WHAT’S MICROCREDIT?

· Over the past two decades micro credit programs have emerged as one of the leading strategies in the overall movement to end poverty. The idea began when Bangladeshi economist Professor Mohammad Yunus first demonstrated that poor people, especially poor women, could produce near-perfect repayment rates. Since then, his innovative scheme has attracted a range of non-governmental and state-sponsored institutions that today reach over 16 million people in developing countries and have a total portfolio of $US 2.5 billion!

· So what is micro credit? According to Oxfam, micro credit consists of "very small scale financial services, including savings, loans for emergencies, day-to-day living, and investment in productive activities" Credit is usually provided to groups of individuals or village organizations that use joint-liability (a.k.a. peer pressure!) to enforce loan repayment. Through group savings and loans, poor people very often increase their economic security and well being.

· The Asia-Pacific region is home to many micro credit institutions, and the majority of programs are directed at women in rural areas. Targeting women as clients of micro credit programs has been an effective method to ensure that the benefits of increased family income are directed towards the general welfare of the family, and particularly the children.

 

· Such a program might be adapted to the needs of young people in Asia, especially those in especially difficult circumstances who have little if any financial support from their parents and who often are income-providers for their family. Incorporating leadership, micro enterprise, and vocational training into programs like the Dollars for Dreams initiative could bring the success of micro credit programs to a new generation of Asian youth!

Examples of projects working on micro credit basis in India: MASUM (Mahila Sarvangeen Utkarsh Mandal) and Sericulture project of BDS (Business Development Services)

The origin of this concept

Grameen Bank (GB) has reversed conventional banking practice by removing the need for collateral, thus creating a banking system based on mutual trust, accountability, participation and creativity.  GB provides credit to the poorest of the poor in Bangladesh without any collateral requirements.   Professor Muhammad Yunus, the founder and managing director of Grameen Bank, reasoned that if financial resources can be made available to poor people on terms that are appropriate and reasonable, "these millions of small people with their millions of small pursuits can add up to the biggest development wonder."

The origin of Grameen Bank, chronicled in Give Us Credit, by Alex Counts (Times Books, 1996) and The Price of a Dream by David Bornstein (Simon and Shuster, 1996), can be traced back to 1976 when Professor Yunus, then director of the Rural Economics Program at Chittagong University, launched an action-research program aimed at examining the possibility of designing a credit delivery system capable of providing banking services to the rural poor.  The "Grameen Bank Project" (Grameen means "village" or "rural" in Bengali) came into operation with the following objectives:

1. To extend banking facilities to poor men and women; 

2. To eliminate the exploitation of the poor by money-lenders; 

3. To create opportunities for self-employment for the vast number of unemployed people in rural Bangladesh; 

4. To bring the disadvantaged, mostly women from the poorest households, within the fold of an organizational format that they can understand and operate; and 

5. To reverse the age-old vicious cycle of "low income, low savings, low investment" into an expanding cycle of "low income, credit, investment, more income, more investment, more income." 

The project demonstrated its strength in Jobra (a village adjacent to the University) and some of the neighboring villages during the period spanning 1976 to 1979.  In October 1983, the Grameen Bank project was transformed into an independent bank by a government ordinance.  Today, Grameen Bank is owned by the poor (and formerly poor) borrowers themselves.  Borrowers (also called members) of the Bank own more than 90% of the shares, while the government owns the remaining shares.

Currently, GB is the largest rural credit institution in Bangladesh.  It has approximately 2.3 million borrowers, 94% of whom are women. With more than 1,100 branches; GB provides services in 37,352 villages-more than half of all the villages in Bangladesh. 

More than 4,000 people form 100 countries have gone through Grameen's training and exposure programs over the last ten years.  Some of these people have returned to their countries and replicated the Grameen Bank model to benefit their country's poor people.  More than 200 Grameen Bank replication programs in more than 50 countries have been established since the mid-1980s.  Taken together, they have reached several hundred thousand poor borrowers with credit.

Micro-credit and Rural poverty - An analysis of empirical evidence

– Pallavi Chavan, R Ramakumar

Abstract: This paper reviews empirical evidence on NGO-led micro-credit programmes in several developing countries, and compares them with state-led poverty alleviation schemes in India. The study shows that micro-credit programmes have been able to bring about a marginal improvement in the beneficiaries’ income. However, the beneficiaries have not gained much by way of technological improvements, given the emphasis on “survival skill”. As in Bangladesh the practice of repayment of Grameen bank loans by making fresh loans from moneylenders has resulted in the creation of debt cycles.

“If we can come up with a system which allows everybody access to credit while ensuring excellent repayment-I can give us a guarantee that poverty will not last long”-Muhammad Yunus (1994)

This paper is an enquiry into the claim that NGO-led micro-credit is an effective and financially viable alternative to the existing methods of addressing rural poverty through the provision of credit.The emergence of micro-credit as an alternative in recent years has questioned the fundamentals of the rural credit system in developing countries.

In this paper, we review the performance of the NGO-led micro-credit system on the basis of a set of selected indicators.

These indicators are: 

1. Targeting the poor

2. Increase in earnings and asset holdings of the poor

3. Employment generation and skill improvement and

4. Financial viability.

Introduction:

The conception and implementation if poverty alleviation credit programmes are often based on the broad principles of social banking, in several developing countries including India.

In the process of pursuing the broader objectives of banking, however, certain weaknesses crept into the system of banking in general and rural banking in particular.

· Although efforts were aimed at distributing formal credit to the landless and near landless, credit largely remained concentrated on the landed population.

· Lack of provision of consumption credit.

· Creation of non-profit making assets on account pf poor repayment of loans.

Micro-credit –Concept and Features:

Problems faced in lending:

1.Exact targeting.

2.Screening problem of distinguishing the creditworthy from the non creditworthy.

3.Monityoring productive usage of loans.

4.No legal action can be taken for non-repayment of loans.

Special features of lending:

1.Defining criteria is the size of loans

2.Targeting population contains micro-entrepreneurs especially women, from low-income households.

3.Laying down other conditions like attendance at weekly member meetings, which discourages the really non-poor from taking the loans.

4.The concept of group borrowing is driven by the idea that solidarity among the like-minded people living in similar social and economic conditions is crucial to the success of the programmes.

5.The bank insists on putting the loan to use within a specified period of time usually seven days.

Evaluation:

1. Targeting the poor: In India the number of borrowers is 12 million and 44% of borrowers are below the poverty line.

2. Increase in earnings and asset holdings of the poor: The annual average change in the family income of borrowers has been evaluated at 191% (with respect to a control group of non-borrowers).

3. Employment generation and skill improvement: Poor, since the emphasis is more on survival skills 

4. Financial viability. High costs of default, administrative costs and heavy dependence on subsidies.

Grameen –Type Models: Some Issues in Expansion and Replication 

1.Can GB, once expanded into a macro-level program, avoid the drawbacks of a large-scale poverty alleviation program?

2.Is the model replicable in other countries and carried on successfully?

Conclusions:

· The study led to the conclusion that micro-credit programs and institutions have generated a positive change in the incomes of beneficiaries but this change has been marginal.

· MC programmes and institutions have generated a positive impact on number of days of employment.

· NGO-led micro-credit programmes have been effective but with an increase in scale the model is likely to face similar constraints as other state-led programmes.

  

 

 

