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1.0 BACKGROUND

Indian microfinance has emerged as one of the world’s most dynamic, and rapidly growing markets. India, home to
one third of the world’s poor, has approximately 300 million poor 1. It is estimated that only 25% of the Indian
population currently accesses institutional credit, with the total demand for microfinance estimated at over 90
million poor 2. Despite the considerable demand for urban microfinance, a large part of Indian microfinance activity
remains disproportionately concentrated in rural India, and the most common product in the market remains the
rigid, group –oriented loan product. The Bharat Microfinance Report, 2009, highlighted how penetration of the
industry’s target group remained as low as 10% in large cities, as compared to 36% in less-populated areas.
Swadhaar FinServe Pvt. Ltd. (‘Swadhaar’ or ‘SFPL’) aims to address both these gaps by offering flexible financial
products to the economically active urban poor. Swadhaar began its microfinance operations in Mumbai, later
expanding to Gujarat and within Maharashtra. In order to provide further flexibility, Swadhaar’s offers clients the
option of group vs. individual loans (depending on the economic activity and financial capacities of the clients),
and to both men and women (Indian microfinance remains largely targeted towards women). As of March 31,
2011, Swadhaar’s outreach was ~ 57,000 clients with an active micro loan portfolio of about Rs. 500 million
managed through 38 outlets across Maharashtra and Gujarat.

2.0 SWADHAAR’S APPROACH AND STRATEGY
The demand for financial services by the urban poor is likely to grow exponentially in coming years due to rapid
urbanization leading to the growth of informal slum populations. Furthermore, cities have robust informal
economies, which not only makes the urban poor savvy in regards to their finances, but also significantly more
informed about the variety of services available through financial institutions. MFIs can take advantage of the
existing financial infrastructure in urban areas to connect clients to banks and thereby offer them a more comprehensive package of financial services.
2.1 Why Individual Lending
The individual lending segment lies between the traditionally bankable populations, who usually have access to a
variety of traditional financial services and the ultra-poor populations, targeted mainly by government and
non-profit initiatives. Micro-entrepreneurs who do not definitively qualify for either segment remain largely excluded
from both full financial access and social aid programs and in recent years have been called the ‘missing middle’ 3.
According to a focus note by MicroSave, “These entrepreneurs have businesses (even though small) with decent
cash flows. However, banks’ demands for documentation, guarantors etc. are too onerous for these entrepreneurs.”
In recent years some cooperative and commercial banks have begun expanding their outreach to lower-income
customers and some microfinance providers have moved up-market, but much of this segment still remains
untapped.
Typical characteristics of micro-entrepreneurs qualifying for the individual lending segment are:
•

Monthly sales ranging from approximately INR 30,000 to INR 200,000 (USD 650 – 4,350). These
micro-entrepreneurs have higher financial capacities than those of JLG clients and, as a result, look for
tailored financial services.

•

Businesses usually owned and managed by men, who typically are reluctant to form groups and attend
group meetings.

•

With present access to microfinance, use typical group–based loans for the business, which are inadequate to
meet their working capital needs. Women are often used as surrogate borrowers for these group loans.

•

They demand and are willing to pay for features such as doorstep collections, as micro-entrepreneurs are
unable to leave their businesses to attend meetings or visit branches

•

Infusing working capital into these businesses typically yields higher rate of returns, hence this segment is
able to absorb higher interest rates for conveniences like doorstep collections and individual loans.

1.
2.
3.

The World Bank, India Poverty Report “Perspectives on Poverty in India” Grameen Foundation. 24 May 2010.
grameenfoundation.org/asia/india
“Characteristics of Mumbai Microfinance Market”. India Focus Note 50. microsave.org/briefing_notes/indiafocus-note-50-characteristics-of-mumbai-microfinance-market
“Financial Inclusion of Microenterprises in the Informal Sector – Missing Middle”, GTZ, Satin and SIDBI,
January 2010.
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2.0 SWADHAAR’S APPROACH AND STRATEGY cont’d

2.2 Swadhaar’s Experience with Individual Lending
Swadhaar launched its pilot for microfinance activities in April 2005 with an adapted Group Product - an
Individual product given within a Joint Liability Group (JLG). The first version of this product combined several
features of an individual loan such as larger loan sizes and variable loan terms, along with the concept of a group
guarantee. Group formation was allowed with very few restrictions, and there were few limits on loan size or
income ranges within a group. However, during the first eight months of the pilot, Swadhaar experienced
extremely high delinquency rates, of nearly 13% for PAR >30 days as the group guarantee proved ineffective in
the large, non-homogenous groups. Through a process of redesign and restructuring (with lower loan sizes, and
much stricter rules for group formation such as homogeneity and income range) Swadhaar was able to bring down
the PAR to a range of 1-2% and stabilize the product through a targeted JLG product.
Based on this experience, Swadhaar realized the need to segment its products completely and create ‘purely’
Individual Loans that would both be efficient to deliver, as well as effectively meet the needs of the microenterprise segment. To this end, Swadhaar began researching individual loans in July 2007, and piloted its
individual business loan (IBL) product, ‘Swayog’, among a sample population of clients in Mumbai in January
2008. For the design and implementation of the IBL, Swadhaar worked closely with ACCION International
(ACCION) through a Technical Assistance agreement to draw on their extensive experience with individual lending
in other countries.
An analysis of the pilot findings revealed that clients appreciated Swadhaar’s minimal documentation requirements
and convenient monthly collection practices at clients’ homes or businesses. In addition, Swadhaar realized the
need to increase the efficiency of client credit evaluations, and strengthen internal capacity to address issues of
human resource capability and risk management. As at 31st March 2011, Swadhaar had 9,376 IBL clients; of
these 28% had been with Swadhaar for two or more individual loan cycles. Swadhaar’s IBL portfolio size was INR
136 million, and the product was offered out of 15 dedicated IBL branches by a staff of around 100 IBL loan
officers.

3.0 OPERATIONAL OVERVIEW FOR SWADHAAR

Swadhaar’s Individual Business Loan (IBL) is structured as an unsecured working capital loan intended for male
and female micro-entrepreneurs for the purpose of income generation and / or business expansion. Target IBL
clients include individuals whose income may exceed the poverty line but whose businesses are smaller than Small
& Medium Enterprises (SMEs), thus preventing them from accessing the formal capital available to the SME
segment. This middle group of micro-entrepreneurs own businesses including, but not limited to, food stalls, small
general stores, small retail stores for consumer goods, vegetable / fruit vendors, two-wheeler repair shops or “tiffin”
services for office goers.
3.1 Product Structure
Swadhaar currently offers its Individual Business Loan as a collateral-free product ranging from INR 8,000 to INR
50,000, with an interest rate of 36% per annum on a reducing balance. IBLs in all cycles have a maximum loan
term of 12 months, although clients may choose to foreclose their loans anytime after three months with no
foreclosure penalty. Repayment occurs on a monthly basis, and is collected by Swadhaar staff from the client’s
place of business.
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3.0 OPERATIONAL OVERVIEW FOR SWADHAAR Cont’d

The structure of the IBL is based on Swadhaar’s client-centric approach and capacity-based lending methodology.
Capacity-based lending consists of a two-part evaluation and underwriting process that examines both the client’s
willingness to repay and his/her financial capacity to service a loan based on a detailed assessment of his/her
household and business cash flows4. This methodology yields insight into a given client’s repayment ability, as well
as how best to structure his/her loan (such as loan term, repayment frequency etc.).
3.2 Standardized Flexibility
In developing its individual loan product, Swadhaar has built in a certain degree of flexibility with respect to loan
amounts and terms for repayment. To this end, while the IBL product structure sets the minimum and maximum
loan amounts and terms per cycle, the actual loan terms are based on a client’s capacity to pay, business cycle,
household expenses, loan purpose and credit history. Maximum loan amounts are also determined by tolerance
limits to indebtedness, working capital rotation and a percentage of installments to household surplus5.
However, in order to ensure that these flexible loans remain cost effective, and to build in controls at the loan
appraisal level, Swadhaar has put in place clear guidelines and strict policies that cover all credit decisions. For
example, there is a policy of monthly installment payments having a maximum ceiling of 65-70% of monthly
household surpluses (after all other costs, including payments towards any other loans, are covered), which
provides customers protection in event of a financial emergency. Swadhaar is now working to put in place
standardised household expense and sales margin benchmarks that will provide further protection for individual
borrowers, and reduce the time taken for each appraisal.
To maximise client convenience, Swadhaar offers the option of repayment collections at the client’s doorstep, at its
branches or via post-dated cheque. Loan application forms and appraisals are also conducted at clients’ homes
and/or businesses. Swadhaar allows IBL clients to repay by cheque or cash as per their choice. One of the
Company’s most notable successes in customer service lies in its achievement of a 3-5 day turnaround time for
individual loan applications. Client feedback consistently indicates “quick loan disbursement” as a favorite feature
of Swadhaar’s service.
3.3 Risk Management
The delivery of a complex loan product like the Individual Business Loan requires both, a certain level of acceptance of delinquency on the product; and secondly, guidelines and processes that are put in place to deal with this
delinquency. A strong credit underwriting process has helped Swadhaar keep the risk on its IBL at acceptable
levels of 3-5% for PAR >30 days6.
Swadhaar’s credit approval process happens through a credit committee comprising of a Loan Officer, branch-level
President of Credit Committee, and a higher authority such as an Area Manager (required only for larger loan sizes
or non-standard applications). Loan Approval authority is granted based on portfolio quality, amount requested,
designation and tenure within Swadhaar. Any exceptions on loan policy and higher loan amounts are tracked and
automatically require a higher approving authority.
Delinquency management falls under the purview of Swadhaar’s Credit and Risk Department, which analyses,
monitors and manages delinquency both through branch staff and a team of in-house recovery officers. As a
member of two Credit bureaus (CIBIL and Highmark), Swadhaar has also experimented with the use of credit
reports to determine the credit history of its clients. For larger loan sizes, Swadhaar accepts post-dated cheques.
3.4 Human Resources
The complexities of IBL evaluations require more qualified field staff than needed for the traditional group lending
products. Swadhaar has invested heavily in the recruitment and training of its IBL staff. Training includes both
in-class and field-based instruction and is tailored specifically to the roles and responsibilities of the position that
the staff may hold. Training modules are based on case studies of Swadhaar clients to simulate the field experience. The initial training is then followed by regular re-trainings and close monitoring in the field to ensure
compliance with all policies.
4. Please refer to Annexure 2 for a sample cash flow calculation
5. Refer to Annexure 2 for an example some of these calculations on an Individual Lending Evaluation Form
6. This benchmark is based on Key Performance Indicators of several international MFIs specializing in
Individual Lending.
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3.0 OPERATIONAL OVERVIEW FOR SWADHAAR Cont’d

The management of IBL operations also requires higher profiles at a middle and senior management level that can
closely monitor portfolio quality and operational efficiency. Institutions will require additional managerial resources
in the Risk and Product departments to ensure that all controls are in place and product design is seen as a
constantly evolving process.
3.5 Information Technology (IT)
Individual lending requires a strong IT capability in order to: (1) Capture detailed information for each client on the
system as collected on the application / appraisal forms, (2) Manage day to day operations, including flexible
features such as prepayments, foreclosures, cheque payment options, variable product features etc., and (3)
Analyze client performance data. Swadhaar has made several customizations to its core banking software to
ensure that the criteria above are met as far as possible, however system constraints do remain an issue in
developing more innovative product features. As individual lending evolves, requirements for flexibility, information
capture and data analysis are likely to become more complex, and the ideal IT platforms for individual lending are
likely to be similar to the more sophisticated core banking systems used by the formal financial sector.

4.0 CURRENT OPPORTUNITIES AND CHALLENGES IN INDIVIDUAL LENDING

Despite tremendous growth in the Indian microfinance industry over the past few years, the individual lending
segment remains relatively under-served. Low competition coupled with comparatively less attention by the
regulator present both opportunities and challenges for MFIs serving this segment.
4.1 Market Potential and Product Range
Along with the huge untapped demand for Individual Loans, the range of products possible through Individual
Lending is also quite large, given that these products are not restricted by the traditional joint liability group
structure. As such customers are not bound by the kinds of rules that govern group members, such product
features as repayment frequency, loan amount and foreclosures can be customized to match individual cash flows
rather than income patterns of an entire group. The individual loan therefore allows for greater flexibility and
innovation. Segmenting the market and distinguishing between the characteristics and needs of various types of
clients, means greater innovation and better client servicing.
4.2 Building Appraisal Capacity
With very little credit history or documentary evidence available, individual business loan appraisals remain
centered largely on observation and first-hand collection of information. Swadhaar’s experience has shown that this
appraisal capacity is the core of individual business lending and becomes the heart of the capability of institutions
offering these loans. While the use of technology and further process innovations like mobile payments, smart
cards and cash collection points (e.g. retail outlets) will enable institutions to build efficiencies, they cannot replace
this appraisal capacity in the short to medium term. MFIs interested in Individual Lending should look to first build
their appraisal capability, and then look to build up scale and efficiency, using technology and process standardization. The development of credit bureaus focused on the sector will also contribute significantly towards the
evolution of Individual Lending. However, building a solid database of own client data and performance history is
an important ingredient to understanding client behavior and to developing the right products and processes.
4.3 Impact of Regulations and Funding Availability
Recent RBI guidelines for priority sector lending to NBFCs for microfinance restrict the non-qualifying portfolio to a
maximum of 15% of the total NBFC portfolio. Based on the defined maximum annual household income of INR
120,000/60,000 in urban/rural areas, a significant fraction of the target segment for individual micro-enterprise
loans does not fall into the qualifying segment. Thus, the availability of priority sector funding for NBFCs for
microenterprise loans is currently not clear. Growing a portfolio to a critical size requires access to bank funding,
and not having access to priority sector funding makes this even more difficult. More support is needed to help
grow the individual microenterprise lending market, which is still relatively nascent. Finally, given that institutions
offering individual loans are still young and relatively few, the market and the players are more vulnerable to the
impact of regulatory changes and scarcity of bank funding.
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5.0 CONCLUSION

Individual Lending outside of the group lending setting (i.e. to clients that are not graduated from a group) is in a
nascent stage of evolution in the Indian microfinance sector. While there is tremendous potential and demand for
scaling up, the fact remains that this product is much more complex to deliver and manage than the standard
Grameen-style group loan product, and requires a higher degree of institutional capabilities. Institutions looking at
offering individual lending must take into account a certain amount of upfront expense and resource allocation
towards capacity building.
Swadhaar and other institutions can work on further improving the individual lending methodology and demonstrating its potential and viability to various stakeholders such as the regulator, investors, banks and rating
agencies. It is hoped that Swadhaar’s experience will encourage other institutions to consider offering individual
lending to its clients and scaling up this type of product. One of the longstanding challenges that Swadhaar has
faced with its Individual Lending program is the lack of funding from banks, many of whom are not yet familiar and
comfortable with this product. We hope that this report will increase the knowledge base about this type of product
and encourage bankers to get involved and fund this type of portfolio. The findings presented in this study should
inform and enable any institution with access to its own / other data on client businesses to perform similar
analyses and process improvements themselves and gain similar efficiencies.

ANNEXURE 1 – SWADHAAR’S MISSION, VISION AND VALUES

Swadhaar’s Mission
To make available regular, reliable and efficient financial services to the economically vulnerable urban poor,
enabling them to become self-reliant and meet their aspirations for a better and secure future.
Swadhaar’s Vision
To be the preferred provider of financial services to economically vulnerable urban households in India
Swadhaar’s Values
1. Integrity and Transparency
2. Sustainable and Scalable
3. Empowering – clients and employees
4. Innovative
5. Client Focus
6. Continuous Improvement
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ANNEXURE 2 - SAMPLE EVALUATION FORM FOR INDIVIDUAL LENDING

The following section presents sample highlights from a typical Individual Lending Evaluation form to show how
Business and Household Cash flows, and working capital rotations are calculated. The sample form used here is
sourced from a Microsave Toolkit - Individual Lending for Credit Officers7. Swadhaar uses a similar yet proprietary
form for the evaluation.
SECTION A - BASIC CLIENT INFORMATION

7. Microsave and ShoreBank Advisory Services; Microsave Toolkit - Individual Lending for Credit Officers,
November 2007, www.microsave.org
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SECTION A - BASIC CLIENT INFORMATION cont’d

SECTION B - BASIC BUSINESS INFORMATION

SECTION C – BUSINESS CASHFLOW INFORMATION
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SECTION C – BUSINESS CASHFLOW INFORMATION cont’d

SECTION D: BUSINESS BALANCE SHEET
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SECTION D: BUSINESS BALANCE SHEET cont’d
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ANNEXURE 3: OPERATIONAL INDICATORS FOR SWADHAAR

SWADHAAR FINSERVE PVT LTD

31st March 2011

31st March 2010

Active Clients

56,727

27,391

Joint Liability Group Loan

47,351

23,585

Individual Business Loan

9,376

3,806

Outstanding Portfolio (in Rs million)

504.04

195.64

Joint Liability Group Loan

368.10

144.86

Individual Business Loan

135.94

50.78

Portfolio in Arrears > 30 days (%)

1.09%

0.91%

Joint Liability Group Loan

0.55%

0.62%

Individual Business Loan

2.56%

1.75%

38

26

Joint Liability Group Loan

23

16

Individual Business Loan

15

10

254

144

Joint Liability Group Loan

137

87

Individual Business Loan

117

49

223

190

Joint Liability Group Loan

346

291

Individual Business Loan

80

60

Number of branches

Number of Loan Officers

Number of active loan clients per officer
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