Financial services for the very poor – thinking outside the box

ROBERT HICKSON(
Most microfinance programmes (MFIs) aim to reach poor people, but rarely manage to serve the extremely poor. This article starts by report-ing on a survey of very poor slum dwellers, examining what they value in MFI programmes, and contrasting these with those of not-so-poor clients. Dramatic differences are not apparent, but both groups placed great emphasis on the security of their savings, and on flexible options for loan term and repayment schedules. A further survey revealed that most MFIs reach the ‘upper poor’ in greater numbers than the very poor.

Recognizing their failure to assist the very poor, a number of MFIs have designed programmes aimed specifically at this target group, and four are described here: Grameen Bank’s Nisho Prakalpa, BRAC’s IGVGDP, SafeSave (all from Bangladesh), and the Qinghai Community Development Project (China). The approaches taken by these pro​grammes are discussed in the light of the strategies and capacities of these households, though no attempt is made to quantify the targeting effectiveness of these programmes. Some MFIs, such as BRAC, include technical training in their programmes with the rationale that extremely poor people do not have the entrepreneurial skills or assets to use business loans productively. Others take the view that minimalist programmes can become sustainable and can help very poor people stabilize their income and build a buffer against possible future crises. 

The final section discusses why very poor people value particular characteristics in microfinance programmes, and how these may be incorporated into programmes as a tool for extreme poverty reduction.
Bangladesh is famous for the coverage of its microfinance institutions (MFIs), but it is here that MFIs have begun to doubt that their pro​grammes are reaching, or benefiting, the very poor. To understand the financial needs of this target group, a study was carried out to solicit the opinions of slum dwellers about the formal and informal financial ser​vices and to identify how well different programmes satisfy clients. 

Semi-structured interviews with 41 slum households in Pura Bastee slum in Kalyampur, Dhaka identified the characteristics these households liked and disliked about the financial services being offered in the slum. The survey team used local knowledge to identify 26 of the poorest house-holds and 15 of the better-off households. The intention was to determine differences in attitude to financial services between extremely poor households and the wealthier slum-dwellers.
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Figure 1 provides a picture of the microfinance institutions (MFIs) used by these slum dwellers. While all organizations have a mixture of richer and poorer clients, the better off households in the slum utilize microfinance services more extensively than do poorer households. On average the richer house​holds were participating in slightly over three different micro​finance programmes; poorer households were clients of 1.8. 

[image: image2.wmf]0%

10%

20%

30%

40%

50%

60%

ASA

BEES

BRAC

Grameen Bank

MSS

Proshika

Safesave

Shelter

URBAN

ROSCA/Savings Assoc.

Percentage of respondents

using financial service

Poorer

Richer

As most of the MFIs operating in the slum, with the exception of SafeSave, provide a standard model of microfinance based upon that of the Grameen Bank, this multiple MFI usage is not a result of households using different MFI products to meet different financial needs. Rather households appear to use a number of different microfinance programmes to increase their effective borrowing power (loan size) or to meet a num​ber of different life cycle needs that occur at different times of the year. (The Grameen Bank standard loan allows only one loan at a time, consist​ing of a single disbursement followed by weekly repayments over the next 12 months. If a client has two periods of significant cash  shortage in the year she needs to find a second MFI to meet this second need.)

This greater participation by richer households seems to result from a reluc​tance of poorer households to participate in microfinance pro​grammes, greater interest and capacity of richer households to use micro​finance, and greater interest by MFIs in richer households. (See Ito, 1999, for an excellent discussion of the mechanisms for exclusion of poorer households that effectively operate in MFI programmes in Bangladesh.)

Microfinance programme characteristics

The primary objective of the survey was to determine what characteristics of microfinance programmes are most valued by poorer households, and whether any differences existed in this respect between the poorest and less poor households. Initially respondents were asked to describe the character​istics they most liked and disliked about the programmes they knew about, without any prompting from the interviewer. 
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Many respondents expressed interest in larger loans. These responses, while noted here, have not been recorded as they represent issues with which microfinance institutions (MFIs) are generally familiar.

[image: image5.wmf]0%

20%

40%

60%

80%

Percentage of respondents

citing characteristic

Poorer

Richer

Figure 2 shows both poorer and richer households expressing strong dislikes for collective loan responsibility and compulsory meetings. They show a marked preference for loan and savings instruments that are flexible with respect to frequency of transaction opportunities, size of deposits, withdrawals and loan repayments, and maturity. Further direct questioning confirmed these findings, and also interestingly revealed that neither the richer nor poorer households were interested in programmes which emphasized savings over loan provision.


Finally, respondents were asked to rank the importance of a number of key microfinance programme characteristics. Interestingly, existing and potential clients do not automatically consider MFIs trustworthy and this was ranked as a major consideration in selecting an MFI with which to save. Ranked second and third were flexibility of loan repayment/savings schedules and the frequency of opportunity to make financial trans​actions. Interest rates and the friendliness or helpfulness of staff were considered less important. 

These data highlight the importance placed upon flexibility of financial services by poor households. The extent to which poor households seek this flexibility is not often appreciated by MFIs, or if it is, these demands are usually dismissed as unrealistic and impracticable. 

Many microfinance programmes believe that their borrowers should not use loans for consumption purposes; this survey revealed, however, that all households use loans and savings withdrawals fairly equally for consumption and business investment purposes. A significant number also use loans to repay old debts (a practice rarely condoned by MFIs).

Inclusion of extremely poor households in MFI programmes

Do microfinance programmes reach the very poor? A growing body of evidence suggests that very poor households are either excluded from entering microfinance programmes, or drop out of these programmes at an early stage (Kempson and Whyley, 1998; Ito,1999; Matin, 1998).

In a study of microfinance programme targeting across 749 households Hickson (1996) found little evidence of selective targeting of households within the 13 sample villages. In this study a process of wealth ranking determined the relative wealth of each household in the village. Each household was then given a score out of 100 (i.e., the poorest household from a sample of 40 households would lie in the 97.5 to 100 per centile and would earn a score of 98.75 per cent). These scores of households using the services of a MFI (579 out of the 749) were then organized into a histogram to show the frequency of households’ participation in MFI programmes according to where they fell in the wealth ranking. 

Figure 3 shows broad participation in microfinance programmes across the spectrum of households. The black line provides a trend analysis and helps illustrate a slight tendency for MFIs to service households in the upper poor bracket (in Bangladesh about half the total population live below the poverty line, therefore, the upper poor are those hovering just below the poverty line). Disaggregated data show slightly better poverty targeting performance by NGO MFIs than their government counterparts.

The average score of households using microfinance services was 51.75 per cent, which is not significantly greater than the population mean (50 per cent). This illustrates a failure of these MFIs to bias their outreach in favour of the poorer 50 per cent of the village population.

This is consistent also with Buntrup (1998) who found that members of ASA in Bangladesh tended to be selected across the population with an emphasis on the ‘upper poor’. Some of Bangladesh’s leading MFIs (such as BRAC and ASA) have begun to publicly admit their failure to reach the extreme poor in their mainstream programmes.

Microfinance innovations to meet the needs of the very poor 

A brief discussion is provided here of four programmes that specifically attempt to target extremely poor households. This study reveals an interest​ing dichotomy of approaches. The first approach seeks to modify the client and her environ​ent so that she is better prepared to utilize the services available to mainstream society. This approach usually includes the provision of non-financial services such as training in health, literacy, social action and environmental awareness in addition to financial services. 

The other approach is to modify the services provided such that they meet the existing capacities and interests of these non-traditional clients. Being more ‘demand led’, the second approach tends to focus on clients’ own perceived needs for personal financial services (e.g. savings and consumption loans) in addition to their investment objectives. 

Nisho Prakalpa (Grameen Bank, Bangladesh)

The Nisho Prakalpa (Destitute Programme) is an experiment by two General Managers of Grameen Bank, Mr Dipal Barua and Mrs Nurjahan Begum. Essentially Professor Yunus, the founder, challenged both of them to design a model of financial service delivery that can reach very poor households. Dipal Barua’s experiment is briefly described below.

The programme started in 1996, and by 1999 had 1000 women members. In many ways it turns the traditional Grameen Bank model upside down. Nisho Prakalpa (NP) management believe that the hard-core rural poor are afraid of the peer pressure mechanisms of Grameen Bank groups; therefore NP members do not form groups or centres. Weekly meetings of all village participants are, however, compulsory. Targeting begins with the iden​tification of vulnerable areas by Grameen Bank officials, such as where riverbank erosion has caused landlessness or in other inaccessible areas. Within these villages, existing Grameen Bank members identify the poorest households, such as those forced to take refuge in someone else’s home or earn their livelihood from begging, perhaps as a result of some natural disaster. Women who have been abandoned, widowed or divorced are typical participants.

Dipal Barua believes that lack of borrower skills can limit the effective use of credit and, therefore, his programme provides limited training of members (e.g. decoration of hand fans). He is also experimenting with marketing assistance for the products of some members. In line with the view that financial services are only one aspect of the spectrum of concerns of poor households, NP members also participate in discussions on health issues and the importance of education, and are taught to write their names.

As well as compulsory saving of Tk5 (US$0.12) per week, the programme has a voluntary savings scheme, which returns 8.5 per cent per annum. Under the voluntary scheme, deposits and withdrawals may be as small as Tk2 (US$0.05) and there is no restriction upon deposit or withdrawal size. An interest rate of 20 per cent pa. is charged on loans, except those taken for communal purposes, such as village development. Loan size starts very low at Tk500 (US$12.50) and increases by Tk500 with each subsequent loan. For each loan the usage, term and repayment schedule are negotiated individually between loan officer and client, with no set guidelines. This represents an interesting departure from standard Grameen Bank practice. 

IGVGDP (BRAC, Bangladesh)

BRAC’s approach to reaching very poor households is based upon the belief that these households are unable to use financial services effectively without other support. BRAC’s hypothesis is that there is an inherent problem with the provision of credit, as an investment tool, to extremely poor households, which traditionally rely on wage labour and usually lack the experience and confidence to become successful entrepreneurs independently. Therefore, BRAC’s Income Generation for Vulnerable Group Development Programme (IGVGDP) helps its members to develop technical and entrepreneurial skills and sometimes establishes its own marketing channel specifically for these businesses. BRAC con​siders this vocational training to be an important way of diversifying the microenterprise market, reducing competition among microentrepreneurs.

IGVGDP targets women identified as extremely poor under the govern​ment’s Vulnerable Group Development (VGD) Programme. The criteria used by the local government administration (Union Parishad) to select these women is ownership of less than 0.5 acres of land, extremely low and irregular income, and having no substantial productive assets. Despite this rather loose definition, the VGD programme is generally considered effective in targeting extremely poor households. This is probably because, in practice, most women selected are widowed, divorced, separated or have disabled husbands, and such women rarely live above the poverty line. Both BRAC and government representatives select VGD cardholders who are physically fit, willing to work in a group, and interested in poultry rearing or sericulture.

The IGVGDP credit component structure is very similar to BRAC’s standard Rural Credit Programme (RCP), which is in turn similar to the standard Grameen Bank instrument with fixed loan terms, repayment schedules and size increments, and compulsory savings with restricted withdrawal rights. (BRAC, however, is also experimenting with demand-deposit savings accounts to see if members will save voluntarily and whether these accounts reduce the incidence of borrower dropout.) Before loans are disbursed, IGVGDP group members are required to attend at least 50 per cent of monthly meetings, complete the training programme and save the equivalent of US$0.25 to 0.50 regularly until they have accumulated 5 per cent of the loan amount for which they are eligible. Savings are not re-lent to members. The first loan is for poultry activities only. Most women are provided with US$25 to raise hens, although some receive US$150 to 250 to undertake supporting activities such as chick rearing, feed merchandizing and mini-hatchery operations. On their second loan women may choose from a broader list of activities with loan ceilings up to US$100, depending upon the activity. The loan term is 12 months at 15 per cent, repayable in monthly instalments. IGVGDP group members are also eligible for sanitation loans of US$12.50 for pit latrines and US$37.50 for tubewells. The average loan-to-savings ratio for IGVGDP is 3:1, as compared to about 2.1:1 for other BRAC members.

BRAC sees no incompatibility between its RCP product and the needs and capacities of extremely poor households. BRAC recognizes that IGVGDP is not financially sustainable but sees it as a donor-subsidized loss-leader for the RCP which is intended to be financially sustainable.

SafeSave (Bangladesh)

SafeSave is a self-funding experimental project. It attempts to tailor its financial services to the specific requirements of slum-dwelling house​holds so that even the poorest of these households can be reached. SafeSave’s premise is that all households, including extremely poor ones, can use some form of financial service effectively and that product structure and the delivery system determine participation and successful use of financial services. It believes that this is particularly true for extremely poor households.

SafeSave provides loans for any purpose, without a predetermined starting date, maturity, size or repayment schedule. SafeSave’s view is that groups are of limited benefit and that meetings are unduly time consuming, often forming a barrier to the entry of poor households. Either the poor lack the courage to participate or existing members deny access to these households, believing them to be inherently risky. There is, therefore, no requirement for group formation or group meetings. Loans are generally issued the day following application. Borrowers are restricted to set loan ceilings that increase incrementally with successive loans. The savings product also provides a high degree of flexibility with no restrictions upon deposit or withdrawal size, timing, or term. However, as SafeSave offers a contractual savings service, penalties apply if clients withdraw savings before reaching the contracted amount. Importantly, SafeSave staff visit each client each day to disburse loans, collect loan repayments and savings deposits and to deliver amounts withdrawn from saving. These features allow clients to match these financial services in closely to their daily financial needs. 

SafeSave does not provide any non-financial services to its clients on the grounds that even extremely poor clients are able to make good use of properly tailored financial services without other support, and that the provision of non-financial services is costly and of questionable benefit. 

Qinghai Community Development Project (China)

The Qinghai Community Development Project (QCDP) includes a large microfinance programme that is managed by the Agricultural Bank of China (ABC). It operates in mountain villages in western China on the remote Tibetan plateau. The poor in Qinghai tend not to be landless because of China’s land redistribution policy, but these farming families’ land area has gradually become too small to sustain them.

During the design phase it became apparent that it would not be possible in Qinghai to replicate microfinance models used successfully in other parts of Asia. The two main constraints are the nature of the cash flow generated by these semi-subsistence agricultural clients, and the large distances between client and microfinance service provider.

Table 1. Summary of programme characteristics

	MFI
	Targeting method
	Training
	Marketing assistance
	Other non-financial services
	Innovations

	Nisho Prakalpa
	Women in vulnerable and remote areas. Selection of poor house​holds by mainstream programme members and programme officials.
	Yes, limited to learn​ing to sign their names and dis​cussions related to health and education.
	Yes, if possible.
	Yes, health and education.
	No groups.

Variable loan term.

Consumption loans.

Leasing, e.g. of goats.

	IGVGDP
	Very poor women; selected by local govern​ment officials on the basis of land and income.


	Yes, extensive training in poultry production and seri​culture.
	Yes, e.g., day-old chicks provided, to be sold as layers; veterinary care organized.
	Yes, health and education.
	Establishment of a co-ordinated programme of input supply and service provision to support a poultry production chain.

	SafeSave
	All households in selected Dhaka slums.
	Basic training in programme rules and operation.
	No
	No
	No groups. Very flexible loan length, timing, and repay​ment schedule.

Unrestricted daily savings deposits and withdrawals.

No loan use restriction.

	QCDP
	Selection of poor villages based upon vulnerable geographic location. Small loan size and high interest rate to deter richer households.
	Basic train​ing in pro-gramme rules and operation.
	No
	No
	Very flexible loan length, timing, repay​ment schedule. Unrestricted daily savings deposits and withdrawals.

Use of local com​missioned agents. No loan use restriction.


The first constraint is the lumpy and seasonal income associated with farming. This is particularly so in the high altitudes of western China where only a single summer crop can be harvested each year. Farmers are often unable to make the small but frequent loan repayments (and savings deposits) which enable microfinance programmes to achieve high rates of loan repayment and deposit mobilization among poor households. The designers were concerned that failure to capitalize upon the capacity of poor households to ‘squirrel-away’ small amounts would jeopardize the programme’s recovery rates. The programme designers attempted to compensate for this by introducing greater loan and savings flexibility and by providing better incentives for loan repayment to borrowers and to village-based financial intermediaries.

The response to the second constraint, long distances, was to increase the user-friendliness of the service by establishing village intermediaries who provide a continuous financial service at the village level and who make periodic visits to the township branch of the ABC. This provides daily banking opportunities in the village and has resulted in a highly cost-efficient means of serving these remote clients. These intermediaries receive a commission based upon the loan recoveries they achieve.

Village financial intermediaries with an average of four years of primary schooling happily manage a programme in which borrowers may draw at any time against their agreed overdraft limit and repay over the loan term according to their activity and capacity. The maximum loan size (starting at about US$50) increases with each successful fully repaid loan. Interest is charged monthly on the outstanding loan balance. The programme also provides savings accounts in which account holders can deposit or withdraw on a daily basis. To simplify the manual record system at the village level, inter​mediaries simply track loan default balances, i.e. the difference between the loan balance outstanding and the maximum approved loan balance. 

The programme now has over 20 000 members and is growing strongly with a delinquency rate of about 4 per cent. Nearly everyone takes the most flexible option, i.e. a loan in which the principal does not have to be returned until the end of the loan term. However, most clients repay before their loans fall due.
Reaching the very poor: through targeting or programme design?

The majority of poverty-focused microfinance programmes incorporate client selection criteria, which attempt to limit participation to poorer households. This method relies upon field workers to screen prospective members, usually applying objectively measurable eligibility criteria such as income level, asset values and housing conditions. However, despite attempts to simplify and objectify these procedures, most programmes fail to maintain a focus on the poor and have very little outreach to the extremely poor, as discussed above. Targeting failure occurs when non-target households are included and when target households are excluded. The latter is of principal concern to those concerned with poverty alleviation. 

Exclusion of target households may result from simple failure to identify them but very often is the result of deliberate efforts by programme officials and existing members to bar poor households that are perceived as credit risks. Possibly the only way in which poor households can be assured access to microfinance programmes is for MFIs to open their services to all households, rejecting only those that have a history of loan default. This could restrict the capacity of programme staff and existing members to discriminate subjectively against poor households. If these programmes wish to restrict their services to poorer households they may find it more effective to modify their products so that they are unattractive to non-target households, e.g., through imposition of very small first loans that increase only gradually and setting higher interest rates for larger loans.

Very poor and unconfident households may deliberately choose to avoid microcredit programmes, fearing indebtedness or an inability to meet the requirements of these schemes. Richer households, on the other hand, generally have the flexibility to accommodate the rules of rigid microfinance programmes. Unfortunately the financial vulnerability of extremely poor households prevents this. These households live a hand-to-mouth existence of often rapidly changing circumstances, which must be accommodated by programmes that seek to reach them.

Lending to the extremely poor: changing the client or the programme

Approaches taken in designing programmes for the extremely poor were discussed above. Two distinct philosophical positions emerged. The first approach, which we call ‘comprehensive’ is held by many microfinance practitioners and forms the basis of BRAC’s IGVGDP: it assumes very poor households are incapable of effectively managing small businesses and therefore are unable to use financial services without first participating in awareness and capacity-building programmes. Such programmes see the provision of non-financial services such as health, education and the development of environmental awareness as essential to poverty alleviation.

The other approach, which we call ‘minimalist’, insists that even the extremely poor have entrepreneurial niches that they can and do fill, and that access to financial services expands these opportunities. Advocates of this approach argue that financial services that are flexible enough to accommodate the situations and capacities of very poor households facilitate loan repayment and the accumulation of savings. 

Both positions have merit and their approaches are not mutually exclusive. However, legitimate concerns exist over the high cost of capacity building and the poor record of continued utilization of skills gained in vocational training programmes.

The research in Pura Bastee slum in Dhaka highlighted the importance poor households place on the flexibility of financial services. SafeSave effect​ively demonstrates that financial services can be profitably provided to extremely poor households in a slum on a sustainable basis without cross subsidy from lending to the less poor. In Qinghai, China, QCDP provides similarly flexible and potentially sustainable financial services that serve extremely poor households (among others) in very remote areas through the use of commissioned village agents.

Importantly, these second-generation microfinance programmes are debunking a number of popular concepts about microfinance. These are that:

· group lending is a necessary condition for successful lending to the poor;

· savings discipline must be imposed through regular compulsory savings in order for the poor to save;

· the provision of daily access to microfinance services and flexibility in loan size, starting date and repayment schedule are administra​tively impractical and prohibitively expensive; and

· the extremely poor cannot successfully manage credit without the support of non-financial services.

SafeSave clients have indefinite principle repayment schedules and, therefore, it is not possible to calculate a principle repayment rate. However, they service their loans on a monthly basis with a payment rate of 98 per cent. SafeSave has demonstrated the financial viability of its model at the level of 2000 clients. The QCDP rural microfinance model shows strong potential for operational sustain​ability at a membership level of 20 000 and a repayment rate of 96 per cent, despite an extraordinarily low interest margin of only 9 per cent (the government’s lending rate ceiling is 12 per cent). 

Financing the extremely poor: the objectives

Stabilizing the income of the poor. This article assumes that stabilization of essential consumption and the health of extremely poor households is necessary before income growth can be seriously considered. Coping with instability is both stressful and expensive for these households. 

Financial services can be used to smooth poor households’ cash flow and levels of consumption. Examples include finance for timely medical care to prevent incapacitation of a productive member of the house​hold, to avert seasonal food shortages and thereby maintain productivity and to prevent nutrition-related disease, and for timely repair of productive or protective assets such as a boat or house roof. These financial tools may be either savings or loan products but, importantly, they must be readily available and flexible in their requirement for repayment or replenishment.

Financial services can help these households stabilize their annual cash flow. Poor rural households often buy and sell livestock as a means of managing their cash, but this is not particularly convenient as it involves high transaction costs and the value of the animal is usually not exactly equal to the desired amount of cash. For extremely poor households,  the cash requirement is often much smaller than the value of  the livestock.

Loans and savings services that are readily available and flexible regard​ ing the size and timing of transactions, can allow poor households to manage their cash flow more efficiently. Flexibility is important in respect to timing of loan disbursements and repayments and savings deposits and withdrawals. With daily access and no lower limit upon repay​ments or deposits households are able to scavenge any small daily cash surpluses which may otherwise be used for nonessential consump​tion, and draw exactly the desired loan amount.

Security and seclusion of cash assets. A very important service for poor households is a secure store for cash surpluses. Cash stored inside the house is vulnerable to theft, confiscation by relatives or use for non-essential consumption. Impulse purchases consti​tute much of this non-essential consumption (although less so for extremely poor households). Financial programmes that daily put aside any surplus house​hold cash assist these clients in controlling their non-essential consumption.

Flexibility of financial obligations. One of the key barriers traditional micro​finance programmes pose for potential clients from extremely poor households is the requirement for fixed, often weekly, loan repayments and savings deposits. While such an imposition can be useful as a mech​an​​ism for enforcing discipline for households that can have the required cash available each week, it often precludes extremely poor households whose weekly financial position is uncertain.

Extremely poor households require the flexibility to ‘pay as much as they can, when they can’. If loans are provided as a line of credit over an indefinite term, this removes loan repayment and savings contribution deadlines, which can be a useful psychological tool to assist clients in making payments. However, the fear of losing access to such useful financial services gives most poor house​holds an adequate imperative to meet interest payment obligations. Furthermore, the constant awareness of their econ​omic vulnerability usually gives them ample incentive to build savings deposits or, on the other hand, to deepen their potential access to credit, through repeated successful loan repayments.

Mitigation of risk. Despite their meagre set of tools for the purpose, poor households are masters of risk management. During the recent floods in Dhaka, SafeSave clients, slum dwellers on a flood-prone embankment, increased the levels of savings deposits and loan repay​ments as the waters drew nearer and threatened inundation. By placing more pressure upon their savings mobilization capacity these clients were ‘positioning’ themselves financially, as the risk of flooding grew. Repay​ing at a faster rate allowed them to clear their existing loans, putting them in a position to take a new, larger loan if the floods reached their houses.

Increasing income generation. While stability of consumption is of immediate concern to extremely poor households, increased income is a major ultimate goal. Comprehensive programmes often provide training to borrowers to increase their capacity to manage traditional activities or to build their skill in innovative activities with economic potential. In the case of BRAC’s IGVGDP, this approach has proved very successful. While this programme is expensive to run and is unlikely to achieve self-sufficiency, it represents an excellent investment in poverty alleviation. 

The success of IGVGDP is also related to its strong sub-sectoral focus upon an integrated chain of poultry production in a sector in which participants are traditionally skilled and require only small improve​ments in husbandry methods and health care. It is the opinion of BRAC that very poor households are unable to compete successfully in the self-employed microenterprise marketplace, which has become quite competitive since the introduction of micro​finance. This is probably true in a general sense but in most situations the very poor are able to compete effectively in certain (usually less favour​able) activities, such as rickshaw pulling, rice husking, and petty trading on pavements. In fact there appears to be a process of ‘nudging-up’, as more advantaged mobile households seek more profitable microenterprise opportunities. 

Preventing over commitment. Extremely poor households have limited repayment capacity and easily become over committed. The determina​tion of debt capacity is one of the few decisions an MFI should make on behalf of its clients, as poor households are rarely able to quantify their financial limitations. Generally, once these poor households are aware of the parameters within which they must work in order to maintain access to financial services, they carefully endeavour to abide by this agreement. This is less a point of honour than a pragmatic determination not to loose access to this valuable financial management service.

MFIs seeking to increase their portfolio using a step ladder of credit commonly exceed the debt capacity of poor households (Matin, 1998; and Matin and Sinha, 1998). This often forces clients to cross-finance loans in the short-term but finally results in default and consequent loss of access to the financial service.

Building trust. The personal confidence levels of the extremely poor are low and many are reluctant to enter into new challenges. For this reason, MFIs wishing to work with extremely poor households need to invest considerable time in establishing relationships of trust with members of these households. To achieve this, SafeSave and QCDP allow savings as an entry point and use local staff who are known and respected by clients.  Many MFIs deliberately avoid the use of local staff from concern that personal relationships will influence the officer’s lending decisions. This appears not to be a problem in SafeSave and QCDP. Both these programmes carefully monitor loan defaults to determine their cause.

Conclusion

Most microfinance programmes have far to go in finding ways of reaching extremely poor households. Too often this is excused in statements such as ‘the very poor can only be benefited through welfare’ or that ‘programme sustainability is incompatible with the inclusion of very poor households’. This possibly belies a lack of understanding of the dynamics of poverty and the opportunities that exist for the provision of financial services to the extremely poor. To date there has been inadequate exploration of financial products and low-cost service delivery mechanisms that would allow MFIs to include extremely poor households without compromising their sustainability objectives.
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Households probably use multiple MFIs to increase their effective borrowing power and meet needs for cash that occur at different times of the year





Neither the richer nor poorer households were interested in programmes which emphasized savings over loan provision

























































































There has not been adequate exploration of appropriate products and low-cost microfinance service delivery mechanisms for poor households
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Commissioned agents provide a continuous and highly cost-efficient financial service at the village level providing daily banking opportunities 





Exclusion of very poor households often is the result of deliberate efforts by programme officials and existing group members 
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Microfinance models used successfully in other parts of Asia were not going to work in Qinghai








Both savings and credit products provide a high degree of flexibility





Unlike the poor, richer households generally have the financial flexibility to accommodate the rules of rigid microfinance programmes 





The IGVGDP credit component structure is very similar to BRAC’s standard Rural Credit Programme





Extremely poor households usually lack the experience and confidence to independently become successful entrepreneurs 





One poverty targeting  approach seeks to modify the client; the other tries to modify the financial services  offerred





The usage, term and repayment schedule are negotiated individually between loan officer and client





MFIs tend to reach the ‘upper poor’ more than any other income group 





Figure 3.	Poverty targeting by MFIs  in Bangladesh





Semisubsistant farmers are unable to make the small frequent loan repayments  that have become the hallmark of most MFIs





Figure 2.	Respondents’ selection of preferred programme characteristics








Better off households in the slum use microfinance services more extensively than do poorer households
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Figure 1.	Microfinance institutions used by respondents
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		Preferred Characteristic																																																						Like																																		Dislike

		Regular meetings of members		0		0		0		0		0		0		0		0		0		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		4%				0		0		0		0		0		1		0		0		0		0		0		0		0		0		0		96%		7%		5%		95%		0.70

		Collective responsibility for loans		1		1		1		1		0		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		96%				1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		4%		100%		2%		98%		0.45

		Fixed repayment/savings amount		0		1		0		0		0		0		0		0		0		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		8%				0		0		0		0		1		0		0		0		0		1		0		0		0		0		0		92%		13%		10%		90%		0.57

		Loan size determined by savings deposit amount		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%				0		0		0		0		1		0		0		0		0		0		0		0		0		0		0		100%		7%		2%		98%		0.19

		Fixed loan term		1		1		1		0		1		1		0		0		0		1		0		0		1		0		0		0		0		1		0		0		0		0		0		0		0		0		31%				0		0		1		1		1		0		1		1		0		1		0		0		0		0		0		69%		40%		34%		66%		0.56

		Schemes that favor savings to loans		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%				0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		100%		0%		0%		100%		0.00

		Importance Ranking of Scheme Characteristic:																																																						Poorer		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		Richer

		Organization holding savings is very trusted		1		1		1		2		1		1		1		3		1		1		1		1		1		1		1		1		3		1		1		1		1		1		1		1		1		1		1.19				1		1		2		1		1		1		1		2		1		1		1		1		1		1		1		1.13		0		1.17				0.72

		Flexibility of loan repayment or savings deposit schedule		3		3		3		1		2		3		2		2		3		2		2		2		2		2		2		2		2		2		2		3		2		2		2		2		2		2		2.19				3		2		1		2		2		1		3		1		2		2		2		2		2		2		2		1.93		0		2.10				0.14

		Frequent opportunities to deposit and withdraw		2		2		2		3		3		2		3		1		2		3		3		3		3		3		3		3		1		2		3		2		3		3		3		3		3		3		2.58				2		3		3		3		3		1		2		4		3		3		3		3		3		3		3		2.80		0		2.66				0.30

		Good interest rates (high on savings and low on loans)		4		4		4		4		5		4		5		4		4		4		5		5		4		5		4		4		4		3		5		4		5		5		4		4		5		4		4.31				4		4		5		5		4		2		4		3		5		5		5		5		5		5		5		4.40		0		4.34				0.69

		Helpfulness and friendliness of staff		5		5		5		5		4		5		4		5		5		5		4		4		4		4		5		5		4		3		4		5		4		4		5		5		4		5		4.50				5		5		4		4		5		3		4		5		4		4		4		4		4		4		4		4.20		0		4.39				0.12

		Other reasons mentioned above

																																																								3.81		5.00		4.00		4.00		3.00		4.00		4.00		4.00		4.00		3.00		4.00		4.00		4.00		4.00		4.00		4.00		4.00		3.87

																																																								2.81		5.00		2.00		3.00		4.00		3.00		3.00		4.00		2.00		4.00		3.00		3.00		3.00		3.00		3.00		3.00		3.00		3.07

																																																								2.42		5.00		3.00		2.00		2.00		2.00		2.00		4.00		3.00		1.00		2.00		2.00		2.00		2.00		2.00		2.00		2.00		2.20

																																																								0.69		5.00		1.00		1.00		- 0		- 0		1.00		3.00		1.00		2.00		- 0		- 0		- 0		- 0		- 0		- 0		- 0		0.60

																																																								0.50		5.00		- 0		- 0		1.00		1.00		- 0		2.00		1.00		- 0		1.00		1.00		1.00		1.00		1.00		1.00		1.00		0.80
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Sheet1

				P1		P2		P3		P4		P5		P6		P7		P8		P9		P10		P11		P12		P13		P14		P15		P16		P17		P18		P19		P20		P21		P22		P23		P24		P25		P26						R1		R2		R3		R4		R5		R6		R7		R8		R9		R10		R11		R12		R13		R14		R15

		Head of Household																																																						Poorer																																		Richer				Both

		1. Female		0		0		0		0		0		0		0		1		0		1		1		0		1		0		1		1		1		0		1		1		0		0		0		0		0		0		35%				0		0		1		0		0		0		0		1		1		0		1		0		1		0		0		33%		0		34%				0.94

		2. Male		1		1		1		1		1		1		1		0		1		0		0		1		0		1		0		0		0		1		0		0		1		1		1		1		1		1		65%				1		1		0		1		1		1		1		0		0		1		0		1		0		1		1		67%		0		66%				0.94

		Primary Occupation																																																						Poorer																																		Richer				Both

		Day Labourer		0		0		0		0		0		0		1		0		0		0		1		0		0		0		0		0		0		0		0		0		1		0		1		0		0		0		15%				0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%		0		10%				0.12

		Driver		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		1		0		0		0		0		4%				0		1		0		0		0		1		0		0		0		0		0		0		0		0		0		13%		0		7%				0.27

		Electrician		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%				0		0		0		0		0		0		0		0		0		0		0		0		0		1		0		7%		0		2%				0.19

		Garment worker		0		0		0		0		0		0		0		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		4%				0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%		0		2%				0.45

		Grocery shop		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		4%				0		0		0		0		0		0		1		0		0		0		0		0		0		0		0		7%		0		5%				0.70

		Hairdresser		0		0		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		4%				0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%		0		2%				0.45

		Housemaid		0		0		0		1		0		0		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		8%				0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%		0		5%				0.28

		Housewife		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%				0		0		0		0		0		0		0		0		1		0		0		0		1		0		0		13%		Signif diff. P<0.06		5%				0.06

		Petty Business		0		0		0		0		0		0		0		0		0		0		0		0		1		1		0		0		0		1		1		1		0		0		0		0		0		0		19%				1		0		1		1		1		0		0		1		0		1		1		1		0		0		0		53%		Signif diff. P<0.06		32%				0.02

		Public Servant		0		0		0		0		0		0		0		0		0		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		4%				0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%		0		2%				0.45

		Rickshaw Puller		1		1		0		1		1		0		0		0		1		0		0		1		0		0		1		1		1		0		0		0		0		0		0		1		1		1		46%				0		0		0		0		0		0		0		0		0		0		0		0		0		0		1		7%		Signif diff. P<0.06		32%				0.01

		Tea house		0		0		0		0		0		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		4%				0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%		0		2%				0.45

		Business Ownership

		Own Business Assets		0		0		0		0		0		0		0		0		0		0		0		1		1		1		1		0		0		1		1		1		0		0		0		0		1		0		31%				1		0		0		1		1		0		1		1		1		0		1		1		1		0		1		67%		Signif diff. P<0.06		44%				0.03

		Hire Business Assets		1		1		1		1		1		1		0		0		1		0		0		0		0		0		0		0		1		0		0		0		0		0		0		1		0		1		38%				0		0		1		0		0		0		0		0		0		1		0		0		0		0		0		13%		0		29%				0.09

		Wage earner		0		0		0		0		0		0		1		1		0		1		1		0		0		0		0		1		0		0		0		0		1		1		1		0		0		0		31%				0		1		0		0		0		1		0		0		0		0		0		0		0		1		0		20%		0		27%				0.47

		Type of Involvement

		Institution based financial services		1		0		0		1		0		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		88%				1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		100%		0		93%				0.18

		Using informal financial services		0		1		1		0		1		0		0		0		0		0		0		0		1		0		0		0		1		1		0		0		0		0		0		0		0		0		23%				1		1		1		1		1		1		1		1		0		0		0		0		0		0		0		53%		Signif diff. P<0.06		34%				0.05

		Using no financial services		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%				0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%		0		0%				0.00

						thinks NGOs are insincere				Wife not interested in any NGO microfinance as doesn't like strict loan repaymen t rules		Refused entry to Proshika because "too poor"		Gross monthly income Tk2,500		Claims she lost all her savings with Proshika & BRAC and never got a loan

		Name and Type Organisation(s) Used																																																						Poorer		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		Richer

		ASA		0		0		0		0		0		0		1		0		0		0		1		0		0		0		0		0		0		0		1		0		0		1		1		1		1		0		27%				0		0		0		0		1		0		0		0		1		1		1		0		1		0		0		33%		0		29%				0.67

		BEES		0		0		0		0		0		0		0		0		0		0		0		1		0		0		1		1		0		0		0		0		0		0		0		1		0		0		15%				0		0		0		0		1		0		0		0		0		1		0		0		0		1		0		20%		0		17%				0.71

		BRAC		0		0		0		0		0		1		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		1		0		0		12%				0		0		0		0		0		0		0		0		0		0		1		0		0		1		0		13%		0		12%				0.87

		Grameen Bank		0		0		0		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		4%				0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%		0		2%				0.45

		MSS		0		0		0		0		0		0		0		0		0		0		1		1		1		0		0		0		0		0		0		0		0		0		0		0		0		1		15%				0		0		1		1		1		1		1		1		0		0		0		0		0		0		0		40%		Signif diff. P<0.1		24%				0.08

		Proshika		1		0		0		0		0		0		1		0		0		0		1		0		0		1		0		0		0		0		1		0		1		1		0		0		0		1		31%				1		0		0		0		1		0		0		0		0		1		0		1		0		1		1		40%		0		34%				0.56

		Safesave		1		0		0		0		0		0		1		0		1		0		0		1		1		0		1		0		1		1		0		0		1		0		0		1		0		0		38%				1		1		1		0		1		1		1		1		0		0		0		0		1		0		0		53%		0		44%				0.37

		Shelter		0		0		0		0		0		0		0		0		0		0		1		0		1		0		0		0		0		0		0		0		0		1		0		1		0		0		15%				0		1		1		0		0		1		1		1		0		0		0		0		0		0		0		33%		0		22%				0.19

		URBAN		1		0		0		0		0		0		0		0		0		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		8%				1		0		0		0		1		1		0		0		0		0		0		0		0		0		0		20%		0		12%				0.26

		ROSCA/Savings Assoc.		0		1		1		0		1		0		0		0		0		0		0		0		1		0		0		0		1		1		0		0		0		0		0		0		0		0		23%				1		1		1		1		1		1		1		1		0		0		0		0		0		0		0		53%		Signif diff. P<0.06		34%				0.05

		Total		3		1		1		1		1		1		4		- 0		1		1		4		3		4		1		2		1		2		2		2		- 0		2		3		1		5		1		2		188%				4		3		4		2		7		5		4		4		1		3		2		1		2		3		1		307%		Signif diff. P<0.06		232%				0.02

		Most Liked Characteristics																																																						Poorer																																		Richer

		Individual responsibility for loans		1		1		0		1		0		1		1		0		0		0		1		1		1		1		0		0		0		0		1		1		0		0		0		1		0		0		46%				0		0		0		1		0		1		1		1		0		0		0		0		0		1		1		40%		0		44%				0.71

		No meetings		1		1		1		1		1		1		1		0		0		0		0		1		1		0		1		0		0		0		1		1		1		1		1		1		1		1		69%				0		0		1		1		1		1		1		1		1		1		0		0		1		0		0		60%		0		66%				0.56

		Group meetings		0		0		0		0		0		0		0		0		0		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		4%				0		0		0		0		0		0		0		0		0		0		0		0		0		1		1		13%		0		7%				0.27

		No link between savings and loan size		1		0		0		0		0		0		0		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		8%				0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%		0		5%				0.28

		Flexible savings deposit amounts		1		0		0		0		0		1		0		1		0		0		0		0		0		0		1		1		1		1		1		0		1		0		1		1		0		1		46%				0		1		0		1		0		0		0		0		0		0		1		0		0		0		0		20%		0		37%				0.10

		Flexible savings withdrawal amounts		0		1		0		0		0		0		1		1		0		0		0		0		0		0		1		0		1		1		0		0		1		0		0		1		0		0		31%				1		1		1		0		1		1		1		0		0		0		0		0		1		0		0		47%		0		37%				0.32

		Frequent deposit/withdrawal opportunity		0		1		1		0		0		0		0		0		0		0		0		0		0		0		0		0		1		1		0		0		1		0		0		0		0		0		19%				0		1		1		0		0		0		0		0		0		0		0		0		1		0		0		20%		0		20%				0.95

		Fixed savings amount (for discipline)		0		1		1		0		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		12%				0		0		1		0		0		0		0		0		0		1		0		0		0		0		0		13%		0		12%				0.87

		Variable loan term		1		0		0		0		0		0		0		0		1		0		1		1		1		1		1		0		0		1		1		1		0		1		1		1		1		1		58%				0		0		0		0		1		1		0		0		1		0		0		1		1		1		0		40%		0		51%				0.29

		Flexible loan repayment timing & amount		1		0		1		1		0		1		1		1		0		0		0		1		1		0		1		0		1		1		0		0		0		0		0		0		0		1		46%				1		0		1		0		0		1		1		1		1		1		0		1		1		0		1		67%		0		54%				0.21

		Most Common Uses for Money Borrowed or Withdrawn																																																						Poorer		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		Richer

		To invest in business		1		1		0		1		0		1		1		1		0		1		1		1		1		1		1		0		1		1		1		1		0		1		0		1		1		1		77%				1		1		1		1		1		1		1		1		1		1		0		1		1		0		0		80%		0		78%				0.82

		Repay old debts		0		1		0		0		0		0		0		0		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		1		0		0		12%				0		0		0		0		0		0		0		1		0		1		0		0		1		1		0		27%		0		17%				0.23

		Consumption		0		0		0		1		0		0		0		1		1		0		1		1		0		0		0		1		1		0		0		0		0		0		1		0		0		0		65%				1		1		1		0		1		1		0		0		0		0		0		0		1		1		0		93%		0		37%				0.32

		House purchase/repair		0		0		1		0		0		0		1		0		0		0		1		1		1		0		0		1		0		0		1		0		0		1		0		0		1		0		35%				1		0		1		0		1		1		1		0		0		1		1		0		0		0		0		47%		0		39%				0.46

																																																								Poor																																				Rich

		Preferred Characteristic																																																						Like																																		Dislike

		Regular meetings of members		0		0		0		0		0		0		0		0		0		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		4%				0		0		0		0		0		1		0		0		0		0		0		0		0		0		0		96%		7%		5%		95%		0.70

		Collective responsibility for loans		1		1		1		1		0		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		96%				1		1		1		1		1		1		1		1		1		1		1		1		1		1		1		4%		100%		2%		98%		0.45

		Fixed repayment/savings amount		0		1		0		0		0		0		0		0		0		1		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		8%				0		0		0		0		1		0		0		0		0		1		0		0		0		0		0		92%		13%		10%		90%		0.57

		Loan size determined by savings deposit amount		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%				0		0		0		0		1		0		0		0		0		0		0		0		0		0		0		100%		7%		2%		98%		0.19

		Fixed loan term		1		1		1		0		1		1		0		0		0		1		0		0		1		0		0		0		0		1		0		0		0		0		0		0		0		0		31%				0		0		1		1		1		0		1		1		0		1		0		0		0		0		0		69%		40%		34%		66%		0.56

		Schemes that favor savings to loans		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0%				0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		100%		0%		0%		100%		0.00

		Importance Ranking of Scheme Characteristic:																																																						Poorer		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0		Richer

		Organization holding savings is very trusted		1		1		1		2		1		1		1		3		1		1		1		1		1		1		1		1		3		1		1		1		1		1		1		1		1		1		1.19				1		1		2		1		1		1		1		2		1		1		1		1		1		1		1		1.13		0		1.17				0.72

		Flexibility of loan repayment or savings deposit schedule		3		3		3		1		2		3		2		2		3		2		2		2		2		2		2		2		2		2		2		3		2		2		2		2		2		2		2.19				3		2		1		2		2		1		3		1		2		2		2		2		2		2		2		1.93		0		2.10				0.14

		Frequent opportunities to deposit and withdraw		2		2		2		3		3		2		3		1		2		3		3		3		3		3		3		3		1		2		3		2		3		3		3		3		3		3		2.58				2		3		3		3		3		1		2		4		3		3		3		3		3		3		3		2.80		0		2.66				0.30

		Good interest rates (high on savings and low on loans)		4		4		4		4		5		4		5		4		4		4		5		5		4		5		4		4		4		3		5		4		5		5		4		4		5		4		4.31				4		4		5		5		4		2		4		3		5		5		5		5		5		5		5		4.40		0		4.34				0.69

		Helpfulness and friendliness of staff		5		5		5		5		4		5		4		5		5		5		4		4		4		4		5		5		4		3		4		5		4		4		5		5		4		5		4.50				5		5		4		4		5		3		4		5		4		4		4		4		4		4		4		4.20		0		4.39				0.12

		Other reasons mentioned above

																																																								3.81		5.00		4.00		4.00		3.00		4.00		4.00		4.00		4.00		3.00		4.00		4.00		4.00		4.00		4.00		4.00		4.00		3.87

																																																								2.81		5.00		2.00		3.00		4.00		3.00		3.00		4.00		2.00		4.00		3.00		3.00		3.00		3.00		3.00		3.00		3.00		3.07

																																																								2.42		5.00		3.00		2.00		2.00		2.00		2.00		4.00		3.00		1.00		2.00		2.00		2.00		2.00		2.00		2.00		2.00		2.20

																																																								0.69		5.00		1.00		1.00		- 0		- 0		1.00		3.00		1.00		2.00		- 0		- 0		- 0		- 0		- 0		- 0		- 0		0.60

																																																								0.50		5.00		- 0		- 0		1.00		1.00		- 0		2.00		1.00		- 0		1.00		1.00		1.00		1.00		1.00		1.00		1.00		0.80
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