages should only be served if there are two groups or more in 
that location.  COs are currently concentrating their activities in core markets and clusters of villages rather 
than pushing outward immediately to serve remote villages. 
  
5. Marketing  

 

A different approach has to be taken when working in rural areas in terms of marketing. While one 
of the main factors in successful marketing remains the Credit Officer’s communication and presentation 
skills, there are some additional elements to be considered when starting to work in villages. Experience 
shows that entering village through local government authorities such as representatives of executive 
committees and/or municipalities have positive effects on the population’s reception of the program. 
Experience suggests that rural people develop trust in MFI faster when the local authorities assist in 
introducing the program.  However, it is suggested to be careful in these relationships and keep 
independence in client selection process. It was recommended to use village ceremonies, like village 
meetings with local Executive Committees (Excom) or municipality, holiday meetings or meetings 
organized at the Regional Excom level with participation of all municipality representatives for the purpose 
of presenting MFI’s program.        
 

The other aspect of marketing in village is the way of presenting the program. Instead of presenting 
the program and explaining the loan terms from the beginning it is recommended to start discussion with 
attempts to understand the village problems, economic and social conditions in the village and only then to 
introduce the program as one of the solutions to their problems.     

 
6. Group size 

 
In order to justify the cost of serving a village, the MFI came up with the minimum 8 members 

requirement for an RLP group. The experience shows that the average group size under pilot project was 
about 10 clients in a group. However, the credit teams suggest leaving flexibility to reduce group size 
requirement in future to facilitate ease of group formation, promote enhanced solidarity, and decrease risk 
of false members.  For example, if it is possible to form two quality groups of six members each in a 
village, but difficult to form one quality group of eight members, clearly it is preferable (as well as cost 
effective) to form two groups of six. 

 

7. Compulsory Savings 

 

The set of loan terms in Region 3 required 10% of loan amount to be saved in to a Group guarantee 
Fund (GGF) (see policy document) in addition to 10% Internal Savings fund, 5% of which is to be 
collected during test meetings and the rest 5% during repayment period. The idea of the GGF was new to 
the group lending program and was intended to be an additional group guarantee against loan. However, 
the product containing these terms did not sell well during the test period.  In fact, one of the reasons for 
lack of demand for the RLP in Region 3, as stated by the assigned CO, was this requirement. It is observed 
that villagers usually do not have large amounts of cash that can be easily collected to serve as cash 
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collateral. Even in cases where cash might be available, this is a difficult thing to require when a group 
members are new to the MFI program and have yet to build trust with the institution. 

 

8. Group meetings attendance 

 
During the pilot, weekly, bi-weekly and monthly meetings were tested. One of the reasons of poor 

program progress in Region 1 and Region 3 was the weekly meeting requirement. Though a few groups 
formed in Region 2 followed this requirement, the assigned CO stated that it was challenging for group 
members to leave their fieldwork and return to village for meetings. The meetings were not interesting for 
villagers, because financial transactions – management of savings and/or MFI repayments- were made on 
bi-weekly or monthly basis and there was nothing to do at these meetings except meet with the MFI CO.   
 

Still, the meeting attendance by the group members was marked as high as 90%. Sixty per cent of  
groups usually gathered at the meeting on time while some group members delayed to the meeting for 10-
15 minutes. The overall meeting attendance performance was evaluated satisfactory by the COs.  Going 
forward, the MFI proposes that group meetings be no more frequent than RLP repayments. 

 

9. Purpose of borrowing  
 

Since the second part of the pilot was carried out during the season of cultivation, the majority of loans 
were invested in farming. These loans comprised 40% of the total portfolio. 30% of loans were invested in 
purchasing animals for livestock breeding and the remaining 30% were invested in retail trade of animals 
and/or other shop supplies. Credit teams project that starting February the main investment field would be 
livestock.  

10. Proposed revisions to the RLP terms 

 

The RLP product development team members held a pilot end meeting. The purpose of the meeting was to 
review the progress under the pilot project, share experience with the pilot and discuss the proposal on 
revisions of some of the loan terms. At the end of the meeting participants proposed a few amendments to 
the current loan terms based on the feedback form the pilot and in order to make this product attractive to 
rural people regardless of their geographical location in the country.    

 

Current Terms Proposed Revised Terms Rationale  

   

Loan term   

8 and 12 
months  

6,8,10,12 
months 

This will give alternative choices to clients and will enable them to 
borrow on a term suitable to their business cycles. 

   

Loan amount steps 

$150-$300 
$400 
$500 
$700 
$900 
$1100 
$1500 

$150-$400 
$600 
$1000 
+ collateral 
requirement  
 up to $2000 

Rural businesses usually require bigger financial inputs. 12-
month loans with small increase steps will unlikely be 
appealing for large numbers of potential clients because of 
the economies of scale needed in order to justify engagement 
in rural income generating activities. MFI/X credit teams 
believe that MFI-client relationship can be sufficiently 
developed over one year for MFI/X to be comfortable with 
proposed step increases.   
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Savings 

5% savings up 
front during 
test meetings  
5% is 
deposited 
during 
repayment 
period 
 

5% up front during test meetings and  5% collected 
during repayment period, or 
 
10% up front in addition to a monthly membership 
payments of certain fixed amount determined by 
the group   
 
The group may decide which system to apply in 
the group. 
The group will also be given choice to continue 
savings fund from cycle to cycle or to distribute it 
among its members and start depositing again from 
the new cycle 

MFI/X proposes to give 
choice to the groups in 
deciding the savings system 
within their group as 
described in the previous 
column.    

 
 


