CHAPTER 8			MICRO CREDIT

1) Competing in a global economy

· In low income countries about 30% of employment participates in the informal economy, refers to the diversity of economic activities that are not regulated by the state (weather self-employment in unregistered enterprises or wage labor in unprotected jobs or unwaged labor in the household economy). 
· Whereas 18% of employment is recorded in companies configured by small to medium enterprises. Combined, the employment in many poor countries is equal to 63% of their GDP (World Bank, 2011)

Micro Credit is defined as the extension of very small loans (called microloans) to the unemployed to poor entrepreneurs and to others in poverty who not bankable. 
2005 was declared as the international year of microcredit
2006 was the year when Muhammad Yunus, founder of the Grameen Bank, was awarded the Nobel Peace Prize.

The Grameen Formula:
· Has a bottom-up approach to development
· Works on 2 assumptions: 
· 1st: Entrepreneurial spirit is no less prevalent among the poor than among the rich. Basically, poor people can dream big too.
· 2nd: Putting an idea into practice requires some amount of start up capital.

Is it as success?
	The average household incomes are 50% higher than in villages with no Grameen members. As well as 25% higher than non-member household’s within a Grameen village. Which all in all, indicates a strong secondary spin-off effect. 

2) Why Micro Credit?

1. There are existing financial institutions that are not however, suited to such small loans. They are either too cumbersome (= slow and complicated, therefore inefficient) and bureaucratic, or they prefer high-income, high loan clients.	
2. Many developing countries provide an inhospitable climate for traditional investors.
3. Many traditional groups are suspicious of outsiders or groups that have specific religious or social prohibitions against borrowing. 
4. Many traditional forms of lending have an inherent gender bias. 
5. Micro Credit focuses on Females 
6. Moneylenders often charge extremely high rates of interest.

The three sectors from where the money comes from:

1. Informal
· Traditionally dominated the credit scene
· Unofficial moneylenders (such as landlords, merchants, friends, relatives, black market) however, used mainly for emergencies.
· Problems: these are characterized by high rates of interest (18%-30%)

2. The semi-formal sector
· Mostly made up of NGO’s and credit unions
· Fall between the formal & informal
· Extend money from both external (government funds) and internal (fundraising activities) sources. Also, those with internal funds tend to be more sustainable.

3. Formal sector
· Government mandate programs
· Grameen bank falls in this category since 1983
· Also includes traditional banks, finance companies and insurance companies
· In some countries only accounts 10% of lending activity
· Most likely to show a gender bias


Challenges for microfinance

· Despite the much-publicized success of the Grameen Bank, other programs in other countries have not faired as well.
· One study involving micro-credit in Nepal point to the following hurdles:
· Geographical insolation
· The barter system is well ingrained
· Political system opposing to it
· Tends to favor agricultural programs rather than off-farm activities (such as manufacturing/industry)
· Lenders are poorly trained in finance AND entrepreneurship 
· System if often cumbersome 

A MARXIST CRITIQUE: 

Several counter points can be associated to Micro Credit such as the fact that it turns poor into enslaved wage labors. Serves to bring capitalism to the rural level and can be considered as simply another form of colonialism. It turns the production into simply means to satisfy the microcredit bank. The products are really owned by the bank.

3) A real solution?

The success of Micro-Credit depends on:
1- The expansion into rural areas, especially into mountainous regions and should be coupled with the development of viable market opportunities within isolated areas.
2- [bookmark: _GoBack]A more concentrated effort to deal with gender issues with issuing credit and should improve programs that target women specifically and also reduce the need for collateral. 
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