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Introduction

BACKGROUND OF THE CGAP SKILLS FOR MICROFINANCE MANAGERS COURSE SERIES

In 1997, Jennifer Isern and Brigit Helms of CGAP launched a pilot program in Africa to provide
financial management courses to microfinance institutions (MFIs), based on industry-wide observation
that the greatest constraint to the development of microfinance in the region was the lack of
management capacity. The Pilot initiative had two complementary long-term objectives: 1) to improve
the institutional viability of MFIs in Africa and 2) to enhance the human resource base in microfinance
in Africa through sustainable training programs that would help develop stronger MFIs and increase the
market for local training services. By 1999, the Africa Pilot program had become the MFI Training
Program, with new partners in South and South-East Asia, Central Europe, and the Newly Independent
States (NIS). In addition, CGAP launched AFCAP, an East/Southern Africa program focusing on 12
countries and CAPAF, the Francophone Africa program focusing on 19 countries, to build the capacity
of national training service providers to offer training and consulting services. During the early years,
Jennifer Isern and Brigit Helms served as overall coordinators of the MFI Training Program and
regional programs with colleagues Tiphaine Crenn, Nathalie D’ Ambrosio-Vitale, Mike Goldberg, and
Joyita Mukherjee, and primary consultants Janis Sabetta, Ruth Goodwin, and Kim Craig.

Through this initiative, CGAP developed seven courses for MFI managers conceived to be globally
relevant, short and practical, and incorporating adult training design. These courses are collectively
called the Skills for Microfinance Managers series. Based on feedback from trainers and participants
from hundreds of courses, the courses were revised and improved over several years. As the program
matured, Jennifer Isern, Leslie Barcus, and Tiphaine Crenn managed the Global MFI Training
Program. By the time CGAP transferred its training activities to the Microfinance Management
Institute in January 2007, CGAP’s 39 training partners had trained more than 12,000 people in 52
countries.' In 2007-2008, Tiphaine Crenn coordinated revisions and overall editing of the MFI courses
to reflect changes in microfinance standards, especially in financial statements and ratios.

In line with CGAP’s role as a global resource center on microfinance, the full trainer materials for the
seven courses developed under the MFI Training Program are now being made publicly available.

NOTICE ABOUT USING THE CGAP SKILLS FOR MICROFINANCE MANAGERS COURSE MATERIALS

In parallel to developing course materials, the program aimed to identify qualified national and regional
training institutions and help build their capacity to deliver high-quality courses, expand their training
markets, and offer courses on a cost-recovery basis. Hundreds of training of trainer (ToT) sessions
were organized for the seven courses throughout the world. In some regions, CGAP also developed a
certification process, and certified trainers were given broad access to the training materials. Certified
training partners invested heavily in building their reputation for offering high-quality, useful courses
and building up their businesses.

Although the CGAP Skills for Microfinance Managers course materials are now publicly available,
CGAP recognizes only those partners and trainers who went through the certification process as CGAP
training partners. Others who offer a course using materials from one of the CGAP Skills for
Microfinance Managers course should not refer to themselves as CGAP trainers or CGAP-certified.

CGAP also requests that all those who offer the “Business Planning” course use the following text in
their marketing materials and course descriptions: “The Business Planning course is based on the
materials developed by CGAP which are publicly available on http://www.cgap.org. CGAP is a leading

' By December 2008, the number of people trained was closer to 14,000, given the ongoing training activities of
CAPAF’s 19 training partners in Francophone Africa.
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independent resource for objective information, expert opinion, and innovative solutions for
microfinance. CGAP works with the financial industry, governments and investors to effectively
expand access to financial services for poor people around the world.”

HOw TO WORK WITH THE COURSE MATERIALS

The CGAP Skills for Microfinance Managers course materials are all organized in the same manner,
with eight to twelve sessions in each course. Each session generally consists of the following sections:

1. Trainer Instructions give step-by-step instructions to trainers on how to lead the session, including
when to show which PowerPoint slide, distribute handouts, organize participant activities, discuss
during short lectures or general discussions, etc. The instructions include suggested timing, although
this should be adapted according to the context. The first page (Session Summary) of the Trainer
Instructions section in each session lists all the supplies, technical materials, overheads, handouts,
and case study sections that will be required for that specific session. Optional overheads and
handouts, which are included in the course material for use at the discretion of the trainer, are
clearly identified within shaded boxes in the Session Summary. If there are additional technical
materials in the session, the Trainer Instructions include a section called Trainer Materials, marked
M in the right-hand top corner. Trainer Instructions are not intended for participants. If technical
explanations are included in the Trainer Instructions, they are also generally provided in the
handouts for the participants.

2. Overheads introduce topics, underscore key messages, and summarize issues. Overheads are
clearly marked O in the right-hand top corner. (For example, BP3-O2 means that this is the second
overhead of the third session in the Business Planning course.) Optional overheads are identified by
black (as opposed to white) reference numbers. The overheads are in PowerPoint format but can be
printed out on transparencies and shown using an overhead projector. Overheads are not meant to be
distributed to participants since the handouts in the same session will cover the same points,
generally in greater detail.

3. Handouts are marked H in the top right-hand corner, in the same manner as the overheads. Handouts
include exercises, instructions, and financial statements, as well as additional reading and in-depth
information on the topic. Some handouts give instructions to the trainers about a publication to
distribute, and these publications may need to be ordered or downloaded separately.

4. Case studies are used in most of the CGAP courses. Files for the case study are sometimes kept
separate from the other handouts. The instructions in the Trainer Notes explain the section of the
case study at each point in the session. Printing case studies on colored paper (and using different
colors for different sections of the case) makes it easier for participants to organize their materials.

5. Reference materials and additional reading are listed for each course. Excerpts or the entire
document are often included in the handouts. On the Web site, each course home page contains a
box on the right-hand side with links to download the documents, if they are available publicly, or
information on how to purchase them.

Please note that the overheads in PowerPoint format need to be downloaded separately. The course file
contains the trainer instructions, the trainer technical materials, the overview of the overheads, the
handouts, and the case study. The pages are formatted to be printed double-sided and blank pages are
included as necessary.

Vi



Overview of the Course

The “Business Planning for Microfinance Institutions” course was originally entitled “Business
Planning with Microfin” and is one of the four courses in the Operational Management Curriculum,
along with “Product Development,” “Information Systems,” and “Operational Risk Management.” The
original five-day course, launched in 2002, guided participants through the process of strategic and
operational planning and to develop the financial planning skills necessary for the long-term health of
an MFI. The greater part of the course focused on using the Microfin financial projections model, an
Excel-based business modeling tool specifically designed for MFIs. A detailed case study gave
participants practice applying strategic and operational planning principles with Microfin through a
detailed case study and an opportunity to analyze the key factors for sustainability.

The present version of the course has been significantly reduced from the original course to remove the
Microfin case study and references to the CGAP handbook Using Microfin 3.0. As of November 2008,
the Microfin software is now on version 4.0 and has changed significantly from the version used in the
original course. However, Chuck Waterfield and colleagues continue to offer a specialized course on
Microfin in various locations globally. Microfin 4.0 can be downloaded from http://www.microfin.com,
along with the manual, self-help tutorials, and other useful information.

This November 2008 version of the business planning course includes all the sessions of the original
course that precede using Microfin to do financial modeling—namely, defining institutional mission,
goals, and objectives, understanding clients and markets, carrying out environmental and institutional
assessments, and designing a strategy. CGAP hopes that these sessions can be useful to potential
trainers either as stand-alone sessions or as part of a larger course.

INTENDED AUDIENCE

This course is recommended for Executive Directors, Finance Managers, Credit Managers, Operations
Managers, Branch Managers and Board Members from Microfinance NGOs, credit unions, banks and
other financial institutions, microfinance networks, apex institutions, national government regulators
and donors, and consultants.

COURSE OUTLINE

Session 1: Welcome and Introduction
Session 2: Introduction to Business Planning

e The purpose and elements of business planning

e Linking basic business planning knowledge to planning for microfinance
Session 3: Strategic Planning — Mission, Markets, and Clients

e The components of and how to write a mission statement
¢ Defining markets and clients for microfinance
e Strategies for planning and how to apply them to a case study of LEDA, a fictional MFI
Session 4: Strategic Planning — Environmental Analysis, Institutional Assessment, and Strategy
How to:
Identify environmental opportunities and threats
¢ Identify institutional strengths and weaknesses
¢ Identify objectives and activities for LEDA
¢ Design a strategy for LEDA

Session 5: Course Evaluation and Closure

Date of last substantive update: 2002

vii
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References for the Course
(updated in 2008)

KEY DOCUMENTS

Financial Projections

Lunde, Shirley A. 2001. Using Microfin 3: A Handbook for Operational Planning and Financial
Modeling. Washington, D.C.: CGAP.

General Information

Ledgerwood, Joanna. 1999. Microfinance Handbook: An Institutional and Financial Perspective.
Washington, D.C.: World Bank.

OTHER DOCUMENTS

Isern, Jennifer, and Julie Abrams with Matthew Brown. 2008. Appraisal Guide for Microfinance
Institutions. Resource Manual. Washington, D.C.: CGAP, March. http://www.cgap.org/p/site/c/
template.rc/1.9.2972

Isern, Jennifer, and Julie Abrams with Matthew Brown. 2008. Appraisal Guide for Microfinance
Institutions. Revision of 1999 Appraisal Handbook. Washington, D.C.: CGAP, March. http://www.
cgap.org/p/site/c/template.rc/1.9.4394

Isern, Jennifer, Julie Abrams, and Kim Craig with Matthew Brown. 2007. Appraise.xIs: Spreadsheet
for Appraisal Guide for Microfinance Institutions. Washington, D.C.: CGAP, March. http://www.cgap.
org/p/site/c/template.rc/1.9.2968

WEB SITES
Microfin financial projections model: http://www.microfin.com/
MicroSave Toolkits: http://www.microsave.org

USAID microLINKS: http://www.microlinks.org
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SESSION 1: WELCOME AND INTRODUCTION

Session Summary

OBJECTIVES: By the end of the session participants will be able to:

e State each other’'s names
e State the training objective and agenda
¢ Relate objectives to their own expectations

TIME: 90 minutes
SUPPLIES: Flipchart paper and markers for each group
Name tags

Name tents (sample included)
Masking tape

Index cards

LED projector

Overhead projector (optional)

TRAINER MATERIALS

BP1-M1 Sample Name Tents
BP1-M2 Suggested Duration of Sessions

PARTICIPANT MATERIALS

OVERHEADS: BP1-O1 Workshop Expectations Exercise
BP1-O2 Goal
BP1-0O3 Objectives

HanDouTs: BP1-H1 Workshop Expectations Exercise

BP1-H2 Business Planning — Precourse Skills Audit
BP1-H3 Business Planning Goal and Objectives

©CGAP/World Bank, 2009
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Trainer Instructions

Session 1: Welcome and Introduction

Note to trainers: The present version of the CGAP Business Planning course has been
significantly reduced from the original course to remove the Microfin case study and
references to the CGAP handbook Using Microfin 3.0. As of November 2008, the Microfin
software is now on version 4.0 and has changed significantly from the version used in the
original course. However, Chuck Waterfield and colleagues continue to offer a specialized
course on Microfin in various locations globally. The November 2008 version of the course
includes all the sessions of the original course that precede using Microfin to do financial
modeling—namely, defining institutional mission, goals, and objectives, understanding clients,
and markets, carrying out environmental and institutional assessments, and designing a
strategy. CGAP hopes that these sessions can be useful to potential trainers either as stand-
alone sessions or as part of a larger course.

WELCOME

1. (2 minutes) Have a representative of the sponsoring organization welcome
participants and open the workshop.

2. (2 minutes) Have remarks from official guests.

3. (2 minutes) Have the sponsoring organization representative or official guest
introduce the trainers and hand over the workshop to them.

SETTING THE STAGE

4. (5 minutes) Welcome participants to the course, using the following points as a
guideline:

e Over the past 20 years, a microfinance industry has emerged in response to
the lack of access to formal financial services for most of the world’s poor.
Microfinance institutions serve an ever-increasing number of poor clients, but
the demand for such financial services still far outstrips their capacity.

e To meet this demand, most microfinance institutions plan to increase their
outreach. But rapid growth strains an institution’s systems and changes its
financial dynamics. Without effective planning and projection tools,
microfinance institutions can—and often do—undermine themselves.

e Many microfinance institutions have business plans. They are often
overambitious, because the underlying projections are insufficiently detailed to
reveal the hurdles that the institution must overcome in order to expand. Often
they are prepared by outsiders, created in response to requirements of
potential funders, and remain on the shelf once funding is received, rather than
serving as an ongoing management tool.

e CGAP commissioned the Microfin model and designed the original Business
Planning course to help microfinance institutions develop their own business
plans. Because the Microfin model has continued to be upgraded since the first

BP-2



BP1: Welcome and Introduction

CGAP Business Planning course was launched in 2002, the present course
does not include the original sessions on using Microfin and doing financial
projections, since they are no longer compatible with the 4.0 version of Microfin
currently in use. Microfin 4.0 can be downloaded from http://www.microfin.com,
along with the manual, self-help tutorials, and other useful information.

e The original course provided guidelines for preparing strategic and operational
plans and, most especially, detailed how to make accurate financial projections
to accompany those plans. Such plans and financial projections are certainly
not secure predictions of the future—under the best circumstances they involve
assumptions that will always need adjustment in the face of changing
realities. But even if good business plans are not crystal balls, the exercise of
preparing one, with participation by staff at all levels, can help an institution in
three ways:

(1) The institution’s stakeholders will have to face, and arrive at, a consensus
on key strategic and operational issues that the exercise will bring to the
surface.

(2) If the financial and operational planning is carefully done, the process
almost always shows participants important dynamics of their business
that they did not understand before.

(3) The plan that results can serve as a roadmap to the institution’s goals.
With a good map in hand, one that is periodically updated, management
will know when the institution is deviating from those goals and in which
direction it needs to move to get back on track.

e During this course you will be introduced to how to develop those plans and
review some basic concepts of planning. The planning exercises using the
case study should start you and your organizations on your way to developing
a solid business plan that will help your organizations achieve your operational
goals.

PARTICIPANT INTRODUCTIONS AND EXPECTATIONS

(As appropriate, substitute other experiential activities that achieve these goals, such
as learning who the participants are and eliciting their expectations.)

5. (5 minutes) Say: Before getting started, let us find out who is here and why you
came! Distribute expectation cards. Ask all participants to write down several
reasons why they came to this workshop and to list several points on what they
expect to get out of it—that is, what they want to learn or be able to do as a result
of this workshop.

6. (20 minutes) Show BP1-O1 and Handout BP1-H1, Workshop Expectations
Assignment, and briefly explain that in their groups, participants should first
introduce themselves by saying their names, then describe their jobs, and end by
briefly summarizing what they wrote on the card about why they came to the
workshop.

BP-3
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Trainer Instructions

Then ask each group to prepare a drawing that reflects the main things that they
want to learn and do at the workshop (their expectations).

Emphasize that the goal is not to produce a drawing of a “planning process” or an
organizational chart. They should try for a more creative expression, like a happy
institution that results from their planning efforts. Use a previously prepared
flipchart to illustrate this point (see Trainer Notes).

Divide participants into groups of four or six people (depending on total group
size) by asking them to count off. Tell members of each group to meet under the
sign with the number corresponding to the group. Hand out flipchart paper and
markers to each group, and explain that they have 15 minutes to complete the
drawing process.

Check on the small groups as they work, keeping them aware of the time
remaining for the task.

INTRODUCTIONS AND PRESENTATIONS

7. (20 minutes) Reconvene the large group and begin subgroup presentations.
Remind participants of the main rule—everyone must speak! Call each group to
the front of the room and post its drawing somewhere in the room. All group
members should come forward to introduce each other and present the drawing
to the large group.

As expectations emerge from the reports, make notes on a flipchart labeled
“Expectations.” When all the groups have taken a turn, ask if there are any other
key expectations that have not been included on the flipchart and write down any
responses. Collect index cards to supplement the expectations.

PRECOURSE SKILLS AUDIT

8. (15 minutes) Explain that in order to fine-tune the course, it is helpful for the
faciltators to understand what participants already know. Tell the group members
that now they will take a precourse skills audit, and remind them that if they knew
all the answers, there would be no need for them to attend this course! Joke: We
hope there are some blank spaces so that we can keep our jobs! Distribute BP1-
H2. When the audits are complete, collect them for later analysis and use for
group formation and course emphasis.

EXPECTATIONS AND SCHEDULE

9. (5 minutes) Using overheads BP1-O2, Workshop Goals, and BP1-O3,
Objectives, hand out BP1-H3 and briefly go over the workshop goals and
objectives, tying the sessions to the expectations expressed by participants
earlier. If certain expectations will not be met, candidly explain why. Distribute
Training Schedule, which the trainers should have prepared based on the
suggested duration of sessions for the course (BP1-M2) and review.

BP-4



BP1: Welcome and Introduction

10. (2 minutes) Complete a list of ground rules for the workshop by soliciting input

from the participants (for example: start on time, everyone must participate, ask if
anything is unclear, no smoking, one person speaks at a time, there is no such
thing as a “stupid” question, and so on).

Introduce the concept of the “energizer” and determine a way to fulfill this role. For
example, say “The last person to enter the room is the energizer of the day.”
Explain that when they feel as if they are dragging a bit, they should request to
have someone lead a one-minute “energizer” to perk them up, including telling a
joke, leading the group in calisthenics, and so forth).

Review any logistics (hotel, meals, break times, and so on).

CONCLUSION

11. (2 minutes) Take any questions that participants have at this point. Close by

pointing out that:

e The participants are a vital part of the learning process. They will be able to
build upon the experience and knowledge of other participants, and share their
own knowledge and experience to benefit others.

e Emphasize that they will be working in small groups on a detailed case study.

e Explain that they will be using the latest in adult education methods, for which
the foundation is learning by doing. They will not be lectured at, as they might
have expected to be the case. Ask participants to be patient and allow the
process to run its course. Say: While we are available to answer questions as
needed, we do believe that the best remembering comes from your own
discoveries! Let’s get started!!

Trainer Notes

Before the session: Consider preparing a flipchart with two simple drawings to demonstrate
a creative approach to a “happy house.” On the top half, draw a shape like an organigram,
with layers of boxes connected by lines. Draw a big “X” through this drawing. On the bottom
half make a simple drawing of a house and a family of “stick people” outside the house.
Before asking the group to prepare a drawing, direct their attention to the flip chart so
participants can see what is being asked for.

Create and post signs labeled 1, 2, 3, 4 in corners of the room, indicating where the
subgroups should gather.

If desired, during the introduction/expectation portion of the session, substitute other
experiential activities that achieve the goals of learning who the participants are and
obtaining participants’ expectations as appropriate.

After completing this session: Remember to evaluate the precourse skills audits;
participants should be evaluated on their planning experience and knowledge of financial
management. Make a list of subgroup options, keeping in mind that participants from the
same organization should be in different subgroups so that institutional experiences can be
shared across institutions.

BP-5






BP1: Welcome and Introduction

BP1-M1
Sample Name Tents

I hear, I forget

I see, I remember

To Use: Cut along solid lines, then fold on dotted line. Make sufficient copies (preferably copied
on hard paper) for all participants. Distribute to participants and ask participants to write their
name in the space provided.
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BP1: Welcome and Introduction

I hear, I forget

I see, I remember

I do, I understand -

RSN
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BP1: Welcome and Introduction

I hear, I forget

I see, I remember =V,

L

I do, I understand
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BP1: Welcome and Introduction

Suggested Duration of Sessions

BP1-M2

BUSINESS PLANNING COURSE (without Microfin sessions)

. Welcome and Introduction

. Introduction to Business Planning

. Strategic Planning—Mission and Clients

. Strategic Planning—Environmental/Institutional

. Closure and Evaluation

Total minutes

Total hours (divide by 60)
Total 6-hour days
Total 6.5-hour days

Min
90
80

120

175

30

495

8.25
1.38
1.27

Minutes
Max

90

110

145

185

30

560

9.33
1.55
1.44
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Overheads

THE COMPLETE SET OF OVERHEADS IS IN A SEPARATE POWERPOINT FILE

ENTITLED “CGAP BUSINESS PLANNING OVERHEADS”

BP-15






BP1-01

WotkshoprlExpectationstliIxercise

IN 15 MINUTES
1. Introduce yourself

2. Talk informally about your
expectations of the workshop

. Prepare a drawing which reflects
the group’s expectations of the
workshop

. EVERYONE in the group must
present someone or some part of

the drawing! Everyone must say
something!!

To define the steps needed to
create a business plan that leads to
Increased outreach
and

PROFITABILITY g

i

) s |
) B

©CGAP/World Bank, 2009




Objcctives

® To define steps involved in developing a strategic plan
based on a market approach and apply them in their
MFI

® To conduct research to determine who and where the
clients are

®" To analyze the business environment and determine
the opportunities and threats it provides

® To assess their own institutions, identifying strengths
and weaknesses

® To create a strategy and build an operational plan
based on that strategy

©CGAP/World Bank, 2009
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BP1-H1

Workshop Expectations Exercise
Time: 15 minutes

1. Share your names, describe your jobs, and briefly explain why you chose to
attend the workshop.

2. Talk informally about your expectations for the workshop. Take notes from the
discussion, and attempt to summarize the group’s expectations. Share the
summarized expectations and make changes if necessary.

3. As a group, prepare a drawing that reflects your expectations of the workshop,
using the flip chart paper and markers provided. Be creative!

4. Be prepared to introduce each other and to explain the group’s drawing to the
larger group. EVERYONE in the group must present someone or some part of
the drawing! You all must talk!!

©CGAP/World Bank, 2009






BP1-H2

Business Planning — Precourse Skills Audit

Name: Organization:

Please answer these questions to the best of your ability, including any formulas or indicators as
requested. This is not a test, but it will help us identify which topics to emphasize during the
course. Use the reverse side of this paper, if necessary, to complete your answers.

1. Name three components of the Business Plan.

a.

2. What is an Environmental Analysis?

3. What is an Institutional Assessment?

4. Have you been involved in developing your institution’s planning process? If
yes, please explain the process used and your involvement in the process.
Use the reverse side of this sheet to answer.

©CGAP/World Bank, 2009






BP1-H3

Business Planning

N7 2Ll

Goal

Define the steps needed to create a business plan that leads to
increased outreach
and
PROFITABILITY

Objectives

v To define steps involved in developing a strategic plan based on
a market approach and apply them in their MFI

v' To conduct research to determine who and where the clients are

v To analyze the business environment and determine the
opportunities and threats it provides

v To assess your own institution, identifying strengths and
weaknesses

v To create a strategy and build an operational plan based on that
strategy

©CGAP/World Bank, 2009






SESSION 2: INTRODUCTION TO BUSINESS
PLANNING

Session Summary

OBJECTIVES: By the end of the session participants will be able to:

e Explain the purpose and elements of business planning
e Link basic business planning knowledge to planning for
microfinance

TIME: 80-110 minutes

SUPPLIES: Business Planning Framework prepared on two pieces of flipchart
paper (titles and boxes only)
Flipchart
Markers

Masking tape

LED projector
Overhead projector
Index cards

TRAINER MATERIALS

General Strategic and Business Planning Reference Materials
Practical local Examples/References to Planning Process
BP2-M1 Introductory Comments on Business Planning

PARTICIPANT MATERIALS

OVERHEADS: BP2-O1 Planning Helps....
BP2-0O2 Business Planning for Microfinance Institutions
BP2-0O3 Business Planning Terminology
BP2-0O4 Business Planning Framework

HANDoOuTs: BP2-H1 Business Planning Framework

PREPARED FLIPCHARTS:
Business Planning Framework

©CGAP/World Bank, 2009 BP-27



Trainer Instructions

Session 2: Introduction to Business Planning

IMPORTANCE AND PURPOSE OF PLANNING

1. (2 minutes) Introduce the session. Remind participants that they have just
discussed the goals and objectives of this course. They are here to apply their
planning skills to all aspects of planning. Say: Let’s start at the beginning—what
do you know about business planning?

2. (5 minutes) To focus the session, distribute index cards and ask participants
individually to write their own definition of business planning. Review a few
answers and explain that they should hold on to their definitions, as they will be
redefining them as the course proceeds.

3. (5 minutes) Ask: Why do you think planning is important? What is the purpose of
planning? After a few moments show BP2-O1. Explain that planning provides a
framework for change. It is both an operational tool that guides the activities of
staff and board and an evaluation tool that allows individuals to monitor progress
in reaching the goals outlined in the plan. It will enhance an MFI's ability to
expand outreach and increase sustainability. Emphasize that it is not a process
to go through simply in order to get money from donors.

4. (7 minutes) Brainstorm: What are the characteristics/qualities of a good plan?
Write answers on the flipchart. Answers should include:

e Is a process—done over time

e Has involvement of all departments,

e Developed by a group—not one person in isolation
e Owned by the organization

¢ Enactable with resources available

e A working document—referred to, not shelved

e Is also concrete, measurable, and a good read!

Summarize brainstorming by highlighting that planning is an iterative process and
worked on by a team of people representing various departments in the
organization.

5. (2 minutes) Ask: In particular, why is planning important to MFIs? Ensure that the
responses are linked to the sustainability message. Give as an example: Good
planning will allow MFIs to embark on realistic efforts to reach sustainability. Show
BP2-02.
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BUSINESS PLANNING FRAMEWORK

6.

10.

(5 minutes) Ask those who have been involved in a business planning process to
raise their hands. Follow up by asking a few people to describe the particular
process they were involved in.

(10 minutes) Explain that they will now take a few moments to think more about
the planning process. Divide participants into subgroups of three, made up of
those seated next to each other. Explain that they have 10 minutes to write down
the main steps/parts of the business planning process. Ask them to think of the
major steps they have to complete when doing a business plan and then ask
them to try to put the elements in a chronological order(what would they do first,
second, and so on). Suggest that they strive for no more than 10 steps to their
planning process.

While monitoring the subgroups’ progress, try to get them to focus on broad
concepts like mission, SWOT, budgeting, objectives, and goals, and not get into
any more detail than this.

(10 minutes) Process the results in the large group. Ask each triad what things
they considered first, next, and so on. Keep the discussion moving. It is not
necessary to obtain an exact order to the steps; grouping activities as “first tasks”
is fine. Remember that the participants have already discussed the topic for 10
minutes. Try to take as many answers as possible. (A cotrainer can write the
main ideas on a flipchart as they come up.)

Summarize and acknowledge commonalities and previous knowledge. Ask: What
are your comments on the best order to follow for a planning process? Focus the
discussion. Note that overall plans often start with a “mission"—what the
institution stands for—and end up with a “strategy”—a plan to achieve the
mission. Explain that the mission should be internally defined, not defined by
someone outside the organization. Also point out that the process is not linear;
some activities occur simultaneously, and some activities are continuous, such as
market research, examining the competition, assessing institutional resources,
and so forth. For example, the mission is reviewed after the market research, and
SWOT for feasibility prior to final strategy development.

(2 minutes) Referring back to the list, elicit responses by asking how they can
group these activities. Try to quickly move the group towards strategic,
operational, and financial modeling. If this does not work, then move into the next
step immediately—as always, relating to the points on the flipcharts.

(5-10 minutes) Explain that first they need to be introduced to some key terms
and definitions. Show BP2-03, Business Planning Terminology. Define the
planning terms one by one, emphasizing how they differ, by using the overhead to
reveal only the term to be defined and asking participants for some ideas, then
revealing the working definition used throughout the course.
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11.

12.

13.

OPTIONAL (10-20 minutes) Bridge activity from local reference points to the
course framework. Depending on the group and the terms/processes in general
use in the region where the course is being offered, consider taking some time to
relate common practices to the definitions above to lead into the framework that
will be used in this course, described below.

(10-15 minutes) Explain that they will now study the business planning framework
and once again see how it compares to the outlines they have just developed or
to other frameworks they may be accustomed to in their countries. State that
there are many different models available for use in planning. Explain that the
approach developed and used in this course is only one approach to business
planning. It may have different components or terms, but the framework includes
all the major components needed to formulate a general business plan, and also
provides extra emphasis and tools specific to microfinance.

Show overhead BP2-04, Business Planning Framework. Reveal and explain the
framework for their planning strategy, and review the components one by one,
relating them to participants’ lists and experiences. Build on this in the
presentation.

Emphasize main ideas, particularly stressing (1) the priority given to markets,(2)
the focus on clients as the main theme in the business planning approach, (3)
planning as an iterative, ongoing process, completed by a task force, and (4) the
usefulness of projections and financial modeling in microfinance.

Point out the parallels between strategic components and operational
components (for example, markets and clients influence products and services).
However, do not go into detail, as this will be done in a later session.

(5-10 minutes) Hand out BP2-H1, Business Planning Framework, to participants.
Give them a few minutes to review the handout. Facilitate general discussion by
asking: What are your reactions to the framework? How can you apply it in your
institution? How does this framework compare to your own experiences? Differ
from what you are familiar with? Differ from typical NGO approaches? (Answers:
emphasis on markets, considers the institution as a whole, provides an ongoing
management tool, has a tool specific to microfinance, and so forth.) Take any
other questions and comments.

CONCLUSION

14.

(5 minutes) State that this framework provides an outline of the business planning
process. It is useful to follow it, and break it down into components, when
completing the projections needed for financial modeling in order to complete a
business plan for microfinance institutions that will enhance their abilities to be
successful, profitable, and sustainable.

Bridge to the next session.
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Trainer Notes

At the end of this session, hang up the previously prepared Business Planning Framework
(titles and boxes) in a central place where everyone can see it. This flipchart will be posted on
the wall for the remainder of the course, so it should be carefully done. To be large enough to
be visible, it should be created on multiple sheets of flipchart paper. Use different marker
colors for the main headings so that they are easily distinguishable, arrows where
appropriate, and so forth.
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BP2-M1

Introduction

Business planning for microfinance institutions can be understood as two closely related
processes: strategic planning and operational planning. Strategic planning means articulating
broad institutional goals, assessing the institution’s performance in achieving its goals, and
then selecting a strategy that enhances the institution’s ability to expand outreach and
achieve (or maintain) profitability. Operational planning involves creating a framework for
implementing the strategy, expressed concretely in detailed financial projections.

How a microfinance institution carries out the planning process greatly affects the quality of
the plan. Incorporating the perspectives of key stakeholders—such as the institution’s board,
staff, and clients—helps ensure that the business plan that results identifies the key issues
that must be addressed to achieve broad outreach and profitability. Involving those
responsible for implementing the plan helps ensure broad endorsement, essential for
successful implementation.

The process of developing a business plan, especially creating detailed financial projections,
helps an institution to understand the factors that are key in determining its success. These
include, for example, the elements that must be considered in designing financial products
that both meet clients’ needs and lead to profitability, such as the size and term of loans and
the effective interest rate. The business plan, and the financial projections that are an integral
part of it, become operating tools for the institution’s managers. By comparing actual with
projected results (performing variance analysis), managers can monitor the institution’s
progress toward the goals outlined in the plan.

In addition to serving its primary purpose as a management tool, a clear plan with well-
thought-out financial projections strengthens a microfinance institution’s negotiating position
with donors, commercial banks, and other investors. The business plan can also be used to
provide information to other external audiences, such as shareholders, clients, and regulatory
authorities.

Introduction to Developing a Strategic Plan

There are many ways to develop a strategic plan. The approach here consists of several
steps, all of which keep the clients in the forefront during the planning process:

¢ Articulating the institution’s mission and goals, which express its aspirations and intentions
¢ Defining the institution’s markets and clients to clarify whom it seeks to serve

o Undertaking an environmental analysis to examine key factors in the broader context in
which the institution operates

o Performing an institutional assessment to explore key strengths and weaknesses of the
institution

¢ Based on the results of these analyses, developing a strategy that builds on the institution’s
strengths and develops key areas needing improvement, enabling the institution to better
serve its clients and achieve profitability
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Strategic Planning: Development and Implementation
Dr. Bonita H. Meleher and Dr. Harold Kerzner

Excerpt from Chapter 1: The Role of Strategic Planning in the Survival of the
Organization

1.0 WHAT IS STRATEGIC PLANNING?

Strategic planning is the process of formulating and implementing decisions about an
organization's future direction. This process is vital to every organization's survival, because it
is the process by which the organization adapts to its ever-changing environment and is
applicable to all levels and types of organizations. The formulation process is the process of
deciding where you want to go, what decisions must be made, and when they must be made
in order to get there. It is the process of defining and understanding the business you are in.
The outcome of this process results in the organization doing the right thing by producing
goods or services for which there is a demand or need in the external environment. When this
occurs, we say the organization has been effective as measured by market response, such as
sales and market shares. All organizations must be effective or responsive to their
environments to survive in the long run.

The formulation process is performed at the top levels of the organization. Here, top
management values provide the ultimate decision template for directing the course of the firm.
Formulation:

e Scans the external environment and industry environment for changing conditions

¢ Interprets the changing environment in terms of opportunities or threats

¢ Analyzes the firm's resource base for asset strengths and weaknesses

o Defines the mission of the business by matching environmental opportunities and
threats with resource strengths and weaknesses

e Sets goals for pursuing the mission based on top management values and sense of
responsibility

Implementation translates the formulated plan into policies and procedures for achieving the
grand decision and involves all levels of management in moving the organization toward its
mission. The process seeks to create a fit between the organization’s formulated goal and its
ongoing activities. Because it involves all levels of the organization, it results in the integration
of all aspects of the firm's functioning. Middle- and lower-level managers spend most of their
time on implementation activities. Effective implementation results in stated objectives, action
plans, timetables, policies and procedures, and results in the organization moving efficiently
towards its mission.

Strategy must be executed to be effective. Tom Peters reports that the secret to the success
of the firms that he and Waterman studied was “Almost invariably mundane execution.”

Implementation:
¢ Translates mission into specific measurable objectives
e Acquires needed resources
¢ Allocates resources to required activities
¢ Directs required activities
e Uses control to assure activities achieve objectives
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e Creates and changes activities as necessary

Strategic planning consists of two processes: formulating strategy and implementing strategy.
The concept of strategy is not new.

Formulation of Strategy Implementation of Strategy

Corporate Environment Organizational Structure

Corporate Resources Strate Informgtion Systems
Corporate Responsibilities 9y Rewar_ Systems
Management Values Allocation of Resources

Leadership

Source: Melcher, Bonita Dr. and Dr. Harold Kerzner. Strategic Planning: Development and
Implementation. Blue Ridge Summit, PA: TAB Professional and Reference Books, 1988.
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Overheads

THE COMPLETE SET OF OVERHEADS IS IN A SEPARATE POWERPOINT FILE

ENTITLED “CGAP BUSINESS PLANNING OVERHEADS”
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. Secure the future of the microfinance institution
= Provide a roadmap
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= Allocate resources

= Establish measures of success
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= Respond to changes in envuonment
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BP2-03

Business Planning Ierminology

Strategic Planning

Formulates and articulates broad goals
for the future based on an assessment of
the current situation

Operational Planning
Projects NOW tO pursue the goals

Financial Projections
Expresses the plan in financial terms
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BP2-H1

Business Planning Framework

Strategic Planning

Mission and Goals

Operational Planning

Strategy

Markets = Clients

Product and Service Definition

Environmental Analysis
Competition
Collaborators

Regulatory Factors
Other External Issues

Marketing Channels /Credit and
Savings Projections

Institutional Assessment
Credit and Savings Program
Board and Management
Human Resources
Administration

Institutional Capacity
and Resources
Loan Loss Provisioning
Loan Officer Caseload
Program-level Expenses

Financing Sources

Admin-level Expenses

Financing Strategy

Financial Management

Strategy
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SESSION 3: STRATEGIC PLANNING — MISSION,;,

MARKETS, AND CLIENTS

Session Summary

OBJECTIVES: Participants will be able to:

e State the components of and write a mission statement
e Define market and clients for microfinance

e Identify strategies for planning and apply them to a case study

TIME: 120-145 minutes
SUPPLIES: LED projector or overhead projector
Flipchart

Markers (one for every five participants)
Masking tape

TRAINER MATERIALS

BP3-M1 LEDA Case Study Part 4 Discussion Guidelines
BP3-M2 Technical Notes

PARTICIPANT MATERIALS
OVERHEADS: BP3-0O1 Mission Statement

BP3-01 Locally Provided Examples of Mission

Statements—to be generated locally Sipeme!
BP3-0O2 LEDA's Mission
BP3-O3 LEDA's Goals
BP3-O4 At LEDA we serve...
BP3-O5 Segmenting Markets
BP3-06 Effective Segmentation
BP3-O7 Microfinance Client Traits
HAaNDoOuTSs: BP3-H1 From Mission Statement to Strategy
BP3-H2 Markets and Clients — Key Points
Case Stupy: Partl LEDA History
Part 2 Mission and Goals
Part 3 Clients and Markets
Part 4 ASSIGNMENT — Clients and Markets
BP-43
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Trainer Instructions

Session 3: Strategic Planning — Mission,
Markets, and Clients

INTRODUCTION TO STRATEGIC PLANNING

1. (2 minutes) Introduce and explain the session objectives. Refer back to the
Framework overhead/handout (BP2-O4/BP2-H1) and point out that the group will
now focus on the strategic planning side of the framework. Explain that they will
go through each component of the framework, first defining it and then applying it
to a case study—LEDA. Remind participants that they have already learned that
some of them are familiar with strategic planning and have even participated in
strategic planning exercises, (this information comes from the precourse skills
audit and the previous session). Now others in the group can learn from their
experiences. (Since most of the session involves lecturing, using questions and
answers, try to keep the session interactive and lively!)

MISSION AND GOALS

2. (5 minutes) Ask: What do you do first? (Answer: strategic planning—formulate a
strategy.) Review strategic planning, noting that the outcome is a strategy that will
then need a plan of implementation (the operational plan). Once again, remind
the group that planning is an iterative process and that steps are not necessarily
conducted in a linear fashion. However, during the course, the steps will be
presented one by one and participants will discuss how they overlap and link to
one another!

3. (5 minutes) Referring to the Framework, ask what the first step is. (Answer:
Establish the mission!) Follow up by asking what is meant by a mission
statement? What are the main elements of a mission statement? What is their
mission? Take a few responses and ask for examples of each element.
Summarize using BP3-O1 and notes from BP3-H1 as a guide to help participants
reach a common understanding about how the term is used in this course.
Remind participants that the MFI's mission is its reason for existence!

4. (5 minutes) Write this question and responses on a flipchart: Why is the mission
(statement) important? Brainstorm for answers, which might include encouraging
stakeholder commitment to and ownership of the organization, providing focus
and direction to the organization during implementation, providing long-term
commitment or direction to the institution.

Explain that in order for the concept of “mission” to be real within an organization,
rather than just words or a catch phrase, it must be implementable. Therefore,
the mission is the cornerstone of business planning. The purpose of the
remainder of the plan is to help the organization achieve its mission; the
organization’s mission sets the stage for all subsequent activities.
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5.

BP3: Strategic Planning — Mission, Markets, and Clients

OPTIONAL (5 minutes) If possible, provide some local examples of mission
statements on a slide or overhead for the group’s review and to illustrate the
major components. (BP3-O1—Optional)

(3 minutes) Ask: What are goals and how do goals relate to an MFI’'s mission
statement? Summarize the discussion by stating that goals are statements that
begin to outline how an MFI intends to pursue its mission. They are fairly broad
statements that highlight what the general plans of the MFI are to achieve its
mission, and are often related in terms of outputs or outcomes. The goals will later
be broken down into objectives and activities for more specific guidance of
implementation and monitoring accomplishments.

(5-10 minutes) Ask various participants to describe the mission and goals of their
organizations, and to talk about their experiences or thoughts concerning that
mission. Ask: Is your organizational mission being fulfilled or experiencing mission
drift? Why or why not? Briefly discuss some of the reasons.

Summarize by highlighting qualities of mission statements that help get them
fulfilled. Include such concepts as stakeholder understanding of the mission,
commitment to success, participatory development, based in reality (not to get
donor funds, etc). Have relevant local examples available in case there are none
from the group.

(3 minutes) Introduce the LEDA Case Study. Show BP3-02, LEDA’s Mission
Statement, and BP3-O3, LEDA’s Goals. Review them with participants and
explain that the case study will be dealt with in more detail later in this session.

MARKETS AND CLIENTS

9.

10.

(5 minutes) Ask: After you have defined your mission and goals, what should you
focus on next in your strategic planning activities? (Answer: the market—that is,
who will buy the services: the clients!) Remind participants that defining a market
is one of the first steps they will undertake. Ask if anyone can remember who
LEDA's clients are? Take a few answers and show BP3-04, “We serve low-
income self-employed in urban areas.”

Ask for reactions that lead to the question: Does that tell us enough about who
LEDA plans to serve? (Answer should be no, an MFI must have a more specific
picture of who it is going to serve; the market must be analyzed in more detail.)
Ask: What else do you need to know? What might you add to this description to
present a clearer picture? Quickly write a few new ideas expressed by the group
on the overhead: concentration of clients, where they are, what they need, their
gender, types of businesses, and so on.

(10 minutes) Refer back to the Framework and explain that we will now look at the
most crucial element of our plan—the “who” of the mission statement. Remind
participants that in this course approach, they will focus their plan on the market
first and build the strategy around it.
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11.

12.

Ask: What do you mean by markets? Take a few answers. State there are many
definitions that will vary from the economist to the marketer. In this course, they
will focus on how the term is used in microfinance. Note that a market is the set of
all actual and potential buyers of a product. A potential market is the set of
consumers who have some sort of interest in the product. Tell the group that they
may choose to define their market narrowly or broadly, bearing in mind different
circumstances for each.

Ask: What do we mean by clients? This should equate with the current and
potential markets above. Explain that since they are discussing the potential
market, they will look in greater depth at the characteristics of these consumers. If
necessary, provide some local definitions as examples.

Ask: How do you determine who are the clients in the markets? (Answers:
conduct market research, gather information to determine whom the MFI can
serve so that it can be profitable and achieve its mission.) Discuss methods that
can be used to get the information required. (For example, surveys/focus groups
of existing and potential clients, demographic statistics, and so forth.)

(5 minutes) Ask the group to briefly discuss why an analysis of markets and
clients is important. (Answer: This is a critical element in the MFI's formula for
success, because without markets there is no growth, and without satisfied clients
there is no institution!)

Explain that through such an analysis, they will be able not only to determine what
markets to expand in, but how to tailor products and services to meet client
demand. Explain that while markets and clients commonly fit into an
environmental assessment in a typical strategic planning process, special
emphasis is placed on them in order to underscore their importance to
microfinance. Explain that in the “sea of replication” the specifics of markets and
the related client needs are often overlooked. The success of their MFIs is directly
related to satisfying their clients with products and services that they require,
value, and will pay for.

(5 minutes) Ask the group to briefly examine a process for analyzing markets and
clients, focusing first on markets. Ask: How do you get more detailed information
about markets? Introduce the concept of market segmentation and ask
participants for definitions.

Summarize the discussion by saying that a market segment is the division of a
market into distinct groups of buyers who might call for separate products or
marketing mixes, based on their unique characteristics.

Ask: How do you normally segment markets in your institutions? Or, how do you
think you can easily segment markets? Take answers, show BP3-05, and explain
its relevance. (For background preparation, see BP3-M2)

Tell participants that the first step in their market analysis will be to identify all of
the organization’s current as well as potential markets, using the criteria just
discussed.
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13.

14.

15.

16.

17.

18.

19.

BP3: Strategic Planning — Mission, Markets, and Clients

(5 minutes) Explain that once they have identified markets for analysis, they must
determine what information should be gathered about that market, and how it will
be gathered. Ask: What might you want to know about a given market? Make a
list on a flipchart. Answers should include size, growth potential, breakdown of
activity by sector, demand for services, and infrastructure. Explain that if it is a
market they are already serving, they will also want to assess client satisfaction
with the existing program. Show BP3-06 and explain that the answers just
provided will help to fulfill the requirements for effective segmentation.

(5 minutes) Ask: What about your potential market? What specifically might you
want to know about your existing or future clients? Briefly discuss some answers
and show BP3-O7 as a summary.

(5 minutes) Ask the group where and how they would obtain all of this information.
Quickly list answers on the flipchart. (Answers should include document research,
file reviews, onsite investigation, client/employee interviews, business
associations, and so on.) Remind them that sound market research includes
talking to existing clients about their satisfaction with the program to help
determine what products and services to offer. Market research is an ongoing
activity. It takes a great deal of time and is carefully planned. (Refer participants to
the CGAP course on Product Development, which deals more at length with
market research.) Summarize by saying that to stay competitive, an MFI must
always know what its customers think and want and how it can attract new
customers.

(5 minutes) Ask: Once you have obtained all the necessary information about
potential markets and clients, how might you initially decide if it represents a
sound opportunity for your organization? (Answer: compare its size and growth
potential and expected profits to the MFI's own organizational priorities, including
its mission and goals and resources, as well as to other factors, such as
competition, client buying power, and so forth.) Stress that this is how markets
and clients relate to an MFI's mission and goals, and other components in the
strategic planning process. Hand out BP3-H2, Markets and Clients—Key Points.

(10 minutes) Reintroduce the LEDA case study. Explain that in a moment they will
analyze LEDA's position with regard to markets and clients. Hand out LEDA Case
Study Parts 1-3. Give participants time to read the case study on their own. Ask
the group if they have questions related to the case.

(20 minutes) Divide participants into small groups of about four each. Hand out
Case Study Part 4 and ask them to discuss and complete the assignment.

(10 minutes) Have participants come together in the large group. Discuss what
they found out about LEDA’s market and clients. Ask: Who do you think should be
LEDA'’s market? Have participants support their market identification for LEDA
through the research done in LEDA Case Study Part 4. Facilitate a discussion on
market and client identification. Try to take answers from several groups and
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include differences of opinion. Ask if the potential new markets fit with LEDA’s
missions and goals. (Note: Do not deal with the last question on the worksheet at
this point.) Refer to BP3-M1, Case Study Part 4 Discussion Guidelines.

20. (5-10 minutes) Summarize the main points from session discussions: the MFI’s
mission is its cornerstone and the market is everything! Bridge to the next session
by referring to the final question on the Case Study handout mentioned above.
Ask: What kind of additional information is required to make final strategy
decisions? Take answers and highlight responses that refer to more information
on the environment or the institution. Explain that environmental and institutional
analyses are the next steps in the strategic planning process.

Review and take any questions before moving on to the next session.

Trainer Notes

¢ When dividing participants into smaller groups, have some fun! Let each group represent a
market segment! Start by writing different market segment types on pieces of paper and put
them in a paper bag or hat. Then have each participant choose a paper. (The number of
papers should equal the total number of participants.) As an example, for groups of 28,
have seven market segments: those living in the northeast, living in the city, or living in the
south; those who are farmers, retailers, producers, or service-providers. Write each
segment type on four pieces of paper and put them into the bag or hat and pass it among
the participants. Group together the four who drew the farmer segment, the four who got
“living in the south,” and so on.

¢ Trainers may also want to refer to the CGAP Appraisal Guide for Microfinance Institutions
Resource Manual and its sections on vision and mission, competition and organizational
strengths and weaknesses, and strategy. It can be downloaded from http://www.cgap.org/p/
site/c/template.rc/1.9.2972.
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BP3: Strategic Planning — Mission, Markets, and Clients

BP3-M1

Case Part 4 — Answer Guide

LEDA Markets and Clients: Assignment Response Guidelines
For reference when facilitating plenary discussion

CURRENT MARKET:

1. Describe LEDA’s current market segment(s).

Two geographic locations: Brownstown Market and St. Mary.
Economic activities: currently 2/3 commerce and 1/3 retail, artisans, and urban traders

Specifically: 40 percent small-scale commerce in fresh produce, 20 percent small-scale
retailers of dry goods, 25 percent shoemakers, 15 percent other production-based
businesses.

What is the size of the existing market? What is the potential for growth? What is

the estimated demand for services among this population?

There are 50,000 microentrepreneurs. This number grows by 5-10 percent per year. Of
these, 60 percent are believed to desire financial services (i.e., 30,000).

In LEDA’s markets, are some business sectors more active than others? Describe
the sectors that LEDA might focus on, and explain why.

Their current clients are 40 percent commerce; another 25 percent are shoemakers. LEDA
might focus on these because it can possibly provide specialized products to meet specific
needs of these sectors.

Do LEDA's current clients reflect the market identified in its mission and goals?

Yes to the mission. But since existing clients are unhappy with the products and services.
LEDA's goals may be in question.

POTENTIAL NEW MARKETS:

1.

3.

What are the potential new markets being researched by LEDA? Which of the areas
seem most promising?

East End, nearby, similar to present program

Loganville, a market 40 miles away, on a good road, with a wide variety of economic
activities

Mt. Andrews Valley, an isolated area with limited market access

What is attractive about the most promising potential markets?

East End is replication of present project

Loganville is close to Agora, has a lot of economic activity, there is a central market where
clients come, clients speak the national language

What additional information might you need before making a final determination
about which markets to expand in?

The clients’ interest in financial services, other potential competition, potential to attract
and retain qualified staff, and more broadly, institutional and environmental analyses
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BP3-M2

Developing a Strategic Plan

There are many ways to develop a strategic plan. The approach here consists of several
steps, all of which keep the clients in the forefront during the planning process:

¢ Articulating the institution’s mission and goals, which express its aspirations and
intentions
o Defining the institution’s markets and clients to clarify whom it seeks to serve

¢ Undertaking an environmental analysis to examine key factors in the broader context in
which the institution operates

¢ Performing an institutional assessment to explore key strengths and weaknesses of the

institution

e Based on the results of these analyses, developing a strategy that builds on the
institution’s strengths and develops key areas needing improvement, enabling the
institution to better serve its clients and achieve profitability

Articulating the Mission and Goals

An institution’s mission articulates its guiding principles and overall direction. It is an
expression of the vision that led to the founding of the institution, a “declaration of
organizational purpose.” Goals reflect how the institution intends to pursue its mission. A
statement of mission and goals generally addresses several key questions:

e What issues is the institution trying to address? (The issues might be the lack of
access by the poor to financial services, or the need of a credit union’s members for
financial services.)

¢ How does the institution respond to these issues? (The response might be to provide
financial services to low-income entrepreneurs or to mobilize deposits from members
and then loan a certain percentage of the funds.)

¢ Who are the intended clients? (The clients might be urban producers and traders, or
limited to members of a credit union.)

e What are the institution’s core values? (The institution’s core values might include
enhancing its clients’ self-determination, serving as an ongoing financial resource for
members, or achieving significant outreach and financial self-sufficiency.)

A microfinance institution’s mission and goals underlie and inform all the activities that it
undertakes and serve as a source of motivation for the institution’s board and staff. The
strategy chosen should reflect the institution’s mission and further its goals.

Defining Markets and Clients

Understanding the needs of the clients it seeks to serve helps a microfinance institution

develop the capabilities (in products, personnel, and facilities) to serve those clients in ways
that expand outreach and enhance profitability. Clients can provide crucial input for the design
of new products and feedback on how well existing products and marketing approaches meet
their needs.

Markets

As a microfinance institution grows, its clients are likely to become more varied and the
institution may find it valuable to divide its current and potential clients into distinct market
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segments for analysis. Markets are generally designated by location (for example, a particular
urban neighborhood, a semi-rural market town, or the area within a 15-mile radius of a branch
office) and then further segmented according to the economic activities within them (such as
market vendors, producers, or farmers). The institution chooses which market segments to
serve, so that it can ensure that its products and services meet their needs.

Before a microfinance institution enters a new market or decides to expand in an existing
market, it is often important to analyze such features of the market as:

e |ts size (the number of microentrepreneurs operating in it)
e The projected demand for financial services

e The market penetration that the institution can likely achieve—that is, what share of the
microentrepreneurs seeking financial services the institution estimates it will be able to
reach

o Key market trends (such as growth in the demand for the goods produced by the
entrepreneurs)

Such market analyses can be more or less formal, ranging from informal discussions with
current and potential clients to a more formal process of completing a brief market study of
each area under consideration.

Once a current or potential market has been evaluated, the institution can decide whether the
market represents a good opportunity for expanding its operations and whether more detailed
research is warranted on clients’ economic and personal traits and on the kinds of financial
services that would be most appropriate.

Clients

If a market meets a microfinance institution’s initial criteria, the institution may decide to
conduct a more detailed analysis to learn more about the entrepreneurs operating there and
the kinds of products and services that would best meet their needs. Such an analysis would
look at both economic and personal characteristics of current or potential clients.

Key economic traits include:

e The nature of the enterprises

¢ The demand for specific financial services (credit or savings, working capital or
equipment loans)

e Income and assets (of both the businesses and the households)
o Diversity of income sources
o Work experience

Important personal traits include:
e Gender
o Age
e Language and literacy
o Citizenship
¢ Reputation in the community

An understanding of the traits of clients can help the microfinance institution ensure that its
products meet their needs.

BP-51



Trainer Instructions

Market Segmentation

INTRODUCTION

Marketers in both consumer and industrial markets have recognized that they cannot appeal
to all buyers in their markets. Instead of trying to compete in an entire market, companies
must identify the segments of the market that they can serve best, i.e., target marketing.
However, companies have not always had this notion. Marketing has passed through three
stages in arriving at this concept of target marketing.

Market segmentation is the division of a market into distinct groups of buyers who might
require different products or marketing mixes (Kotler et al, 1994). It is the division of a
heterogeneous market, consisting of buyers with different needs and wants, into
homogeneous segments of buyers with similar needs and wants. Therefore, the segments
are heterogeneous between themselves (i.e., all the segments are different, e.g., one
segment all males, one segment all females), but homogeneous within (e.g., within the male
segment, all buyers are male; within the female segment, all buyers are female).

Segmentation is important, as buyers have unique needs and wants. In segmenting a market,
marketers look for broad classes of buyers who differ in their needs. There is no one right way
to segment markets. A marketer has several bases available.

BASES FOR SEGMENTING CONSUMER MARKETS

1. Geographical segmentation

Segmenting markets on the basis of geography involves dividing the market into different
geographical units, e.g., states, regions, countries, where the company pays attention to

geographical differences in needs and wants. For example, there may be a greater need
for T-shirts in the Philippines all year round than in North America.

2. Demographic segmentation

Demographic segmentation involves dividing the market into groups based on
demographic variables such as age, family size and life cycle, occupation, and so forth. It
is the most popular basis for segmenting consumer markets because consumer needs
often vary closely with demographic variables, and because of the ease of measurement
of the variables. Even when other bases are used for segmentation, demographic
variables are still used in the description of the segments. For example, you may divide a
country into Northern, Southern, Eastern, and Western regions. But you may still describe
each of the regions in terms of the demographics of the buyers living there: e.g., age,
income, gender, occupation, race, etc.

3. Psychographic segmentation

Using psychographics to segment markets divides buyers into groups based on
socioeconomic status, lifestyle, or personality characteristics. Example: dividing a market
into leisure-seekers, work-oriented, and family-oriented segments.

4. Behavior segmentation

Behavior segmentation is when buyers are divided into groups based on their product
knowledge, usage, attitudes, or responses. Within behavior segmentation, of particular
importance is a powerful form of segmentation, benefit segmentation, which groups
buyers depending on the various benefits they seek from the product class. For example,
you could segment the cereal market based on the benefits sought by cereal buyers:
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brand (e.g., Kellogg's), nutrition and health (e.g., Sultana bran), diet (e.g., Special K), taste
(e.g., Cocopops for kids), price (e.g., Kellogg's cornflakes), etc. Notice how each segment
has particular products or brands that cater to the needs of that particular segment?

REQUIREMENTS FOR EFFECTIVE SEGMENTATION
Useful market segments must demonstrate the following characteristics:

Measurability — The size and purchasing power of the segments must be measurable.
Accessibility — It must be possible to reach and serve the segment.
Substantiality— The segments must be large or profitable enough.

Actionability — The segments must be suitable for the design of effective marketing mix
programs.

TARGET MARKETING

Market segmentation conducted by the company would reveal the various segments the
company's market consists of. The company now has to select which segment(s) it wishes to
target.

EVALUATING MARKET SEGMENTS

The first step in evaluating market segments is to gather data on sales, growth, and expected
profit for the various segments in order to select segments that have the right size and growth
characteristics. Next, the company examines the structural attractiveness of the segments,
including: current and potential competitors, substitute products, and power of buyer and
suppliers. Finally, the company must consider the segment with regard to its objectives and
resources. If a segment is in line with company objectives, the company must still consider if it
has the superior skills and resources, in comparison with competition, to succeed in that
segment.

MARKET SELECTION

After evaluating the various market segments, a company must choose one or more of these
segments to make up its target market. Therefore, a target market is a set of buyers with
common characteristics that a company decides to serve. The company has three market-
coverage strategies available to it in selecting target markets.

1. Undifferentiated marketing

A company adopting an undifferentiated marketing strategy would ignore differences
between market segments, and approach the market as a whole with one market offer.
This strategy focuses on common buyer needs rather than what is different, and is
designed to appeal to the largest number of buyers. Such a strategy provides cost
economies, but difficulties can arise in the development of a product or brand that can
satisfy all buyers.

2. Differentiated marketing

A company utilizing a differentiated marketing strategy targets several market segments,
with separate marketing mixes for each segment. Differentiated marketing has become
increasingly popular with companies, e.g., Coles Myer, as it often creates higher sales
levels than undifferentiated marketing. However, it also increases costs, as the marketing
mix has to be modified in conjunction with different segments' needs, e.g., different
products, different advertising.
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3. Concentrated marketing
A company with a concentrated marketing strategy concentrates on a large share of one
or more segments. This strategy can be useful to a company with limited resources.
Through this strategy, smaller companies are able to gain a strong market position in the
segments they serve, thus providing a way for them to gain a foothold against larger
companies with greater resource bases.

When choosing a market-coverage strategy, a company has to consider several factors:
e Company resources
e Product variability
¢ Product life cycle stage
o Market variability
o Competitors' marketing strategies

MARKET POSITIONING

Product position is the complex set of perceptions, impressions and feelings that consumers
hold for a product, which creates for the product a place in their minds relative to competing
products. It is the way consumers define the product on particular salient attributes.
Positioning is unique in that it sometimes is not the actual attributes that position a product in
the minds of consumers, but the perceived attributes. A product can be a high-quality product,
but if consumers perceive that it is of poor quality, it will not sell. On the contrary, a poor
quality product with high-quality consumer perceptions will sell well.

Positioning is so important to marketers that they do not wish to leave their product's
positioning to chance. Instead, they design marketing mixes to create the desired positioning
in the minds of their consumers. That is, it is the marketing mix which creates the product
position.

POSITIONING STRATEGIES
Marketers can position products based on several positioning strategies:

e Product attributes

e Usage occasions

e Users

e Against a competitor

e Away from competitors

e Product classes

¢ A combination of the above approaches

MEASURING AND FORECASTING DEMAND

Defining the market
One of the first problems that faces anyone who is trying to forecast the demand for a product
is to work out what is meant by the term “market.”

A market is the set of all actual and potential buyers of a product. An industry, on the other
hand, consists of all sellers of a product. A potential market is the set of consumers who have
some sort of interest in the product.
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The term “market” will have different meanings to an economist and a marketer. Marketers
usually define a market as all the possible buyers of a product, but if you are planning the
launch of a new product you may not necessarily wish to target all the potential buyers. Many
potential buyers do not in fact purchase the product for many years after the product is
launched.

Defining the market is one of the first steps you will undertake in marketing a product. In your
assignment, for instance, you must first decide how you wish to define your market. A market
can be defined narrowly or broadly. For example, the market for Coca-Cola can be defined
broadly as the beverage market, or narrowly as the cola market. There is no single way to
define the market. By defining the market broadly, you give yourself a larger group of actual
and potential buyers of your product. However, you also have a larger number of competitors
to contend with. And vice versa for defining a market narrowly. Hence, you need to take into
account your company's resources as well as strategies when deciding how to define the
market for your product.

Forecasting demand

Forecasting the demand for a product or service is not a simple task. If the product is to be
launched into an established market, it is necessary to consider how the already established
competitors might react. Another factor that always provides difficulties for the launch of a
new product is that markets are rarely stable. Consumer preferences change. Technological
advances and economic variables may intervene.

The most difficult markets in which to forecast demand are those in which the product is
entirely unknown to the consumer. For example, when the microwave oven was first
launched, everyone already had an oven of some sort. There were various health risks
suggested, and consumers needed to learn to cook in a different way. How would you predict
this type of market—who would you target the product to? These problems seem easy in
retrospect, but at that time, they would have been quite difficult to overcome.

One of the initial decisions that needs to be made in terms of forecasting is the time period
over which you are attempting to forecast. Sometimes it is important to have long-range
forecasts so that you can set up factories; in other cases production amounts can be altered
at relatively small cost and little inconvenience.

When you consider predicting demand, you also need to think about whether the demand will
be the same all through the year. If you launch a new ice cream, you could probably predict
that demand would be highest when the weather was hottest. How would this affect your
forecast?

You also need to consider whether you are going to try to estimate what the demand for a
product will be now, under the current circumstances, and what demand may be in the future.
Estimating the future demand for a product may in