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INTRODUCTION

A survey was undertaken in September / October 2013 to gain insights into the experience of
borrowing by individuals in Kyrgyzstan. The principal dimensions were to assess:

e The broad demographic profile of individual borrowers;

e The major characteristics of their financial and budgetary position; and,

e Their attitudes towards borrowing and the lending institutions.

A core objective of the survey was to gain greater insights into the extent, and impact, of over-
indebtedness amongst borrowers. The structure of the survey was designed towards this goal.
The objective of the survey is not, therefore, primarily to review the commercial and social
performances of the lending industry, but only to the extent that such issues impact upon the
budget and lifestyle of the individual borrower.

4,000 individuals responded to the survey and spanned borrowers from microfinance and
bank institutions, together with some non-borrowers. The methodology of the survey is
outlined in Attachment 1, and the survey questionnaire is shown in Attachment 3.

The major focus of the survey is to relate ‘over-indebtedness’ to the affordability of debt and
the adequacy of income to meet expenditure needs. On this basis, lending is undertaken
against the capacity of the borrower to meet loan repayments in a timely manner — and not
against any ‘forced sale’ realisation of assets or payments by a guarantor. A key dimension is
to gain better insights of the interaction between the quantitative dimensions of the borrowers’
financial position and qualitative dimensions of the feelings of the borrower in relation to
financial confidence, risk vulnerability and the impact of debt on their lifestyles.

It is understood that this type and range of survey has not been undertaken previously in
Kyrgyzstan. The survey provides some dimensions of the financial, demographic and social
profiles of borrowers. This will enable stakeholders to relate the survey findings to their
respective interests or to the particular portfolio structure of individual lending institutions.

Similar studies have been undertaken in a range of other countries, most recently in Bosnia and
Herzegovina. Whilst it may be inappropriate to undertake detailed comparisons between
countries, such research does provide a useful additional perspective by which to consider the
findings in Kyrgyzstan.

This paper provides four sections:

1. ‘Headlines’ of the principal findings from the survey (page 3);

2. *Summary Observations’ to provide some dimensions of the principal findings (pages 4
-7);

3. ‘lIssues for Consideration’ to identify factors which impact upon over-indebtedness
(pages 8- 10);

4. ‘Questions and Answers’ to provide some insights and survey response data into a
range of issues raised by the survey responses (pages 11 — 80);

Attachment 1. Survey methodology (pages 81 — 82);

Attachment 2. Risk categorisation methodology (pages 83 — 84);

Attachment 3. Survey questionnaire (pages 85— 87).

It is hoped that this research will contribute additional perspectives to the development of
financial services and support for individuals in a manner which reflects the diversity of
individual characteristics, needs and attitudes amongst the borrower client base.



SURVEY HEADLINES
The following issues are highlighted from the responses to the survey on indebtedness of
individuals.
1. Microfinance institutions (MFIs) extend greater outreach of financial inclusion to
lower income households and female borrowers than commercial banks;

2. 53% of all borrowers have a monthly household income less than KGS 20,000;

3. About 65% of MFIs and bank borrowers overlap in the mid-range of household
incomes between KGS 15,000 and 40,000;

4. Expenditures on basic household essentials represent 50% of households with low
incomes, compared with 30% of those with monthly incomes over KGS 40,000;

5. Household expenditures are generally below the level of national estimates, and 25%
of all borrowers have reduced food expenditure in order to meet loan repayments;

6. 50% of loan usage was undertaken for ‘asset acquisition’ purposes, whilst only 30%
was used for domestic consumption;

7. Loan leverage is high: loan repayments account for 47% of net disposable income of
MFI borrowers and 60% of net disposable income of bank borrowers;

8. 35% of borrowing households have a monthly net disposable income (after loan
repayments) of less than KGS 2,000 (approx. US$ 40);

9. Both MFIs and banks strongly support ‘own business’ clients with similar portfolio
distributions across the trade sectors;

10. 60-70% of borrowers recognise a positive impact of borrowing upon their lives;

11. Only 2% of borrowers have loan arrears, and only 4% have arrears with utility
payments ... but ...

12. 30-40% of borrowers recognise that they have loan repayment difficulties, despite low
loan arrears — a further 30% have committed expenditures (household essentials,
utilities, and loan repayment) greater than 75% of income;

13. Major differences in risk profiles occur between city and rural borrowers, and between
household incomes below KGS 20,000 and over KGS 40,000;

14. 40% of borrowers considered that it is difficult to resolve debt problems with their
lending institution, but only about half of these wanted additional assistance in such
negotiations;

15. 80% of borrowers have remained with only one lender during the last two years —
those who move between lenders borrow more and have higher risk profiles;

16. 30% of borrowers have savings, the majority of which is undertaken with non-formal
financial savings institutions;

17. A large majority of borrowers have a positive view of the reputation of lending
institutions and the ‘mores’ of their business cultures.



SUMMARY REVIEW OF ASTUDY OF THE INDEBTEDNESS AND ATTITUDES OF
INDIVIDUALS

SUMMARY OBSERVATIONS
Financial Inclusion

Three core dimensions of ‘financial inclusion’ are often characterised as the provision of loan
services to lower income groups, wider inclusion and empowerment of female clients, and
respect for the individual by the lending institution.

¢ The microfinance institutions (MFIs) have a greater proportion of clients (32%) with
monthly incomes less than KGS 15,000 compared with 22% of bank clients.

e The majority (56%) of MFI clients were female, compared with 46% in the bank
portfolios.

e 95% of respondents considered that lending institutions treated their clients with
respect.

¢ MFIs provide lending to 43% of their borrowers by the group loan methodology
(compared to 9% of bank clients).

However, the financial positions of the lower income segments is particularly strained. This
reflects the colliding pressures of relatively high household expenditure and also high loan
repayments (as a percentage of income). This results in an average residual household monthly
net disposable income of KGS 7,000 (equivalent to KGS 1,600 for each household member).
The financial pressures upon this segment of marginal ‘financial inclusion’ clients are
significant.

Lender / Borrower Relationship

The relationship between the lending institutions and borrowers was reviewed in two
perspectives — first, the ‘values’ which the institution portrays in the standards by which it acts,
and secondly, the operational relationship with the clients.

There was an over-whelming recognition (95%o) that clients are treated with respect, and the
values of ‘trustworthiness’ and ‘integrity’ were widely perceived by about 85% of clients. This
may be considered to be a strong response, recognising that those clients with payment
difficulties will have necessarily faced problematic situations. There is also a strong perception
(by about 80% of clients) that the lending institutions understand client needs and seek to
improve the lives of clients. Such client opinions are more favourable than was identified in
Bosnia and Herzegovina.

The operational interaction between lender and borrower presents a somewhat different
perspective. There appears to be a high transparency in the available information of the clients’
financial position and needs, but about 30-40% of clients indicate that the loan amount was
“too much”, repayments were “more than can be afforded”, and that problem resolution was
“difficult” with the lender. Such problems cannot be fully attributed to exceptional adverse
events affecting the financial borrower, but should also be considered against the high level of
loan repayment/ leverage in relation to income (see below).

The low level of loan arrears (about 2%) may be contrasted with the 30-40% of borrowers
who recognise that they have lending problems. This difference is further reflected by the
recourse to informal funding / loan sources by a minority of borrowers, domestic problems



resulting from borrowing, and reductions in food expenditure to meet loan repayments. This
suggests that, for some reason, borrowers feel a particularly strong motivation to maintain
timely loan repayments rather than incur loan arrears.

Impact of Lending

60-70% of clients indicated that borrowing had a positive impact on the quality of their lives.
This was recognised at similar levels by both MFI and bank borrowers and also across the
range of income segments (despite the financial constraints identified by the lowest income
segments). This positive response may also be considered in conjunction with the wider
financial inclusion which MFIs had achieved in relation to lower income and female clients.
Despite a higher recognition of difficulties by rural borrowers resulting from debt, such clients
reflected a more positive impact of borrowing upon their lives than was perceived by city
clients.

Client Segmentation

The individual borrower market is not homogenous but, rather, consists a various significant
segments with distinct characteristics, and financial needs and capacities. The principal client
segments which impact upon structural risk exposure for the lender and financial vulnerability
of the client are [i] household income, [ii] income source structure (own business, regular
monthly and less regular frequency), [iii] city and rural locations, [iv] clients who recognise
financial difficulties, and those who do not acknowledge their financial constraints, and [v]
clients who remain with a single lender, and those who change lenders.

Despite the different characteristics of these various client segments, standard loan products
appear to be widely used, rather than aligned to the particular needs of each major segment.
This may reflect the different needs of, for example, [i] ‘own business’ in relation to asset
acquisition finance in contrast to the cash-flow fluctuations of trading finance; [ii] the loan
period term for domestic asset finance appears to similar to that of loans used for domestic
consumption purposes; and, [iii] the potential opportunities for a selective extension of the
loan term under refinance arrangement for appropriate borrowerswho recognise their
repayment difficulties, but who currently have a normal repayment term.

Loan Leverage

The overall levels of loan repayment / leverage in relation to income are much higher (30%) in
Kyrgyzstan than in Bosnia and Herzegovina (18%o). Including average domestic expenditures
(household and utility) of 44% of income, the high leverage of committed basic expenditures
in the budget of the average borrower in Kyrgyzstan (about 75%0) can be identified.

The average loan leverage is lower amongst MFI clients (26%) than bank clients (34%b).
However, the greatest impact occurs with the lowest income segments (up to KGS 15,000)
which represent 28% of all clients (and 21% of MFI outstanding loans; 8% of bank
outstanding loans). The loan leverage of this borrower segment is 39% of income, which when
taken with domestic expenditures of 56%, results in an overall level of committed monthly
expenditures of 95%.

This highlights the particular challenge for the lending institution to provide a meaningful loan
to the marginal income borrower. Despite the arrears by this income segment being low at
about 2%, borrower responses show that in addition to much lower levels of domestic
expenditure, this segment has a greater reliance informal loan sources. This increases the
effective total leverage of these people. However, whilst it is difficult for the lending institution



to identify the scale and range of such additional dependencies with individual clients, it is
important to recognise, and adjust the service proposition to, the impact of such pressures.

Over-indebtedness

Whilst over-indebtedness may be popularly reflected in the level of loan arrears (only 2%
amongst survey respondents), the scale of loan leverage demonstrates the low levels of net
disposable income and budget pressures which are experienced by a majority of borrowers
after meeting their committed basic expenditures. Over-indebtedness may, therefore, be most
appropriately related to the capacity of the borrower to meet financial commitments without
undue adverse impacts (financial or social) upon their lives.

In this broader context of ‘over-indebtedness’, about 30-40% of clients acknowledge the
adverse impacts of debt on their lives (such as, difficulty to meet loan repayments, reduction in
food expenditure, cause of family problems). Whilst the superficial budget positions of some of
these borrowers may appear satisfactory, their responses show an underlying ‘concern’, or risk
aversion to the level of financial commitments which they face. An additional 30% of
borrowers, with committed expenditures over 75% of income, have only KGS 750 of net
monthly disposable income (KGS 175 per household person) which shows the extreme
budgetary constraints of those people. It is appropriate, therefore, to consider ‘over-
indebtedness’ as an interaction of both a quantitative financial capacity and a qualitative
evaluation of the individuals’ feeling of vulnerability.

A risk categorisation framework suggests that about 50% of borrowers are in an ‘exposed’
indebted situation reflecting both their financial position and also the level of their concern.

Location

The location of borrowers is widely spread across city, rural and urban locations. The profile
of borrowers varies significantly in these locations. The survey gains insights of the different
client segments in each location. (Each institution will have a difference portfolio ‘mix’ of such
constituent segments across locations and different cities).

The real cost-of-living was higher in city locations than rural — whilst average incomes were
15% higher, the cost of household essentials was 30% higher. Additionally, average
outstanding loans were higher in the city (particularly for bank clients). Consequently, there
was much less differentiation in the average net disposable incomes in the cities compared with
rural, than applied to household incomes.

However, the rural borrowers consistently reported a higher recognition of ‘debt problems’
(compared to city borrowers) in relation to ‘borrow too much’, ‘repayments more than can
afford’, and debt causes problems in family’. Additionally, there was a greater incidence of
informal loans amongst rural borrowers. There was, however, no difference in the levels of
those borrowers who reduced food expenditure to meet loan repayments, even amongst those
employed in the agricultural sector.

Comparison of Microfinance Institutions and Commercial Banks

Whilst the basic demographics profiles of MFIs and banks (age, household size, consumer and
own business, trade sectors) are very similar and about 60% of clients of each type of
institution have mid-range incomes (KGS 15,001-40,000), the principal differences between
the institutions relate to [i] the higher loan amounts and leverage provided by the banks, [ii]
the higher level of debt problems being reported by bank clients, [iii] the greater use of the



‘group loan’ product by MFIs and individual loans by banks, and [iv] the greater share of
lowest income households in MFIs in contrast to the larger share of highest incomes by the
banks.

There appear, therefore, to be substantive differences in relation to the business case dynamics
of core client segments and loan products, and the sensitivity of underlying risk profiles to
economic change.

Outlook for Lending to Current Borrowers

The outstanding loan amounts and repayment levels shown by borrowers suggest that about
80% should reach maturity during the following 12 months. This highlights the immediacy of
the renewal decisions to be faced by both borrowers and lending institutions. The client
characteristics have indicated that the dynamics of such decisions are likely to vary
significantly across the major borrower segments.

Segments such as [i] repayment difficulty, [ii] expenditures over 75% of income, and [iii]
financial confidence (each with about 30% of clients) have both different experiences of the
impact of the current loan and different financial capacities with which to accommodate
repayments. About 60% of such current borrowers are either first-time, or non-recurrent,
borrowers which suggests that a culture of debt-dependency may not yet be firmly established.
Additionally, about 50% of current loans were used for some asset acquisition (either business
or domestic) and such borrowing was, therefore, very ‘purpose driven’, rather than for general
trading or consumption needs. This further suggests that a significant level of impending loan
decisions will be based upon a balance of need and financial capacity.

Against the different needs, dependencies, financial capacities and attitudes of these client
segments, the lending institutions may need to further develop and explain their product and
service propositions to recognise, and respond to, such differentiated positions.



ISSUES FOR CONSIDERATION

The survey responses indicate a range of issues which have significant strategic or operational
implications for the lending institutions and other institutional stakeholders. The following
comments provide some observations based only on the findings of the survey. Whilst such
issues may have been addressed by lending institutions and other stakeholders, it is hoped that
these observations, based upon the responses of clients, will provide a useful additional
perspective.

Risk Profileand Social Impact

The performance of the lending portfolios of the MFIs and banks appears to be strong, with
only about 2% of clients in loan arrears. However, there is a range of indicators which suggest
an underlying client situation which reflects some adverse risk dimensions impacting upon the
potential vulnerability / sensitivity of loan performance. These include [i] high leverage by both
MFIs and [particularly] banks, [ii] the sensitivity of the lowest income segment (up to KGS
15,000) to even a modest increase in the real cost-of-living, [iii] the recognition by about 30-
40% of borrowers that their financial position is under pressure and that debt repayments are
more than they can afford, and paradoxically [iv] the ‘non-recognition’ or non-
acknowledgment by many with minimal net disposable income of their vulnerable financial
position.

Conversely, the average period for the residual repayment of existing loans is relatively short
(less than 12 months for the large majority of borrowers). This enables both lending
institutions and borrowers to have greater flexibility in managing their respective risk
exposures and adapting to changing economic conditions. This represents a strong position
from which to manage the risk stability of the lending portfolios.

Despite their budget constraints, a majority of borrowers recognise the beneficial impact of
borrowing upon their lives and this applies across all income segments. However, about 30%
of borrowers recognise their dependency upon debt in order to maintain the lifestyles of their
families. Such dependencies are concentrated (not surprisingly) upon those borrower segments
which indicate greatest budget pressure and difficulty to meet loan repayments.

This presents the inevitable challenge to gain an appropriate ‘balance’ between [i] the capacity
to adjust the volume and risk profile of the lending portfolios (as a result of the relatively
short-term maturity profiles), and [ii] the social impact of the potential withdrawal of loan
availability to those borrowers with greatest financial vulnerability — (a segment of borrowers
which include the more marginal ‘financially included’). This dynamic impacts the
microfinance institutions to a greater extent than the banks because of its higher exposure to
the lowest income segments.

Issue. The extent to which the interaction between the lending institution and the borrower
should be based primarily upon a series of individual and short-term decisions, or if the core
objectiveis to establish a basis for a longer-term relationship. The development of such market
positions may be considered to vary in relation to the different c haractenistics of the major
client segments, and also impacts upon the manner in which ‘financial inclusion’ and
‘understanding of financial services’ can be extended.




Client Segmentation

The survey has identified certain major client segments, which display some distinctive
financial (quantitative) and attitudinal (qualitative) characteristics. Some principal dimensions
of segmentation have included [i] income ranges, [ii] recognition, and non-recognition, of
financial pressures, [iii] source of income, and [iv] mobility of borrowers between lenders.

The relative composition/ mix of such client segments will vary between the loan portfolios of
individual lending institutions. However, the structure and dynamics of these client segments
will not only impact the financial performance of the institutions, but also impact the
marketing, product and service delivery strategies of each institution.

The survey demonstrates the different financial and behavioural dynamics which occur across
the client segments. Such segmentation identifies the need for, and demands of:

e Debt problem resolution mechanisms

e Loan structure and budget management guidelines for the lowest income segments

¢ Alignment of product structure and cash flow with the purpose of the loan and the
borrowers’ cash flow

e The identification of the financial services for those with greater financial capacity and
confidence

This may be perceived to affect particularly the microfinance sector and its role in increasing
financial access and experience.

Issue. The extent to which the capacity, needs and impact of the major client segments can be
identified and addressed by lending institutions. In addition, the extent to which marketing
strategy aligns such variations in capacity and needs to a differentiation in product and service
propositions.

Low Income Householdsand Budget Management

The survey shows that households with the lowest incomes (up to KGS 15,000) represent a
significant segment (28%) of all borrowers.

Whilst the nominal amount being spent on basic household expenditures is lower than that by
other client segments, such expenditure is the highest, in real terms, when compared with the
available household income. Similar financial dynamics apply to borrowings in relation to the
amount, the level of repayment and the leverage of such payment in relation to income. The
residual amount of net disposable income is minimal.

This is a client segment which is targeted to benefit from financial inclusion and the majority
of borrowers recognise that the loan has improved the quality of their life. However, for many
of these clients, there does not appear to be a full self-recognition of the vulnerability of their
financial situation.

The particular characteristics of this most marginal segment of clients suggest that the ‘normal’
service and product proposition will not fully address their needs.

e Whilst the assessment of debt ‘affordability’ is usually primarily related to household
income, it is important to recognise that, for the lowest income segment, it is
particularly dependent upon the net disposable income, after expenditures on




household essentials and utility costs. The level of such expenditures varies
considerably. It may be appropriate to consider the establishment of ‘expenditure
guidelines’ to provide a framework of the normal parameters for such costs, and
thereby identify opportunities for potential economies. This would enable a standard
‘cost basket’ to be established for different locations and would thereby enable a
regular review of such standard costs. This would identify the scale of any price
changes and, thereby, the sensitivity impact upon the budget and debt affordability of
this client segment.

e Against average expenditure on household essentials of KGS 5,800 (for a household of
4 persons), 25% of such low income families reduced their household expenditures in
order to make loan repayments. This may suggest (and this is simply an inference) that
the lower levels of household expenditure may have an adverse impact on the
nutritional standards of the food expenditure of such low income families. It may be
appropriate, therefore, to consider possible guidelines for an optimal nutritional diet,
within the limits of the expenditure guidelines for household essentials.

Such budget assessments would enable a closer integration of the particular demands and
sensitivities of the lower income clients with the real impact of loan leverage.

Issue. The development of holistic assessments of the particular financial capacities and needs
of those lowest incomes segments which are part of the ‘financial inclusion’ undertaken by the
lending institutions — and how these can be incorporated into the product and service
proposition forthissegment.
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SOME QUESTIONS AND ANSWERS ...
Some Questions

A range of substantive issues have been raised by the responses of borrowers in the survey
conducted during September / October 2013. The following questions reflect these issues and
the related dimensions are set out in the following ‘Question and Answer’ section. It is not
intended that the following comments provide an exhaustive review of the particular issue, but
rather enable brief ‘cameo’ insights. A more detailed review can be undertaken with the
relevant data analysis spreadsheets.

It is hoped that the reader will find this list of questions / issues a useful basis by which to
select those dimensions which are of particular interest.

The observations in the ‘Questions and Answers’ section are based entirely upon the responses
to the survey. These have not been discussed with lending institutions, and no management
information has been obtained from such lenders to provide a comparison with the survey
responses. It would be ideal if the survey findings could be reviewed with the lending
institutions and other institutional stakeholders in order to identify those areas of consistency
and conversely those issues on which there are the greatest ‘gaps’ between the perceptions and
data of borrowers and lenders.

Within the Q & A observations, occasional references are made to the corresponding
responses which were shown in the recent survey® of individual indebtedness which was
undertaken in Bosnia and Herzegovina (BiH). Whilst the differences in the markets and
cultures of the two countries will limit the opportunities for detailed and strict assessments,
such comparisons do provide a useful identification of some core issues which enable
consideration to be focused on particular dimensions of financial situation and attitudes of
both borrowers and lending institutions.

Survey respondents identified their respective lending institutions. The sample sizes varied and
few were sufficiently large to provide a strong basis for detailed comment. However, from the
available data, it can be seen that the distribution of borrower segments within the loan
portfolio structures varies between lending institutions. As such, individual lending institutions
will need to assess the implications of the different segments in relation to the respective
compositions of their loan portfolios.

1 Surveyofindebtednessbyindividuals was undertaken in BiH in September / October 2013. This involved direct
interviews with 3,780 individuals, involvingborrowers from MFls, banks and also non-borrowers. Similar surveys had been
undertaken inBiH in 2012 (3,757 respondents) and 2011 (3,856 respondents)
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1. Survey Respondent Demographics

1.1. What is the domestic profile of borrowers? (page 14)
1.2. What are the income profiles of borrowers? (page 14)
1.3. What is the dependency upon multiple incomes to a household budget? (page 15)
1.4. What is the level of expenditure on household essentials and utility costs? (page 16)
1.5. What are the principal differences between city and rural borrower profiles? (page 17)
1.6. Is the loan structure consistent with the income cash flow of the borrower

and the usage of the loan funds? (page 19)

2. Financial Profile of Borrowers

2.1. What is the impact of loan repayments on net disposable income? (page 21)

2.2. How does the frequency and regularity of income impact upon borrower
performance and attitude? (page 23)

2.3. What proportion of borrowers reflect some recognition of debt repayment pressures?
(page 25)

2.4. To what extent do borrowers use more than one lender, and do these clients show
different characteristics? (page 26)

2.5. How often are debt repayment problems caused by exceptional adverse events? (page
27)

2.6. How does the profile of ‘employed’ borrowers compare with that of ‘own business’
borrowers? (page 29)

2.7. To what extent are loans used to support basic domestic expenditure needs? (page 31)

2.8. What do former borrowers do after they leave an institution? (page 33)

3. Lending Institutionsand Lending Portfolios

3.1. What are the principal demographic characteristics of borrowers? (page 35)

3.2. What are the principal similarities and differences between the loan portfolios of the
MFIs and bank?(page 38)

3.3. Do the survey responses indicate credit standards or criteria? (page 43)

3.4. Does the loan process adequately reflect the impact of basic cost-of-living
expenditures? (page 45)

3.5. How does lending to ‘own business’ clients compare between MFIs and banks? (page
46)

4. RiskProfileand Performance

4.1. What proportion of borrowers are over-indebted? (page 48)

4.2. Which factors contribute to over-indebtedness amongst borrowers? (page 52)

4.3. Why are loan arrears so low? (page 55)

4.4. Do borrowers who move between lenders have a different risk profile? (page 57)

4.5. Do borrowers with arrears show any particular characteristics? (page 58)

4.6. Do borrowers who undertake loan refinance have particular characteristics? (page 59)

4.7. Which borrower segments show a higher risk profile? (page 61)

4.8. Are there differences in the credit profiles of those borrowers who have savings
balances and those who do not? (page 62)
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5. Outlook for Borrowing

5.1. What is the outlook for borrowing demand? (page 65)
5.2. What is the sensitivity of the borrowers’ financial / budgetary position? (page 69)

6. Impact of Borrowing

6.1. What proportion of borrowers appear to have benefitted, or been adversely affected,
by the loan experience? (page 70)
6.2. Do microfinance institutions stimulate greater ‘financial inclusion’? (page 73)

7. Lender/Borrower Relationship

7.1. What is the reputation of the lending institutions? (page 74)

7.2. Do borrowers feel that the lender is providing clear information about the loan? (page
76)

7.3. Do borrowers understand the terms of the loan? (page 76)

7.4. Do lenders understand the borrower’s financial position? (page 76)

7.5. Can borrowers adequately resolve their financial problems with lending institutions?
(page 79)

7.6. Do borrowers want support to address problem debt repayment situations? (page 79).
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1. SURVEY RESPONDENT DEMOGRAPHICS
1.1  Whatis the domestic profile of borrowers?

Consistency of personal demographic profiles across MFIs and banks — household sizes
lowest in city locations.

e The average number of people in a ‘borrower’ household is 4.4:
0 Osh Oblast has the highest (5.4) and Bishkek the lowest (4.0);
0 Average household size increases with average income;
o0 Household sizes are higher in rural areas (4.9) compared with city (4.1).

e The majority (76%) of borrowers are married, and 17% single.

e The sources of income varied significantly between rural and city locations with about
55-60% self-employed in rural communities (about 46% in city), compared with 46%
in regular employment in cities (25% in rural).

e Comparison between MFIs and banks indicates minimal structural differences:
o Minimal difference in the age profile;
0 Household size and number of dependents are also similarly distributed;
0 The trading activity which underlies the source of income is also similar.

Public

Agriculture Retail Service Other

Sector
City : MFI 9% 31% 18% 32% 16%
City : Bank 9% 30% 17% 34% 18%
Rural : MFI 42% 27% 12% 19% 14%
Rural : Bank 40% 24% 10% 20% 17%

1.2 What are the income profiles of borrowers?

MFIs have greater proportion of clients with lower incomes than banks — incomes higher
in city locations than rural — an overiap of outreach by the MFIs and banks to about 60-
659% of clients (those with mid-range incomes).

e The overall average household income of all respondents was KGS 26,450. With an
average of 2.1 income earners per household, this represents an average individual
income of KGS 12,750

o Averageincomes of bank clients (KGS29,800) was 25% higher than that of
MFI clients (KGS23,700) — average individual incomes were KGS14,200 (bank)
and KGS11,500 (MFI);

o Suchincome differentials were stretched further in comparisons of locations.

‘ Income | City Rural | Urban
KGS | MFI Bank MFI Bank | Al

Household 25,400 31,350 21,350 28,250 20,300

Individual 12,550 15,350 10,200 12,900 9,500

2 Average income : National statisticsindicatethat the average monthly income is KGS 10,250




o Within MFI rural clients, 41% had household income less than KGS15,000
(compared with 22% of bank clients) — whilst in cities, banks had 31% of
clients with household incomes over KGS30,000 (compared with 19% of MFI
clients).

e The distribution of borrowers across the income ranges showed that the MFIs have a
greater client focus towards the lower income segments than in bank portfolios:

Income 15,001 - 20,001 - 30,001 —

Range ‘ <15000 55000 30,000 40000 | >40.000
MFI 32 % 27 % 26 % 8 % 8 %
Bank 22 % 23 % 29 % 11 % 15 %

0 There s, therefore, a substantive overlap of mid-income ranges in the target
client bases of MFIs and banks. This need to be contrasted below with the
respective borrowing levels of each group of clients.

e The different segmentation of incomes between MFI and bank clients is shown
particularly in a comparison of clients using different loan products:

Average Group Loan Business Individual Agricultural
Income KGS Loan Loan Loan
MFI 22,850 27,900 24,000 21,600
Bank 24,650 40,450 27,900 30,100

0 This table provides an interesting comparative market positioning of these
products, in which the income levels of group and individual loans are
relatively closely aligned — however, the distribution of such loans highlights
the sharply different product distributions:

Distribution Business Individual Agricultural
Group Loan
of loans Loan Loan Loan
MFI 43 % 9 % 43 % 5%
Bank 9 % 17 % 70 % 4 %

This shows the alignment of the group loan product with the lowest-income MFI clients.
1.3  Whatis the dependency upon multiple incomes to a household budget?

An average of 2. 1 income-earners in each household - lowest income households have
lowest level of multiple earners — little difference in the multiples of MFI and bank
households.

e Thereis a frequent occurrence of multiple income-earners within a household with an
overall average of 2.1 amongst all borrowing households, within which 24% are single
income and 22% have more than 2 incomes.

e Whilst there is minimal difference between the multiple earning profiles of MFIs and
banks, there are some interesting differences in relation to various client segments:
o0 The level of household income relates directly to the level of multiple together
with the average individual income.
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15,001 - 20,001 - 30,001 -

Income Range < 15,000 20,000 30,000 40,000 > 40,000
Multiple 1.73 2.00 2.23 2.39 2.42
Ave. Individual 6,800 9500 | 12100 | 15500 | 29,600
Income
Clients: 1 earner 40% 23% 14% 13% 17%
Clients : 2 earners 49% 60% 57% 50% 47%
Clients >2 earners 11% 17% 29% 37% 36%

0 The agriculture and retail trade segments have [slightly] the highest multiple
(with 24% of households with more than 2 incomes). The engineering and
property sectors have the lowest at 19%.

o Rurallocations have higher levels of multiple incomes than cities, although
25% of rural MFI clients are single income compared with only 18% of bank
clients.

e The level of household income is shown throughout this review and Q & As to be a
significant differentiating dimension of borrower performance, together with the
particular financial constraints upon the lowest income segments. The following table
provides some insights of the impact of the number of income-earners.

% of clients | My 'Oa“ts Household | Utility . NGt .
in the NEOMES FCOMES SEPayITETT expenditure | expenditure Isposable
fe— <KGS >KGS  are more as % of as % of Income (after
multiple 15,000 30,000 thanlcan Income Income Loan
Payment)

One income 47% 13% 34% 42% 5% 4,400

Twoincome | 25% 18% 33% 41% 4% 5,900

Over 2

incomes 13% 34% 34% 41% 4% 9,700

0 There is a clear concentration of lowest incomes amongst the single earners.

0 However, it does not appear that ‘single earner’ is, in itself, a major
discriminating factor in the risk performance of the borrower or the feeling of
well-being in the client.

1.4  Whatisthe level of expenditure on household essentials and utility costs?

Significant variations in the levels of household e xpenditure across different borrower
segments — majority of households indicate expenditure levels which are less than the
national estimate for the cost-of-living — household essential costs represent between 30-
50% of income.

e The overall monthly expenditure by borrowing households on domestic needs (food,
family and domestic essentials, but excluding utilities) was KGS 10,400, equivalent to
an average of KGS 2,350 per household person. Average utility costs amounted to
KGS1,200:

o This contrasts with formal national statistics which indicate a need for an
average cost-of-living of about KGS4-5,000 per person. Local comments
indicate that the survey response levels are probably just about enough to cover
basic essentials;
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0 About 15% of respondents identified expenditures at a level which is consistent
with the national statistics.

e The cost-of-living varied significantly between city (40% of income) and rural
locations (35% of income).

Household
Expenditure
KGS
Household 10,400 12,500 8,000 9,600 8,800
Individual 2,500 3,000 1,600 1,900 1,900

o0 Food expenditures had been reduced in all locations by about 25% of clients in
order to afford loan repayments.

e There were significant variations in the levels of expenditure in the major trade sectors,
which were also shown in the range of utility costs:

Ave. Household

: Service Retail Public Sector  Agriculture
Expenditure
Household 11,300 10,400 10,100 8,900
Utility 1,450 1,200 1,100 900

e The levels of domestic expenditure increased as household incomes increased, but at a
slower rate. The proportion of such domestic costs was greater, therefore for lower
income segments:

Ave. Household

15,001 - 20,001 - | 30,001 -

Expenditure <15000 55000 30000 | 40000  40.000
Household 5,800 8,600 10900 | 15000 | 21,200
% of income 50 % 45 % 20 % 40 % 30 %

o Within the lowest income band, reductions in food expenditure had been
undertaken by 25% MFI clients and 28% bank clients in order to make their
loan repayments.

15 What are the principal differences between city and rural borrower profiles?

Household size largerin rural locations than in city — real cost-of-living higher in the city,
despite higherincomes — loan amounts higher amongst city borrowers — rural borrowers
show higher aaverse pressures from borrowing.

e The average household sizes showed some significant differences

o0 Rural were larger (average 5.0 persons) compared with city (average 4.1
persons);

0 The number of dependents was also higher (rural 2.8 — city 2.1);

o Slightly more borrowers were single in the city (21% of all borrowers) — rural
11 %.
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Income levels (see above) were, on average, 15% higher in city locations, whilst
expenditure on domestic household essentials (such as food and cleaning) was 30%

higher:
0 Recentincreases in the cost-of-living of household essentials (greater than

income) was more widely experienced by rural clients.

The range of trading activities was diverse in all locations, even in rural areas despite
the dominance of agriculture:

. . . Public
Retail ‘ Agriculture ‘ Service ‘ Sector Other
MFI - City 31% 9% 18% 32% 16%
Bank — City 30% 9% 17% 34% 18%
Rural — MFI 27% 42% 12% 19% 14%
Rural — Bank 24% 40% 10% 20% 17%
Urban - All 33% 23% 17% 23% 14%

A comparison of lending between city and rural provides some significant dynamics
and shows the extent of overlap across microfinance and bank portfolios.
o Overall average loan balances of all borrowers varied significantly:

City Rural | Urban

MFI Bank MFI Bank | Al
Ave.Loan | 53,800 140,600 48,500 96,600 50,000

0 MFIs provided a greater share of the small loans (up to KGS 15,000) : 26% of
MFI rural borrowers, compared with 18% of bank rural borrowers —in
contrast, banks had a much higher exposure to larger outstanding loans over
KGS 100,000 (27% of bank city borrowers in contrast to 9% of MFI city

borrowers);

o0 However, there was a substantial proportion of both MFI and bank borrowers
with outstanding loans between KGS 15,000 and 100,000 - in city locations :
65% of MFI and 57% of bank — in rural locations : 66% of MFI and 63% of

banks;

0 Borrowing from informal lenders (family, retailers and moneylenders) was
higher amongst rural clients than in the cities.

Net disposable incomes (average) were significantly affected by the level of loan
repayments and there was little substantive difference in the residual net disposable
incomes, except in urban areas which were significantly lower.

Household Utility Loan Net
expenditure | expenditure repayment Monthly Net Monthly

Expenditures

(o) .
?ricfmoef as % of as % of as % of  Disposable
Income Income Income Income

Disposable
Income KGS

MFI - City 41% 5% 24% 30% 7,678
Bank — City 40% 5% 34% 21% 6,643
Rural — MFI 37% 4% 29% 30% 6,353
Rural - Bank 34% 4% 35% 28% 7,801

Urban - All 43% 4% 31% 21% 4,347
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e Whilst rural clients were more positive than city clients that ‘loans improved the
quality of life’, this was contrasted by a range of responses in relation to pressures on
repayment capacity which appear to be stronger amongst rural borrowers than those in
the city locations.

. MFI Bank
0)
Y% of respondents who agree with the statement City Rural City | Rural
| borrowed too much 32% | 48% [ 34% [ 52%
It is / was difficult to resolve debt problems with o o o o
my lender 39% | 46% | 40% | 51%
Debt repayments cause problems within my 36% | 47% | 35% | 52%
family
2#:) :?jan repayments are / were more than | can 28% | 43% | 289% | 499%

I would like help to resolve debt problems with

0] 0, 0, [0)
my lending institution 24% | 36% | 26% | 38%

0 These responses must be contrasted with the low level of loan arrears (c. 2%)
amongst rural borrowers.

1.6 Is the loan structure consistent with the income cash flow of the borrower and the
usage of the loan funds?

High usage of fixed term, fixed repayment loans with little apparent variation to reflect
usage need or underlying cash flow characteristics — wide usage of group and individual
loans by MFIs, whilst banks primarily use individual loans — low usage of specific
‘agricultural’ loans.

e The distribution of the principal loan products reflects a strong emphasis towards the
group and individual loans, although the pattern of usage differed substantially
between MFIs and banks.

Group Loan Business Loan  Individual Loan  Agricultural Loan
MFI 43 % 9% 43 % 5%

Bank 9% 17 % 70 % 4 %

e The principal loan products were reflected in different lending practices by the MFIs
and the banks. There was a high level of overlap between the overall client
characteristics of ‘group’ and ‘individual’ loan products within the MFIs, but there
were significant contrasts between the client profiles of such products provided by the
banks.

Group Loan Individual Loan
Average

RGS Average Income Average Average
Outstanding Loan Income L oan

MFI 22,800 48,400 24,000 54,800

Outstanding

Bank 24,700 42,600 27,900 106,600

e However, the pattern of loan usage may be set against this profile of product
distribution. This shows that fixed-term, fixed repayment loans were widely used for
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purposes in which the underlying cash flow was unlikely to be consistent with that of
the loan structure.

Asset Other Asset Other
acquisition: Business  acquisition: . Property
: . Domestic

Business needs Domestic
Microfinance Institutions
Group 26% 15% 25% 33% 7%
Business 65% 24% 8% 6%0 3%
Individual 21% 10% 29% 34% 11%
Agricultural 23% 18% 26% 16% 21%

Group 23% 5% 38% 28% 9%
Business 54% 34% 7% 7% 5%
Individual 21% 14% 22% 36% 15%
Agricultural 11% 27% 15% 27% 24%

e This apparent inconsistency between the types of loan, the implicit period of the loan
term and the underlying cash flow dynamics of the different major trade sectors is
further illustrated in relation to certain principal trading activities in the table below.

Implied Ave.
Loan Term
(months)

Public
Sector

Retail ~ Service Agriculture

Microfinance Institutions

Group 32% 16% 19% 27% 16
Business 57% 14% 14% 8% 20
Individual 24% 18% 19% 32% 18
Agricultural 21% 1% 76% 24% 11
Banks

Group 19% 9% 16% 49% 14
Business 47% 14% 14% 13% 26
Individual 27% 18% 18% 30% 24
Agricultural 13% 10% 73% 6% 26

e The differences between the variations of the underlying cash flow of the ‘own
business’ borrower with the rigidity of the fixed-term, fixed-repayment loan are shown
in the following table, relating to the types of loan used by ‘own business’ clients
during the last two years.

Distribution? ?_L%li]p Business Loan Individual Loan  Agricultural Loan
MFI 49% 15% 37% 5%
Bank 6% 26% 68% 4%

3 The total of percentages exceeds 100% and reflects that some borrowers will have used more than one loan during this
two yearperiod.
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2 FINANCIAL PROFILE OF BORROWERS

2.1  Whatisthe impact of loan repayments on net disposable income?

Loan repayments show high leverage by borrowers — loan repayments account forover
80% of net disposable incomes of lowest income segment — bank borrowers have higher
leverage than MFI borrowers— level of loan repaymentsin Kyrgyzstan much higherthan
in Bosnia and Herzegovina.

e The overall average household income of all respondents was KGS 26,450. With an
average of 2.1 income earners per household, this represents an average individual
income of KGS 12,750

0 Averageincomes of bank clients (KGS29,800) was 25% higher than that of
MFI clients (KGS23,700) — average individual incomes were KGS14,200 (bank)
and KGS11,500 (MFI);

o Suchincome differentials were stretched further in comparisons of locations.

Income | City Rural | Urban

KGS | MFI Bank MFI Bank |  All
Household 25,400 31,350 21,350 28,250 20,300
Individual 12,550 15,350 10,200 12,900 9,500

e The overall average net disposable incomes for MFI and bank clients were similar and
reflect the much higher average loan repayments being undertaken by bank clients.

Net Disposable

VehonE R reome MO UYL e o e
MFI 23,700 | 9,500 1,150 6,100 6,950
Bank 29,800 | 11,400 1,250 10,250 6,900
Non-Borrower | 22,900 10,200 1,250 11,450

e However, among the lower income segments, the impact of committed expenditures
was particularly strong. The table below highlights the delicate vulnerability of the
financial position of a significant proportion of borrowers.

4 Average income : Nationalstatistics indicate that the average monthlyincome is KGS 10,250 perearner
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Net
Disposable Distribution Distribution

Household

Household " Loan )
Income Segments and Utility Repayments Income of Loans: of
costs NDI (after Value Borrowers
Loan)
< 15,000 6.600 4650 | 600 12% 28%
(0)
15,001 - 20,000 9,700 6,050 | 3.300 16% 25%
(0)
20,001 - 30,000 12,200 7.050 | 7,900 23% 21%
9%
30,001 - 40,000 16,500 9,800 | 10,900 13%
0,
> 40,000 23.400 20,050 | 28,100 36% 11%

o0 This table highlights the particular vulnerability of about 50% of borrowers to
only modest increases in the real cost-of-living (see also Q & A 5.2). The costs
in this table reflect only the committed essential expenditures — other costs such
a clothing, medical, transport, education are not included.

= Within the income segment up to KGS 15,000, 76% of borrowers
reported committed expenditures in excess of 75% of income;

»  Within the income segment up to KGS 15,001-20,000, 57% of
borrowers reported committed expenditures in excess of 75% of
income.

e Whilst the amount of loan repayments in relation to household income appears
reasonable and relatively consistent across the range of incomes, the real cost of loan
repayments is sharply different in relation to net disposable income after domestic costs
(in which the cost of food and essentials is proportionately higher for low income
households).

MFI Bank
Loan Loan Loan repayment
I_:?]lés:rr:gd repayment as Loan repaymentas  repayment as as % of Net
Segments % of % of Net Disposable % of Disposable
household Income (pre loan) household Income (pre
income income loan)
< 15,000 37% 83% 43% 99%
15,001 -
20,000 28% 57% 37% 74%
20,001 -
30,000 22% 40% 30% 56%
30,001 -
40,000 21% 37% 31% 56%
> 40,000 21% 32% 32% 48%
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o This highlights the significantly different credit risk characteristics across the
range of income segments, and also between the MFIs and the banks:

= The structural risk profiles of the loan portfolios of individual MFIs and
banks will clearly be affected by the particular distribution of their
respective loan portfolios;

= The potential vulnerability resulting from the impact of the amount of
loan repayments on the lower income segments is further increased by
the level of borrowing from informal lenders by these segments.

% of Borrowers re : | Family and Friends Retail Shop
Informal Loans MEFI Bank MFI Bank
< 15,000 12% 21% 8% 10%
15,001 - 20,000 10% 15% 6% 9%
20,001 - 30,000 9% 11% 7% 6%
30,001 - 40,000 7% 11% 7% 6%
> 40,000 5% 8% 4% 3%

e Whilst the markets and cultures are, of course, different, it may be useful to consider
these positions of Kyrgyzstan borrowersin comparison with those in Bosnia and
Herzegovina (BiH)

0 The impact of expenditures as a percentage of household may be compared:

Average of all Household expenditure | Loan repayment as = Total expenditures
borrowers as % of Income % of Income as % of Income
Kyrgyzstan BiH Kyrgyzstan BiH Kyrgyzstan BiH

MEFI 40% 33% 26% 13% 71% 60%
Bank 38% 32% 34% 16% 77% 61%

0 These lower levels of net disposable income (after loan costs) may suggest a
greater incidence of loan arrears in Kyrgyzstan than BiH. This is not the
situation. (Loan arrears in Kyrgyzstan are 2%, compared with about 8-10% in
BiH);

o Utility costs (as identified by respondents) are higher in BiH than Kyrgyzstan.

2.2 Howdoes the frequency and regularity of income impact upon borrower performance and
attitude?

Borrowers with ‘regular monthly income’ and ‘own business’ represent 85% of all
borrowers— ‘regular monthly income’ ¢ lients show lower risk characteristics, but lowest
incomes— ‘other income’ segments show highest risk characteristics.

e The distribution of borrowers is broadly similar in MFIs and banks across the different
income characteristics: ‘regular monthly income’ 40%; ‘own business’ 50%o; and ‘other
[less regular] income’ 15%°;

e The average level of net disposable income may be shown in relation to those with
regular monthly income, self-employed and those with other, less regular frequency of
income. The resultant net disposable incomes are reasonably similar which highlights:

5 The total ofincome characteristics exceeds 100% be cause some borrowers report more than one source ofincome
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0 The importance of the ‘added-value’ dimension of the loan which should be
recognised by those higher-income, higher-loan clients in view of the higher risk
which they incur;

0 The greater vulnerability of those clients with higher leverage.

Net
Disposable
Income (after
Loan)

Loan
Repay
ments

Net Disposable Household | Utility

Income
Income KGS costs costs

Microfinance Institutions

Regular Monthly 22,400 9,500 | 1,150 5,100 6,650
Own Business 25,100 9,600 | 1,150 7,050 7,300
Other 23,300 9,500 | 1,200 5,500 7,100
Bank

Regular Monthly 25,400 11,000 | 1,200 7,000 6,200
Own Business 34,200 12,000 | 1,300 13,100 7,800
Other 26,900 10,500 | 1,300 7,500 7,600

Although average direct loan arrears are low across these income segments, informal
borrowings are undertaken particularly by the ‘other income’ segment, with about
15% of clients borrowing from family and 13% from retailers. (This applies to both
MFI and bank clients).

The above table indicated the potential importance of the ‘added-value’ being created
by the loan, either directly financial or its impact on lifestyle. The following table
shows that about 30-40% of borrowers had adverse attitudes towards the loan
repayment capacity and wider loan experience.

Regular Own Other
Monthly Business Income
MFI  Bank MFI Bank MFI | Bank

% of respondents who agreed with the

following statement

Loans [do not] improve the quality of
life % % % % %
I borrowed too much 33% | 35 41 46 | 40% | 42
% % % %
My loan repayments are more than | 29 0% 30 34 36 36 42
can afford % % % % %
Debt repayments cause problems within 37 % 37 41 41 43 48
my family % % % % %
It is / was difficult to resolve debt 40 % 43 43 43 47 49
problems with my lender % % % % %
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2.3  What proportion of borrowers reflect some recognition of debt repayment pressures?

About 30-40% of borrowers recognise financial pressure and difficulty in making loan
repayments — a further 30+% have committed basic e xpenditures more than 75% of
income but do not acknowledge financial pressures.

e The level of direct loan arrears is low (measured in the survey as any loan arrears, not
simply over 30 days). However, other surrogate measures may be used to provide some
indication of the possible levels of repayment pressureswhich borrowers may be
experiencing. These are summarised in the following table in which each segment is
exclusive (no borrower is included in more than one segment).

(\[]
Repavment Household Oﬁt\;te;ﬁg?n Disposable Distribution Distribution
Chalr')agteris tic Income Loan 9 Income of Loans : of
KGS NDI (after Value Borrowers
Balance
Loan)
Arrears 25,650 83,400 | 6,250 2% 2%
Lender Refusal 25,700 82,200 | 5,600 8% 8%
Repayment
Difficulty® 27,250 102,500 | 7,000 34% 27%
Expenditure >75%
Income 22,350 89,000 | 750 34% 32%
Remainder 30,200 60,700 | 13,550 22% 31%

o This table indicates that there is a significant level of pressure being experienced
by borrowers which is not transparent in lending performance reporting.
e These characteristics of repayment pressure are further demonstrated in the following
additional dimensions of borrower profile.

Food 1@l Friends or
expenditure A TEE family Lol Loan from
Repayment has been ta_k_en provided fror_n el Moneylender
Characteristic  reduced to el money to Feliill)y fror_n or
make loan SRS repay my a_md S Pawnbroker
make loan Friends
repayments loan
repayments
Arrears 47% 37% 29% 23% 10% 15%
Lender
Refusal 32% 32% 16% 21% 16% 10%
g?ﬁﬁﬂ;m 320 35% 19% 15% | 7% 8%
Expenditure
>75% 19% 18% 7% 10% 5% 5%
Income
Remainder 20% 15% 6% 5% 4% 4%

6 ‘Repayment Difficulty’ : Based upon those borrowers who agreed (Question 66) that “myloan repayments are more than
| can afford”, and excluding those who have loan arrears orhadbeen refused aloanbya lenderin the last 12 months.
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0 The above characteristics demonstrate the range of actions which have been

taken by those borrowers who have recognised the financial pressures which
they must address;

The level of reduction of monthly food expenditure may be particularly
significant. Current expenditures on food by the first three ‘problem’ segments
is about KGS 2,300 per person. This may be contrasted with the national
statistics which indicate a monthly budget of about KGS 4,000. If these
borrowers are experiencing repayment problems, and many have already taken
the actions indicated above, there may be minimal scope for further domestic
budget economies or external borrowing;

It may be suggested that the amount, or continuation, of support from family is
likely to be limited for many of these problem debt situations. As ‘problem
debt’ is such a sizeable segment, it is appropriate to seek to identify and address
such problems, either by a review of budget expenditures, or possible refinance
/ restructure of the debt.

e The impact of problem lending extends across all income segments, but impacts
particularly upon the lowest income groups.

< 15,001 - 20,001 - 30,001 - >

Income Range 15500 20,000 30,000 40,000 | 40,000
Arrears 2 % 2 % 2% 3% 3%
Lender Refusal 11 % 11 % 10 % 7% 11 %
Repayment 37 % 30 % 33 % 30 % 37 %
Difficulty
Expenditure >75% 76 % 57 % 39 % 38 % 39 %
Income

O These figures show the total share of clients in each income segment for each

‘problem’ category.

2.4 To what extent do borrowers use more than one lender, and do these clients show
different characteristics?

About 80% of borrowers have used only one lender in the last two years — about 30% of
former clients of MFls and banks subsequently take loans from the other type of
institution - only 5% of borrowers have multiple concurrent loans.

e This issue can be considered in three principal dimensions:

(0]

o
(0}

The extent to which borrowers leave an MFI institution and move to a bank
(or vice versa);

The extent to which borrowers hold more than one loan at any single time;
The extent to which borrowers move between lending institutions when they
renew their loan.

e The movement between MFIs and banks occurs both ways at similar levels (see also Q
& A 2.8):

(0]

19% of former bank borrowers now have a loan with an MFI and an
additional 17% have borrowed from an MFI in the last 2 years;
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0 18% of former MFI borrowers now have a loan with a bank, and an additional
12% have borrowed from a bank in the last two years;
0 The value of outstanding loans differs considerably. This suggests that the
motivation for the change in lender was driven by different factors, in which:
= Former bank borrowers now have an average outstanding debt of about
KGS 40,000 with an MFI, compared to an overall average MFI debt of
KGS 51,500
e These borrowers show a higher risk profile with 10% of
borrowers in loan arrears with the MFI and 22% with a loan
application refusal in the last 12 months.

=  Former MFI borrowers now have an average debt of KGS 109,100 with
a bank
e These borrowers show a higher risk profile with 5% of
borrowers in loan arrears with the MFI and 22% with a loan
application refusal in the last 12 months.

0 Note: the survey did not seek to determine the overall scale of client attrition
within either MFIs or banks. It identified former borrowers in order to
determine their profile characteristics for comparison with current borrowers
and their borrowing actions after leaving either an MFI or bank.

e The level of borrowers with multiple concurrent loans is low and relates to only 5% of
borrowers in both MFIs and banks.

e The level of movement between lenders during the preceding two-year period identified
a reasonable scale of movement. This must be considered also in the context of the
average loan terms of 12-24 months for the majority of loans and the limits which this
places on the opportunities to move between lenders.

Number of More than
Lenders three
MFI 78% 18% 3% 1%
Bank 77% 19% 4% 1%

0 Except those borrowers with loan arrears, there was minimal difference in the
‘multiple lender’ characteristics of the other problem repayment segments.

¢ Inresponse to a separate, direct question, over 75% of both MFI and bank clients
agreed that “It is better to borrow from only one institution, rather than to change
lenders™.

2.5 How often are debt repayment problems caused by exceptional adverse events?

Exceptional adverse events impact rural clients more frequently than those city locations -
lowest income segment (up to KGS 15,000 per month) suffers more adverse events than
higher incomes.

e The incidence of exceptional events upon an individual during the previous six months
did not occur consistently across the various client segments;
e Suchadverse events occurred more frequently in rural areas.
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Lifestyle [ Financial Action

Adverse :
Events My spouse My Major I r;ag“tic_)osrell Frflgnmd”s of
during the | lost [ partner business  illness of assetjto rovid)éd
previous 6 my job lost his/her  was not self or repay a morrl)ey to repay
months job successful ~ family loan my loan
MFI - City 5% 5% 8% 11% 4% 9%
Bank - City 5% 5% 9% 9% 4% 11%
Rural - MFI | 13% 18% 14% 22% 6% 15%
Rural- Bank | 9% 15% 12% 23% 5% 10%
Urban - All 9% 15% 10% 20% 3% 15%

e There was minimal overall difference between MFI and bank clients, although the
incidence was slightly greater amongst borrowers than non-borrowers.

Lifestyle Financial Action
Adverse Friends or
Events | lost My spouse My Major I had to sell family
during the | partner business illness of a major provided
previous 6 .m%; lost his/lher  was not self or asset to money to
months 10 job successful family repay a loan repay my
loan
MFI 8% 10% 10% 15% 5% 11%
Bank 9% 9% 10% 15% 4% 11%
Non-
Borrower’ 6% 7% 8% 13%

o0 Only 3% of bank and MFI clients with regular incomes had lost their jobs;
o0 About 15% of ‘own business’ clients had experienced an unsuccessful business;

o Clients with ‘other sources’ of income reported (perhaps unsurprisingly) the
highest levels of lost jobs for the borrower (MFI 14% and bank 18%) and
spouse (MFI 16% and bank 18%), together with higher levels of financial
support from their families to assist loan repayments.

e Suchevents were particularly impactful upon the lowest income segment, although
there was a relatively high level of financial support being provided by families to the
loan repayments of higher income segments.

7 This includes former borrowers of MFls and banks
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Lifestyle Financial Action

Adverse Friends or
Events My spouse My Major | had to sell family

during the I lost / partner business illness of a major provided
previous 6 my job lost his/her  was not self or asset to money to

months job successful family repay a loan repay my
loan

< 15,000 13% 12% 12% 18% 6%

15,001 -

20,000 7% 9% 10% 16% 5% 9%
20,001 -

30,000 5% 7% 9% 14% 3% 7%
30,001 -

40,000 3% 5% 7% 9% 4% 11%
> 40,000 3% 5% 10% 7% 3% 11%

0 The lower income segments show a much higher level of illness within the
family. These segments also reported a low average level of expenditure on
domestic essentials, including food. Although low in amount (KGS 5,800), this
basic expenditure represented 50% of income, with loan repayments taking a
further 37%. Whilst the survey can make no direct causality between these
dimensions, it may be appropriate to consider the opportunities to review the
guidelines for food costs within the credit assessment process — and to consider
the development of nutritional guidelines for low income households.

e Adverse events occurred most frequently with borrowers operating in the following

trade sectors
Lifestyle Financial Action

Friends or

Evﬁrizzzsr?n My spouse My Major I haa%g?osf" family
the Drevious g I lostmy /partner  business illness of assetJto provided
rrr:onths job lost his/her  was not self or repav a money to
job successful family I%a);l rep:ay my

oan

Agriculture 12% 15% 15% 19% 6% 13%

?;J(;E;p%' 15% 16% 11% 13% 3% 10%

Engineering 15% 12% 13% 18% 5% 16%

Efgguc ion 10% 6% 15% 23% 12% 17%

Manufacturing | 11% 8% 11% 12% 5% 11%

2.6. Howdoes the profile of “employed’ borrowers compare with that of ‘own business’
borrowers?

‘Own business’ clients have higher income than ‘employed’ clients— borrowing by ‘own
business’ is significantly higher than that by those in ‘regular employment’ —‘own business’
show higher recognition of problems with loan repayment and debt.
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e The overall distribution of borrowers is broadly similar in MFIs and banks across the
different income characteristics: ‘regular monthly income’ 40%; ‘own business’ 50%b;
and ‘other [less regular] income’ 15%°%;

e The profile of income sources may be summarised in relation to the different locational

profiles.
Distribution of all Employllsgo:ml\élonthly Own Business Other Income
L MFI Bank MFI Bank MFI Bank
City 45% 44% 47% 48% 14% 14%
Rural 32% 27% 56% 62% 19% 22%
Urban (all) 36% 55% 17%
Non-Borrowers 43% 42% 19%

0 The distribution percentages relate to respondents only in the respective
location;

0 MFIs have a lower proportion of ‘own business’ clients in rural locations.
e Averageincomes of bank clients are consistently higher than those of MFI clients.

Employed : Monthly
Income
MFI Bank MFI Bank MFI Bank
H’hold Income 22,400 25,400 | 25,100 34,200 | 23,300 | 26,900

Net Income. inc 6.650 6200 | 7300 | 7.850 | 7100 | 7,550
Loan Repay

Own Business Other Income

o0 However, the costs of higher levels of bank lending are reflected in the greater
similarity of netincome levels after loan repayments.

e The impact on net disposable income reflects the different levels of average borrowings
and leverage.

Employed : Monthly

Own Business Other Income
Income
MFI Bank MFI | Bank MFI Bank
Average loan 42,600 81,600 60,700 159,300 | 41,600 | 73,700
Ave. repayment 5,100 7,000 7,000 13,100 5,500 7,500
Leverage® 23% 28% 28% 38% 24% 28%

0 The leverage of bank borrowers is significantly higher;

0 The average loan of ‘own business’ is significantly higher than that for ‘regular
employment’ : MFI + 40% and bank + 95%;

0 The revenue streams to bank lending institutions will, therefore, be
substantially higher than those for the MFIs. The comparative service and
delivery propositions are not known in detail, other than the greater use of
group loans, which will favourably impact upon the operating costs for that
product;

8 The total of income characteristics exceeds 100% because some borrowers report more than one source of income
9 Leverage:Loan repaymentas a percentage ofhouseholdincome
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0 These tables suggest quite different business case propositions for the MFIs and
banks in relation to the different loan products and client segments.

Informal borrowings and budget adjustment initiatives suggest the actions being
undertaken by individuals to maintain up-to-date loan repayments.

M CI)E nTH;)Iﬁgd me Own Business Other Income
MFI Bank MFI Bank MFI Bank

Loan: 1% | 13% | 7% | 12% | 15% | 17%
Family / Friends
Loan : 6% 7% 6% 6% | 12% | 13%
Retailer
Friends or family
provided money to 10% 9% 12% 10% 13% 15%
repay my loan
Food expenditure has
beenreduced to make | 21% 23% 24% 26% 32% 37%
loan repayments
I (or my spouse) have
taken additional 21% | 22% | 22% | 24% | 36% | 38%
work to make loan
repayments

The different levels of loan repayment problems are shown in the following table:

0/c:_in sub-segmen’t : M (I)Er:?rﬁ)llmllrelgdme Own Business Other Income
HICOME SOHIcE MFI Bank | MFI | Bank  MFI Bank
Arrears 3% 1% 3% 3% 2% 4%
Lender Refusal 9% 14% 7% 11% 9% 17%
Repayment Difficulty 29% 30% 34% 36% 36% 42%
Fnﬁ%em“g't“re >75% 500 | 59% | 49% | 55% | 51% | 60%

O These figures show the total responses for each income segment. Expenditure
(>75%) as % of income includes loan repayments,

0 The levels problem lending clients are consistently higher amongst bank clients
(than MFI clients) in each of the segments;

0 ‘Other Income’ clients represent the highest risk but account for only 15% of
borrowers for each of MFIs and banks.

2.7. To what extent are loans used to support basic domestic expenditure needs?

Only 30% of loan funds are used for domestic consumption purposes — domestic usage is
hig hest amongst lower income segments

e The profile of loan funds does not show any excessive overall concentrations of usage /
purpose:
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Domestic Business

Asset Acq’n Other Asset Acg’n Other SCTEERS)
City : MFI 26% 30% 24% 14% 8%
City : Bank 20% 31% 24% 16% 13%
Rural : MFI 27% 32% 25% 14% 13%
Rural : Bank 22% 29% 25% 20% 15%
Urban (All) 22% 29% 41% 8% 6%

0 There does not appear to be any excessive overall use of loan funds to support
basic living costs (but see also below re loan usage in relation to income);

0 There appears to be a balanced distribution across different loan purposes;

o Itis possibly surprising that city and rural profiles are so similar.

e The usage of loan funds changes in relation to the level of household income:

Domestic Business
Asset Acg’'n Other Asset Other Property
Acg’n
< 15,000 27% 39% 25% 9% 9%
15,001 - 20,000 23% 33% 26% 11% 11%
20,001 - 30,000 23% 26% 25% 17% 12%
30,001 - 40,000 22% 26% 22% 23% 10%
> 40,000 12% 18% 33% 27% 14%

o0 The lower income segments are clearly more dependent upon loans to support
their basic domestic expenditures, both for asset acquisition and other
consumable expenditures;

0 The higher income groups show a greater focus towards business usage;

0 The credit assessment process and loan structure will need to reflect these
different dynamics, as 53% of borrowers have household incomes up to KGS
20,000.

e The impact of problem lending clients does not vary greatly in relation to loan usage:

Domestic Business

Asset Other Asset Other Property
Acg’n Acg’'n

Arrears 2% 2% 2% 4% 5%

Lender Refusal 9% 12% 9% 12% 9%

Repayment Difficulty 36% 33% 36% 35% 33%
i 0,

Expenditure >75% 53% 55% 50% 53% 56%

Income

e The profile of loan usage by the major trade sector activities is shown below:

o | Domestic Business
D'St“buggt] Ot;y Ll Asset Other Asset Other Property
Acg’n Acg’n
Agriculture 25% 26% 24% 18% 14%
Retail 10% 16% 49% 25% 6%
Service 23% 34% 20% 11% 15%
Public Sector 36% 43% 10% 4% 11%
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o This highlights the substantial differences between the trade sectors and thereby
the different economic dynamics which will affect the underlying credit
performances;

0 This profile of loan usage may be compared with that shown by borrowers in
BiH:

=  Amongst ‘own business’ borrowers in BiH about 25-30% of loan funds
were used for general domestic (non-asset) consumer purposes
compared with about 18% in Kyrgyzstan;

= About 70% of ‘own business’ borrowers’ in BiH used loan funds for
trading (non-asset) purposes in contrast to 30% in Kyrgyzstan (where
there was a greater emphasis towards asset acquisition finance);

=  Amongst those borrowers with ‘regular monthly income’, the
comparable levels of consumer (non-asset) expenditures were about
70% in BiH compared with 40-45% in Kyrgyzstan.

2.8. What do former borrowers do after they leave an institution?

65-70% of clients leaving either MFIs or banks cease to borrow- those who switch from
MFI to bank, or vice versa, and continue to borrow show higherrisk performance after
changing - former MFI clients increase substantially their indebtedness with the new bank
lender — those who cease to borrow have (on average) lower incomes and lower savings
than those who continue to borrow.

e Former clients of both MFIs and banks were identified (see also Q & A 2.4):

o0 19% of former bank borrowers now have a loan with an MFI and an
additional 17% have borrowed from an MFI in the last 2 years;

o 18% of former MFI borrowers now have a loan with a bank, and an additional
12% have borrowed from a bank in the last two years;

0 The level of outstanding loans differs considerably. This suggests that the
motivation for the change in lender was driven by different factors, in which:

= Former bank borrowers now have an average outstanding debt of about
KGS 40,000 with an MFI, compared to an overall average MFI debt of
KGS 51,500:
e These borrowers show a higher risk profile with 10% of
borrowers in loan arrears with the MFI and 22% with a loan
application refusal in the last 12 months.

= Former MFI borrowers now have an average debt of KGS 109,100 with
a bank:
e These borrowers show a higher risk profile with 5% of
borrowers in loan arrears with the MFI and 22% with a loan
application refusal in the last 12 months.

0 Note: the survey did not seek to determine the overall scale of client attrition at
either MFI or banks. It identified former borrowers in order to determine their
borrowing actions after leaving either an MFI or bank.
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e The resultant level of ‘former’ borrowers who did not undertake a loan are:
0 64% of former bank borrowers;
o 70% of former MFI borrowers.

e The financial profiles of the ‘former borrowers’ show a contrasting position for MFIs
and banks:

Net Average NSt

Outstanding

Household Household Disposable Disposable
Income & Utility Income Income

KGS Costs  NDI (pre Loan by (after
Balance
Loan) Loan)

Former MFI : Now 25700 12,700 13,000 109,100 3,800
Bank Borrower

Former Bank : Now 20,500 9,600 10,900 40,000 5,500
MFI Borrower

Former MFI : Non 22.600 11,500 11,100 11,100
Borrower

Former Bank : Non 25,300 12,300 13,000 13,000
Borrower

o This table' suggests that those MFI clients who move to a bank have a higher-
than-MFI average income. In contrast, those bank borrowers who change to
MFIs have a much lower household income than the overall bank average
(KGS 29,800);

0 Those former borrowers who cease to borrow (both MFI and bank) have lower
household incomes than the averages of current borrowers.

e Those ‘former borrowers’ who continue to borrow have a higher level of savings than
those who do not (see also Q & A 4.8):

Former MFI Borrowers Former Bank Borrowers

Bank Non- MFI Non-
Borrower Borrower Borrower Borrower

Savings witha

financgial institution 9& 10% 21% 12%
Other savings 46% 28% 45% 38%
Insurance product(s)

from financial 5% 3% 14% 1%
institution

o This is a further indication of the apparently stronger financial position of
those clients (particularly former MFI) who continue to borrow.

10 Care :Sample sizes are small forthose Former Borrowers who change froman MFI lenderto a bank, orvice versa. These
segments should be considered simply as possible indicators and donot have a strong statistical confidence
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3. LENDING INSTITUTIONS AND LENDING PORTFOLIOS
3.1  Whatare the principal demographic characteristics of borrowers?

Major traditional demographic segments relate to [i] trade activity; [ii] region; [iii] age;
and [iv] loan amount — some differences but not the principal drivers of risk profile.

(Client segments and risk indicators are reviewed in the following Q & A 3.2)

e The following comments relate to the major generic client segments across the
borrowing population and thereby span both MFIs and banks. (The following section
looks more closely at the major differences between MFI and bank clients within
various segments). The tables in this section show the quantitative financial profile and
also indications of risk which have been recognised by the borrower.

o Inrelationto a more detailed review of income and expenditure, it may be
noted that:

= There s a significant extent of overlap between MFI and bank client
bases, with 61% of MFI clients and 53% of bank clients having
incomes of between KGS 15,001 and 40,000;

= The principal dimensions of the income profiles have been shown above
(see Q & A 1.2, 2.1 and 2.2) and will be included in the following
comparison of bank and MFI,

= A review of the sources of income is shown in Q & A 2.2.

e Trade Activity : Financial : the principal trading activities which underpin the income
of borrowers are agriculture, retail, service, and public sector:

Household . A Average . A

Household i Disposable A Disposable

Income KGS < i Income NDI QUisEITelTE Income NDI

Costs Loan Balance

(pre Loan) (after Loan)
Agriculture 24,100 9,900 14,200 68,100 7,000
Retail 27,000 11,600 15,400 90,900 6,700
Service 30,700 12,800 17,900 116,500 8,200
Public Sector 22,800 11,200 11,600 56,000 5,800

0 The greater financial constraints on the employed, public sector borrowers are
apparent.
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Trade Activity : the scale of ‘problem repayment’ borrowers varies between these
major sectors and is reflected in the following indicators (see also separate Q & A 4.3
re ‘arrears’):

My loan Friend_s of D Sp:)L(J(S)g)rE);.VG
repayments fam_lly repayments Fooq taken
are more provided cause expenditure additional
money to problems reduced for
than | can o work to
- re[iay 11\ W:cthlqlmy loan repay RS -
oall amily repayments
Agriculture 38% 13% 45% 31% 31%
Retail 35% 11% 40% 23% 23%
Service 24% 10% 33% 25% 23%
Public Sector 31% 9% 37% 21% 20%

0 The greater pressures being experienced and recognised by borrowers within
the major sectors, agriculture and retail, are apparent.

Region: Financial

. Average Net
Household I_(Ig?lgte.hdd NEE [DIpestls £ Outstanding  Disposable
ility Income NDI

Income KGS Costs (pre Loan) Loan Income NDI

Balance (after Loan)

Bishkek 33,600 14,500 19,100 119,000 9,000
Osh 28,700 12,900 15,800 108,000 7,600
Chui Oblast 29,000 11,600 17,400 92,000 7,200
Jalal-Abad 21,000 10,300 10,700 47,000 5,200
Osh Oblast 20,000 8,600 11,400 51,000 5,400

o Major differences in these regional positions will impact upon the need for
differentiated credit assessment processes and budget guidelines. (Separate
analyses are available to review locational performance by city, rural and
urban).

Region : Problem Lending

My loan Frleno_ls of DIl I (or my spouse)
family repayments Food
repayments : : have taken
are more provided C%‘fse exgend(ljtl;re additional work
than | can gggye/yrr?/ vF\)/:fhinerrrr]s/ rke)atrj]creepa(;r to make loan
afford loan family repayments
Bishkek 39% 11% 48% 31% 30%
Osh 19% 13% 23% 23% 15%
Chui Oblast 36% 6% 46% 31% 23%
Jalal-Abad 21% 6% 31% 14% 16%
Osh Oblast 52% 20% 52% 23% 32%
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0 Some significant variations are evident across these regions. There appear to be
particular pressures in the largely rural regions of Chui and Osh, not only in
relation to financial constraints, but also in relation to the social impact of the
indebtedness.

e Age: Financial

Net Net

Household Household &  Disposable OuAt\s{tegﬁgieng Disposable

Income KGS  Utility Costs  Income NDI L oan Balance Income NDI

(pre Loan) (after Loan)
16-25 23,500 10,800 12,700 47,900 6,900
26-35 25,600 11,200 14,400 72,900 7,100
36-45 28,700 12,100 16,600 102,100 7,300
46-55 26,700 12,000 14,700 96,800 6,400
> 55 25,100 11,500 13,600 71,600 6,100

o Surprisingly little difference between the income levels across the age range.
The higher debt levels of 36-55 years appear intuitively to be the appropriate
segments to reflect a higher borrowing need.

e Age: Problem Lending

o0 The following table shows, again, that there is little substantive difference in
attitudes across the age ranges, and continues to show the consistent and
pervasive adverse impact of debt upon the domestic situation for a significant
minority of borrowers.

Friends or Debt
NPT family repayments Food eIy &1 6B
repayments provided cause expenditure _hgve el
are more additional work to
than | can money to p_rot?lems reduced for make loan
afford repay my  withinmy  loan repay -
loan family
16-25 28%
26-35 34% 11% 41% 25% 25%
36-45 36% 11% 42% 24% 23%
46-55 33% 11% 41% 24% 24%
> 55 29% 9% 34% 26% 18%

e LoanAmount: Financial

Net
Disposable
Income
NDI (pre
Loan)

Net
Disposable
Income NDI
(after Loan)

Household
& Utility
Costs

Average
Outstanding
Loan Balance

Household

Income KGS

< 15,000 20,200 9,900 10,300 9,500 6,600
15,001 - 30,000 22,200 10,400 11,800 23,800 7,200
30,001 - 50,000 24,800 10,900 13,900 42,600 8,000
50,001 - 100,000 28,500 12,300 16,200 76,400 6,800
> 100,000 43,200 16,500 26,700 351,400 5,600
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0 Household incomes relate progressively to the size of the outstanding loan.
However, there is a dramatic reversal of this apparent affordability in relation
to the resultant net disposable incomes (after loan payments). This will have
direct implications for the vulnerability of higher-income, higher-loan clients
and their sensitivity (and capacity to respond) to external events and price
changes.

e Loan Amount: Problem Lending

My loan Friends or Dl | (or my spouse)
' repayments Food
repayments family caLse expenditure have taken
are more provided roblems reguce d for additional work
than | can money to prob to make loan
within my loan repay
afford repay my loan family repayments
< 15,000 28% 12% 39% 21% 20%
15,001 - 30,000 34% 13% 40% 22% 23%
30,001 - 50,000 32% 9% 37% 27% 23%
50,001 - 100,000 34% 10% 40% 26% 25%
> 100,000 39% 11% 45% 30% 26%

0 The recognition of debt pressures are reflected across the range of loan sizes at
broadly similar levels;

0 The portfolio mix of the scale of such loan sizes within an individual lending
institution may have a significant impact upon its relative risk profile, in
comparison to its peers.

3.2  Whatare the principal similarities and differences between the loan portfolios of the
MFIs and banks?

This section takes the previous dimensions of borrowers and provides a comparison
between MFI and bank clients in relation to location, income, loan type, multiple
lenders, and savings.

Loanamounts and leverage ratios are consistently higher amongst bank clients, in
comparison with MFI clients with similar demographic and financial ¢ haracteristics -
problem lending / risk characteristics are usually higher amongst bank clients, again in
comparison with MFI clients with similar demographic and financial c haracteristics —
bank lending is dominated by the individual loan product, whilst MFIs provide similar
levelsofgroup loan and individual loans.

e Location: Financial

Uisiga el _ Net Averag{e _ Net

Household " Disposable | Outstanding Disposable
& Utility

Income KGS Cn Income NDI Loan Income NDI
(pre Loan) Balance (after Loan)
City : MFI 25,400 11,700 13,700 53,800 7,700
City : Bank 31,300 13,900 17,400 140,700 6,600
Rural : MFI 21,300 8,800 12,500 48,500 6,400
Rural : Bank 28,200 10,600 17,600 96,600 7,800
Urban 20,300 9,600 10,700 50,000 4,300
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0 Banks attract clients with higher net disposable incomes than the MFls;
0 However, the differentials of net disposable incomes are much changed by the
impact of the higher loan amounts and repayment leverage.

e Location: Problem Lending (see alsoseparate Q & A 4.2 and 4.3 re ‘over-
indebtedness’ and ‘arrears’)

Debt | (or my
My loan Friends or repavments Food spouse) have
repayments family pcguse expenditure taken
are more provided b additional
than | can money to proplems FEBIBED] 107 work to make
within my  loan repay
afford repay my loan - loan
family
repayments
City : MFI 28% 9% 36% 23% 20%
City : Bank 28% 11% 35% 26% 20%
Rural : MFI 43% 15% 47% 26% 28%
Rural : Bank 49% 10% 52% 29% 32%
Urban 32% 15% 42% 24% 31%

o0 Problem debt levels are similar for MFIs and bank clients in the respective

locations;

0 The recognition of debt problems is significantly higher in rural areas;

0 This reflects only those clients who recognise the ‘problems’ — see also risk
categorisation for an assessment of the interaction of quantitative financials

with qualitative perceptions.

e Income : Range : Financial

This segmentation is based upon clients in the various income segments. See
also@Q@ & A 1.2 and 1.3 in relation to income and expenditure.

Net Disposable Average Net Disposable

Income Range / KGS Income NDI (pre  Outstanding Loan Income NDI (after
Loan) Balance Loan)

|  MFI Bank MFI | Bank MFI Bank

< 15,000 5,200 5,300 | 33,700 | 44,100 900 0

15,001 - 20,000 9,300 9,500 | 43,800 | 61,100 | 4,000 2,400
20,001 - 30,000 15,100 | 14,800 | 49,300 | 91,000 | 9,100 6,600
30,001 - 40,000 20,600 | 21,000 | 61,800 | 162,100 | 13,000 9,300
> 40,000 45,600 | 49,600 | 145,600 | 340,600 | 31,100 | 25,900

0 The leverage of bank clients is significantly higher than that of MFI clients at
all income levels;

0 Against broadly similar demographic profiles, the MFIs and banks are
presenting dramatically different loan product and service propositions;

0 The previous dimension identified that these differentials are applied
throughout the portfolios in both city and rural locations;

0 The erosion of bank net disposable incomes, and the comparative strength of
those of MFI clients, in the respective income ranges suggests a greater
vulnerability amongst bank clients in the event of adverse economic changes.
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See also separate assessment of sensitivity to any increases in the real cost-of-
living (Q & A 5.2).

¢ Income: Range : Leverage of Loan Repayments

o Lending by banks is undertaken at significantly higher leverage ratios than
those undertaken by the MFls:

Loan repayment Loan repayment as

Income Range / ML [DrEpesilile iparms as % of % of net disposable
KGS NDI (post Loan) household income income
MFI Bank MFI Bank MFI Bank
< 15,000 900 0 37% 43% 83% 99%
15,001 - 20,000 4,000 2,400 28% 37% 57% 74%
20,001 - 30,000 9,100 6,600 22% 30% 40% 56%
30,001 - 40,000 13,000 9,300 21% 31% 37% 56%
> 40,000 31,100 25,900 21% 32% 32% 48%

0 This suggests a significantly higher risk profile / vulnerability at each of the
respective borrower segments — but, it must be noted that the loan portfolios
are structured differently in relation to the proportion of clients and
outstanding loans for each of the respective segments.

¢ Income: Range : Problem Lending (see alsoseparate Q & A 4.2 and 4.3 re ‘arrears’
and ‘over-indebtedness’):

Debt repayments  Food expenditure
cause problems reduced for loan

My loan repayments are

Income Range /' e than | can afford

KGS within my family repay
MFI Bank | MFI | Bank MFI Bank
< 15,000 36% 40% 46% 47% 25% 28%
15,001 - 20,000 26% 35% 32% 40% 20% 26%
20,001 - 30,000 34% 33% 38% 36% 29% 29%
30,001 - 40,000 29% 31% 44% 42% 24% 27%
> 40,000 40% 35% 44% 39% 23% 21%

0 Loan repayment pressures are higher amongst bank clients in the lowest two
income bands which represent [i] 59% of MFI clients and 47% of bank clients
and [ii] 44% of MFI outstanding loan value and 20% of bank loan value;

0 The levels of problem lending indicators appear broadly similar between MFI
and bank clients in relation to the respective segment — however, the
distribution of the loan portfolios shows that the MFIs have a greater share of
lower income clients.

Distribution : Loan

Income Range / KGS Value
MFI Bank MEFI Bank

Distribution : Clients

< 15,000

15,001 - 20,000 27% 23% 23% 12%
20,001 - 30,000 26% 29% 25% 22%
30,001 - 40,000 8% 11% 9% 15%
> 40,000 8% 15% 22% 42%
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Income : Source : Financial

Net Disposable Average Net Disposable
Income NDI (pre  Outstanding Loan Income NDI (after

Loan) Balance Loan)
MFI | Bank MFI Bank MFI Bank
Regular Monthly 11,800 | 13,200 | 42,614 | 81,600 | 6,700 6,200

Own Business 14,400 | 21,000 | 60,724 | 159,300 | 7,300 7,900
Other 12,600 | 15,100 | 41,596 | 73,300 7,100 7,600

0 The impact of higher loan leverage by bank borrowers is reflected in the similar
levels of net disposable income of MFI and bank clients;

0 The market propositions of these types of institutions are clearly different — yet
there is a high overlap (about 60-65%) of clients in the mid-range of incomes.
This would suggest that there are different service and delivery propositions
which attract different client segments (but these are not reflected in the
traditional demographic characteristics).

Income : Source : Problem Lending

My loan repayments  Debt repayments Food expenditure
are more than | can cause problems reduced for loan
afford within my family repay
MFI | Bank MFI MFI Bank MFI
Regular Monthly 29% 30% 37% 37% 21% 23%
Own Business 34% 36% 41% 41% 24% 26%
Other 36% 42% 43% 48% 32% 37%

o Despite the higher leverage amongst bank borrowers, these indicators of
problem lending again show similar levels between MFI and bank clients in the
respective income source category;

o0 However, such characteristics relate only to those clients who ‘recognise’, or
admit to, their financial problems. The risk categorisation assessment (see Q &
A 4.1 and Attachment 2).

Loan Type : Financial

Note: Distribution of borrowers by largest product types: MFI Group 43%, Individual
43%, and Bank Individual 70%b, Business 17%) (See also Q & A 1.6 re product type).

Net Disposable Income Average Outstanding Net Disposable Income

NDI (pre Loan) Loan Balance NDI (after Loan)

MEFI Bank MFI Bank MFI Bank
Group 12,500 13,200 48,400 | 42,600 | 6,700 7,400
Business 15,500 25,200 93,300 | 210,800 | 5,800 8,400
Individual 13,100 15,800 54,800 | 106,600 | 6,900 6,700

Agricultural | 12,000 18,000 49,900 [ 150,700 | 7,400 5,900
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o0 Group lending is a small portfolio for the banks, representing only 9% of

clients;
o0 The significantly higher leverage of bank clients is shown throughout the other

products.

e LoanType:ProblemLending (see also separate Q & A 4.2 re ‘arrears’)

Food expenditure

My loan repayments

are more than | can 2232;95:‘1)%2?2;5 reduced for loan
e within my family repay

MFI Bank MFI | Bank MFI Bank
Group 30% 39% 42% 41% 24% 23%
Business 39% 37% 37% 45% 18% 27%
Individual 32% 33% 38% 40% 26% 26%
Agricultural 26% 50% 31% 56% 30% 45%

o0 Despite the higher leverage, the perceptions of loan repayment difficulty are
similar for both MFI and bank clients;

o However, the adverse social impact of indebtedness upon the family is more
strongly recognised by bank clients. Nevertheless, clients of both MFIs and
banks demonstrate a high level of domestic pressure (even within the group
loan product) which cannot be reflected by the external reporting of lending

performance by lending institutions.

e Multiple Lenders: Financial
This relates to the current number of lenders used in the last two years by a borrower.

The overwhelming majority remain within either MFIs or banks, rather than using
both types of institution.

Net Disposable Income | Average Outstanding Net Disposable Income

NDI (pre Loan) Loan Balance NDI (after Loan)
MFI | Bank | MFI Bank MFI Bank
One
lender 12,500 16,700 | 44,600 110,400 | 6,900 6,800
Twoor
more 15,000 18,500 | 75,900 161,600 | 7,300 7,300

0 The use of multiple lenders appears to relate directly to higher outstanding loan

balances;
0 Although incomes (pre loan) are higher, net disposable incomes (after loan

costs) result in minimal differences between MFIs and banks
0 Again, the higher leverage of the bank clients relates a greater sensitivity of this

portfolio to any adverse economic change.

e Multiple Lenders : Problem Lending (see also separate Q & A 4.2 re ‘arrears’ and 2.8
re ‘former borrowers’):
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My loan repayments
are more than | can

Food expenditure
reduced for loan

Debt repayments

afford cause problems rena
within my family pay
MFI Bank | MFI | Bank MFI Bank
One lender 31% 36% 39% 40% 21% 24%
Two or more 38% 32% 44% 43% 34% 36%

0 The multiple borrowers with MFIs show a greater recognition of debt
repayment problems than those with the banks;

0 Both multiple MFI and bank clients show much higher levels of reduction in
food expenditure.

e Savings: Financial

Note: The level of savings with a financial institution is relatively low. The following
table relates to other, informal savings. See separate Q & A 4.8 for further review of

savings.
Net Disposable Average Net Disposable
Income NDI (pre Outstanding Loan | Income NDI (after
Loan) Balance Loan)
MFI Bank MFI Bank | MFI Bank
‘Other’ savings 14,100 18,500 | 53,500 | 135,800 | 7,800 7,700
Non-Savers 12,700 16,500 | 50,900 | 113,100 | 6,600 6,800

0 The proportion of clients undertaking ‘informal’ savings is similar for MFI
clients (29%) and bank (32%0);

0 Both institutions show that ‘savers’ have a slightly higher level of net disposable
income than ‘non-savers’. However, the differential between MFI and bank
clients is eroded by the costs of higher loan amounts.

e Savings:Problem Lending (see also separate Q & A 4.8)

My loan repayments
are more than | can

Food expenditure
reduced for loan

Debt repayments

afford cause problems rena
within my family pay
MFI Bank MFI | Bank MFI Bank
‘Other’ savings 25% 28% 28% 29% 24% 23%
Non-Savers 35% 39% 45% 46% 24% 28%

o It may ‘intuitively’ be suggested that those clients with savings may have a
stronger budgetary disciple than the ‘non-savers’;
0 This is reflected in higher levels of ‘problem’ recognition by the ‘non-savers’.
3.3 Do thesurveyresponses indicate credit standards or criteria?

(See also Q & A 7.4 re ““Do lenders understand the borrower’s financial position*)
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Banks provide higher loans and higher leverage ratios than those taken by MFI borrowers—
the leverage ratios are highest amongst the lowest income g roups — leverage ratios across

higher income segments (above KGS 20,000) are maintained at similar average levels.

The survey responses show the substantive differences in the leverage of MFI and bank clients.
Whilst other reviews show the recognition by the borrowers of their capacity to manage their
debt levels and loan repayments, the following tables demonstrate some characteristics of the

relationship of debt to income.

e The level of debt repayments may be considered in relation to household income:

Household and Utility
costs as % of Household

Income

Loan Repayment as %

of Household Income

Total Committed
Expenditures as % of
Household Income

MFI Bank MFI Bank MFI Bank
City 46% 44% 24% 34% 70% 79%
Rural 41% 38% 29% 35% 70% 72%

0 The overall impact of higher leverage is greater upon city bank clients

e These aggregate figures reflect a range of committed expenditures across the income

ranges:

Household and Utility Loan Repayment as

Loan Repayment as
% of Net Disposable

costs as % of % of Total Income (pre loan
Household Income Household Income
repayments)

MFI Bank MFI | Bank MFI Bank
< 15,000 55% 57% 37% 43% 83% 99%
15,001 - 20,000 51% 50% 28% 37% 57% 74%
20,001 - 30,000 44% 45% 22% 30% 40% 56%
30,001 - 40,000 44% 44% 21% 31% 37% 56%
> 40,000 32% 33% 21% 32% 32% 48%

0 This table presents some critical perspectives of the credit risk process, based on
the quantitative financial positions reported by borrowers;

0 The relative cost of basic household essentials is much greater, in real terms, for
the lower income households. Whilst the nominal loan amounts to lower
incomes are less, the real cost of loan repayments, in relation to available net
disposable income, is significantly higher for low income groups (as shown in
the final two columns of the above table);

0 32% of MFI clients and 22% of bank clients are in the lowest income segment.

e Thereis a wide range in the distribution of the level of repayments as a percentage of
household income which show the higher levels of amongst bank and lowest income

clients:
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Loan Repayments as % of Household Income

% of borrowers

<10% 11-20%  21-30% | 31-40% >40%
MFI : Total 14% 31% 22% 13% 20%
Bank : Total 9% 25% 20% 16% 30%
Income Segment
MFI : <15,000 7% 19% 20% 20% 34%
Bank : <15,000 4% 15% 17% 24% 41%
MPFI : 15-20,000 10% 30% 32% 10% 18%
Bank : 15-20,000 6% 24% 27% 15% 29%

0 The loanrepayment leverage of low incomes is extremely high. In relation to
the lowest income group (up to KGS 15,000), 54% of MFI clients and 65% of
bank clients have loan repayments greater than 30% of monthly household
income.

e Itis not known if the lending institutions relate affordability to total household
income, or net disposable income (after application of standard expenditure guidelines)
—or if the borrowers provide the lending institutions with other [‘more acceptable’]
budgetary figures. Survey respondents were asked “When | drew my last loan, the
lender knew what | could afford”

= 87% of the lowest income agreed, compared with over 90% of incomes
over KGS 30,000;
= 74% of those with loan arrears agreed,
= 83% of ‘other income’ sources agreed, compared with 89% by ‘own
business’.
0 These responses suggest that the lending process was transparent for the large
majority of borrowers and that relevant information was provided.

3.4 Doesthe loan process adequately reflect the impact of basic c ost-of-living
expenditures?

Household expenditures increase in relation to increasing incomes (but at a lesser
growth rate) — the proportionate cost of basic household needs is much higher for low
income households — together with higher proportionate loan costs, the low income
clients are left with minimal net disposable income — certain borrower segments reflect
hig her-than-average expenditure levels in higher debt repayment problems —
expenditure levels on utility costs appearto be relatively low.

The above responses demonstrate the range of leverage ratios which are dominated by the cost
of household essentials and the loan repayments in relation to income.

National Statistics indicate that the average cost-of-living per person is estimated at KGS 4,300
per month. This may be contrasted with the survey responses which indicate an overall
average expenditure of KGS 2,750 (including utilities) per person. This is a significant
difference, even allowing for inevitable differences in which expenditure items are included.

e Against this estimated national statistics level, which implies an average household
monthly cost of about KGS17,000,
0 about 30% of borrowers would have a household income less than the
estimated cost-of-living requirement;
0 about 80-85% of borrowers report expenditure levels (including utilities) less
than the national estimate.
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e The overall average expenditure by borrowers of essential household needs and utilities
in KGS 11,600

o Within this monthly expenditure, utilities (gas, electricity, water, garbage
collection) averages KGS 1,200. Local experience will review this level to
determine If it reflects a reasonable monthly average, assess the extent to which
this may increase in the colder months. However, it seems that any revision
would be likely to increase this cost and would adversely impact further on the
level of net disposable income;

0 Suchexpenditures vary significantly in relation to different client portfolios:

Income Problem Repayment : Location : KGS
KGS

< 15,000 Arrears 11,100  MFI - City | 11,700

15,001 - 20,000 9,700 Lender 12,400 | Bank- City | 13,900
Refusal

20,001 - 30,000 12200 | Repayment | ., o459 | Rural-MFI| 8800
Difficulty

30,001 - 40,000 16,500 | BXpenditure |\ o200 | piral- Bank | 10,600
>75% Income

> 40,000 23,400 Remainder 10,600 Urban - All 9,600

= Significantly different expenditure levels for the varying income
segments. What ‘standard expenditure cost’ guidelines are used by the
lending institutions to assess the affordability of loan commitments? —
or to validate the budget figures presented by the borrower?;

= Problem repayment segments suggest that there may be opportunities
for improved budget economies to be made by some clients with
financial pressures. It may be noted that those with no indication of
financial pressure (the ‘remainder’ segment) have the lowest levels of
expenditures — which may suggest that they exercise the strongest
budgetary disciplines;

= The locations show substantial variations in expenditure levels. Again,
this suggests the need for a continuing review of comparative
expenditure levels and trends — and the maintenance of appropriate
guidelines / standards in the assessment of credit applications.

e The level of utility costs shows less variation between the client segments than
household expenditure, but does increase in relation to income. There is no difference
in this type of expenditure between MFI and bank clients. A monthly cost of about
KGS 750 for the lowest income segment increases to KGS 2,250 for the highest
income:

0 This represents only about 5% of household income (compared with about
15% in BiH);

0 The survey was undertaken in September / October 2013 and this utility cost
may reflect summer, rather winter, usage levels. However, this utility cost
appears to be very low and any increase to reflect higher winter usage would
have a significant and disproportionate impact upon the net disposable incomes
of the lowest income groups.
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3.5 Howdoeslendingto ‘own business’ clients compare between MFIs and banks?
Similar distribution across trade sectors by both MFls and banks — significant overlap of
MFIs and banks in relation to income levels, although MFIs have a greater support of
lower income clients — banks provide larger loan amounts than MFls and allow higher
leverage in repayment levels.

e Assignificant proportion of lending by both MFIs and banks is undertaken to ‘own
business’ clients
0 MFI : 46% in city locations; 56% in rural locations; about 50-55% in urban
locations;
0 Bank: 48% in city locations; 60% in rural locations; about 50-55% in urban
locations.
e Thereis also a great similarity in the trade sectors which are supported:

Food Building
Manufacture . Retail | Engineering - Service | Agriculture
Production
Property
MFI 3% 4% 52% 2% 3% 14% 26%
Bank 4% 6% 49% 4% 4% 14% 26%

0 The two dominant trade segments, agriculture and retail, are characterised by
quite different trading characteristics — the seasonal cash flow dynamics of
agriculture — and the lower entry-barriers and generally shorter-term trading
cycles of the retail sector.

e Thereis also a significant level of ‘overlap’ across the clients of MFIs and banks in
relation to the level of household income (as a general proxy for the scale of the
underlying business activity):

Household Income of ‘Own Business’ Borrowers : KGS
15,001 - 20,001 - 30,001 -

%o of borrowers

<15,000 55 000 30,000 | 40000 > 40:000
MFI 29% 271% 26% 9% 9%
Bank 16% 21% 30% 14% 19%

0 The average incomes for these ‘own business’ clients are [a] MFI KGS 25,100
and [b] Bank KGS 34,200;
Whilst the MFIs show a greater inclusion of lower income businesses and

banks, in contrast, have a greater share of high incomes, there is a significant
overlap in the mid-range incomes (KGS 15,001 - 40,000) of 62% of MFI and
65% bank borrowers.

(0]

e However, the product structure to deliver this lending differs substantially between

MFIs and banks:

Type of Loan to ‘Own

BRI Group Business Individual Agricultural
MFI 49% 15% 37% 5%
Bank 6% 26% 68% 4%
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0 These represent quite different service and delivery propositions by the lender
and different levels of flexibility to the borrower:
= group loans are generally less responsive to individual needs;
= the inflexibility of the fixed repayment cash-flow structures of these
loans is unlikely to be consistent with trading cash flows and business
cycles of many ‘own business’ clients.
0 The underlying business case structures for each product will have different
dynamics and impact the performance, skill base and flexibility of the different
types of institution.

e The differences between the lending propositions of MFIs and banks are shown starkly
in the levels of outstanding loan balance reported by survey respondents:

Outstanding Loan Balance of ‘Own Business’ Borrowers : KGS

(0) - - -

Yo of borrowers < 15,000 135(,)000010 35060(?010 igé)(())éo > 100,000
MFI 20% 27% 24% 17% 11%
Bank 11% 20% 22% 17% 29%

0 This results in substantial differences in the average outstanding loan balances :
MFI average of KGS 60,700 and Bank average of KGS 159,300;

o0 Thereis againan ‘overlap’ of mid-range loan amounts between KGS 15,001 -
100,000 of MFI 68% of clients and bank 59% of clients.

e However, this higher level of lending by the banks is directly reflected in the higher
leverage of loan repayments in relation to income:

Loan Repayment as % of Household Income : ‘Own Business’

% of borrowers Borrowers

<10% 11-20% 21-30% | 31-40% >40%
MFI 11% 29% 22% 14% 24%
Bank 9% 22% 19% 15% 36%

0 This appears to represent some significant differences (at the extreme) in the
market position and trading practices of the MFIs and banks;

0 Nevertheless, there remains a significant level of overlap in the portfolio
structures of the two types of institution;

o It may be noted above that there were considerable similarities in the profiles of
location and trade sector exposures.

4. RISKPROFILE AND PERFORMANCE
4.1 What proportion of borrowers are over-indebted?

About 30-40% of borrowers recognise that they have debt repayment problems — a
significant proportion of other borrowers (a further 30+%) have committed expenditure of
more than 75% of income and thereby with a low capacity to meet other e xpenditure
needs and exceptional payments— financial support is provided to a significant minority
by family and friends - risk categorisation indicates that only about 10% of borrowers are
in a strong financial position after loan costs.
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Loan arrears are low (about 2%) and 93% of borrowers respond that they “feel in
control of their financial situation”. It is necessary, therefore, to consider alternative
indicators of ‘over-indebtedness’ which may include :
o Actions by the borrower to enable loan repayments which would be unlikely to
be part of the original credit proposition;
o0 Acknowledgement/recognition by the borrower that debt repayment problems
exist;
o Financial constraints which indicate that the borrower has minimal capacity to
meet living costs beyond household essentials, utilities and loan repayment.

‘Actions by the borrower to enable loan repayments which would be unlikely to be
part of the original credit proposition’ may be considered in relation to certain major
borrower segments:

Reduced

Loan from Frflgnmdiic’yor foo<_:l AT
Household : . Debt expenditure work to

Income L Blole Refinance to make make loan

friends money to loan -

repay loan pay ®

repayments

< 15,000 15% 17% 2% 26% 26%
15,001 - 20,000 11% 9% 4% 21% 21%
20,001 - 30,000 9% 7% 5% 27% 23%
30,001 - 40,000 9% 11% 4% 26% 22%
> 40,000 6% 11% 4% 21% 24%

0 The involvement of family to make payments suggests the pressure on the
borrower. However, it may be suggested that the scale of such support may be
limited as those other family members need also to meet their own expenditure;

o0 Actions such as reduced food expenditure or additional work are relatively easy
actions for ‘self-help’ by the borrower and reflect the financial constraints being
experienced.

‘Acknowledgement / recognition by the borrower that debt repayment problems exist’

Debt Itis I would like
My loan difficult to help to
repayments
Household | repayments caLse resolve resolve debt
Income borrowed are more roblems debt problems
too much  than | can prob problems with my
within my . .
afford famil with my lending
y lender institution
< 15,000 38% 37% 47% 50% 33%
15,001 - 20,000 39% 30% 35% 41% 28%
20,001 - 30,000 37% 33% 36% 42% 26%
30,001 - 40,000 36% 30% 42% 34% 23%
> 40,000 43% 37% 41% 40% 30%

0 These responses suggest an underlying acknowledgement of financial / budget
constraints by about 30-40% of borrowers and that the debt repayment
commitments are having an adverse impact upon lifestyle;
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0 The recognition of the need for external support in resolving repayment
difficulties also reflects an inability to identify a constructive way forward from
current financial pressures.

¢ ‘Financial constraints which indicate that the borrower has minimal capacity to meet
living costs beyond household essentials, utilities and loan repayment’

Net
Housenold " E PO | e montily e
Household Income and Utility inC(I)Ome (ore | Repayment disposable incgme or
Expenditure P pay Income P
loan) person
(post loan)
< 15,000 6,600 5,200 4,600 | 600 150
15,001 — 20,000 9,700 9,300 6,000 | 3,300 750
20,001 - 30,000 12,200 14,900 7,000 | 7,900 1,700
30,001 — 40,000 16,500 20,700 9,800 | 10,900 2,300
> 40,000 23,400 48,100 20,000 | 28,100 6,000

0 The available net disposable income is minimal at the lower income levels;

0 The average loan term for the lower income segments is about 16 months;

0 The net disposable income for the two lowest income segments is highly
sensitive to any changes in the real cost of household essentials and the
repayment period of the loan.

The recognition of debt repayment difficulties is shown in the following segments.

Net e S
Income Disposable | Outstanding %':Egﬂg?n I%':E:)gunts'qn
KGS Income (after | Loan KGS Value : Clients :
Loan) KGS

Arrears 25,700 6,300 83,400 2% 2%
Lender Refusal 25,700 5,600 82,200 8% 8%
Repayment

Difficulty 27,300 7,000 102,500 34% 27%
Expenditure

S75% Income 22,300 800 89,000 34% 32%
Remainder 30,200 13,600 60,400 22% 31%

0 The first three segments recognise that they have debt repayment problems and
should, therefore, be considered to be ‘over-indebted’;

0 Those other borrowers whose committed expenditures (household, utilities and
loan) are greater than 75% have not directly acknowledged repayment
pressures. Against such high levels of committed income, and consequent low
levels of net disposable income (particularly amongst the lower income
segments), it may be suggested that a proportion of these borrowers will also be
‘over-indebted’ but have not acknowledged this - and would be unable to

respond to exceptional payment needs or adverse events in their lives.
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e Attachment 2 outlines a process of risk categorisation which identifies the integration
of the quantitative dimensions of expenditure as a % of income with the qualitative
attitudes of individual borrowers to a range of factors of the impact of debt. This
suggests that, after loan repayments, only 10% of all borrowers demonstrate a basis
for confidence of their financial situation (see also Q & A 4.4 for a comparison of risk
categorisation between Kyrgyzstan and Bosnia and Herzegovina).

e The risk categorisation shows the dramatic impact of the level of loan repayments /
leverage upon the risk profile of borrowers:

Distribution of Borrowers

Affordable Concerned Vulnerable | Exposed

(see attachment 2.)
MEI Pre loan payment 33 % 21 % 35 % 11 %
Post loan payment 10 % 5% 34 % 51 %
Bank Pre loan payment 33 % 24 % 32 % 11 %
Post loan payment 9% 5% 27 % 59 %

0 The impact of the loan repayments is to increase significantly the level of
committed expenditures as a percentage of income, thereby leaving less
budgetary surplus to meet other payment needs and other irregular (and
unexpected) costs.

e Because of the particularly high leverage ratios on the lower income borrowers, the risk
categorisation (based on income segments) highlights the greater delicacy of their
financial situation:

RIS 20 e Affordable Concerned Vulnerable | Exposed

(see attachment 2.)

Pre Loan Repayment

< 15,000 21% 21% 42% 16%
15,001 - 20,000 31% 15% 40% 13%
20,001 - 30,000 40% 25% 28% 7%
30,001 - 40,000 41% 21% 32% 7%
> 40,000 50% 28% 17% 6%
Post Loan Repayment

< 15,000 2% 1% 20% 7%
15,001 - 20,000 5% 2% 34% 59%
20,001 - 30,000 14% 7% 38% 41%
30,001 - 40,000 15% 5% 42% 38%
> 40,000 20% 14% 27% 39%

0 The impact of high loan repayment leverage is demonstrated by the transition
levels of the risk categorisation of loan portfolios before, and after, the cost of
loan repayment;

0 This is most starkly shown in the lowest income segments (representing 53% of
borrowers);

o This highlights the significant social implications which arise from the
indebtedness of this sector and the potential impact of, even modest, changes in
the strategy and practice of lenders to these clients.
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4.2  Which factors contribute to over-indebtedness amongst borrowers?

L everage of loan repayments for certain borrower segments is high— borrowers have
different risk appetites and c onfidence to manage their financial commitments— only 10%
have both strong financial capacity and confidence in their financial situation.

e The levels of spending on domestic essentials (excluding utilities) is largely up to about
50% of income, and is similar for borrowers of both MFIs and banks:

Household expenditure as % Household expenditure as % of
Distribution of of Income : MFI Income : Bank

Borrowers < 25% 26-50% > < 25% 26-50% > 50%
50%

< 15,000 6%0 56% 38% 3% 51% 46%
15,001 - 20,000 16% 60% 24% 16% 59% 24%
20,001 - 30,000 20% 60% 20% 20% 57% 24%
30,001 - 40,000 29% 47% 24% 30% 46% 24%
> 40,000 45% 43% 12% 39% 45% 16%

0 This table suggests that there may be some opportunity for budgetary
economies to be achieved by the mid-range income segments (affecting about

20-25% of those borrower groups);

o However, the higher impact of basic living costs upon the lowest income
segment is again clear and emphasises further their vulnerability to any adverse
changes in the real cost-of-living;

0 The earlier analysisidentified that low income borrowers are spending much
less than the national estimate for household essentials and this limits the
potential for further budget economies by the lowest income group.

e This commitment of basic regular expenditures is further reflected in the range of loan
payments in relation to income.

Loan repayments as % of Income :  Loan repayments as % of

Distribution of MFI Income : Bank
Borrowers < 20% 21- > 30% < 20% 21- > 30%
30% 30%
< 15,000 26% 20% 54% 19% 17% 64%
15,001 - 20,000 40% 32% 28% 30% 27% 43%
20,001 - 30,000 63% 15% 22% 45% 19% 36%
30,001 - 40,000 61% 26% 23% 43% 17% 40%
> 40,000 60% 17% 23% 39% 16% 45%

0 This table highlights the higher financial exposure of the loan support being
provided to lower income segments;

0 Together with the underlying greater proportion of income required for basic
living needs, these two tables highlight the challenges and pressures of financial
inclusion of marginal income / credit clients.

e The relative scale of loan repayments is shown strongly in relation to net disposable
income and the residual levels of net disposable income:
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MFI Bank
Net Income Loan . INet Nt Loan in?cfr;e
loan) repayment  income Income repayment (post
(pre as % of  (post loan) (pre loan) |as % of net P
KGS . . loan)
net income KGS KGS income KGS
< 15,000 5,200 83% | 900 5,300 99% | 0
15,001 -
20,000 9,300 57% | 4,000 9,500 74% | 2,400
20,001 -
30,000 15,100 40% | 9,100 14,800 56% | 6,600
30,001 -
40,000 20,600 37% | 13,000 20,900 56% | 9,300
> 40,000 45,600 32% | 31,100 49,600 48% | 25,900

0 By contrast with the previous comparison of repayments with household

income (the normal credit assessment methodology), this table highlights the
disproportionate impact of basic household expenditures upon the lowest
income segment — and thereby, the dramatically different impact of loan
repayments upon those clients (which is otherwise somewhat distorted if
considered only against household income).

However, ‘Problem Lending’ cannot be linked exclusively to quantitative financial
characteristics. Borrowers have a range of individual and different risk appetites,
together with varying concerns about their capacity to manage debt;

A process of risk categorisation is outlined in Attachment 2 which integrates the

quantitative dimensions of financial capacity (expenditures (pre and post loan

payments) as a percentage of income, with the qualitative dimensions of risk (based
upon the responses to a range of questions reflecting the level of pressure being

experienced by the borrower;
The risk categorisation and the expenditure tables (above) highlight the interaction of
factors in any assessment of ‘over-indebtedness’;

Asshown in Q & A 4.1 (above), the risk categorisation framework shows the dramatic
impact of the level of loan repayments upon the risk profile of borrowers:

Distribution of Borrowers

Affordable Concerned

Vulnerable

Exposed

(see Attachment 2.)

MEI Pre loan payment 33 % 21 % 35 % 11%
Post loan payment 10 % 5% 34 % 51 %
Bank Pre loan payment 33 % 24 % 32 % 11 %
Post loan payment 9% 5% 27 % 59 %

0 The impact of the loan repayments is to increase significantly the level of

committed expenditures as a percentage of income, thereby leaving less
budgetary surplus to meet other payment needs and other periodic (and
unexpected) costs.
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e This distribution may be compared with that identified by borrowers in Bosnia and
Herzegovina*

D'Sg étéu;\lt?:g :gn? gr:{ (;Y\)/ers Affordable Concerned Vulnerable | Exposed
MFI Kyrgyzstan 33 % 21 % 35 % 11 %

Pre loan BiH 36% 15% 26% 23%
Bank Kyrgyzstan 33 % 24 % 32% 11 %

Pre loan BiH 39% 14% 26% 21%

0 The comparison of the structure of the risk profiles suggests a slightly

favourable position across the borrowers in Kyrgyzstan, with a greater
emphasis in Bosnia to the ‘exposed’ segment.

e However, the levels of loan repayments as a percentage of income are much higher in

Kyrgyzstan than was reported in Bosnia and Herzegovina:

o Kyrgyzstan

0 Bosnia and Herzegovina

MFI  26%
MFI  13%

Bank 34%
Bank 16%o.

e The effect of these higher leverage ratios within Kyrgyzstan lending has a direct and
substantive impact upon the structure and distribution of the comparative risk profiles.

= 'sgézuxtotz:rrn?:r:tr %\f\)'e 5 Affordable Concerned Vulnerable | Exposed
MFI Kyrgyzstan 10 % 5% 34 % 51 %

Post loan BiH 20% 16% 24% 41%
Bank Kyrgyzstan 9 % 5% 27 % 59 %

Post loan BiH 24% 11% 20% 44%

0 The level of repayments in Kyrgyzstan has caused a greater increase in the risk

profile of the loan portfolios of both MFIs and banks;

0 The average repayment periods in Bosnia are longer and there has been a
greater level of refinance / restructure of loan indebtedness.

e Whilst it is inappropriate to make disproportionate comparisons between quite

different countries (with different economies, purchasing powers and different histories

of the lending industries), it may be interesting to compare the impact of household

essential and utility costs, and loan costs, in relation to available income.

11 Risk Categorisation : Comparison of Kyrgyzstanand Bosnia and Herzegovina. The calculation of the quantitative
assessment (expenditures as a percentage of income)were fully consistentinthe riskanalyses of both countries. There

were some differencesinthe structure ofthe qualitative assessment. However, the core of this assessment was similar and

itis notconsideredto have a material impact uponthe conclusions beingdrawnin this review.
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Household &
Utility Costs as
% Income

Kyrgyzstan- gy gam ‘Kyrgyz BiH KYroyz gy Kyroys gy

Loan Repayment  Distribution of
as % Income Clients

Income Ranges
All Borrowers

KGS stan stan tan

(<<t5s’g%%0) (:Uégggo) 56% | 67% | 39% | 23% | 28% | 26%
1,001 - 1,500
15,001 - 20,000 | (US$700- | 51% | 59% | 32% | 17% | 25% | 24%
(US$300-400) 1000)
1501 - 2,000
20,001 - 30,000 | (US$1000- | 45% | 46% | 26% | 14% | 27% | 24%
(US$400-600) 1400)
2.001 - 2,500
30,001 -40,000 | (US$1400- | 44% | 41% | 26% | 12% | 9% | 14%
(US$600-800) 1750)
;ﬁ%gggo) (>G§é51g%0) 33% | 34% | 28% | 11% | 11% | 12%

0 The distribution of clients in relation to the respective income bands is similar

0 The levels of domestic expenditure are similar at the higher levels of income;

o However, the impact of loan costs upon the available net disposable income is
significantly different.

e Whilst it is inappropriate to draw strong conclusions from two different countries, it is
interesting, nonetheless, to note the similarity in household expenditures, as a
percentage of available income. (In each country, the distribution of these income
bands spans the average income — Kyrgyzstan: about KGS 21,000 per household; and
Bosnia and Herzegovina: about BAM 1,650 per household.

0 This suggests that borrowers in Kyrgyzstan do not create any systemic over-
indebtedness as a result of their levels of domestic expenditure. This is based
upon this broad comparison with Bosnia and Herzegovina. A separate analysis
is shown below to identify the scale of those clients who appear to have
disproportionate levels of domestic expenditure;

0 This comparative analysis identifies quite different structures in the
comparative loan product and lending propositions in the two countries. This
will be considered (below) in relation to the potential opportunities for loan
refinance for problem lending situations.

4.3 Whyare loanarrears solow?

Strong financial support from informal lending and family/ friends — self-help initiatives
by the borrower and family by additional work and reductions of food expenditure

e Loan arrears relate to about 2% of clients (see also Q & A 4.5);

e The highest levels of loan arrears occur amongst clients in the following borrower sub-
segments:
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Segment Sub-Segment arrears % of sub-segment

e Loan Purpose Property 5%
e Loan Type Agricultural loan by MFI 5%
e Multiple lenders in last 2 years MFI borrowers 5%
e Multiple lenders in last 2 years Bank borrowers 5%
e Trade Sector Unallocated 5%

e Borrowers undertake actions to enable loan repayments to be made:

Friends or Reduced o
Loan from family Sale of food Add|t||<onal
family or provided a major expenditure Wﬁr Ito
friends money to asset  tomake loan MaKeloan
repayments
repay loan repayments
Arrears 23% 29% 16% 47% 37%
Lender Refusal 21% 16% 6% 32% 32%
Repayment
Difficulty 15% 19% 6% 32% 35%
Expenditure >75%
Income 10% 7% 3% 19% 18%
Remainder 5% 6% 3% 20% 15%

0 Borrowers with problem repayments clearly make some significant actions in
order to maintain their debt obligations and avoid loan arrears;

0 The strong support from family is evident but it may be suggested that the scale
of this support will be limited because of the family’s own commitments;

0 The level of actions which are being undertaken by family are less than the
broad levels of 30-40% of borrowers who acknowledge that they have debt
repayment problems.

e The levels of support of loans by family is greater in rural locations;

e Many borrowers may wish to borrow again and therefore need to maintain an
acceptable history of credit performance:

| need to

continue to Compared with My household

Loans More

than two 12 months ago, expenses have

Improve the loans in b_orro_w @ current loans risen faster than
_qua.lllty of the last malnta_ln e are the same or income in the last
life : Agree t my family and | hiah 6 ths - A

WO years live : Agree igher months : Agree
City : MFI 67% 39% 30% 63% 50%
City : Bank 6690 40% 26% 60% 47%
Rural : MFI 76% 51% 38% 66% 62%
Rural : Bank 82% 46% 37% 73% 69%
Urban: All 78% 45% 25% 47% 39%

0 The above table shows a substantive underlying demand for a continuation of
access to borrowing.
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4.4 Do borrowers who move between lenders have a different risk profile?

Almost 25% of borrowers have used two or more lenders in the last two years — this client
segment shows a higher risk profile (both MFIs and banks) than those clients who remain
with a single lender.

e During the last two years, the movement between lenders by current borrowers is:
0 MFI  78% with single lender; 22% with two or more lenders
o Bank 77% with single lender; 23% with two or more lenders

e The income, expenditure and borrowing profiles of these different borrower segments
are shown in the following table:

0 This segmentation indicates that mobility between lenders (during the last two
years) appears to be linked directly with a need for higher borrowings:

Household Net

and Utility Replé(;/arrr:ents Disposable Outzg:lanndlng
Costs Income

MFI : One
Lender 23,100 10,600 5,600 | 6,900 44,600
MFI : Twoor
more 25,800 10,800 7,700 | 7,300 75,900
Bank : One
Lender 29,200 12,500 10,000 | 6,700 110,400
Bank : Twoor
more 31,800 13,300 11,200 | 7,300 161,600

e The basic risk characteristics of these segments shows the varying recognition of higher
financial pressures being experienced by the ‘multiple’ segment:

Debt Reduced
Multiple I My loan repayments food Additional
P repayments cause expenditure | work to
last two years too much are more than problems to make make loan
I can afford within my loan repayments
family repayments
MFI : One
Lender 36% 31% 39% 21% 21%
MFI : Twoor
more 43% 38% 44% 34% 34%
Bank : One
Lender 40% 36% 40% 24% 23%
Bank : Two
or more 44% 32% 43% 36% 30%

0 The perception of repayment affordability by ‘multiple’ bank clients appears
inconsistent with their other responses. This may suggest either a higher risk
acceptance / tolerance by this segment, or a greater optimism.
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e However, the profile based upon the risk categorisation profile suggests that there is
little overall difference between the risk structure of ‘single’ and ‘multiple’ borrower
segments — although, of course, the individual risk exposures (outstanding loan
amount) of the ‘multiple’ clients is higher.

Distribution of Borrowers
(see Attachment 2.)

Affordable Concerned Vulnerable | Exposed

MEI Sing_le lender 10% 5% 34% 51%
Multiple lender 8% 8% 34% 51%
Bank Single lender 10% 4% 27% 59%
Multiple lender 6% 6% 30% 58%

O Risk categorisation is based upon an expenditure . income ratio including loan
repayments

4.5 Do borrowers with arrears show any particular characteristics?
Loanarrears is only 2% of borrowers— five client sub-segments show higher loan arrears
of 5% - loan arrears clients have received relatively strong support from family and show
higher use of informal lending sources.

e The overall level of loan arrears is low at 2% of borrowers (see also Q & A 4.3);

e Within this level of loan arrears the sub-segments of borrowers which show the highest
level of loan arrears — all at 5% of borrowers:

% relates .
to Reflrcl)r:mce, Re:;l;sal My loan Food spcl> égg)mhgve
o o n of debts  for loan additional
within the Utility during the in last more than | reduced to work to
sub- Payments Iastglz 12 | can make loan make loan
segment afford repayments
(italics) months months repayments
Loan Type
Agricultur 11% 16% 13% 26% 30% 25%
al Loan
Loan
Purpose : 4% 6% 9% 33% 31% 29%
Property
Trade
Sector : 0% 7% 13% 21% 20% 25%
Other
Multiple
I/_\f//r-l'??wo 7% 6% 10% 38% 34% 34%
or more
Multiple
e | 7% 7% 13% 32% 36% 30%
or more
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o0 Each of the multiple lender segments and the property segment represent about
119% of borrowers; the other two segments account each for only about 2% of
borrowers;

0 At loanarrears of 4%, the major borrower sub-segments are : age (16-25); loan
purpose (other business needs); and region (Bishkek).

e Those borrowers with ‘recognised’ loan problems show that they have already
undertaken independent actions to generate funds to enable them (by implication) to
either support their lifestyles or make loan repayments (or both):

| (or my
spouse) have
taken
additional

Friends

Refinance, or Food
Loan or

% relates to consolidation = expenditure

proportion of plols HOE il of debts has been

Friends | from | provided

Chensn | or | Retaier | money  RONe SO worco
g Family to repay make loan
months repayments
my loan repayments
Arrears 23% 10% 29% 27% 47% 37%
Lender Refusal 21% 16% 16% 7% 32% 32%
Repayment o o o o o o
Difficulty 15% 7% 19% 4% 32% 35%
E;gg;‘}'gggfne 10% | 5% 7% 2% 19% 18%
Remainder 5% 4% 6% 2% 20% 15%

0 The level of arrears in Kyrgyzstan (2%) was much lower than in BiH (9%) but
many of the debtor actions reflect very similar levels:

Food I (or my

Friends or ~ Refinance, or .
expenditur spouse) have

family consolidation

%o relates to
. Loan from Loan : e has been taken
Elrigﬁ?srevoi?h?rf Friends or from rrilr(?r:/eldet% dS:iﬂEbttﬁe reduced to = additional
each seament Family  Retailer rena ym Iastg12 make loan work to
g F:ogn y months repayment make loan
S repayments
Kyrgyzstan 23% 10% 29% 27% 47% 37%
BiH 27% 17% 25%12 25% 49% 39%

0 The level of support from families seems to be reasonably strong and is, of
course, dependent upon their own financial capacity (nonetheless this is
probably a finite, and probably short-term, resource);

0 The budget improvement actions (food expenditure and additional work) for
arrears clients are very similar to those undertaken in BiH.

4.6 Do borrowers who undertake loan refinance have particular characteristics?

Refinance of debt relates to only about 4% of borrowers— refinance occurs most
frequently (not surprisingly) amongst those borrowers who recognise thatthey have debt

12 BiH : Friends and Family provided funds to make loan repayment” : relatesto payments under a guarantee
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problems — an extension of repayment periods would have significant and favourable
impact upon the budget position of many households which have repayment pressures.

e The level of refinance amongst all borrowers is low at 4%;

e The sub-segments of borrowers which report the highest level of loan refinance are
shown in the following table. (The proportion of sub-segment refinance is shown after
the segment description).

| (or my
(ﬁl(abtilsmt,\cl)) Refusal by My loan Food spouse) have
proportion o Loen Uiy ST peymes spendngtes en
refinance clients Arrears Arrears
within the sub- last 12 than | can to make loan work to make
S months afford repayment loan
repayment
Problem
lending: na 9% 43% 46% 47% 37%
Arrears.:27%
Loan type :
Agricultural 5% 11% 13% 26% 30% 25%
16%
Trade Sector :
égig/f/ing o 4% 3% 15% 45% 24% 24%
Property
Income
Z;e,?/t‘%% " 4% 2% 17% 42% 37% 38%
9%
Loan Type:
Bank Group : 1% 9% 13% 39% 23% 25%
9%

0 These ‘refinance’ borrowers show higher risk profile characteristics;

o The overall level of refinance is the same in both MFIs and banks, and is
minimal for the lowest income borrowers.

o Despite the low level of refinance arrangements amongst borrowers, certain borrower
segments show characteristics which may suggest an opportunity to extend the use of
refinance and improve debt affordability by the client. This may be initially related to
those borrowers who recognise their financial difficulties and that ““loan repayments
are more than can be afforded™.

0 Their net income (prior to loan repayments) is KGS 16,100, representing 60%
of household income - compared with an overall average of KGS19,600 and

65% of income by borrowers with no immediate payment pressures;

0 Their average loan repayments as a percentage of income are 33%, compared
with 20% for those clients who are confident about their financial situation

0 The average outstanding loan of ‘problem’ segment is KGS 102,500 over an
average loan period of 22 months;
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o If, for example, such ‘problem’ loans were restructured on a basis of
repayments being 25% of household income — based on an acknowledgment
that the borrower has recognised the problem situation and 80% of such
situations have been with a single lender over the last two years:

= Monthly loan repayments would reduce, on average, from KGS 9,100
to KGS 6,800;

= The remaining period for repayment of outstanding indebtedness would
increase from 11 months to 15 months;

= The average net income (after loan costs) would increase by 32% from
KGS 7,000 to KGS 9,300.

4.7  Which borrower segments showa higher risk profile?

Mayjor risk segment differentiation occurs in [i] income range, [ii] income source, [iii]
recognition/ non-recognition of debt problems, and [iv] mobility between lenders— within
these broad segments, borrower sub-segments with the highest risk c haracteristics involve
uncertain income frequency, borrowers who have been refused a loan by a lendéer,
agricultural loan products (not generic lending to agriculture), and borrowers who c hange
lendeérs.

e The principal client segments can be dis-aggregated into sub-segments of borrowers;

e The broader borrower segments include regional, income, loan amount, problem loan
repayment, age, trade sector, location, loan purpose, loan type, savings, multiple
lenders, and income frequency. Each of these segments has between four and nine sub-
segments;

e A range of financial, debt management, event and problem recognition characteristics
may be identified to enable the highest and lowest risk profiles to be determined, based
upon the survey responses in relation to:

o Financial:
= Loan arrears;
= Utility arrears;
*= Loan repayment as a percentage of income;
= Total committed expenditures (household, utility and loan) greater than
75% of income;
= Net disposable income as a percentage of income.
o Debt management:
= Loan from family or friends;
» Loans from retailers;
= Loan refinance in last 12 months;
= Level of loanapplications in last 12 months;
» Refusal by lender to approve loan application;
o0 Eventin last six months:
= Loss of job;
= Loss of job by spouse or partner;
= Business activity was unsuccessful.
0 Problem debt recognition by the borrower:
= Borrowed too much;
= Loan repayments more than can be afforded;
= Reduction in food expenditure to meet loan repayments;
= Additional work undertaken to enable loan repayments.

61



e The segments with the highest composite risk exposures involved:
0 Income Frequency : Irregular and not ‘own business’ income ;
0 Loan type : Agricultural loans from both MFI and bank lenders;
0 Problem Repayment : Refusal by lenders for a loan;
o0 Multiple lenders: bank borrowers using two or more lenders in the last two
years.
e The segments with the lowest composite risk involved:
0 Income : Borrowers with incomes over KGS 30,000;
0 Income Frequency : MFI borrowers with regular monthly income — which
overlaps with;
0 Trade Activity: Public Sector employees.

4.8  Arethere differences in the credit profiles of those borrowers who have savings
balances and those who do not?

About 70% of borrowers have no savings with a financial or informal savings
organisation — savings with an informal savings institutions are used more extensively than
with a formal financial institution — the risk profile is higher amongst those with no
savings and those with savings with a financial institution.

e The levels of ‘savers’ amongst borrowers was:

Savings with a Financial

e Other savings Non-Savers
Institution
MFI 8% 28% 72%
Bank 8% 31% 66%

0 A comparison with Bosnia and Herzegovina identified that, in BiH, 27% of
MFI clients and 38% of bank clients had savings with a savings institution;

0 There s, therefore, a substantial similarity between the financial behaviour
across these two markets.

e The financial profile of ‘savers’ is shown in the following table:

Average for each Household Loan Net Outstandin

segment Income  and Utility e —— Disposable Loan g
KGS Costs hay Income

Savings: Fl :

Borrowers 32,200 13,000 10,000 9,200 95,100

Other Savings: MFI | 25,500 11,400 6,300 7,800 53,500

No Savings : MFI 23,000 10,300 6,100 6,600 50,900

Other Savings : Bank | 31,700 13,300 10,700 7,700 135,800

No Savings : Bank 28,800 12,300 9,700 6,800 113,100

0 The ‘other savers’ show, on average, higher incomes (+10%o), higher net
disposable incomes (MFI +17%; bank +13%) and higher borrowings (MFI +
5%; bank +20%) in comparison with the ‘non-savers’.
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e Whilst savings are undertaken by a greater proportion of higher income households,
the use of savings by lower income groups is not at substantially lower levels.

Savings with a Financial

Other Savings

Institution
MFI clients Bank clients | MFI clients  Bank clients
< 15,000 7% 5% 25% 21%
15,001 - 20,000 9% 8% 27% 31%
20,001 - 30,000 8% 6% 29% 33%
30,001 - 40,000 9% 7% 33% 36%
> 40,000 15% 14% 33% 38%

0 The respective savings levels of MFI and bank clients are broadly consistent.

e The stronger financial / budgetary management which may be intuitively implied
amongst the ‘saver’ segment is reflected in their attitudes towards indebtedness:

My loan Debt Reduced -
| repayments repayments foo<_1| Additional
borrowed | are more cause expenditure work to
P TIY perap proplems to make make loan
afford Wlthlq 11\ loan repayments
family repayments
Savings: Fl :
Borrowers 42% 35% 38% 33% 29%
Other Savings : MFI 34% 25% 28% 24% 19%
No Savings : MFI 38% 35% 45% 24% 25%
Other Savings : Bank 36% 28% 29% 23% 14%
No Savings : Bank 44% 39% 46% 28% 30%

0 These responses demonstrate a marked difference in the attitudes of ‘savers’
and ‘non-savers’ to a greater level than may be inferred from the differences in
the quantitative financial situation of each segment;

0 However, the responses of the smaller segment of those who have savings with
a formal financial institution reveal higher risk attitudes which are more similar

to those of ‘non-savers’.

e These higher risk attitudes (‘non-savers’ and ‘Fl savers’) are reflected in other
indicators of financial pressure:

Friends or
family
provided
money to
repay my loan

Informal Loans

My spouse /
partner lost
his/her job

I lost my

Retail
shop

Friends

or family Ij)e

Savings : Fl : Borrowers 12% 3% 14% 10% 12%
Other Savings : MFI 6% 3% 12% 9% 10%
No Savings : MFI 11% 8% 10% 7% 9%
Other Savings : Bank 9% 4% 7% 4% 6%
No Savings : Bank 16% 9% 13% 7% 10%
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0 These responses again suggest that ‘other saver’ segments are generally more
self-reliant in their budgetary situation than the non-savers;

0 Again, the ‘Fl savers’ appear to show a higher risk profile than the ‘other
savers’.

e This apparent anomaly with the ‘FI saver’ segment is also reflected in their attitudes
towards the reputation of the lending institutions (a divergence which is greater than
has been identified by other segmentation analyses).

0 The following table includes, additionally, the perceptions of non-borrowers.
These may be consider to reflect popular opinion which may be influenced by
media comment or the observations of friends in general conversation.

Lending
institutions | Lending  The institutions

LEME(E Ll seek to institutions respond well to

institutions = institutions
act with are

improve  understand  people with

: : the lives of | customers’ lendin
Iy Rl their needs probler%s
clients
Savings: Fl :
Borrowers 76% 78% 72% 75% 63%
Other Savings : MFI 79% 85% 76% 83% 74%
No Savings : MFI 83% 89% 80% 82% 74%
Other Savings : Bank 86% 86% 77% 85% 74%
No Savings : Bank 82% 85% 77% 77% 72%
Non-Borrowers 77% 77% 68% 77% 69%

0 This table provides some interesting shades of contrasting opinion.

» Those ‘FI savers’ have a lower opinion of the lending institutions which
is broadly similar to that of ‘non-borrowers’:

e The terms of such savings are not identified by the survey but
the adverse risk profile of this segment suggests that these
savings may be a part of wider client/ lender negotiation;

e The incidence of ‘FI Savers’ is much higher in city locations
(about 10% of borrowers) and this may reflect a greater ease of
access to branches, in comparison to urban and rural (about
4%).

= The attitudes of ‘MFI Other Saver’ are generally lower than those of the
non-savers. Does this suggest that this segment reflects its greater
financial confidence by having higher expectations of the lending
institutions;

= However, the balance of such attitudes amongst MFI clients is reversed
by the opinions of bank borrowers.

0 The use of ‘other savings’ varies slightly across locations in which rural (both
MFI and bank) show about 33%, whilst in the city locations only 26% of MFI
clients are ‘savers’ compared with 30% of bank clients.
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e Those ‘former borrowers’ who continue to borrow have a higher level of savings than
those who do not (see also Q & A 2.8):

Former MFI Borrowers Former Bank Borrowers

Bank Non- MFI Non-
Borrower Borrower Borrower Borrower

Savings with a

financ?ial institution 9% 10% 27% 12%
Other savings 46% 28% 45% 38%
Insurance product(s)

from financial 5% 3% 14% 1%
institution

o This is a further indication of the apparently stronger financial position of
those clients (particularly former MFI) who continue to borrow.

5 OUTLOOK FOR BORROWING
5.1 Whatisthe outlook for borrowing demand?

60-70% of borrowers have positive attitudes towards borrowing and theirloan e xperience
— only 15-20% have higheroutstanding debt than a year ago — decisions upon future
borrowing are taken at, or about, the maturity of the current loan - certain borrowers
segments ([i] repayment difficulty, [ii] expenditure over 75% of income, [iii] financially
confident) are likely to have different needs and attitudes as loans mature — product and
service propositions will need to recognise, and respond, to such differentiated positions.

e The pattern of loan purpose suggests that about 50% of loans are used for on-going,
recurring needs, with the remainder being primarily for some particular (asset finance)

purpose.
Asset Asset Other
e S : Other
acquisition : acquisition : Business D .| Property
: . omestic
Business Domestic needs
MFI 26% 25% 13% 31% 9%
Commercial Bank 25% 21% 16% 30% 13%

= This suggests that the ‘asset’ segment of borrowers will need to make a
deliberate decision of their future needs at, or near to, the time of the maturity
of the loan.

e About 60-70% of borrowers appear to have positive attitudes towards their loan,
whilst 30-40% of borrowers feel some reservation/uncertainty of their experience of
borrowing. The following table is based upon the level of positive responses.

= Comparison is shown with responses to the same questions from the recent
survey of borrowers in Bosnia and Herzegovina.
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Debt

Compared

repayments My loan with 12 After the next
Loans repayments 12 months,
improve the SEee are more IS GO do you expect
. problems your present
quality of within my than | can total loans your debt
life : Agree family - afford : are - Sameor level to be :
Disagree Disagree Higher Lower
MFI 71% 60% 68% 63% 77%
Commercial
Bank 72% 59% 65% 63% 79%
For comparison : Response from Bosnia and Herzegovina
MFI 62% 82% 83% 51% 89%
Commercial
Bank 70% 83% 85% 53% 84%

* The uncertainty of most borrowers of the amount of their debt over the next 12
months indicates the low level of even medium-term financial planning, other
than the reduction of current debt by the existing repayments schedules.

= The outlook by borrowers for their future loan needs is similar for both
‘savers’ and ‘non-savers’;

= Similarly, other than those with arrears, the perception of repayment
problems by borrowers does not create a different outlook from other
segments;

*= ‘Own business’ clients do not reflect a greater recognition of future
borrowing requirements than the employed consumer sector — this may
suggest a low level of business or financial planning.

= The adverse attitudes of about 30-40% of borrowers towards their loan
experience, although it may be considered that financial necessity will result in
a continuation of such borrowings;

= The low levels of arrears suggests that borrowers are striving to maintain their
formal credit performance records despite the scale of underlying financial
pressures which are shown by other Q & A reviews.

e The highlevel of debt leverage in relation to the impact of loan payments upon net
disposable income, and a significant majority being ‘non-savers’, result in the large
majority of borrowers having low (or minimal) levels of available funds to move out of
a debt-based budget, without significant revisions to their lifestyles. Similarly, there
appears to be limited scope for a majority for borrowers to increase the level of debt
repayment without a corresponding increase in income. (The capacity for budget
reductions has been discussed in Q&As 1.4 and 2.1).

= Both MFIs and banks show similar high levels of committed expenditure
amongst their borrowers.

Total expenditures as % of

Income <25% 26-50%  51-75% 76-100% | >100%
MFI 2% 14% 35% 34% 15%
Bank 2% 12% 29% 38% 20%
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= The constraint upon the affordability / capacity for additional expenditures is
particularly severe amongst the lowest income groups. The borrowers from the
MFIs will, therefore, be most constrained in their capacity to increase debt

levels.
. Distribution

Tg‘;a(;’é?‘mgg;fs <25% 26-50% 51-75% 76-100% >100%  of Loans -
Client

< 15,000 0% 3% 21% 43% | 33% 28%

15.001 - 20,000 0% 7% 36% 21% | 16% 25%

20,001 - 30,000 0% 21% 39% 30% | 9% 27%

30,001 - 40,000 1% 18% 43% 20% | 9% 9%

> 40,000 7% 27% 27% 20% | 10% 11%

e Inresponse to a direct question on the expected level of borrowing after the next 12
months, the large majority (over 75%) anticipate their borrowings to be less, and just
under half of these anticipate their borrowings to be ‘much less’

= Such ‘optimism’ has been seen in other countries and it probably reflects a
perception of current repayments, rather than a longer-term financial planning
strategy. It does suggest, however, that the majority of loan decisions are made
at, or approaching, the maturity of the current loan.

e The following table seeks to relate these different dynamics to the distribution of
borrowers, based upon their perceived risk profile (see also Q & A 2.3). It provides a
framework to dis-aggregate the potential borrowing needs and capacities of client
segments with different risk characteristics. This is not, of course, a forecast of lending
volumes, and relates only to the current financial position of existing clients. There is
no reflection of any events which may impact upon their future actions for borrowing,
nor of any changes in their economic situation.

o % of | Loan Purpose
Bistibution Net clients Business Domestic
Disposable  with
Income more
Loan . (post Loan than Asset Asset Propert
Value Gl Payment) oneloan | Acg’n QT Acqg’n QT =
KGS in last 2
years
Arrears 2% 2% 6,300 67% 18% 27% 18% 23% 22%
Lender 8% 8% 5,600 40% | 23% | 15% | 21% | 37% | 8%
Refusal
Repayment | 5700 | 5704 7,000 41% | 29% | 15% | 25% | 30% | 11%
Difficulty
Expenditure
>75% 34% 32% 750 43% 24% 14% 21% 32% 12%
Income
Remainder 22% 31% 13,600 39% 26% 15% 24% 28% 10%

‘Arrears’this segment clearly has severe repayment problems, together with

relatively high levels of informal debt. The repayment period of current
outstanding debt, based upon current contractual repayment levels, is about 10

months. However, in view of the arrears and the other informal debts of this
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segment, it may be anticipated that this borrowing will remaining outstanding,
at reducing levels, for longer than the next 12 months. The adverse credit
ratings arising from the arrears status may preclude further borrowings in the
near future;

‘Lender Refusal’the incidence of ‘lender refusal’ suggests that this segment is
likely to be of marginal credit quality. In addition to current direct borrowing,
this segment also has an above average use of informal lending sources. This
suggests there will be a continuing need for renewal at the maturity of current
loans, which have an average residual repayment period of 11 months;

‘Repayment Difficulty 'this segment recognises the pressure / constraint upon
its financial / budgetary position. This will reflect not only the borrowings from
the lending institution, but also informal loans which are at higher levels than
the remaining two segments. However, the level of disposable income is
relatively strong and the frequency of loans is about average. With about 50%
of loan usage for asset acquisition, this may offer an opportunity for some
borrowers to not renew loans at maturity (which is again at an average residual
repayment period of 11 months) — whilst the other borrowers may have a
greater debt dependency and thereby need to renew their loans. Within this
segment, only 63% of borrowers agree that ‘loans have improved the quality of
their lives’. This suggests that 40% may approach the maturity of their loan
with some caution about renewal and gain the immediate benefits of increase
monthly disposable income;

‘Total expenditures greater than 75% of income’this segment has a high
commitment of current income to basic expenditures. The profile of
borrowings is similar to the other segments and financial support from family is
reasonably strong (10%). However, the residual net income is minimal. It may
be anticipated that this segment will seek to renew its borrowings, but does not
have the capacity to increase its debt level. About 75% of this segment consider
that the loan improved the quality of their life. This supports an anticipation of
a high level of renewal at loan maturity;

‘Remainder’this represents only 22% of loan value, but 31% of clients. There
is, therefore, a higher volume of smaller credit decisions to be undertaken. This
segment clearly has the greatest discretion for a more independent
determination of future borrowing. With an average residual repayment period
of 10 months, just over half of these loans will mature during the next year.
This segment represents the strongest group of clients for development of the
loan portfolio — but possibly such borrowers have a relatively cautious
approach to their debt commitments. Nevertheless, over 80% of this segment
agreed that the ‘loan improved the quality of their life’. This suggests an
underlying strength to the potential level of loan renewal,

However, across the major segments about 60% of clients have had only one
loan in the last 2 years, which implies that these are either first-time, or non-
recurrent, borrowers, who not have established a debt-dependency in their
domestic budget. For some, the loan maturity would enable the ‘release’ of the
loan repayments into a significantly higher level of disposable income.
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5.2

This segmentation framework, as an outlook for lending, suggests :

= Little scope for overall organic growth in the borrowings of current clients,
with a greater probability of a ‘bandwidth’ of “level to slight reduction”;

= A critical dynamic revolves around the decisions of those 60% of first-time or
non-recurrent borrowers as their loans come to maturity. This implies that the
lending institutions will need to be able to identify, and focus upon, the
particular needs and characteristics of the different segments of borrower;

= An opportunity for the differentiation of client proposition from the possible
wider use of ‘refinance’ amongst the ‘repayment difficulty’ segment;
development of budget expenditure guidelines and/or slightly longer loan terms
/ lower monthly payments for the ‘high expenditure’ segment; and an asset
financing product proposition for the ‘remainder’ which would resonate with
borrowers who may be more cautious or risk averse.

What is the sensitivity of the borrowers’ financial / budgetary position?

Overall, about 65-70% of income is committed to expenditures on household essential,
utilities and loan repayments — 75 % of lowest income clients (28% of all borrowers) have
committed expenditures in excess of 75% ofincome —a 5% net increase in household
expenditure would cause a significant and disproportionate erosion of the net disposable
incomes of such low income households.

During the previous six months, about 50% of borrowers considered that household
expenses had risen faster than income;

The earlier Q&A reviews have highlighted the high levels of leverage (committed
expenditures in relation to income) amongst a majority of borrowers. The following
tables provide an indication of the impact of a 5% increase in household expenditure
(excluding utilities) upon the net disposable incomes of MFI and bank borrowers. (It
assumes that all other budget factors [income, utility costs] remain unchanged.

=  MFI borrowers:

% of clients with
committed expenditure >
75% of income

+5% in

Net Disposable Income
(after loan costs) : KGS

+5% in

Distribution
of
borrowers

MFI Borrowers :

Income Range
g Current Current

expenditure

household
expenditure

expenditure

household
expenditure

< 15,000 900 600 74% 7% 32%
15,001 - 20,000 4,000 3,600 52% 55% 27%
20,001 - 30,000 9,100 8,500 32% 34% 26%
30,001 - 40,000 13,000 12,300 26% 28% 8%
> 40,000 31,100 30,100 28% 29% 8%

The lowest income group show a 33% reduction in net disposable income. This
is, of course, very substantial and must also be considered in the context that
this affects 32% of MFI borrowers. The scale of budget impact upon other
income segments is much less, ranging from 10% to 3%.

The share of outstanding loan balances attributable to the lowest income group
is 21% of the total MFI lending. This represents a significant vulnerability in
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relation to both the financial implications for the MFIs and also the social
implications for the borrowers.

=  Bank borrowers:

Net Disposable Income

% of clients with
committed expenditure >

Bank BOFTOWETS - (after loan costs) : KGS 7506 of income Distrit]:ution

IE@ITE (R Current oo Current ool borrco)wers

expenditure household expenditure household
expenditure expenditure

< 15,000 0 |- (300) 81% 83% 22%
15,001 - 20,000 2,400 2,000 63% 66% 23%
20,001 - 30,000 6,600 6,000 47% 50% 29%
30,001 - 40,000 9,300 8,500 46% 48% 11%
> 40,000 25,900 24,800 46% 48% 15%

e Againthe impact on the lowest income group is starkly shown. Whilst the relative size
of this portfolio is less for the banks than the MFlIs, it represents, nonetheless, 22% of
the number of clients, but only 8% of outstanding loans. It is, therefore, the social
implications of the vulnerability of this lending which is the greatest issue;

e It appears, therefore, to be important to maintain a continuing monitor of the
expenditure levels of the respective ‘average household cost’ baskets which are
applicable to the different income groups. These should be incorporated into the on-
going credit assessment and approval process.

6 IMPACT OF BORROWING

6.1 What proportion of borrowers appear to have benefitted, or been adversely affected,
by the loan experience?

About 60-70% of borrowers feel positively about the impact of borrowing on their lives
(somewhat loweramongstbank group clients)— rural locations showed a stronger positive
impact from borrowing (particularly amongst bank borrowers).

e About 60-70% of borrowers respond positively to the impact of borrowing on their
lives:

Debt
repayments
cause
problems
within my
family :
Agree
40%
41%

My financial
situation has
improved in
the last 6
months :
Agree

My loan
repayments
are more
than | can
afford :
Agree

32%
35%

(0)
Yo of borrowers It is difficult to

resolve debt
problems with
my lender :
Agree

Loans
improve
the quality
of life :
Agree

Care : some questions

are phrased to reflect
a negative position .
all % show ‘agree’

MFI

42%
44%

73%
75%

71%
72%

Bank
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e The wider financial inclusion undertaken by the MFIs through the Group Loan
product is reflected in higher levels of borrower satisfaction in comparison with bank
clients — although this differential is not shown by the individual loan product.

Type of Lo_an Product . Debt My loan .”
% of borrowers of the improve situation has TR | (IS | [ Delli o
. . . cause are more resolve debt
respe'ctlve loan pr_oduct the_ improved in problems  than I can  problems with
Care . some questions are  quality the last 6 within m afford - mv lender -
phrased to reflect a of life : months : famil _y A : 3'/6\ '
negative position : all % Agree Agree amily - gree gree
. y Agree
show ‘agree
Group : MFI 72% 71% 42% 30% 43%
Group : Bank 61% 70% 41% 39% 50%
Individual : MFI 72% 76% 38% 32% 40%
Individual : Bank 74% 76% 40% 33% 43%
0 The different responses of the group clients do not simply relate to lending
practice :
= Average MFI loans were KGS 48,400 compared with KGS 42,600 by
the banks;

= Loan repayments were lower for bank group clients : MFI 26% of
income compared with 23% for bank clients;

= Bank group clients had higher levels of domestic expenditure (KGS
10,300) than the MFI group clients (KGS 9,100) with the consequent
direct impact on net disposable income (and thereby, probably, also on
the feeling of well-being);

= Bank group clients also had twice the levels of informal borrowing from
family (19%) and retailers (12%) than was undertaken by MFI clients;

= However, bank group clients had slightly higher household incomes
(KGS 24,700) than MFI clients (KGS 22,800), which suggests that the
MFI clients may have greater budgetary skills or disciplines.

e There is little difference in the impact of the loan across the range of incomes:

. . My loan

Income Segments Loans I\_/Iy f"ﬁanc'a' Debt repayments It is difficult to

- improve Si"r;frgs: dhiils repgggg:nts are more resolve debt
of the rospeote  of lfe: thelaste  problems  [ECEN PIOCIETERIT
. P : months : within my . y :
income segment Agree Agree family : Agree Agree Agree
< 15,000 69% 71% 47% 37% 50%
15,001 - 20,000 73% 76% 35% 30% 41%
20,001 - 30,000 71% 72% 36% 33% 42%
30,001 - 40,000 71% 74% 42% 30% 34%
> 40,000 67% 80% 41% 37% 40%
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e However, clients in rural locations have experienced a stronger positive impact from
borrowing than those in city and urban locations.

Location Loans Debt My loan
Segments . My financial repayments It is difficult to
. . repayments
- situation has are more resolve debt
% of - improved in Catse than | can problems with
quality of problems ' :
borrowers of e the last 6 o afford : my lender :
. life : : within my
the respective Agree months : Agree family - Agree Agree Agree
location 9 y-Ag
City : MFI 67% 72% 36% 28% 39%
City : Bank 66% 74% 35% 28% 40%
Rural : MFI 76% 75% 47% 43% 46%
Rural : Bank 82% 75% 52% 49% 51%
Urban: All 78% 75% 42% 32% 54%

0 The rural responses show some challenging contrasts;

0 The beneficial impacts of the loan are recognised;

o0 However, despite such benefits, the loans cause greater problems in rural
locations;

0 This suggests that the ‘real’ impact of the benefit of the loan must be even
greater in such rural locations for the borrowers to remain positive and to ‘see
through’ the difficulties and still recognise the benefits being derived from the
loan;

o It may be noted that such an apparently paradoxical situation is felt most
strongly by the bank clients.

e This perception of the impact of borrowing may be compared between Kyrgyzstan and
BiH:

- : - Debt My loan
é_eczgcr?]telr?tr; _ Loans sl‘.\i/x;?::ﬂ:sl repayments repayments It is difficult to
. improve improved in cause are more resolve dek_)t

% of bOrrOwers thefcll_Jfalllty the last 6 p_rohk?lems the]lc? | é:e'm probllem(sj Wl'th
of the respective ; e months : B i my aliorc s my lender.

et gree Agree family : Agree Agree

Agree

MEFI : Kyrgyzstan 71% 73% 40% 32% 42%
MFI : BiH 62% 37% 18% 17% 65%
Bank :
Kyrgyzstan 72% 75% 42% 35% 44%
Bank : BiH 70% 43% 17% 15% 64%

0 These responses provide an interesting, additional perspective to the Kyrgyzstan
borrower comments:

= Despite a stronger underlying improvement in their financial situation,
the Kyrgyzstan borrowers appear to have greater concerns in relation to
their indebtedness — or does this reflect a lower risk appetite?;

= However, loan leverage ratios are much higher in Kyrgyzstan and,
therefore, the real impact of debt upon the life of the borrower may be
proportionately greater;
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= The higher level of loan arrears in BiH, despite the overall higher level
of net disposable income (after loan repayments) [see Q & A 2.1],
suggests that the repayment culture and relationship between lender and
borrower may be more demanding in Kyrgyzstan than in BiH.

6.2 Do microfinance institutions stimulate greater ‘financial inclusion’?

MFIs show a greater inclusion of lowerincome clients and have a higher proportion of
female clients than the bank portfolios — a greater proportion of MFI clients (compared
with bank clients) perceive the MFIs to be more understanding and supportive of client
needs.

e The survey responses indicate that the MFIs show a higher proportion of clients in
those segments which are usually targeted for improved financial inclusion:

0 56% of MFI clients are female, compared with 46% of bank clients:

= This was reflected particularly in city locations in which females
represented 59% of the client base, compared with 45% in the bank
portfolios;

= The differentiation was less in rural areas, in which females represented
50% of clients, compared with 47% in the bank portfolios

= |n BiH, 52% of MFI clients were female whilst in banks, females
accounted for 49%.

0 Amongst the lowest income segment (up to KGS 15,000), 57% of borrowers
were female, compared with 51% of the comparable bank segment:

= |nBiH, females were only 51% of the lowest income segment;

0 32% of MFI clients had households income less than KGS 15,000, compared
with 22% of bank clients — again, indicating the greater focus towards financial
inclusion by the MFls;

0 Within product delivery, 43% of MFI clients had group loans, compared with
9% of bank clients. Of these product users :

= MFIs had again a greater proportion of female clients (64%) compared
with 46% in comparable bank loans;

= MFI clients had a lower household income (KGS 9,100), compared with
KGS 10,300 by bank group loan users;

= Such lower incomes may be reflected in the different pattern of savings
by group clients — 23% of MFI clients had informal savings, compared
with 33% of bank group clients.

e Againusing ‘group loan clients’ as a ‘proxy’ group for those borrowers with greatest
characteristics of the ‘financial inclusion’ target segment, it can be seen that they had a
strong perception of the reputational characteristics of the lending institution.

Group Loan
Clients

Lending Lending

Clients are Lending Lending institutions institutions seek

treated institutions institutions

% of understand to improve the

with are act with

respect  trustworthy integrity sl lives of their

needs clients

borrowers who
Agree

Bank 99% 82% 83% 74% 69%
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0 This table suggests that whilst the business cultural performance is strong, the

operational implementation is viewed with slightly greater caution.

7 LENDER/BORROWERRELATIONSHIP

7.1  Whatis the reputation of the lending institutions?

The cultural “‘mores’ of MFIs and banks is strongly and favourably perceived by clients —
the large majority of clients believe that the lending institutions understand and support
client needs — the percéeptions of non-borrowers towards the reputation of the lending

institutions are also strong.

e The reputation of the lending institutions was considered in relation to the perceptions

of respondents of both cultural values and also operational performance;

e MFIs were regarded slightly more favourably than the banks:

All Borrowers Clients are Lending Lending inlgiirt]S':?gns Lending

% of treated institutions institutions nderstand institutions seek to
respondents who with are act with gustomers' improve the lives

Agree respect trustworthy integrity needs of their clients
Current: MFI 95% 87% 82% 82% 79%
Current : Bank 95% 85% 83% 79% 76%
Former® : MFI 93% 84% 83% 79% 73%
Former : Bank 95% 84% 82% 82% 75%
Non-Borrowers |  94% | 81% | 77% | 77% 68%

0 The perceived reputations of MFIs and banks are very similar;

0 The attitudes of former borrowers largely correspond with those of current
borrowers, although there is some apparent greater caution amongst former
MFI clients. Overall, however, these responses do not suggest that former
clients leave with any significant adverse opinions. This suggests that the

overall treatment of clients was perceived to be ‘fair’;

0 The attitudes of ‘non-borrowers’ are probably highly influenced by media
comment and general public observations. These remain strong positive

attitudes towards the lending institutions.

e Itis not surprising that those clients with lending difficulties show a wider range of

response.

13 Former : This relates to those respondent who used to borrow from an MFI or bank, but have ceased to

borrow from that type of lendinginstitution
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All

Borrowers Clients are Lending Lending : Le_ndl_ng Lending
e e institutions . .
- treated institutions institutions understand institutions seek to
% of with are act with customers' improve the lives
respondents respect trustworthy integrity of their clients
needs
who Agree
Arrears 86% 59% 60% 65% 57%
Lender
Refusal 87% 79% 70% 65% 63%
Repayment
Difficulty 95% 83% 73% 71% 70%
Expenditure
>75%
Income 96% 88% 86% 85% 81%
Remainder 97% 93% 92% 89% 86%

0 The responses consistently reflect the progressive change in the clients’ financial
position;

0 Whilst the much greater caution of the most problematic segments (arrears and
lender refusal) is not surprising, it may be noted, however, that there remains a
majority of clients who maintain a positive reputational perception, despite the
personal difficulties which they face.

e There were minimal differences between the attitudes of [i] the city and rural clients of
the MFIs and banks, and [ii] both self-employed and regular employment clients,
which suggest that the corporate values are well-promulgated within the respective
institutions.

e Kyrgyzstan borrowersshow a more favourable perception of the lending institutions
than was reflected by the borrowers in BiH.

_ . . Lending Lending
All Boo/rorg\]:vers ' Clients are int’fir':tcjl;in(?ns int’fir':tcjl;in(?ns institutions  institutions seek
treated with . understand  to improve the
respondents are act with : . .
who Agree respect trustworthy | integrity customers I|ves_of their
needs clients
MFI :
Kyrgyzstan 95% 87% 82% 82% 79%
MFI : BiH 92% 72% 80% 67% 64%
Bank :
Kyrgyzstan 95% 85% 83% 79% 76%
Bank : BiH 92% 72% 80% 61% 57%

0 The responses in Kyrgyzstan are consistently stronger than those in BiH. This
appears to reflect a favourable service and relationship proposition. However,
there will undoubtedly be a range of influencing factors for further
consideration which may include:

» The rapid changes in microfinance in BiH over recent years;

= The historic performance of the microfinance and banking sectors in
BiH;

= The experience of borrowers with the lending industry and the level of
expectation which exists.
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7.2 Do borrowers feel that the lender is providing clear information about the loan?

Strong acknowledgment that the terms of the loan are explained.

e There is a strong recognition that the terms of the loan are being explained. This is
reflected by 95% of the borrowers of both MFIs and banks.

7.3 Do borrowers understand the terms of the loan?

Despite the strong recognition of ‘loan e xplanation’ by the lending institutions, a minority
of clients seem to have not fully understood the implications, or are now aadversely critical
of those terms (particularly interest rates) - however, the majority of borrowers do appear
to understand the loan terms.

e Whilst there is a strong acknowledgment that the lending institutions have explained
the terms of the loan, 10% of respondents provided additional, unrequested comments
on issues related to borrowing. Of these anecdotal observations, 50%o criticised
adversely the level of interest rates being charged on loans. This suggests that those
borrowers may not have understood the interest rate cost — or alternatively, they may
have ignored such facts at the time if their need for loan funds was particularly urgent.

o A further observation derived from the survey is that the respondents were highly
consistent in their answers to the various questions, even when some were phrased

positively, and others negatively. This suggests that most respondents are aware of
their financial situation.

e It may be noted that the research agency undertaking the survey reported that the
respondents were interested, and pleased, that such research was being undertaken.
This suggests, again, that the majority of respondents are aware of their financial and
budgetary environment.

7.4 Do lenders understand the borrower’s financial position?
(See also Q & A 3.3 re “Do the survey responses indicate credit standards or criteria®).

About 90% of clients indlicate that there was a transparency of the borrower’s financial
Situation and needs — about 30-40% of client responses suggest that the loan review
process did not adequately identify the appropriate loan amount or repayment capacity/

affordability — consequent debt repayment problems prove difficult to resolve for about
40% of clients.

e There appear to be indications from the responses that whilst a majority of borrowers
perceive that the lenders have understood their borrowing needs and capacity, there is
a sizeable minority for whom the adequacy of the loan application/ loan review
process appears to be less certain.

When | drew Lending Loans My loan

% of my last loan, | institutions | were | repayments It st e

resolve debt
problems with
my lender

borrowers  the lender knew | understand easy borrowed | are more

who Agree what | could | customers' to too much | than | can
afford needs obtain afford

MFI 89% 82% 69% 37% 32% 42%

Bank 88% 79% 63% 41% 35% 44%
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0 This series of questions reflect a continuum in the borrowing process:

Vi.

There appears to be a high transparency in the information being
provided, presumably in response to requests from the lending

institution;

The lending institution appears positive in its discussions with the

borrower;

The loan process is generally seen to be adequate. (Often, those

borrowers who want the loans even more rapidly include those who are
most desperate for the funds);
Despite the perceived transparency of information and understanding of
needs, the loan amount is excessive for 35-40% of borrowers. This may
relate to the amount being greater than the declared purpose, or the
debt is too great a liability for the borrower — in either situation, this
suggests that the loan evaluation process was less than adequate in
those situations;
Loan repayment pressures may, of course, occur from an unexpected
event or change of circumstance. However, this level of repayment
difficulty is much higher than the levels of ‘adverse events’ which are
reported elsewhere. If the financial / budget information were correctly
presented, this again suggests that the credit assessment process may
have been overly optimistic of the borrower’s capacity for repayment;
Against these inferences of the loan assessment process, the resolution
process for problem situations appears to be strained.

e  This series of responses may be related to the different segments of problem lending.

When | drew

Lending

Loans

My loan

o e It is difficult to
Y% of my last loan, | institutions | were | repayments resolve debt
borrowers the lender understand easy borrowed | are more bl ith
who Agree knew what | | customers’ to too much | thanican | P™© elms dWI
could afford needs obtain afford my fender
Arrears 74% 65% 51% 38% 46% 57%
Lender
Refusal 87% 65% 44% 43% 39% 56%0
Repayment
Difficulty 93% 71% 65% 65% 100% 76%
Expenditure
>75%
Income 85% 85% 70% 26% 0% 27%
Remainder 88% 89% 71% 26% 0% 24%

0 These responses appear broadly consistent with the observations in the

preceding bullet point;
0 The greater difficulty to obtain a loan by *‘arrears’ and ‘lender refusal’ suggests
that their loan applications and personal situations were subject to greater
scrutiny. However, the scale of these two segments is small and it may be more
appropriate to consider the responses of those clients who recognise their
difficulties with loan payments.
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e This assessment of lender / borrower understanding may also be considered in relation
to the location.

When | drew Lending  Loans My loan It is difficult to
% of my last loan, | institutions were | repayments
resolve debt
borrowers the lender understand | easy borrowed | are more :
. problems with
who Agree knew what | | customers to too much | than | can mv lender
could afford needs obtain afford y
City : MFI 91% 82% 66% 32% 28% 39%
City : Bank 92% 78% 61% 34% 28% 40%
Rural : MFI 83% 81% 75% 48% 43% 46%
Rural : Bank 79% 81% 64% 52% 49% 51%
Urban: All 88% 82% 73% 48% 32% 54%

o0 The rural locations appear to suggest that it was easier for the borrowers to
obtain loans whilst the underlying information was less fulsome than that in
the cities;

0 This is then reflected in a higher level of borrowing pressures.

e It may be useful to compare the responses in Kyrgyzstan with those of borrowers in

BiH.
When | drew Lending My loan e
% of my last loan, institutions Loans I repayments Itis difficult to
borrowers the lender understand WELe I are more TSI det_xt
, easyto edtoo problems with
who Agree  knew what | customers obtain much than | can my lender
could afford needs afford
MFI :
Kyrgyzstan 89% 82% 69% 37% 32% 42%
MFI : BiH 93% 67% 66% 19% 17% 65%
Bank :
Kyrgyzstan 88% 79% 63% 41% 35% 44%
Bank : BiH 94% 61% 63% 19% 15% 64%

0 The higher leverage ratios in Kyrgyzstan are reflected in the responses of loan
amount and repayments;

0 The resolution of debt problems may be less clear. BiH has much higher arrears
levels (for both loan and utility payments) and there may, therefore, be a
different social attitude towards repayment, or different ‘penalties’ as a result of
non-payment.

7.5 Canborrowers adequately resolve their financial problems with lending institutions?
(See also Q & A 4.3 “Why are arrears so low?”)

About 40-45% borrowers find it difficult to resolve debt problems— similar/levels in both
MFIs and banks — significant differences across the regions — little difference across the
trade sectors.

e About 43% of borrowers (similar levels in MFIs and banks) considered that it is
difficult to resolve debt problems with their lenders;
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This varied significantly across the regions from only 25% in Osh City experiencing
difficulties to 58% in the neighbouring Osh Oblast;

The divergence was less extended across the range of income segments, from 34% in
the higher income band (KGS 30,001-40,000) to 50% in the lowest income segment;

Across the trade sectors, there was a consistent level of recognition of difficulties (at

about 45-50%) with the exception of the service sector (34%);

Against this directional attitude by borrowers that they can address their problems, the
following table provides some indication of the mechanisms which are being used to
alleviate financial pressures.

Informal Loans

Friends

Food

I (or my

or Have you . spouse)
family  refinanced, or eﬁgesng;gi]re have taken
Friends Retail provided consolidated reduced to additional
or family shop money your debts make loan work to
torepay during the last repayments make loan
my loan 12 months repayments
Arrears 23% 10% 29% 27% 47% 37%
Lender 21% | 16% | 16% 7% 329% 32%
Refusal
Repayment 15% | 7% | 19% 4% 32% 35%
Difficulty
E;‘gf/:‘::fé‘gfne 10% | 5% | 7% 2% 19% 18%
Remainder 5% 4% 6% 2% 20% 15%

7.6

o This highlights the importance of the wider family as the principal source of
‘lender of last resort’;

0 It suggests that the borrower will seek to resolve repayment problems on a loan
with external parties, rather than address, in the first instance, the problem

with the lender;

0 This may suggest that the credit reference / rating process is strong and that the
borrower will seek strongly to avoid any ‘public’ awareness of financial
difficulties.

Do borrowers want support to address problem debt repayment situations?

Only about 30% of borrowers want support for discussion with theirlenders— again,
substantial variations across the regions.

e Only 29% of all borrowers wanted assistance to resolve debt problems with their
lending institutions, and may be contrasted with the 43% of borrowers who recognised
the difficulties to resolve problem debt.

o0 This is a substantially different response from that in Bosnia and Herzegovina
in which 67% of all borrowers wanted assistance (and this was a low level

compared with 80+% in the two preceding years.
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e This contrasting, and possibly anomalous, situation may be further exampled in the
following tables:

JUe Itis / was
like help difficult to I would like
% of It is / was difficult = to resolve % of resolve help to resolve
bOrTOWers to resolve debt debt borrowers debt debt problems
who Agree problems with my pr(_)blems who Agree  problems with my
lender with my with m lending
lending Iendery institution
institution
Bishkek 47% 32% < 15,000 50% 33%
15,001 -
Osh 25% 26% 20,000 41% 28%
20,001 -
Chui Oblast 37% 17% 30,000 42% 26%
30,001 -
Jalal-Abad 48% 16% 40,000 34% 23%
Osh Oblast 58% 53% > 40,000 40% 30%

o0 Further borrower segments show similar characteristics:

Itis / was | would like Itis /was I would like
iyl help to resolve % of difficult to  help to resolve
0 1 AILTELEL debt problems | borrowers | resolve debt debt problems
borrowers resolve debt P p
who Adree roblems with with my who problems with my
g P mv lender lending Agree with my lending
Y institution lender institution
Arrears 57% 45% MFI : One 42% 26%
Lender
Lender MFI :
ende 56% 36% Two or 42% 35%
Refusal
more
Repayment Bank :
cpay 76% 60% One 44% 29%
Difficulty
Lender
. Bank :
Expenditure 27% 13% Twoor 44% 33%
>75% Income
more
Remainder 24% 13%

0 The higher levels of recognition of the need for assistance appear to be
concentrated upon particular segments which have higher risk characteristics.

e It may be suggested that against a loan performance of low arrears and low refinance
(despite the indications of underlying debt pressures), the lending institutions present a
resolute requirement for repayments to be achieved. This does not appear to be
translated by borrowers into a situation in which alternative debt restructure
mechanisms can be established.

e By comparison and contrast, about 70% of borrowers in BiH would like assistance in
resolving debt problems with lending institutions, against an overall average of about
30% in Kyrgyzstan.
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Attachment la.
Survey Structure
A survey was undertaken during late-September / October 2013 in which individuals were invited to

respond to questions relating to their financial position, the extent of any indebtedness and their
attitudes towards indebtedness.

The survey was undertaken and co-ordinated by a local research agency and was conducted in five
regions.

s Total Number of NGmber of NGmber of Non — Borrowers
Location Borrowers from Borrowers from
Respondents o
Microfinance Banks
Bishkek 800 350 300 156
Osh 800 349 322 150
Osh Oblast 800 389 300 150
Chui Oblast 800 353 300 153
Jalal-Abad 800 352 300 150
Total 4,000 1,793 1,522 759

Note: Certain respondents had loans with both a microfinance institution and a bank.

The basis of the survey process was:

e Random sample selection within each region with interviews in a wide spread of socio-
economic locations and avoidance of any undue concentrations of particular workplaces or
markets;

e Survey interviews undertaken on a face-to-face basis;

e Borrowing experience based on:

0 About 350 persons currently with a loan with a microfinance institution;
0 About 300 persons currently with a loan with a bank;
0 About 90 persons with no current loan, but who have borrowed in the last2 years
from either a microfinance institution or a bank;
0 About 60 persons who have never had a loan from either a microfinance institution or
a bank.
e Approximately equal selection of male and female respondents;
e Age profiles were spread:
0 18 -40years 60%  of which, 60% up to 30 years, and 40% 31 — 40 years
0 Over40years 40%  of which, 60% 41 — 50 years, and 40% over 50 years
e Employment activity involved :
0 Trade and retail to represent at least 30% of the sample in each location;
o In rural locations, agriculture to represent at least 30% of the sample;
0 Remaining sample was based upon a random selection across remaining trading
activities.
e The city / urban / rural samples were undertaken in:

Location Bishkek Osh City Osh Oblast Chui Oblast Jalal-Abad
City 100 % 100 % 0 % 25 % 90 %
Urban 18 % 11 % 10 %
Rural 82 % 64 %

A summary of the principal demographic characteristics (based on the above sample process) is set out
in the attached table.

The objective of the survey was to examine the characteristics and debt capacity of individuals. It was
designed to enable the characteristics of different segments of borrowers to be identified and reviewed.
Each independent lending institution will have its individual mix of these segments within its loan
portfolio.
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Principal Demographics of Survey Respondents

Attachment 1b.

Age
Borrowers
16-25 26-35 36-45 46-55 > 55
Borrowers : MFI 14% 29% 28% 22% 7%
Borrowers : Bank 11% 32% 29% 22% 6%
Non-Borrowers 14% 35% 23% 22% 6%
Location
Borrowers only 16-25 26-35 36-45 46-55 > 55
Bishkek 12% 27% 33% 23% 5%
Osh 19% 32% 24% 18% 7%
Chui Oblast 7% 24% 32% 27% 9%
Jalal-Abad 10% 39% 27% 19% 5%
Osh Oblast 14% 31% 26% 24% 6%
Number of Persons in the Household
Borrowers
<2 3 4 5 >5
Borrowers : MFI 10% 19% 25% 24% 21%
Borrowers : Bank 11% 16% 26% 24% 24%
Non-Borrowers 13% 18% 29% 21% 19%
Location
Borrowers only <2 3 4 5 >5
Bishkek 14% 22% 30% 20% 13%
Osh 8% 20% 26% 25% 20%
Chui Oblast 12% 20% 28% 20% 20%
Jalal-Abad 18% 17% 26% 22% 17%
Osh Oblast 2% 8% 18% 32% 40%

Source of Income

Borrowers

From
employer 1 or
2 weekly

From

employer

monthly

Income
payments

sometimes
delayed

Occasional or

irregular
payments

Income from
own business

Borrowers : MFI 6% 40% 4% 6% 50%
Borrowers : Bank 6% 38% 2% 7% 53%
Non-Borrowers 7% 43% 3% 9% 42%

Location
Borrowers only From From ;nCnC::annets Occasional or Income from
employer 1 or employer paym irregular .
sometimes own business
2 weekly monthly delayed payments

Bishkek 11% 44% 1% 6% 43%
Osh 5% 42% 4% 5% 48%
Chui Oblast 3% 30% 2% 8% 66%0
Jalal-Abad 3% 53% 1% 2% 48%
Osh Oblast 7% 30% 7% 10% 54%
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Attachment 2.
Risk Categorisation

An Outline of the Objective and Methodology

An assessment of the financial capacities of microfinance clients should not be seen solely in relation to
guantitative measures (such as arrears, or income ratios, or material assets) but may also be considered
in conjunction with other more qualitative dimensions — because the client’s propensity to repay is a
combination of factors, both financial and attitudinal.

A basic segmentation may be undertaken, therefore, upon the quantitative assessment of debt
affordability and the qualitative assessment of clients’ sense of financial concern or vulnerability. This
provides also some dimensions for the impact of ‘financial inclusion’.

An evaluation of the financial concern / vulnerability can be established for each borrower from the
responses to the various attitudinal questions, which can be compared with the level of expenditure (as a
percentage of income) for that borrower.

In this assessment, the ‘Vulnerability Score’ is determined by the qualitative responses to the various
guestions in relation to the concern of the respondent about the debt, its impact and the intensity of the
response. These are reflected as:

1. Low ‘concern’ score
2. Mid ‘concern’ score
3. High ‘concern’ score

No responses which show difficulty
Limited range of responses which show difficulty
More frequent responses which show difficulty

The range of questions / factors comprising the qualitative ‘vulnerability / concern assessment comprise:

e Loan arrears;
o  Utility arrears;
o Refinance of loan or refusal of a lender to approve a loan;
e  Other ‘informal’ loans from family, retailer, employer or moneylender;
e Reduction in food expenditure or additional work to make loan repayments;
Recoghnition that loan repayments are more than can be afforded,;
Adverse events in last six months affecting household earning capacity;
e Recognition that the borrower does not feel in control of financial situation;
e Recognition by the borrower that debt causes problems in the family;
e Recognition by the borrower that the financial position has not improved in the last six months.

The expenditure: income ratio is based upon the quantitative responses provided by the respective
clients.

This enables the spread / scatter of individual client responses and positions to be plotted in the
following matrix.

Risk Matrix (excluding Loan Repayments)

Risk Matrix (including Loan Repaymants)

o % oK £ 1005 135% % 17 ™ s o e e ey P s
Expendinures 45 X of Income Cpmcitines s X ol e

Chart 1. Expenditures include household and utilities
and excluding loan repayments

Chart 2. Expenditures include household,
utilities and including loan repayments
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This enables the creation of a matrix to provide some segmentation of the severity of risk amongst this
group.

-~ Concerned

Debtor Concern
and Inability to
meet Financial
Commitments

Weighted
Vulnerability

Score

Vulnerable

Low Essential Expenditure & Utilities High
as % Income

Chart 3. Client risk matrix

Such a matrix enables a broad differentiation between those clients who have possibly an unnecessarily
high concerns for their repayment capacity / financial position but low expenditure commitments (these
may be described as the “concerned” segments) in contrast to those with low levels of concern but
whose financial position appears to be highly strained. The principle is to establish the interaction of
both budget and attitude in the clients’ behaviour and for this to be reflected in the management of
client portfolios.

Welghted
Vulnerability
Score

| Low | | Cssential Expenditure % Income | [ High |

Chart 4. Segmentation of client risk and vulnerability

Such a distribution demonstrates that the management of the lending portfolios requires an
understanding of the different client segments and that appropriate measures are available to address the
differentiated needs and motivations of clients who are, or feel to be, experiencing financial and
repayment pressures.

It is appropriate, therefore, to disaggregate the risk matrix (see charts 1 and 2 above) into different
segments (charts 3 and 4 above) and identify the potential characteristics and risk management needs
related to each.

The above analysis focuses upon the clients’ perception of concern / vulnerability in relation to their
immediate budgetary cash flow pressures. Such segmentation of the varying attitudes towards risk and
budgetary capacity will enable the establishment of a differentiated approach towards risk management
and client development, and thereby more effective levels of client service and support — rather than the
overly blunt mechanisms of an undifferentiated approach by the lending institution towards those
clients with repayment difficulties or financial concerns.

The risk matrix provides, therefore, a broad segmentation of clients into a differentiated risk
framework. This combines a range of factors and enables the traditional credit risk assessment of
independent criteria to be complemented by a portfolio approach combining both quantitative and
qualitative dimensions of the client.
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Attachment 3.

Survey Questionnaire

CLIENT SURY¥EY - INDI¥IDUAL

whe would like bo better understand about haw wou undertake laan repapments.

All responses will remain confidestial

El Loam Identification Do wou have loans with @ e, loan for Tz, loan Mok now, but Never IF 7 2, haw
AN Respoadents perzonal needs  for business — inlast 2 years many
@1 Microfinance institution Q.1a
B.2 Commercial bank [loan), excl house purchaze and credit card B2a

Please tell us about yourself - fAN Respondentsi
B.3F Gender: lale I:l Female I:l a4 Age: I:I:l
8.5 Number of people in houzchald [inc. respondent) I:l:l 8.6 NMumber of dependents I:l:l
B.T  Marital Status Ilarried I:l Zingle I:l “with Partner I:l wWidawwWidawer I:l
B8 ‘Wheredoyoulive:  City ! Town I:l Urban I:l Fural I:l

Income AR Respondents}

‘what iz the source of your income : T are uvsd amedd
2.3 RFegular Irreqular I:l Own I:l Fiemittance I:l Other I:l Mene I:l
wark wark Business
B0 In what type[z] of trade activity do you carn your income Tk ah nvied gemied
Tlanufacture I:l Faoad I:l Retail l:l Engincering I:l Enuilding - I:l
Production Property

Service |:| Agriculture |:| Public Fectar |:| Other |:|
.11 How would you describe the  From emplayer From employer Income payments I:l Oceasional or I:l Income Fram I:l

receipt of pour incams 1ar 2 weekly monthly sometimes delayed irreqular payments own business
STick amp whick opld
B.12 How many people carn income in your houschald fFleare ondor mumborf I:I:l

Household Budget Al Aesponderts}

@.13 How much is the average tokal mosthly income into your household budge /Bhors orter amount? KGE | [ [ [ [ [ |

2_14 How much do you spend each month [on average] on food and household expenditure KGE | | | | | | |

@_15 How much do you spend each month [on average] on gas, eleckricity, water, rent, garbage collection KGE | | | | | | |

B_16 Do you have any pagment arrears with any of clectricity, gas, water, or housing costs Tes I:l Mo I:l
Do pou have other loans with : ez, loan Mot now, but Never
outstanding in lagt & years

BAT House purchaze ! property loan
B.18 Friends or family

B.13 Retail shop

.20 Moneylender ar Pawnshop
821 Employer

.22 Credit Card
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Lifestyle

AN Respondeatsi

Did any of the the following situations happen ko you in the last sic months
s Mo

FERase fholk o it Gt
s

Mo

223 |lost myjob 224 My business was nok successful
225 My spouse ! partner lost hizther job B_26 |had to sell 3 major asset ko repay a loan
B_2T Majorillness of self or family B_28 Family or friends provided money bo repay my loan

w'e would like bo know how much you agree with the Following statements Etrongly Do Mot Know

Etrangly Agres Diizagre: Dizagres | Mo Opinien
B2_23 My financial situation has improved in the last & months | | | | | | | | | |
.30 |feelin control of my financial zituation | | | | | | | | | |
.31 My children will have 2 bekter life than me. | | | | | | | | | |
B_32 My houschold expenses have risen faster than income in the last & months | | | | | | | | | |
B33 The quality of my life has improved in the last 12 months | | | | | | | | | |
B_3Fd | can afford to buy ‘treats' for myself or my Family | | | | | | | | | |
235 Most of my Friends have difficultics mecting their domestic budget needs | | | | | | | | | |
Loan Dimensions fEwrrent and Former Borrows Please tell us about pour loan(s)

w'hat type(=] of loan have you used in the last 2 years fEare Sk ol whvicd aopded
B_3F6 Microfinance institution Group Business Individual Agricultural Other
B_3T Commercial bank Group Business Individual Aagricultural Other

[excl. morkgage and credit card)

B_38 ‘What was the main Fllaek ap de fine Foasonsd

last loan acquisition - business  acquisition - domestic domestic wxisting loan MNeeds
2_39 During the last 2 wears, haw many loans have you kaken fram microfinance institutions and commercial banks Endor pamdoor
240 How many lenders have you used For these loans Erdor Rumdar
2_41 How many quarantees have you given For debts which are still outstanding ERfar mimdeor

Loan Dimensions

242

244
a.45
a_ 46
247
2. 48

a.43

.50

252

fEwrreat Borrowersj

Please tell us about pour laan(s)

Total amount | | | | | | |

| @43 How much iz tatal [ [ [ [ [

outstanding of all

laans

Are any of your loans in arrears
Have you refinanced, or conzolidated your debkz during the last 12 monthz
Hawe you applied for 2 loan in the last 12 months

fEare ondor AR amewnds for 88 42 and 457

monthly repaymentz

for all loanz Yoo

[include MF 1z, banks, house morkgage)

Mo

If *yes', has any lender refused to lend ba gou

Have you received any Formal legal action for debt non-repayment in the last 12 months

How long agao did you kake aut your Within:l 1-3 [ ] 4-5 ] 712 | Over 12 I:l Cannot

luzt lean 1 manth manthz manthz manths months remember

Compared with 12 months ago your Much I:l Highcr:l The I:l Lesz I:l Much

present total loans are Higher Tame Loss

do you expect your debt level to be Higher Same Less

w'ho undertakes the loans in pour Family Only you I:l My !::D""t I:l Jaintly I:l Eath of you
spouselpartn
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Lending Institution fAN Hespoadentsi “wWhen you think about lending institutions, how much do you agres with the following statements
Errongly EFtrongly Do Mot Know

Agre: fgree Dizugres Dizagres ! Mo Dpinicn

B.53 Clicnts are treated with respect

B854 The institutions respond well to people with repayment problems

B 55 Lending institutions are trustwarthy

B_56 Lending institutions seck bo improve the lives of itz clients

B_5T Lending institutions ack with inkegrity

B 58 Lending institutions understand custamers' needs

853 Lending institutions explain the terms and obligations of the loan

f e would like to know your cpinion, and how much you agree with the Following statem fCwrresd aad Former Serreowersf

Etrongly

Agree Agree Dizagres Etreenglt f bok Ko

Digagres ! Mo Opinion

B 60 Loans improve the quality of life
“wWhen | ook my last loan, the charges [interest and Fees] were cxplained ta
me and | know how much | am paying

a. 61

B B2 Loans were easy to obkain

B 63 |barrowed koo much

B 64 |tiz ! was difficult ta rezalve debt prablems with lending institutions

B 65 Dbt repayments cause prablems within my family

866 My loan repayments are ¢ were more than | can afford

86T |nced ! needed to continue to borrow to maintain how my Family and | live

868 | would like help to resolye debt problems with my lending institution

B 63 |tiz better bo borrow from only one institution, rather than ko change lenders

B.T0 wWhen | drew my last loan, the lender knew what | could affard

B.T1 Food expenditure has been reduced ta make laan repapment s Taz M

B.T2 |[or my spouse] have taken additional wark ko make laan repayments Taz M

we would like to know your attitades towards sarving. AN Sesposdesesf

B.T3F Do youmake zavingz with a financial institution ez M

B.T4 Do youmaks other reqular cash savings ez M

B_T5 Have you baught an inzurance praduct(z] fram pour financial institution ez Ma

From which inztitatios[s]) karve you borrowed in the las fCarreas sad Former Sorrowersj
FElare fick ol wibich amoded

|16 Ficrofinance Institution a 17 Commercial Bank
Eai Tushum UniCredit
Finca Eyrguz Investment and Credit Bank
FRACC Diemir Kyrgyz International Bank
Kampanian Eank Ail
Mol Bulak ET A Bank
Elzt Capital Commercial Bank
AEM Credit REK Bank
Other Other
Ditdher " Eloars Rams s iMiER 0 Ltdher ' Elears Raes R REw o

Thank you For participating in thiz serrey - All answers will remain confidential

Camments, if any, made by rezpandent
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This report can be obtained in print or electronic format
at the following address:

Business Centre Orion, 4th Floor
Erkindik boulevard, 21

Bishkek, Kyrgyz Republic 720040
Tel.: +(996 312) 62 61 62

In partnership with:

0 Schweizerische Eidgenossenschaft
Confédérati i
Conifedeiazinie:silesta WORLD BANK GROUP

Confederaziun svizra

Swiss Confederation IFc

International
Finance Corporation




