
How and with what effect does Microfinance bring services to communities?

The Grameen bank was started in the 1970’s. Since then it has grown to become the archetypal model of microfinance development. The Grameen approach is built with the principle aim of bringing market access to the poor through the lending of credit, it is premised that this access will alleviate extreme poverty. Microfinance has become a unique embodiment of a new focus in community development offering a practical way in which the Globalization solution to underdevelopment is instituted. There will be an exploration of the founding, growth and current situation of the Grameen Bank in Bangladesh with a focus being placed on Grameen’s methods of and effects on societal change. This exploration will be grounded on a discussion of the criticisms and affirmations, difficulties and successes, of the Grameen bank. Before this discussion, the basic philosophy of the Bank and the ensuing method uses to empower the poor will be outlined, from this framework there will be analysis of its practical and theoretical out-workings. From this framework an investigation of the Grameen model will be built around three central discussions; firstly, has the Grameen bank’s programs brought the results in service provision that they attain for, secondly how does the Bank’s corporate structure allow for accountability and responsiveness to its goals and thirdly what are some aspects that lie outside the Bank’s capabilities to fix. Using these discussions as a tool there will be an analysis of the limitations and possibilities of the microfinance model as a strategy of social development.

Loans are often the topic of much debate in development, commonly in regards to which governmental loans given were beneficial and which were burdensome. A beneficial loan can be loosely defined as one that brings growth sufficient to cover the interest, borrowed amount and any further costs of the loan. Put differently, beneficial loans bring economic development of the recipient [1]. This concept of bad loans has been a sticking point for the World Bank and other development agencies as they have often been criticized for ineptitude at appropriate lending. The assumption that Grameen builds from is that the poor are good recipients of properly administered loans because they are able to invest their loan in ways that cover its costs.  This assumption is built off three conditions assumed about those in the poverty trap.  Firstly that the poor are currently equipped with the skills to make a gainful living and support themselves, secondly that they are however exploited and thus unable to control the profits of their labor and thirdly that an small injection of capital in the form of a tailored loan would be sufficient to escape this cycle of exploitation and suffering. This targeting of the poor individually through markets rather than collectively through the state is representative of the shift from Developmentalism to Globalization as the overarching framework for development. Increasingly the World Bank has become more and more enthused by the prospects that microfinance holds for development with more and more funds being directed into microfinance. As with all diagnoses, this diagnosis of the poor’s woes comes with a prescription, namely the microfinance model.

Grameen administers its loans through a system built around a few simple structures. Loans are targeted at those living in extreme poverty in Bangladesh, the majority of which are women living in rural areas. Loans are fixed for payment after a period of one year, with repayments being made on a weekly basis.  The principle behind the one-year term of the loans is that it prevents the poor from overextending themselves by limiting unsuitably large investment in their business. The weekly-repayment scheme acts to build a habit of responsible money management in the debtor by stimulating regular loan repayments, also preventing the loan becoming dauntingly large. Interest is set at 20 percent with repayments being made one week after the loan (this amounts to 2 percent repayment on the total of the loan per week).  These interest rates may sound exorbitant - rivaling the worst of credit card loans in the USA - but compared with the level of exploitation instituted by moneylenders they are relatively benign. The Grameen bank explains the overarching rationale behind the loans as being partly for simplicity of structure for Grameen’s clients and partly for administrative ease for the Bank’s convenience [2]. 
Grameen however has come under attack by various groups over their unsustainable nature of lending most notably in a Wall Street Journal piece. This critique centered on bank repayment rates dropping below the 95% that Grameen claimed to have. Reasons cited in the article for this drop were the 1998 floods, rival microfinance competition and rebellious borrowing [3]. Through analysis of the rebuttal from Grameen Bank and the recent history of Grameen it seems that problems of the 1998 flood seem to be limited in their long-term influence [4]. The flood’s effect has been shown over the recent years to have delayed but not inhibited loan repayment on the whole [5]. Likewise the issue of competition having caused a displacement of the bank’s dominance in the market is somewhat unfeasible as an institution of Grameen’s size is unlikely to be muscled out by smaller lenders. However the third point raised is more substantial as rebellious borrowing has greater consequence for the Bank’s objectives. Borrowers have begun to borrow with little intention of repayment. Examples of this vary, from borrowed cows being shown to Grameen officials to convince them of purchases, through to the multiple loans offered by the bank and other competitors being taken out to pay off each other. This delinquency raises a serious question of whether the Grameen bank can become a global institution and still retain its client’s trust. With the growth of the Grameen’s hierarchy there comes some disenfranchisement of the poor from the organization, as size demands a more regimented structure of loan repayments. This structure allows for less flexibility or personal tailoring of the Bank to the poor, thus undermining some of the banks key appeal of being an organization that a poor peasant woman can befriend.  

Grameen defines the absence of poverty by using a set of ten different indicators [2]. This measure attempts to break away from the typical economic measurement of poverty in terms of income, instead aiming to focus on how limited resources are meeting basic human needs.  Clearly an emphasis has been made with these goals for them to be easily assessable, however somewhat surprisingly the Grameen bank does not measure or at least does not report their successes in meeting these ten goals instead opting for typical economic definition of poverty [6]. According to the most recent published data the bank has a total of 5 million borrowers, from these borrowers the data the Bank collects is financial and the data acts as a means to measure the financial viability of the Bank [6]. The reason why the Bank does not collect or publish the data on its ten indicators is unclear but raises questions of what is the key motivation of the institution. 

Grameen bank encourages its borrower to commit sixteen commitments that focus on eliminating poverty creating behavior. In this checklist for poverty alleviation the Grameen focuses on things that the poor aren’t doing and must do; they must become harder and more profitable workers with better homes, education and fewer children. However there is little investigation of what processes have created a society that excludes the poor from services, instead suggesting that the poor must earn the rights that they are not being given. This paradigm for development creates a view of markets as the provider of needs not communities or states. There are serious issues with this perspective, as when one reflects that it was the market that had not been providing services to the poor. How can the market now claim to be the realm that is geared to the poor’s benefit? Furthermore issues such as land rights and loss of public services to privatization cast greater doubt on the market agenda for development, because in reality when we speak of the ‘market’ deciding it is not a non-descript communal entity but rather the embodiment of the interests of those in economic power. With the continuation of land displacement occurring in both rural and urban slums in Bangladesh there comes a loss of freedom and security, as market forces act toward transitioning the poor from land ownership to renting or squatting micro-loans only act to smoothen not stop this process. 

As Grameen has become a large institution it is important to investigate how its governance procedure works. Currently the Grameen Bank is still run by its Muhammad Yunus who has not been reelected or reappointed since he begun the Bank over two and a half decades ago. Yunus also sits on the board that serves the company, these two conflicting position raise questions of whether his interests can be held to account within the organization [7]. Without a board that is independent of Yunus’ control or influence the Bank is unable to claim to hold his interests to account. Despite these issues of accountability there are also some strong positives in how the Bank organizes itself corporately with the board of directors of the Bank being predominately comprised of women involved in various landless women service groups. This shows that at an executive level, to a good degree, the managers are those not only sympathetic but also directly involved with the people, and/or part of the communities the Bank is claiming to help. Despite these praises, questions still need to be raised of how much autonomy by the board can be shown from the founders will. A key thread throughout Muhammad Yunus’ writing is the idea that he individually has created microfinance, from this perspective problems arise as to whether he is held adequately accountable and whether his control allows for ideas different to his own to be implemented.

At a lower level of the organization the model for accountability looks similar to any other corporation in its measure of employee standards.  Stars are distributed to branches that show full repayment of loans, an extra star is added to branches that also generate profit, one more to those that cover original start-up expenses, one to those which show 100% education levels among their loan recipients families and one to those that lift all their recipients above the poverty line. This mixture of qualitative and economic measures creates a bad system of who and how the Bank will promote its employees, as if an employee has a keen interest in the qualitative improvement of loan recipients lives but no economic background of profiteering from the loan system may not be promoted as quickly. The model seems to suggest that only those with the ‘taka’ in mind have the ability to attain policy-making positions.  

Grameen assumes a neo-liberal perspective of social transformation in some ways, as the Bank sees female empowerment as occurring on a financial level. An important measure of female empowerment is the level of female personal safety in Bangladesh best shown through levels of domestic violence. Currently roughly two thirds of women living in rural areas report being physically abused by their husbands in the past year [8]. A main cause of acceptance and therefore also prevalence of domestic abuse is that women are viewed as dependent on the husband.  As women often don’t earn a wage husband’s see wives as an economic burden, this creates a perception of a male ownership of wives. Instances of the wife’s family not paying Dowry payments are shown to be a major cause of severe abuse of wives by husbands. Dowry payments fit into this view of women as burdensome financially with payments for wives being given by the wife’s family to subsidize the cost for the future husband. The Grameen bank has been somewhat successful at combating these perceptions and practices by campaigning against the dowry for all of its members and by empowering women in the economy (thus deconstructing the perspective that women are financially dependent). 

Many women in Bangladesh enter the sex industry for the major economic advantages and also feeling that they had no alternative skills with which to secure a livelihood. The sex industry is criminalized to some degree within Bangladesh, nonetheless Dhaka still maintains four red light districts each home to approximately 2000 prostitutes, outside of the city rural women also engage in sex work as a supplement to their income [9]. As the sex industry shows high rates of violence, alternatives to this industry will help protect Bangladeshi women from physical and sexual abuse, murder and rape. The option of microfinance offers alternatives to both of the incentives that push women into the sex industry, these changes have brought with them a decrease in levels of violence against women.  Therefore, the independence that comes through economic empowerment allows women to escape some forms and deconstruct some reasons for gender violence.

However despite these successes, research has shown that villages with microfinance organizations present have still failed to show a decrease in levels of domestic violence over time [8]. New reasons for domestic violence stem from husbands attempts to control the behavior of their increasingly independent wives and also efforts at re-asserting themselves when challenged. These issues seem to suggest that the perceived value of women has not changed, with the paradigm lingering that women are not deserving of the position of decision making at the household levels. This is as violence against women is a result of the patriarchal structure of society, and as the economic system is not the only structure that provides status within societies it is not complete solution to this problem to provide economic freedom.  Grameen bank officials stating that they are unwilling to challenge cases of wife beating for fear of being a force of undesired change brings into question whether the Bank has been forceful enough at campaigning for gender equality. 

The Grameen Bank has not only been observant of these processes of gender inequality it has also been participatory in recreating them. Through targeting women as loan recipients it acts to utilize gender roles of subservience and responsibility. This targeting is shown openly by the Grameen Bank by its frequently announced perception that women are selected for loans based on the fact they are the ones most likely to repay. This targeting of women only helps to continue the process of gender role reproduction that places the onus on women to take on positions of responsibilities without similar expectations of their male counterparts. 

The Grameen Bank has been largely successful in creating an economically viable program for development, having done this by use of a relatively rigid implementation of the microfinance model. With the implementation of the Grameen model at a larger scale there have been some issues of disenfranchisement, arising at least partially from the Bank’s focus on economic rather than qualitative measures of development. Also Grameen’s governance leaves a substantial amount to be desired of particularly the issues of Yunus’ role being practically free from criticism or restraints. Despite some limitations on governance issues the Grameen Bank largely succeeds at providing the opportunities of the market to the poor. When the Bank is viewed through a more comprehensive lens than just the market it appears far more limited. Also issues such as land rights and gender inequality illustrate how the market approach of microfinance is only a partial solution. Therefore it is critical that other methods of development are coupled with this approach, as a holistic solution to issues of poverty will attempt to address underlying causes such as well as the symptoms of marginalization.
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