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Abstract


As the global community attempts to struggle with the issue of extreme poverty, a new approach to aid distribution has surfaced.  Microfinance, or the sustainable provision of financial services (including but not limited to credit, savings, and insurance programs) to poor or excluded persons is a new and innovative way of reaching those rejected by conventional banks.  By targeting the severely marginalized, namely women, and rejecting conventional banking standards, microfinance is experiencing a massive boom in popularity and implementation.  Although microfinance is being utilized all over the world, two of the premiere models, the Grameen Bank and BRAC, operate in the nation of Bangladesh.  This paper examines these two models and their unique programs and attempts to discover what, if any, link exists between the participation in such programs and the promised economic and social empowerment that supposedly accompanies participation.  Numerous economic and social factors that may affect the true benefits of microfinance, specifically in Bangladesh, were taken into account.  This paper concludes that microfinance is both an economically and socially viable and empowering option.  However, there are still many issues that need to be addressed within the system.  By exploring these issues, practical policy recommendations can be proposed for future and more effective programs and implementation strategies. 
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Introduction


The entire global community continually struggles to eliminate poverty and increase access to markets.  From small national organizations to the United Nations, extreme poverty is widely recognized as a grave issue.  Over the years, various forms of aid and aid distribution programs have been implemented, with some experiencing greater success than others.  However, the overall quality of previous aid programs was severely lacking, and today there are still millions of people living well below the World Bank’s lowest poverty line of one dollar per day.  Their extreme poverty not only denies them access to things like healthcare, clean water, food, and education, but also to economic opportunities and a way out of their dire situation.  The inability to obtain any sort of economic start-up traps the poor in a vicious cycle.  They cannot help themselves because they lack credit, they cannot obtain money because they lack collateral, and therefore they fall further and further into poverty.  


Nevertheless, a new approach implementing poverty assistance may hold the answers.  Microfinance, or the provision of small-scale financial products like loans and savings to the extremely poor has quickly gained popularity in recent years.  This new approach is a complete reversal of conventional banking, which requires collateral or other monetary possessions in order to acquire banking services.  Microfinance, which is being spearheaded by NGOs, banks, and private donors in many nations, targets those who are rejected by the standards of conventional banks.  By providing services to the extremely poor and excluded, microfinance hopes to take a hands-on, bottom-up approach to this global problem.


Many argue that microfinance is the key to ending poverty.  Supporters of microfinance assert that it can build a sustainable economic foundation for places and people that are severely marginalized.  Opponents argue that although microfinance may be able to provide financial support for some, it is only causing cosmetic changes and not truly influencing society.  In response, some microfinance institutions (MFIs) are taking on a much more socio-economic role, while others solely focus on being a profitable bank. 

By examining the general microfinancial approach and societal issues as well as the application of microfinance to a specific region that includes two of the unique pioneering models of the microfinancial world, the role that microfinance plays and should play in both the economic and social empowerment of its clientele is clear.  Microfinance is a valuable resource that helps to pull the extremely poor out of their poverty and empower them.  However, this is only one aid tool that can be utilized, and it contains limits and negative aspects like any other policy or program.  Furthermore, this paper examines whether or not an MFI has an obligation to be more than just a financial outlet.  In other words, should a microfinance institution be expected to be more than just a bank?  Should a bank merely be judged on is financial performance, or on its social performance, and therefore its social impact, as well?  Using these conclusions, one can postulate and assert beneficial policy recommendations for the future of microfinance.

What Is Microfinance?

1.1 Definition


Microfinance is quite difficult to define, and can be used refer to a myriad of services.  For example, Onyuma and Shem (2005) define microfinance as the “provision of savings, credit and/or other financial and business products that are micro in size to poor clients, who are conventionally believed to lack the capacity to save and the ability to pay the high interest rates charged by commercial banks on credit.”
  For the purposes of this paper, microfinance will be defined as the Consultative Group to Assist the Poor (CGAP) (a consortium of 33 public and private development agencies working together to expand access to financial services for the poor) describes it: the supply of loans, savings, and other basic financial services to the poor.
  Because of the breadth of the definition of microfinance, many services can and do fit under its name, but this paper will focus mainly on the loan and savings programs, as well some corollary social programs.    

1.2 Recent popularity


Following the declaration of the Millennium Development Goals (MDG) in September of 2000, the eradication of extreme poverty and hunger became the number one goal of the United Nations.  In addition to traditional approaches to this problem, microfinance programs offer a new way to reach the poor and impoverished, thrusting microfinance into the forefront of global politics.  Because the extremely poor generally lack access to credit and/or banking services, they often are forced to utilize the informal economic market, operated by people like loan sharks and moneylenders.  This informal market is associated with high interest rates, which can help set up an inevitable poverty trap.  Microfinance institutions offer these marginalized people an alternative.  Additionally, a low risk and micro-service related access to the financial market should allow greater access to education, healthcare, social services, and more.
  Microfinancing should also ideally empower of a large section of society that has previously been financially neglected, namely women.  The specific claim of the ability of microfinance to empower women is a one of the strongest reasons for its recent boom in popularity.


Another reason that may account for the recent increase in popularity of these programs is the wide range and variety of MFIs and donors.  Theoretically, anybody could act individually as an MFI or as a donor.  Websites like Kiva, for example, allow individual, person-to-person lending across nations.
  Today, there is a wide spectrum of donors participating in microfinance solutions, ranging from the Bill Gates Foundation to the United States government.  Because of the variety of donors, the funding of microfinance and MFIs can encompass a range of objectives.  Some funding may be for pure profit and based entirely on market principles, while other funding may focus more on social benefits.  With regard to national funding, it is often difficult to tell, for example, if a country is supporting an MFI for social reasons, like eliminating poverty, to push a neo-liberal economic agenda, or simply to maximize profits on investments.
  These motives are hidden, and therefore funding can lack a public attachment to any specific political agenda.  Additionally, once an MFI is set up, there is an expectation that it will be economically self-sufficient within an approximate ten-year period, after which it should operate on its own profits.
  This further emphasizes the unique role of MFIs, as they rely on market principles to provide aid, not political policies.


Finally, in addition to financial self-sufficiency, microfinance is also increasingly popular because of its unique approach to aid.  Much of the problem with modern aid, especially from Western developed countries is that it creates a cycle of dependency.  The worse kind of aid is that which is given without any expectations of repayment or other social commitments (to send children to school, doctor, etc.).
  This type of aid usually results in the recipients becoming dependent on the aid, and thus they never become self-sufficient.  Microfinance, on the other hand, comes with the expectation that the loan will be fully repaid and repaid on time. According to the MBB (The MicroBanking Bulletin), a semi-annual publication containing financial data of reporting MFIs, over 704 global MFIs reported a loss loan rate of only 0.9% in 2006.
  This statistic reflects the excellent repayment rates of microfinance loans.

1.3 Locations of Implementation


Microfinance has been implemented in nearly every region of the developing, as well as developed world.  Hotbeds for MFIs exist in Africa, especially sub-Saharan regions, Asia, Europe, specifically Eastern Europe, the Middle East, and Latin America.  Two of the premiere models of the microfinance world are the Grameen Bank and BRAC (formerly known as the Bangladeshi Rural Advancement Committee), both working within the incredibly impoverished state of Bangladesh.  This paper will focus on the difference between these two institutions and evaluate their programs through a socioeconomic lens.

Microfinance in Bangladesh: Two Different Approaches to the Same Problem
2.1 The Evolution of the Grameen Bank

Grameen Bank was founded in 1976 by one of the leading minds in microfinance.  Concurrently, Muhammad Yunus, a professor at a local university in Bangladesh, launched a research program designed to assess the impact of providing credit to the rural poor.  Over the next three years, a small, government-backed initiative was implemented in a neighboring village of the University.  Slowly, the program began to expand, attracting investment from the national commercial banks.  In 1983, the organization was transformed into an independent bank by the government.  Twenty-two years later, Yunus is a household name, and was granted the Nobel Peace Prize in 2006 “for [the banks’] efforts to create economic and social development from below”.
  Today, participants in Grameen Bank own a ninety-four percent share of the bank and only the remaining six percent is still owned by the government.

2.2 Goals, Aims, and Programs of Grameen
The Grameen Bank was founded on five principles: 1) extend banking facilities to poor men and women; 2) eliminate the exploitation of the poor by moneylenders; 3) create opportunities for self-employment for the vast multitude of unemployed people in rural Bangladesh; 4) bring the disadvantaged, mostly the women from the poorest households, within the fold of an organizational format which they can understand and manage by themselves; 5) and reverse the age-old vicious circle of "low income, low saving & low investment," into virtuous circle of "low income, injection of credit, investment, more income, more savings, more investment, more income."


Grameen Bank focuses on providing credit and finance to the poorest of the poor.  This aim also incorporates the goal of attempting to reach women.  According to their February 2008 monthly update, ninety-seven percent of the 7.34 million current borrowers are women.
  The aforementioned goal is a difficult one to achieve, but Grameen Bank has set up their lending program in the following way to ensure increased success, integration, and participation.  After qualifying for a loan, Grameen organizes borrowers into small groups of about five participants.  At first, only two members of the group are allowed to receive loans.  Once the group proves itself dependable through consistent and reliable repayments, the other members are then allowed to gain access to loans.  This group dynamic works by applying social pressure to those who are receiving the loans.  Some refer to this practice as social coercion, and there are mixed opinions regarding its positive effects, and this will be discussed later in the paper.
  

The loans are given out under strict conditions.  First, only a very small and manageable amount is lent, helping to ensure repayment.  A strict, weekly repayment schedule is created and local staff, in addition to the borrower’s own loan group, closely monitors the borrower.  No collateral is collected, thus avoiding further debt if the borrower defaults.  And with a repayment rate of over ninety-eight percent, the system seems to be working.
  


The Bank offers a range of additional services to its members and the community beyond loans.  They offer a housing loan program, which claims to have built over 8,000 houses in the past twelve months.
  Scholarships are available to member’s children, educational loans, micro-enterprising loans, low interest rates, life insurance, and pension funds.  They also provide cell phone loans to help connect businesses and people in Bangladesh.  Some of these programs require mandatory participation, like the pension funds, and others, like housing loans, are purely voluntary.  Furthermore, Grameen Bank is working to inform its members about local law and politics, and attempting to get those who are interested elected to local office.  Moreover, Grameen Bank has adopted the “Sixteen Decisions” to help raise the social and political consciousness of the newly organized groups.  Finally, the Bank has increased its focus on women from the poorest households, and encourages them to monitor social and physical infrastructure projects, like housing, sanitation, drinking water, education, and family planning.
  


The Grameen Bank is a profitable business, at least according to its own numbers.  It has posted positive earnings in all but three years since its creation.  It has not accepted donor money to provide loans since 1998, and claims to have enough money to not only cover its current loans as well as defaulted loans, but also to continue to expand its credit program.  Some argue that Grameen refuses to report many of the subsidy funds it receives from the government, which, if factored in, actually show a negative gain in growth.
  Regardless, it appears that Grameen Bank is indeed working in an economic respect.

2.3 The Evolution of BRAC


Fazle Hasan Abed established BRAC as the Bangladesh Rural Advancement Committee in 1972.  Its original aim was to provide relief to returning war refugees who had fled during the Bangladesh Liberation War in the previous year.  After the relief efforts ended, BRAC, as it is known as today, began to look towards the long term.  They decided to reorganize themselves and to begin to provide for the poor in a new way.  Over the years, they have created multiple programs to address everything from public health issues to education to employment.  The once fully donor-supported organization is much more self-sufficient today, and employs over 97,000 employees, making it one of the biggest Southern development organizations in the world.

2.4 Goals, Aims, and Programs of BRAC


BRAC operates with the overall goal of poverty alleviation coupled with the empowerment of the poor.  BRAC believes in the promotion of human rights through the building of human capacity.
  Their “credit-plus approach”, which believes economic change is not possible without societal change, promotes gender equality, equity, and wage fairness through education and capacity building of the poorest people.  BRAC, like Grameen, wishes to address those normally excluded from aid, or the poorest of the poor.  Although they believe in working with the individual, they also strive to influence national and global politics to implement sustainable political, social, and economic policies.  BRAC operates a number of programs, but the core programs are the BRAC Economic Development Program, the BRAC Social Development Program, Human Rights and Legal Education Services Program, the BRAC Education Program, and the BRAC Health Program.  

The most pertinent program to examine is BRAC’s Economic Development Program.  This program is the cornerstone on which the entire organization functions, and includes microfinance, institution building, income generating activities, and program support enterprises.  BRAC operates through Village Organizations (VOs), which are small associations of poor landless people who come together with the help of BRAC to improve their socio-economic position.
  BRAC claims that the VO not only allows for a sense of community and encourages the participation of women, but that it also is an invaluable way for the community and the organization to communicate.

Similar to Grameen Bank, BRAC recognizes the poor’s inability to acquire credit and subsequent loans.  Therefore, in order to acquire money, many of Bangladesh’s poor only have access to money through the aforementioned informal credit markets.  To counteract this, BRAC, like Grameen, allows credit to be provided without collateral.  Loans are provided based on size of the project, ranging from a few hundred Taka (the local currency) to millions of Taka in order to provide for whole community-based activities.  Mandatory and voluntary saving programs are also implemented, making it necessary to deposit at least five percent of the loan, as well as a very small weekly deposits, into a savings account.  This not only promotes good financial habits, but also increases the economic security of the borrowers.  Additionally, depending on whether or not the borrower owns a certain amount of land and participates in certain sectors of the economy, other larger loans may also be available.  The BRAC staff and the VOs monitor all loans closely, and future increased loans are based on consistent repayment records.

However, BRAC is much more than just loans and microfinance.  For example, BRAC encourages micro-enterprise development.  After identifying six typical low-income activities that are predominantly carried out by women (including agriculture and raising of livestock), BRAC developed a set of trainings, technical assistance, marketing, and more for the poor.
  Moreover, they operate countless healthcare programs, providing critical hospital services, training for healthcare providers, nutritional planning, family planning, immunizations, and more.  Finally, BRAC also provides legal help and education.  Many of the rural poor are completely unaware of their rights and therefore can easily be exploited, and this is especially true for Bangladeshi women.  The Human Rights and Legal Education program aims to empower the members of VOs and educate them about human rights and the most important laws in Bangladesh.
  

Microfinance institutions often claim to be much more than just banks.  Nearly all strive to be agents for social change, as well as economic change.  BRAC represents a truly multi-faceted development organization.  Their focus on alleviating debt is based on a solid microfinance program.  However, the credit-plus approach supports their economic programs with various other health, legal, and social programs.  This creates a solid and sound organization aimed at breaking the cycle of poverty for the rural poor population of Bangladesh.

Is Microfinance an Economically Viable Option?


After examining the broader context of microfinance and a few specific programs that utilize it in their approach to alleviating poverty, it is important to assess whether or not microfinance is more than just promises.
  If one examines literature published by the banks or the MFIs themselves, it seems hard to argue against the benefits of microfinance.  On the other hand, some experts argue that microfinance may not actually be causing anything more than a short-term boost in assets.  It seems that microfinance, however, is indeed proving to be beneficial.  The debate focuses on two questions:  1) how effective is microfinance in establishing economic benefits; and, 2) to what extent is microfinance the panacea for economic empowerment?  Again, the outstanding statistics in regards to the borrowers and the institutions themselves point to the obvious success of the unique programs.

3.1 The Numbers Do Not Lie


Some argue that the great economic success of microfinance is simply measured by the high repayment rate of loans.
  The high repayment rate is certainly one indication of the economic success.  As previously mentioned, as of 2006, the global loan loss rate of MFIs reporting to the MBB was a miniscule 0.9%, with Asia posting a mere 0.6%.
  This repayment rate allows borrows to benefit in a few ways.  Good repayments allow for the acquiring of new, larger loans in many cases.  They also indicate good financial standing and that the borrower now has enough assets to post collateral for a conventional loan.  


However, there are more statistical figures that point to the success of microfinance.  For example, the average deposit balance per depositor in Asia, measured by the number of voluntary deposits divided by the number of voluntary depositors, was $115 US dollars. 
  When compared to the fact that the gross national income per capita in Asia, or total income generated by a country’s residents divided by the total number of residents, was reported at $730 US dollars, this savings statistic is even more impressive.
  Moreover, this supports the argument that the poor both want to and have the ability to save.
  Participating in a microfinance program will allow borrowers to begin to establish sound economic habits, which can include the creation of a savings account and steady repayment habits.  Furthermore, Menon (2006) shows that there are statistical long-term economic benefits to participation in microfinance programs.
  Her research demonstrates that participants were less likely to absorb aggregate shock due to changes in Bangladesh’s crop cycle if they were part of a microfinance program.  In fact, the longer  a person was part of such a program, the less affected their family was by any outside aggregate consumption shock.  Additionally, the average total assets of an individual household increased 17.2% following participation.
  Finally, Bangladeshi families might actually be less dependent on loans as time progresses, countering the common argument that loans just create the need for new loans.
  
3.2 Recognizing Limits

Microfinance, like any other aid program, also has its limits.  It is important to understand this because what may work in one area of the world or in one specific program may not necessarily be applicable in another location.
  Most of the studies used in this report focus on either Bangladesh itself or the surrounding regions. South Asia has excellent access to global markets, as well as the capacity and space to build necessary infrastructure.  Its economy has steadily increased over the last twenty-five years, with an average GDP growth rate of 5.4% during 2001 to 2005. 
  This, coupled with low interest rates and lack of severe inflation, helps to make Bangladesh an excellent area to implement such programs.  In other areas like the Borneo rainforest or Latin America, however, the Bangladeshi microfinance model may not be a smart approach due to the capacity of the area.
  

Furthermore, most of the financial help that is given is on a very small scale.  In 2006, the average microfinance loan balance in Asia was $235 US dollars.
  Therefore, although this aid may be useful, it is not something that will change a society immediately.  It takes time for the effects of such a small loan to take hold and the benefits may not be instantly visible.  


It is also recognized that microfinance may not be able to reach everybody, and it is often hard to reach the so-called poorest of the poor. However, for example, in Bangladesh the amount of “non-poor” who are taking advantage of these programs is negligible, and therefore the money must be going to those who need it, at least in some capacity. 
  And some MFIs, like BRAC, have set up specific programs beyond their regular ones to target the poorest of the poor, known as the Targeting the Ultra Poor program.  They have a credit ladder, which understands that there are different degrees of poverty, and therefore provides different loans to different groups.  The lowest and most popular economic level, Dabi, provides small loans to the poor.   One can then graduate to the Unnoti group, which provides a higher range of micro-credit facilities.  Finally, one can reach the Progoti program, which provides larger loans to micro‐entrepreneurs to finance and helps develop existing businesses

3.3 Recognizing Benefits
Nevertheless, the direct and hands-on approach of microfinance seems capable of reaching those usually ignored by conventional banks.  This includes the massive number of women, especially in Bangladesh, who have been granted access to the economic market for the first time.  Grameen boasts that 97% of its borrowers are women and BRAC also promotes its programs as specifically emphasized on helping women.
  The microfinance approach not only economically empowers the women, but should also work to economically empower the community and/or region.  By granting market access to theoretically half of the labor market that was not active previously, one could unlock a massive labor force.
  This could greatly increase the productivity and profitability of an area.  Additionally, providing an alternative source of funds outside of the informal market grants clients a legitimate economic option.

Although some debate exists over the true economic effects of implementing a microfinance scheme, it seems hard to argue that such action would not prove beneficial.  Keeping in mind that certain physical and social restrictions may alter the outcomes, microfinance is a viable economic option.  The whole system gives market access to those who were previously shunned by conventional banks, and prides itself on being economically responsible and profitable.  In addition, microfinance tends to target women, especially in Bangladesh, and may hold the key to helping unlock and mobilize a massive working force.  However, just because microfinance is economically empowering does not necessarily mean it is socially empowering.  When one examines the social implications of the programs, a much more complex web of issues arises.

Is Microfinance a Socially Viable Option?


The research on the economic effects of microfinance, specifically in Bangladesh, leads to a much more resounding and positive assessment of the programs than if one was to examine the social effects.  Authors and experts discuss the idea of microfinance as inevitably leading to social empowerment.  This ambiguous term generally refers to the idea that the provision of loans and money to women in the area will allow women to gain social power and decrease the severe gender gap that exists in places like Bangladesh.  Many of the programs tend to target women and they claim that doing so will allow the women to help pull themselves out of their oppressed state.  

However, some research has shown that the loans and money provided by MFIs actually cause a backlash in Bangladeshi society.  Because control of money is typically a male dominated sector, specifically targeting women for loans severely challenges societal norms.
  From increased domestic violence to the question of who is actually utilizing the loan, social backlashes, many argue, are outweighing the economic advantages.  On the other hand, MFIs like Grameen and BRAC contend that their programs are indeed working to empower women.  Upon examining certain previously identified problems, social factors, and specific aspects of the programs, one can gain a better understand of the true social effects of microfinance in Bangladesh. 

4.1 Societal Problems in Bangladesh

The most obvious problem in Bangladesh is that women and men are not starting on equal ground.
  Bangladesh is a predominately Muslim and patriarchal country.  As previously mentioned, money and finance are seen as falling within a separate sphere controlled by men.  Women are expected to be loyal and secondary to their husbands, fathers, and other men in their life.  Microfinance, since it directly targets women and the poor, appears as though it will upset the social hierarchy and societal norms, and MFIs like Grameen and BRAC may implement programs that threaten to upset the existing power structure.
  In addition, many of its efforts may be seen as directly contradictory of religious laws or traditional beliefs.
  One must also keep in mind that Bangladesh, as a nation, is very young.  Created in 1971, this extremely poor country is seeking to change its ingrained social practices through new and radical microfinance programs.  This signifies that social changes may not be immediately seen, and the long-term effects of microfinance on the Bangladeshi society may take decades to take surface.

4.2 Problem of Domestic Violence and the Practice of Dowry


Many experts argue that when a women decides to participate in a microfinance program, she is much more susceptible to domestic violence.  However, one of the biggest social problems in Bangladesh is related to the practice of dowry.  Technically the practice of dowry, or payment from the bride’s family to the groom’s during a marriage agreement, is illegal, but is still widely practiced, especially in the poorest areas of the country.  Because of the limited female access to education and the market in the past, it is generally the Bangladeshi men who have acquired wealth.
  This puts them in a more socially valuable position, and coupled with a marriage market squeeze, where more women are available for marriage than men, creates a situation where the practice can flourish.
  Dowry’s generally include hefty financial demands by the groom’s family and can continue to increase throughout the marriage.  Additionally, because of the lack of men in the marriage market, Bangladeshi girls are often married away at a very young age, making it incredibly difficult for them to resist violence.
  Bangladeshi women have recognized the link between lack of economic resources and the increase in maltreatment in a marriage and they generally do not approve of the practice, yet they accept it.  They see it as a way to ensure secure stability in the home and use it as a bargaining chip if the husband attempts to divorce the wife.
  However, the economic toll of a dowry is still very high.  


How does microfinance fit into this discussion?  Many believe that microfinance loans are being taken to help provide for the payment of the dowry because there is no other way to create income.  Therefore, this practice may actually work against the stated goal of socially empowering women.  Many times, mothers provide extra money for their married daughters to keep up with dowry demands, hoping to avoid the severe beatings associated with missed dowry payments.
  Since microfinance is overwhelming utilized by women, one must suspect that some of these loans are going straight into consumption use, and not being utilized to provide further economic gains.


Contrary to these points, some research shows that microfinance is actually helping to pull Bangladeshi women out of the cycle of abuse.  Bates, et al., (2004) illustrate that women with a dowry agreement were more likely than those without to report experiencing violence, as expected.  However, Bates’ findings further show that current members in a microcredit program were less likely to be abused, but also that those women who earned more than just enough to cover household expenses were significantly more likely to report violence.
  It is important to consider that perhaps the women in the group earning more than a nominal amount may simply be more comfortable reporting violence, leading to this contradictory statement.  Additionally, microfinance, at least in theory, should allow for women to gain an economic foothold and demand better treatment.  The increased economic gains should also allow women to manipulate the dowry as a social tool.
  However, increasing economic gains then challenges the social hierarchy and may result in further violence.


Naved’s (2005) research shows that the strongest factor in domestic violence is the history of abuse of the husband’s mother by his father.
  To help stop the violence, organizations must break this cycle of abuse.  In 1998, BRAC instituted the Adolescent Peer Organized Network, with the goal of educating and organizing adolescents through peer groups.
  Recent findings have suggested that participants in this program are significantly more knowledgeable regarding social, legal, health, and environmental issues.  This program is a good way to reach young girls to inform them about their rights and warn of early marriages and cycles of abuse.  


The research regarding domestic abuse and microfinance is complicated and contradictory.  It is difficult to draw a definite conclusion on whether domestic violence is either increasing or decreasing due to participation in microfinance.  However, it is hard to believe that over time, microfinance will prove to be harmful towards Bangladeshi women.   Although the short-term effects may be negative, microfinance allows women to eventually seek a way out of their cycles of poverty and abuse.  Even MFIs like BRAC recognize that although domestic violence may increase initially, eventually rates of abuse fall well below that of average households.
  Research by CGAP also confirms that violence in program participants was initially higher, decreasing over time.
  


Microfinance opens numerous opportunities, protects and reduces the vulnerability of its participants, and empowers the client through organization.  Finally microfinance allows women to provide better for their children, hopefully ensuring they will learn to break this cycle of abuse.  By providing education, healthcare, and more for its female clients, MFIs like Grameen and BRAC can help to socially empower their clients.

4.3 Are Group-Based Programs Socially Hindering? 


Another common social complaint is that microfinance programs that use group-based delivery techniques are harmful.  BRAC and Grameen both employed group borrowing strategies for a number of reasons.  Logistically, it is the easiest way to monitor borrowers who are coming from all over the area and provides a central meeting place.  Second, the group creates an immediate business networking opportunity.  It also provides a social support network.  Next, since no collateral is taken against the loan, the group offers social pressure to encourage repayment.  Nobody wants to look bad in front of his or her peers, and by making borrowers disclose their finances in front of a group they are encouraged to keep good financial habits.  Finally, the group approach also provides an area where borrowers can voice their concerns about other aspects of life.  Here, women may be able to question societal practices and gain valuable knowledge regarding local laws and politics.  The group also provides an excellent setting for conducting training.


However, what theoretically should happen in the group meetings and what does happen during the group meetings may be two very different things.  Some refer to these meetings not as using social pressure, but rather as using social coercion.
  For example in the original “Grameen Classic Bank,” borrowers, generally women, had to travel to a central meeting site forcing them to absorb time and travel costs.  Mallick’s (2004) research claims meetings would not begin until the whole group was present, often running over into mealtimes, and thus ensuring problems for the women once they returned home.  Further, there have been claims that Grameen utilized humiliation tactics as a way to enforce strict payment schedules.


Grameen recognized this problem, regardless of to what extent these stories were true or how broadly they applied.  Following the massive floods in Bangladesh in 1998, many borrowers from Grameen found it incredibly hard to stick to the strict repayment schedules and began to avoid the group meetings.  After there was little improvement in the situation, Grameen realized they needed to reassess their program.  In early 2001, they began to develop "Grameen Bank II”.  The new system was much more understanding and flexible.  The new loans are referred to as basic loans, and a repayment schedule is mapped out for the borrower.  However, the new loan contains an exit option.  This new option, known as a flexible loan, allows the client to keep his or her loan even if they are unable to keep up with the repayment schedule.  The flexible loan is guilt-free and allows the client to simply renegotiate their loan on slower repayment schedule.  In other words, clients take a “detour” from the “Grameen micro-credit highway” (See Figure 1).
  At any time, the payment schedule can be increased or decreased as necessary, and clients can even exit from the system if necessary and re-enter when it is financially possible.  
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Figure 1 – Grameen Bank II Micro-Credit Highway <http://www.grameen-info.org/bank/bank2.html>


One of the major drawbacks to taking a detour is that once a client chooses to do so, the loan ceiling resets itself and they must work to increase future loans as if they had just began borrowing from the bank.  This reform acknowledges that there were some issues with the group-based approach.  However, this new solution seems to not only be more realistic, but also acknowledges that constant economic growth is not always possible, and that is acceptable.
  It is important to remember that the programs will need to constantly be re-examined and remodeled depending on their effects over time.  Unfortunately, no program will be perfect, but as long as the organization is able to recognize their shortcomings and to address them, microfinance can continue to grow and increase its effectiveness.


The issue of social empowerment via microfinance is a complex one.  On one hand, providing economic opportunities to marginalized women in Bangladesh should give them social benefits.  By earning more money, they should be able to demand more from their marriages and increased their own assets.  Also, increased access to education, healthcare, and other social programs should give them the necessary tools to function better in society.  On the other hand, increased financial gains and social gains may lead to a backlash from the traditional, male-dominated, Muslim society.  Women are attempting to upset the social hierarchy and this may lead to conflict.  However, the short-term problems may be necessary in order to initiate significant societal change.  CGAP reported in 2003 that participants in credit-programs were, “significantly more empowered…on the basis of their physical mobility, ownership and control of productive assets, involvement in decision making, and political and legal awareness.”
  It appears that over time, as microfinance programs mature and adapt, communities will follow its lead and eventually really empower women.

Policy Recommendations

After examining different approaches to microfinance and their economical and social effects in Bangladesh, it is possible to extract a few valuable lessons.  First, and perhaps most importantly, there needs to be recognition of the dark side of microfinance.
  Although many argue that microfinance is both socially and economically beneficial, especially for women, it must be understood that there are also negative effects.  Things like cycles of debt, where a person borrows from one MFI to pay another, and then another to pay for that loan, and then eventually perhaps a moneylender, do exist.  However, once this is understood and MFIs do not try to ignore the problems, they can begin to understand why these negative impacts are occurring and begin to work to fix them, like Grameen did with the creation of Grameen Bank II.  In connection with recognizing the problem comes the continued need for extensive research.  As microfinance matures, more research is needed on its long-term effects.  There is currently much conflicting data that makes it difficult to draw a convincing conclusion.  Additionally, as a country deals with both external and internal pressures and events, research may need to be done to assess events’ impact on the existing programs, like the flood in 1998.


To avoid societal problems that may be linked to social hierarchies or religious fundamentalism or traditions, a pro-active approach needs to be taken.  MFIs need to be clearer in stating their objectives and presenting them before implementation in the community.  For example, when BRAC encountered heavy community opposition to its posters promoting social and gender equality, they may have found this route useful.  Alternatively, efforts to convince the community to back the programs and implement them themselves may also be effective.


Next, MFIs need to make sure that they are not trying to do too much.  By attempting to implement multiple social programs in addition to multiple financial programs, MFIs may end up overextending themselves.  This is also related to the need for continued extensive funding from all sources.  BRAC is considered a successful organization, but cites one of its major problems as a lack of funding to support its wide spectrum social programs.
  MFIs may be able to operate on their own profits, but will these profits allow expansion into new economic and social territory?  Along these lines, MFIs need to make sure to state their goals and stick to them.
  They must avoid misleading their clients into thinking they are more than just a bank if they are really just operating for profit.


MFIs also need to work to break the cycle of abuse associated with empowering women.  Perhaps new approaches to financial security are needed, including things like mandatory safe-deposit boxes where the only the borrower can access the funds inside.
  Clearly, MFIs in Bangladesh need to continue and expand their efforts to educate women and young girls about their rights and their opportunities through increased schooling and training.  To break this cycle of abuse, the women need to understand that it is universal that abuse and dowry are not socially acceptable, no matter what value system is in place.

Conclusion


In an ideal world, opportunities would exist for everybody to better their lives.   Unfortunately that is not the case.  Today, the World Bank Estimates that there are nearly a billion people living under the lowest poverty line of a single dollar a day.  The old, top-down approaches to aid have not been nearly as successful in alleviating this global problem.


Today, microfinance has begun to fill the gap.  By targeting the impoverished and the marginalized, especially women, microfinance has not only become wildly popular, but has also become very successful.  From an economic perspective, MFIs are experiencing large profits and high repayment rates.  Although there is some debate over certain aspects of the economics of programs run by MFIs like Grameen and BRAC, it is hard to ignore the statistics.  Simply providing these marginalized clients with small amounts of start-up money gives them an opportunity they could never obtain from conventional banking.  Nevertheless, from a social perspective, women may be facing initial backlash from traditional, male dominated societies.  However, it appears that with time women will also gain social empowerment along with their economic empowerment.


This paper emphasizes that microfinance is not the golden key to ending poverty.   On its own microfinance cannot function to bring a billion people above the poverty line.  It is necessary that other government and socially run programs support microfinance.  Increased cooperation between governments, NGOs, and MFIs will increase the cohesiveness of global aid policies to further help the impoverished.  Additionally, it is incredibly important to reiterate and understand that what works in one area or country cannot necessarily be implemented in another area or country.  Most of the studies examined in this paper relate to women in Bangladesh, a very specific group.  It examines the role of two impressive MFIs, Grameen and BRAC, and their programs that work well in Bangladesh.  Therefore, many of the policy recommendations and conclusions that are drawn may not apply to countries like Mexico, Bolivia, or Borneo, which are all experimenting with their own models and programs.  Therefore, in the case of Bangladesh, MFIs do need to be more than just financial institutions operating for profit.  One cannot hope to institute economic change without supporting such change with social programs.  However, in other areas of the world, this may not be the case, and MFIs may need to simply operate as banks.  Both approaches are acceptable as long as they are implemented ethically and in a transparent manner.

As the microfinance industry continues to mature, it will be interesting to see the direction that the programs take.  Will the world of aid see a sharp increase in the number of MFIs and competitiveness?  Will increased competitiveness lead to a system of checks and balances, where clients and MFIs are forced to socially and economically check each other?  Will this competitiveness lead to a less socially based system and towards a more profit driven one?  The future of microfinance is unknown territory.  As traditional societies catch up with the extremely quick economic and social changes, perhaps a more gender-neutral system will emerge.  More research in the coming years will expose the true long-term effects and benefits, both economically and socially, of microfinance.  For now, however, microfinance seems to be working.  The world of microfinance is able to reach millions of poor that were previously shunned from the free market, giving them the opportunity to better themselves, their families, and their community.
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