MICRO ENTERPRISES CREDIT PROGRAM

OGANGI – A KATCHI ABADI:

Orangi is karachi’s biggest katchi Abadi. It is not an inner city slum, but a new suburban settlement, which began 25 years ago. A survey made in 1989 showed that in 20 years 96000 houses were built by immigrants from Bangladesh (Biharis), Northern areas (pathans), India (Mohajirs), Punjab and Balochis and Sindhis. The majority belongs to the lower or working classes. A survey made by OPP in November 1989 shows that there are 110 mohallas or sectors, 6347 lanes or streets and 96000 houses. As more houses are being built every month there present number may by around over 100,000. Orangi’s population is estimated to be around 800,000.

The people of orangi mainly depend on informal sector. Land is obtained through dallals, materials on credits and advised for housing is obtained from thalla walas (local building component manufacturer). Self-supporting schools teach their children. Quacks treat their ailments. They continuously resort to the black – market for business facilities.

ORANGI PILOT PROJECT (OPP) – OBJECTIVE & STRATEGY:

Orangi pilot project (OPP) has started working in orangi from April 1980. OPP is an NGO that considers it self a research institution. Its objective is to first analyze outstanding problems and then through prolonged action research and extension education, discover some solutions.

OPP itself does not construct sewerage lines or set up welfare clinics, schools, industrial homes or production units etc. it promotes community participation and self-management.

OPP PROGRAMS:

During the last 14 years OPP has patiently analyzed some basic problems and evolved the following model programs:

1. Low cost sanitation program. Started in April 1980. OPP did research to reduce the cost and to simplify the design that enable low Income families to construct and maintain modern sanitation with their own funds and under their own management. People have invested over 62 million rupees and laid 5500 sewerage lines in the lanes and built 80088 sanitary latrines in the homes. Masons and community activists have been trained. NGOs & officials of the Govt. agencies have been trained which helped in replicating the program in the settlements outside orangi and Karachi.

2. Low cost housing program started in 1986 which introduced stronger machine made blocks and pre-cast batten and tile roofing costing 50 per cent less than reinforced concrete roofing.

3. Health education and family planning program started in March 1984 for the segregated illiterate and semiliterate low Income housewives, which teaches them a) causes of diseases and its prevention b method of birth control. Local existing health units (hospitals, clinics, maternity homes) are being up graded. Vaccines and family planning contraceptives have been supplied to health units. Vaccination training and TBAs training are being imparted.

4. Micro enterprise program started in 1987. a program of supervised credits for small family enterprises units which increase production, employment and Business integrity.

In 1988 the above model was developed and OPP was upgraded into Research & Training Institute.

Following is the brief description of the approach objectives methodology and the impact of micro enterprise program as well its expansion outside orangi.

MICRO ENTERPRISE PROGRAM: INITIAL RESEARCH FINDINGS:

OPP discovered that this growing settlement or orangi was full of the enterprising spirit. The most impressive demonstration of the spirit of enterprise is the creation of employment everywhere in the lanes: inside the homes there are many thousand family units, shops or workshops, peddlers and vendors. In response to the duel challenge of inflation and recession, the residents have invented working family, modifying homes into workshops, wage earners, abandoning the dominant part riarchal pattern with surprising speed.

OPP’s research revealed two significant factors: first there was unlimited demand for products and services of these family units. Secondly, the family units were extremely competitive (on account of very low overheads, and very cheap and docile labor). The working family units or orangi were completely integrated with the main Karachi markets. In fact, many units are supplying goods to famous firms, who just put their labels and make big profits.

Research further revealed that these units could easily increase both production and employment, as there was no shortage of market demand or productive labor. But they could not get credit at reasonable rate, because banks were inaccessible to them. The lack of bank credit forced them to buy raw materials at exorbitant prices while they had to sell their product at depressed prices and forego expansion.

ESTABLISHMENT OF TRUST:

In 1987 OPP decided to establish a Trust, Orangi Charitable Trust (OCT), for giving credits to family units. The objective of the program is to make the credit accessible to existing micro enterprise units at market rate of interest to increase production & generate employment.

THE BASIC POLICIES OF TRUST:

1. Loans to be given to existing family enterprise units not for new business.

2. Loans to be given without any collateral.

3. There has to be no subsidized interest. Loans to be given market rate of interest.

4. Selection has to be strict and recovery to be emphasized and strictly monitored.

5. Trust would borrow from Pakistani banks at market rate of interest instead of depending on foreign funds.

6. OCT borrowed from scheduled banks according to normal rules, without any concessions and then lent to family units without red-tape and collateral. OCT is neither the custodian of depositors not profit maker for share holder. Instead it did receive some grants and donations.

FINANCIAL ARRANGEMENTS:

Since September 1987 til Nov. 1994 OCT borrowed from

National Bank

Rs 30.81 million and repaid 30.81 million

Habib Bank

Rs 22.165 million and repaid 22.164 million

Women’s Bank

Rs 8.111 million and repaid 8.111 million

Allied Bank

Rs 3.54 million and repaid 3.54 million

Two factors have contributed to this happy solvency – steady recovery of installments, (Rs26,764,998) and generous gifts of revolving funds ( by Infaq Foundation = Rs 13,097,500 and World Bank = Rs 2.7 million). The Swiss Embassy gave Rs 2,00,000 from 1988 anually for overheads and raised it to Rs 45,00,000 last year.

METHODOLOGY:

Orangi, the project area of 1 million populations, is divided into 4 zones. Each zone is to be taken care by one supervisor. Five Account officers took care of these accounts and monthly printout helped the supervisors to control default. Loans are given on supervisor’s recommendation. Supervisors are responsible for recovery. Loans are approved in weekly meeting with consensus.

The procedures are as under:

1. Printed application from is to be filled by the applicant.

2. Personal security from two neighborhoods, is taken.

3. Investigation/inspection of the unit is made by the area supervisor to judge the feasibility of the loan.

4. Installment of loan are to be fixed in consultation with the applicant.

5. Applicants are informed within 15 days about the acceptance or rejection of application.

STOP OF CORRUPTION AND STEALING ENSURED RECOVERY:

OPP was aware of two pitfalls of credit program in Pakistan. The corruption of financial institutions (Co-operatives or Banks) and the corruption of borrowers. The two are like Siamese twins. Therefore our first concern was to ensure the non-corruption of OCT and its managers. OCT practiced meticulous monitoring and agonizing self-appraisal. On account of, ruthless evaluation and critical review, regular weekly meeting and minutely scrutinizing the loans and recoveries ensured non stealing and non shirking by the OCT staffs.

A much more difficult task was to control default and blackmail, and create a wide circle of honest and competent clients. OCT was fully aware of the hazards of lending without collateral to small entrepreneurs. It was fully aware too that default and blackmail was the prevailing culture. Nevertheless, it was our faith that if OCT behaved honestly and response in the same way. It was our faith that gradually (though painfully) OCT managers will learn the art of selection, recovery and create a growing circle of loyal clients.

PROGRESS:

The first two years were indeed painful. There was much default and fearful blackmailing. For instance in the first year Rs 1.155 million was loaned to 106 units. 37 units (34.91 %) defaulted to the extent of Rs 0.236 million (20.43 %).

The second year Rs 1.117 million was loaned to 95 units. 22 units ( 23.16 %) defaulted Rs 0.136 million (12.22 %)

The tide began to turn from the third year. Since then the volume of loans has been rising steadily and percentage of bad debts declining. Now after 7 years we can say that our poor clients have not disappointed us too much. In fact, they have justified our faith that if OCT served them honestly and faithfully, a circle of honest and competent client will begin to grow.

Till 31st Nov. 94 3013 units took loan amounting Rs 45.57 million of these 1487 have repaid their loans in full i.e. Rs 23.06 million with Rs 3.152 million markup. Of the current accounts 1526 have repaid Rs 9.093 million with Rs 3.587 million markup. Of these current clients 100 have to be reminded and persuade. The remaining 1426 are regular payers, many of them come to the office themselves to deposit their productions and workers. Successful units are helping in the selection of new applicants. They are also serving as role models inspiring others by their examples.

WOMEN ENTERPRNUER:

A revolutionary feature of orangi family units is the emergence of women as economic partners. Almost 50% of workers are female. Besides lots of women are becoming entrepreneurs, of the 3013 loan units, 630 (21%) are managed by female entrepreneurs belonging to 44 professions. They have borrowed Rs 9.02 million and repaid Rs 6.01 million with Rs 1.56 million markup.

BAD DEBTS:

The total bad debts written of (which is done every six month) is Rs 1.992 million (4.37%) and the total number of bad debts units is 273 (9.06%).

There are three main causes of irrecoverable defaults or bad debts.

1. Dishonesty: out of 273 bad debt units 82 were due to dishonesty. Dishonest bad debt amounted to Rs 7,79,255.

2. Incompetent: out of 273 bad debt units 11 were due to incompetence. Incompetent bad debt amount to Rs 6,93,204.

3. Misfortune: out of 273 bad debt units 77 were due to misfortune. Misfortune bad debt amounting to Rs 5,14,933.

REPLICATION OUTSIDE ORANGI AND KARACHI:

Credit program is extending outside orangi through NGOs OCT does not deal with individuals. Local NGOs select and recommend for loan. They are also responsible for recovery. 18 NGOs are affiliated with OCT. Rs 5.82 million are loaned to 522 units in 18 places outside Orangi & Karachi. Training imparted to NGOs on selection, supervision and accounts keeping. The performance of the NGOs is being carefully watched. Two NGOs have been disaffiliated due to poor performance.

OCT – A SELF SUSTAINED INSTITUTION:

OCT endeavored to keep the operational overheads low and sustainable. Since 1987 till 31st Nov’94 OCT’s operational overheads have amounted to Rs 3.19 million which is 7% of total loans of Rs 45.37 million. OCT has earned Rs 6.739 million mark-up, which is 196.50% of the total operational overheads.

OPP ATTRAINING CENTRE:

On the basis of experience a course on credit program has been developed. NGOs are coming for training more frequently. 76 NGO have been trained so far. 18 NGOs have started the credit program in their community. They learnt the art of selection, strict supervision and monitoring and transparent account system.

IMPACT OF THE PROGRAM IN THE COMMUNITY:

1. Wage earner became entrepreneur: Raw materials and machines were provided to orangi families by the middle man. Orangi families were being used as cheap laborers. Credits to orangi families enable them to buy raw materials and machines and to market the finished goods independent to middle man. Thus their income has gone up to 50 per cent.

2. Rise in production: The increased capacity to buy raw materials and machines caused increased in production and their income.

3. Gainful employment: The increased production created a gainful employment in neighborhoods. 3200 permanent jobs have been created by loaning Rs 45.57 million i.e. credit of Rs 14,240 has created one job permanently.

4. Uplift of women: credit enabled the segregated women to come into the main stream of economic activity and production. Housewives became the entrepreneur and are dealing directly with exporters ad suppliers.

5. Skill up gradation: as production increased the unskilled persons joined as apprentice in the production unit and skilled themselves in producing goods.

6. Acquired bargaining position: the credit made family units free form the clutch of middleman. Who used to advanced them money and they were bound to sale their good to them. Now they can sell their goods on their own terms.

7. Credit program as model: development of appropriate, economical and self sustained credit model OPP imparts complete training for replication in its Research and Training Institute.

8. Up gradation of NGOs: NGOs have been trained and up graded. Loans outside orangi through local NGOs helped them to established credibility in their community.
Lessons learnt:

· Small loans are more secured than big loan. 

· Bond of trust among the partners is the key to success.
· If the poor people are behaved honestly and faithfully they response likewise.
· Strict supervision and ruthless monitoring ensured recovery.
· The institution can be made self-sustained if and only if the overhead cost is kept less.
· The poor people are competent. They just need support.
· Concession and subsidy is not the solution of poverty alleviation and up gradation since it can not be continued for longer period.
· Decentralized policy make the program successful.
· Free hand to loan officer helps in expanding the program.
· No one can compete with home based enterprising units on account of negligible overheads and operational cost.

· The program could not be sustained if it depends on foreign funds.

