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About Village Financial Services
Village Financial Services Pvt. Ltd. (VFSPL) is a microfinance company registered as an NBFC under Reserve Bank of India
Section 45 IA. VFSPL began microfinance operations in 2005 with its head office at Kolkata (West Bengal). VFSPL has
microfinance operations across 7 districts of West Bengal. Their mission of is to strengthen the socio-economic condition of
the society by providing financial and other support services mainly to the poor women in a sustainable manner and strive
to yield a competitive return. To work towards this mission, the two main organizational objectives are:

e To improve the quality of the life of the poor or otherwise underprivileged rural and urban people through social
action by promoting, supporting and developing voluntary groups engaged in the social and economic
development.

e Providing a complete range of financial and non-financial services as loan funds, supports and institution building
support so as to facilitate their growth and development into financially sustainable entities.

VFSPL offers two loan products — General loan (Progati) Particulars Status
through Joint Liability Groups and General MEG loan to Branches (Nos.) 48
individual entrepreneurs. VFS is a 9001:2000 certified company Groups (Nos.) 30,505
that demonstrates the institution’s commitment towards Loan Clients (Nos.) 145,135
quality of services and transparency in the organizational Amount Loan Outstanding (INR Cr) 57.59
processes. Portfolio At Risk (%) <1
Average loan size 7,852

About MiRACLe
MiRACLe™ (Microfinance Rating & Assessment for Client Level Impact) is a tool to assess impact of microfinance
interventions on consumers at different levels viz. individual, household, enterprise and community. The assessment
process uses appropriate statistical techniques to select indicators reflecting different dimensions of impact. These
indicators are assigned weights iteratively using Principal Component Analysis to arrive at a summative rating.

The application of MiRACLe under diverse contexts takes into account the “fungibility” of credit and “selection bias” of
programmes to ensure attribution of impact only to the microfinance interventions. MiRACLe follows a quasi experimental
design and includes both experiment and control groups. The sampling methodology is an adoption of 30 stage cluster
sampling design, which is technically robust and can be adapted universally.

Notwithstanding the statistical rigour that it offers, MiRACLe is a simple and cost-effective rating tool to assess impact. It
can be used with equal ease to monitor performance over a period of time (longitudinal design) as well as for snapshot
studies (cross sectional design).

About Microfinance Connect
Microfinance Connect strives towards strengthening the microfinance industry by catering to the felt and unfelt service
gaps through quality services. Progression in the sector has seen multiple stakeholders joining in to address the cause of
reducing poverty through financial inclusion of the unreached sections. At MFC, our pioneering work identifies needs of
present times and aims to take microfinance services to the next level of standardized practice.

Our core strength is the pool of rich experience and knowledge brought in by practicing professionals with diverse
proficiencies in the field of microfinance. Some of our key initiatives include conceptualization of the Global Microfinance
Impact Alliance, institutionalization of the first ever Global Microfinance Impact Awards, development of MiRACLe and a
Web 2.0 enabled online networking platform for microfinance stakeholders. MFC is an initiative of Sambodhi Research &
Communications.

The service offerings of Microfinance Connect include:

=  Knowledge Exchange & Networking = Business Analytics & Market Research
. Institution Development & Mentoring . Investment Support



Methodology
Approach

MiRACLe measures the degree and extent of impact of
Microfinance activities on socio-economic development
at various levels within the client community viz.

=  Individuals

=  Households/ families

. Local institutions/ groups

" Commu pgreak-up of Sample by districts

It measures the change in the living conditions and
lifestyle of clients from social, economic, physical and
related aspects that occurred as a result of services
provided by the MFI. For these processes, the tool makes
uses of appropriate statistical methods and techniques.
The two most important techniques used by MiRACLe
are:

1) Reliability Analysis - to measure correlation
among a set of indicators, retain relevant
indicators and finally shortlist and categorize
indicators

2) Principal Component Analysis - to summarize
variability = among variables and assigns
scientifically derived weights to all indicators

Sampling

MiRACLe follows a quasi experimental design which
includes both experiment and control groups under
study. The sample in VFS study was an adoption of 30
stage cluster sampling design, which is technically robust
and can be adapted globally ensuring representation of
outreach of client in terms of geographical spread.

16 branches which have initiated operations in or before
2007 were considered for the study, with number of
clusters in each branch being ascertained in proportion to
the number of clients in the branches. Thus 30 clusters
were identified in all with the total sample being 319 for
clients and 172 for non-clients.
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Part I: General Information

Respondent Profile

The following table gives the profile of the respondents —
both clients and non-clients in terms of their poverty
status, occupation and assets owned.

Particulars Clients % Non-clients %
Poverty category

APL 69 63
BPL 28 29
Don’t know 3 8
Occupation

Service 18 11
Agriculture 4 13
Enterprise/shop 61 49
Self employed 3 3
Wage labour 14 24
Asset Ownership

Land 17 12
House 97 94
Shop/office 15 4
N 319 172

Financial Inclusion

Following the basic indicator of financial inclusion —
having a savings/ current account with a mainstream
financial institution — more than half of the respondents
in both client as well as non-client categories are
financially include. The table below gives details:

Service Provider Clients % Non-clients %
Bank account 52 45
Post office account 13 8

In addition, the areas several areas in which VFS operates
are also serviced by other MFIs. This is substantiated by
the fact that more than 40% of the non-clients surveyed
are actually ‘clients’ of other MFls. Informal sources such
as friends and family and traditional money lenders
however, continue to be the chief source of credit for
most families.
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Services from Village Financial Services

More than 95% of the clients surveyed received loans
from VFS. Almost an equal number also received
insurances products linked with loans. Group lending is
the dominant lending methodology for the delivery of
financial services offered by VFS.

Products Methodology

Credit 95.6 Individual 1.6

Insurance 95.3 Group 96.2

Other 2.5 Other 2.2
16.6 17.6
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Loan Cycle B Once M Twice Thrice ™ >3 times

Loan purpose: The 319 client respondents had received a
total of 930 loans amongst themselves. Bulk of these
loans (more than 84%) across loan cycles have been taken
for starting new business/ enterprise activity or to expand
existing businesses. The next big reason to avail loans is
for the construction/ renovation of houses.

Purpose

| Construction/ Renovation of house
B Purchasing household assets
Starting new business
B Expanding existing business
Other

Delayed payment/default: A little over 6% of clients
agreed to have delayed payment of installments of loans
taken from VFS.

Insurance Facilities: Nearly 80% of clients have availed
the credit-linked insurance services facilitated by VFSPL.
0.3% of these have received the benefits of the claim.

Part Il: Outcomes & Impacts

The outcomes and impact of VFSPL’s operations have
been assessed on indicators covering Enterprise,
Household income and Livelihood, Gender and
Empowerment and Household security. A basic analysis
of Customer Satisfaction is also presented as the first
level of client feedback on their perception of VFS's
offerings. Finally, the study provides a composite Rating

Index of impact constituting of all the above mentioned
parameters.

Enterprise

More than 93% of the sample clients have their own
enterprises as compared to 61% non-clients who own or
run enterprise/ business. Out of the enterprises owned/
run by clients 20% were initiated with loan from VFSPL
and 73% used their own capital/savings. Similarly, 14% of
the non-clients availed loans from other MFIs to initiate
the business.
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owners have expanded

their business after joining VFS. Of these, 70% have
accessed loan from VFS for the expansion, 22% have
utilized their savings or business revenues and 6% have
used other sources as well. 58% of the non-clients have
also accessed other MFIs for loans to expand their
enterprise.

Additional capital for expanding Client Non-
enterprise client
Revenue generated from business 16.1 33.3
Own Savings 6.0 2.9
Loan from VFS 69.5 -
Loan from other MFls 2.1 58.0
Other Source 6.3 5.8

Both clients and non-clients also actively access MFls to
meet their regular capital requirements for running the
enterprise.

Capital for running enterprise Client Non-client
Revenue generated from business 74.2 81.9
Own Savings 22.5 29.5
Loan from VFS 78.9

Loan from other MFls 15.4 54.3
Other Source 8.7 8.6

The study collected data pertaining to the health of the
enterprises using 3 indicators. A comparative picture of
client and non-client run enterprises along these
indicators is given below:

Capital for running enterprise Client Non-

client
Faced lack of working capital 26.2 31.4
Expanded business 97.3 83.8

Deployed additional capital to expand 95.6 78.4



The above evidence substantiates that the enterprises
owned by VFS clients have fared better that the non-
client run businesses. On the other hand, the fact that
more than 26% of clients faced lack of working capital
also indicated that there is additional unmet demand for
credit.

Household Income, Expenditure & Assets

The present mean monthly income of sample clients is
INR 9,150 (as compared to INR 6,535 for sample non-
clients). All clients have reported that their income has
increased after joining the VFS MFI program by an
average 70%. However, there is a distinct rise in the
increase in income of clients as they go through
successive loan cycles, with clients from 1% loan cycle
reporting an increase in income by 40% while clients in
third and higher loan cycles reporting an increase of
106%, as depicted in the chart below:
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The mean income of non-clients has also shown an
increase of 106% over the last 2 years.

91% of VFSPL's clients have reported an increase in
consumption of food items including food grains,
vegetables, milk and other dairy products and cooking oil.
There has been an increase in consumption on clothing,
health and education in 69% of the sample households
and 88% households have also reported increase in
consumption on social occasions and festivals. In
comparison, the proportion of non-client households
reporting an increase under these heads is less. The
following table gives a comparative picture.

Expense items Client Non-client
Food 91.8 80.2
Clothes 88.7 76.7
Health 81.8 73.8
Education 68.7 64.5
Recreation 87.8 74.4

23% of clients surveyed have improved their housing
conditions either by shifting to a better house or by
renovating/ improving their existing house.
Corresponding figure for non-clients is 14%. From within

the clients, the proportion of households who have
improved their housing also increases with the loan cycle.
While only 9% of clients in the first loan cycle have
improved housing, the figure increases to 13%, 21% and
41% for clients in the 2™, 3™ and beyond the 3™ loan
cycle.

Both clients and non-clients resort to a similar mix of
sources to financially cater to this expense. Table below
gives details:

Expense items Client Non-client
Own Savings 62.7 50.0
Loan from VFS 56.0 =
Loan from MFls 6.7 62.5
Borrowed from moneylender - 4.2
Others 10.7 8.3

Further, 51% of clients have purchased at least one
household asset, while 35% have purchased at least two
and 20% have purchased more than two since joining the
VFS microfinance intervention. The assets considered
include furniture, electronic items, vehicles including
bicycle and jewelry.

Gender & Empowerment

Expenditure on women: There is very high increase in the
expenditure on woman on various issues except for that
in education. Also, the trend is similar in client and non-
client categories, the proportion of respondents reporting
the change is higher among VFS clients. The graph below
illustrates this further.
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The study also brings out the fact that the increase in
spending on women is associated with the loan cycle that
the client household is into. For instance, only 83% of
clients in the first loan cycle reported an increase on
clothing specific to women, the same for clients beyond
the third loan cycle is 96%. Similarly, the spending on
women’s health increases from 81% to 91% as we move
from families in the first to families beyond the third loan
cycle. The table below gives more details.



Loan Cycles

Once Twice Thrice >3 times
Food 88.8 90.6 85.7 97.3
Clothes 82.7 90.6 89.3 96.4
Health 80.6 84.9 60.7 91.1
Education 43.9 35.8 30.4 41.1
Recreation 80.6 84.9 71.4 93.8
Fuel 36.7 41.5 41.1 42.9

Participation & Articulation: The MiRACLe tool includes
participation and articulation at the household and
community levels as well as individual confidence as the
indicators of empowerment. Across all indicators, the
percentage of clients responding affirmatively was found
to be higher than the percentage of non-clients. The
following table gives details.

Indicator Client Non-
Client

I am more confident now and

independently take my own decisions 51 40

| participate more actively in community

meetings / processes 50 41

| participate more actively in political

processes 4 2

| participate more actively in household

matters 52 38

Family members now include me more in

important decisions 52 41

| have become more vocal in raising my

concern at household 51 40

| have become more vocal in raising my

concern at community 47 34

| feel free to visit the nearby village/town 47 40

Access to basic Amenities: There has been negligible
increase in access to the three basic amenities viz.
sanitation, safe drinking water and electricity. This may
be due to the fact that the access to these amenities was
already high initially. While access to sanitation has risen
by 4% (from 81% to 85% client households), access to
both safe drinking water and electricity has improved by
2%. Also, most clients are unable or do not perceive any
direct role of the MFI towards this indicator.
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Household Security

Savings: Savings at the household level was taken as the
key indicator of economic security. This was with the
understanding that savings help develop the capacity to
cope with stress situations and help reduce the
vulnerability of the family.

A comparison of the percentage of clients and non-clients
shows that around 82% and 77% of clients and non-
clients save money. Also, within the clients surveyed 98%
reported an increase in the level of savings after joining
VFS microfinance interventions. The corresponding figure
for non-clients is 77%.

The percentage of reporting regular savings at the
household level also increases with the loan cycle that
the family is into. While around 77% clients in the first
and second loan cycles, more than 86% clients who are in
or beyond the third loan cycles report a regular habit of
saving money. Similarly, the amount of savings also
increases with the loan cycle. The graph below gives
details.
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Also, almost 12% of the clients report that their
household has been affected due to lack of money since
the time they joined VFS. On the other hand, nearly 26%
of the non-client households report having been affected
due to lack of money in the last 2 years.

Socio-economic condition: 95% clients perceive their
economic condition to be better from the time they
joined the MFI. Nearly 23% clients perceive a remarkable
improvement in the same. Only 74% of the non-clients
also perceive an improvement in their economic situation
with only around 9% feeling that the change was
remarkable. Around 5% of the non-clients also perceive
that the condition has rather worsened.

There is a similar trend for improvement in social
condition of clients since joining the MFI, represented in
the chart below:
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While segregating this data in terms of the loan cycle that
a particular client family is into, it becomes evident that
the percentage of clients perceiving an improvement in
condition increases with the loan cycle. 19% clients in the
first cycle have reported remarkable improvement while
36% in the third cycle have reported the same.

Customer Satisfaction

Customer satisfaction can be seen as a preliminary impact
indicator, explaining the clients’ impressions and opinions
regarding the MFI. Satisfaction levels provide valuable
feedback on the MFI's operating procedures and delivery
of services. Also, information collected on client
satisfaction also gives immediately actionable ideas to the
MFIS to further streamline and improve operations.
MiRACLe does not delve into each of the operational
aspects, but presents a basic overview of customer
satisfaction.

Clients’ feedback on VFSPL’s services is represented in the
graph below:
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It is evident that most/all sample clients are satisfied with
processing time and procedures, method of disbursement
and collection of loan and behavior of VFS staff. However,
10-30% clients seem to be dissatisfied with amount of

loan sanctioned, repayment frequency and amount of
installments. These factors are governed by the loan cycle
of the client (amount of loan) and loan product features.

Client feedback on non-financial services is not very
positive. However, it may be noted that as part of its
operational strategy, VFSPL does not presently provide
(non-financial) support services to clients. The MFI is
currently focusing more on financial operations and
growth as part of the present strategy.

Composite Rating Index

MiRACLe uses Principal Component Analysis or PCA to
summarize variability among a set of 24 indicators to
measure the construct of impact at the individual,
household, enterprise and community levels. PCA
ensures that the component scores are derived
statistically and represent client feedback and outcomes.
The factor/component scores are segmented into ten
quintiles. The quintiles are represented as A™, A", A
onwards up to D. The interpretation is as follows:

A™  Very Strong Impact
Generally indicates significant improvement in long

A’ term development indicators - empowerment, basic
amenities etc. Impact is consistent across all levels -
individual, household, enterprise & community

B™  Strong Impact

Generally implies improvement in direct indicators of

o

B development viz. income, assets and high customer

B satisfaction. Impact may not be consistent across
levels individual, household, enterprise & community

c”  Mild Impact

c Generally indicates that only Financial needs of clients
are catered to with satisfaction. Insignificant

C difference in direct or indirect impact statistics

D Weak or No Impact

Basic financial needs not met with satisfaction

The average client score is computed for the MFI using
PCA. The grade in which the score falls is assigned as the
final rating of the MFI on client level impact.

In this case, Village Financial Services has achieved a
rating of B" which implies strong impact. The same is
reflected in the high levels of customer satisfaction,
significant difference in direct indicators of impact such as
increase in household income, savings, expenditure and
assets.

This rating has to be understood in the light of the fact
that the MFI is presently investing energies on
consolidating the microfinance operations.



