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YOUR OBJECTIVES
(o} See how Grameen works in Bangladesh.

o Highlight our support for a proven way of helping women in
Bangladesh, the United States, and elsewhere break the
poverty cycle and better their families' lives.

TALKING POINTS
(WITH GRAMEEN BANK WOMEN BORROWERS)

o Why did you join Grameen Bank? How has it changed your
life?

o] Are your families supportive of the Bank's work in the
village? Was this the case at the beginning?

o] What do you do when a borrower doesn't have the money to
repay her loan?

o Do all your school-age children go to school? Did Grameen
Bank loans help make education for your children possible?

(WITH GRAMEEN STAFF)

(o} How many women here receive Grameen loans? How are they
used? What's the loan repayment record? What problems do
borrowers face in making timely repayments?

o What are the visible and positive changes here since
Grameen started working here?

o Why do you think that the Grameen Bank model has been so
successful in Bangladesh? 1Is the model adapted to each of

the villages or is it the same everywhere?

o I am pleased to announce the donation of a computer to
enable the Grameen Bank field office to continue to support

its village programs.



OPTIONAL COMMENTS TO VILLAGERS AFTER OBSERVING GRAMEEN PROGRAM

I am delighted to come today to your village to see the Grameen
Bank program in action.

Grameen shows clearly how important credit is in dealing with
poverty.

I am particularly pleased to note that so many of Grameen
borrowers are women--women who have otherwise lacked access to
credit, and to see what you have done with the loans.

We in the United States of America look to the Grameen concept
as a way to help women escape poverty.

Dozens and dozens of banks in the United States have used the
Grameen model or variations of it to help American women climb
out of a cycle of poverty.

A trip to Bangladesh by the South Shore Bank of Chicago led to
the Chicago Women's Self-Employment Project.

That bank and Professor Yunus then went to Arkansas and helped
establish the Arkansas Goodfaith Fund--again patterned after

Grameen.

The U.S. government is now providing funds to help Grameen
replicate its concept in still other countries around the world.

The idea of Grameen, created in Bangladesh, is reverse foreign
aid. My country has a good deal to learn from Bangladesh in

this area.

I am grateful to the villagers of Moishahati for showing me
Grameen programs in action. Thank you.

(NOTE: We could turn the final text into Romanized Bengali
that you could easily read aloud with short practice, or we
could add a Romanized Bengali introduction or close to an
English text. We would provide simultaneous interpretation for
a speech delivered in English.)
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General Poipnts Regarding Micro-finance Programs and Poor Womepn

o In most developing countries, poor women have no access
to financial services, i.e., savings and credit services. As a
result, options to meet their business and household goals are
severely constrained. Savings services allow depositors to store
current income as assets for future use, while credit services
allow clients to invest or consume now, drawing on expected future

income.

* Poor women.often need savings services even more than
credit services, i.e., there are no institutions available that
will take very emall deposits. Women use savings Services to

smooth consumption, cover emergencies, and to safeguard surplus
fxom the demands of others and from theft. In terms of savings,
women need convenilently-located facilities, simple and fast
procedures, and no restrictions on withdrawals.

= Most poor women operate very small enterprises to
generate needed cash income. They need easily accessible, short
term, small loans, mainly to cover shortages of working capital.

* Women are good borrowers. They generally repay their
loans at high rates and on time--more so than do men.

& Women invest the additional income earned from loan funds
in family welfare--again, more so than do men. Women’s extra
income goes for food, clothing and housing, education and health of
children, sanitation etc. By implication, therefore, making small
loans to poor women is a highly effective way of improving the
welfare of poor families.



GRAMEEN BANK
A Bank for the poor

The rural landless poor geocrally remain outside the
orbit of the banking system, although they are usually in dire
need of credit This 1s panicularly true in a country like
Bangladesh, where an cstimated 80 pa cent of the population
live below the poverty line. These people have no control over
their destinies. In this country, where land ownership, to a large
extent, defines socio-cconomic starus, over S0% of the
population arc landless. The conventional banking systemn fails
to provide them with any kind of service because it is genenally
beld that the poor arc a high-risk category to lend to. They are,
therefore, required to provide collateral in order to obtain 2
loan, although they are frequently not in & position to do so.
They are exploited by money lcaders who may charge an
interest rate of up to 10% a month.

It was in order to challenge conveational banking
wisdom with its emphasis on collateral and to dispel some of the
myths that exist about poverty (e.g. that the poor do not pay
back loans properly) that Dr. Mubammad Yuous set up the
institution known as the Grameen Bank. As a professor of
Economics st Chittagong University in 1976, Dr. Yupus
launched an action-research project which aimel to explore the
possibilities of, and design a framework for a system which
would bring the rural poor within a viable banking network. He
rcasoned that if financial resources could be made available to
landless people at terms and conditions which were appropriate,
then it would be scen that “these millioas of small people widh
their millioas of small pursuits can add up 10 create the biggest
development®.

The action-rescarch project which be called the
“"Grameen Bank Project” came into being with the following
objectives in mind :

1) To extend banking facilitics o poor men and
womea.

2) To eliminate the exploitation of the mooey-leaders.

3) To create opporuaitis for self-employment for the
vast

unutilized or underutilized manpower rSowWTE

4) To bring the disadvantaged people within the folds
of some organizational format which they can wnders@and, and
operate  within, and can find socio-political and econoguc
strength from, through mutual support

S) To reverse the age-old vicious cycle of *low-income,
low savings, low investmecay, low income® into an expanding
system of “low income, aedit, investment, more income, more
aedit, more investment, more ibame”.

The project demoastrated its swength in the village of
Jobra and some ncighboring villages in Chiftagong between
1976 and 1979. Then with the sponsorship of the Bangladesh
Bank and the support of wationalized commercial banks and the
Bangladcsh Krishi Bank, it was extended to Taogail in 1979.

Afler its success (n Tangail. the project was extended (o several
other dismicts, including Chittapgong, Paruakhali, Ranppur and
Dbaka

In Sepreraber 1983, the Grameen Bank Project was
transforrned 1nto an independent bank, with the name of
“GRAMEEN BANK" The authorized and the paid up capital of
the Bank are Tk.25.00 crores and Tk.15.00 crores respectively.
Of the total paid up share capital GB borrowers share holders
own 88% and the remaining 12% is owned by the government.

The Bank's loanecs @e landless men and women, who
must form groups of five, in order to recxive loans which are
given without eny Type of callateral. The group members are
pasons who are like-minded and have similar socio-ccoaomic
background. Any pason whose family does not own more then
0.5 acres of land or the value of one acre of medium quality land
in the ares is eligible to apply for a loan. These loans can be
used foc any income-generating ectivity.

Before loans are givan to the eligible borrowers they
bave to undergo an intensive tining for the durstion of one to
two weeks about the philosopby of Grameea Bank and its rules
and procedures. The group members thea have to pass a “test”
before the group is given recognition. During this test the
membay must coavince the Bank stafT of their integrity and
seriousness and demonstraze their understanding of the principles
and procedures of the Bank and their ability to write their own
names.

Each group selects its own chairman and secretary who
organize the mectings where the attendance of all the members
as compulsory. Several roanbers in the same village are
federated into a “centrej and from amoog the chainnen of the
groups are elected the “Ceatre Chicf™ and the “Deputy Chief™.
Their duties include the conducting of the weckly mcetings of
the ceotre, recommending loan propostls, supervising loan
activities and assisting Bank workers in their works.

Grameen Bank (GB) members create a2 number of
savings acoounts. These include the Group Fund. the Emergency-
Fund, the Children's Welfare Fund, Special Savings and Personal
Savings sxpunts The total amount of savings in these funds (in
taka) are as follows:

Group Fund=1307.$0 million (US $3527 million);
Special Savings=264.90 milling (US $721 million); Personal
Savings=1781.98 millioa (US $47.99 million); Children's
Eduarrion Fund=145.82 millica (US $3.95 millioa); Emergency
Fund>190.10 million (US $524 million).

Each borrowers mug save one taka per week in the
Group Fund. The Bank pays 85% intareat oo this moncy. Apan
from this, agy member of the group may bostow money from the
Group Fund for any pwposc provided he/she has the consant of
the other members, No intgest is normally charged on loans
from the Group Fund.

Beside the Group Fund, the group members establish
another fund called the Emergency Fund The amount



==

cvery Tk 1000 of the loen amount beguning from Tk 100} The
Fund opcrates as an iasurance fund for be GB loances to cover
thern against death, disability and otber accidents. The Fund 13
intended 10 ease the matenal or monal damages caused by
unforeseen eveats

An established GB branch usually bas nine persoas to
carty out its business: a branch manager, 8 senior assistant, six
bank workers/assistants (three of who are preferably women),
and a pcon-cum-guard. According (o the principle of the Bank
that the Bank should go to the people rather than the people
coming to the Bank, all banking ransactions arc done at the
ccare mectings, which ase atiended by bank workers. The
branch borrows money from the head office at a rate of interest
of 12% whepever it needs fimds and it on-lends at the mte of
20%.

The structure of GB is deceatralired. The Bank bas 12
Zonal Offices. Below the zoaal office is the area office and
below that is the branch office. Each ares office supervises
around 10-15 branches. The oumber of area offices currently in
operation is 108. The nwuber of GB branch office upto
December 1992 was 101S. The number of villages that have
been reached is 30,619. These villages are located in 52 districts
out of & total of 64.

The Bank serves about 1.5 millioa borrowers. Ninery
four percent of them are women, in contrast to oaly 46% in
Oecember 1983. This is the result of a conscious policy on the
part of the Bank's management who have observed that womea
tend to be more scrupulous about the repayment of their loans
than their male counterparts. In addition, it has been noted that
when woraen are the loan recipieats, the beoefits resulting from
additional income are usually spread more evealy over the
houschold as a whole i.e. her husband and the children also
reccive a major part of the benefits acyuing  from the loan
utilization. In conrast men tend to spend the money mainly oo
themselves. Therefore, lending to women provides s more
effective means of improving the position family as a whole.

The Grarncen Bank hss disbursed a total of 15,434
millica taka (US $416.05 million) as loans until December
1992. Tte average rate of recovery of GB loans is 98%. This
has ovarvwhelmingly proved that poor people arc indeed bankable
and that they zre in fact better asstomers than their richer
counterparts. The only condition required to bring them into a
viable banking system is an appromiste credit delivery-recovery
mechanism.

Grameen Bank members have taken loans for over 450
difforent activities for which they already possctsed the
pecessary skills. The average loan size is about 3000 taka
Grameen Bank curreatly disburses round US $15 millicn in
loans per moath.

Graenlly the biggest loan for an individual docs not
exceed Tk.10,000 but mmembers can jointly take larger loans for
collective enterprises. To date, such joint loans have been given

for over 100 different activitics. These include the purchase of
shallow tubewells, decp tubewells, rice mulls, ol mulis, the
leasing of markets, ponds and land; the puschase of power tillers,
wheat thrashers etc. By December 1992, 147.17 milhion taka (US
£4 05 million) had been disbursed to fund these acnivities

The Bank has also iatroduced housing loans for thz
poor. This is of immense significance for the bomowers. A
shelter is a basic recruitment for a persoa to expenience eny kind
of fulfillment or security in hife as a place to orgenize hisher
life and to undcrtake any important plens and programmes. The
owpership of shelter provides poor people with a degree of
coofidence, a sense of digniry and a conviction that they can
improve their lives. The fact that, for many memba their house
is also their workplace, has prompted the Bank to offer housing
loans to its borrowers. Around 157,334 such bouses have been
constructed, with 3 tot=! emeunt of 1659.69 million taka (US
$44.74 million) being disbursed for this purpose.

Alongwith ecooomic activitics, the Grameen Bank also
hes a strong social component to its work. GB mambers are
encouraged to pay attention to their health and nutntional needs
in addition to their -sodo-cconomic situations. These principles
ase codified in the “Sixteen Decisions™ which were formulated
at a2 pational workshop of female ceatre chiefs in 1984. The
Sixteen Decisions stress the following clements:the need for
discipline, unity, courage and bard work; the growing of
vegetables all year around and the plantation of as many
seedlings as possible; keeping the environment clean. dnaking
boiled water or tubewell water and introducing physical exercise
in the centres; the im ce of an sdequate shelter; refusal to
pey or accept dowries or To conseat to child marriage; planning
to keep fmmilies small and to provide children with education,
the need to bring prosperity to the family and to collectively
undertake bigger investments to increase family income; the
importance of mutual support and unity amoag GB members.

The members are encouraged to implement the Sixteen
Decisions in their own lives as far as possible GB has
successfully illustrated the point that poor women work hard if
they are given a chance, beause they are concaoed about their
children and their futwebas an all-Bangladeshi staff of sbout
12,000 people at all levels.

Grzmeea Bank An imporan pant of the Bank's success
is due to the dedication and bard work of its bank workers.

O oSl AY

GAZIUL HASAN EHAN
Ministe: (Press)
EMBASSY OF BANGLADESH
“2201 Wiscoasin Ave., N.W.
Washington, D.C. 20UV

Qet 17,24
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Introduction

Grameen Bank is a rural bank in Bangladesh that has attracted worldwide attention with
its innovative and successful group-based credit program for the rural poor. It provides credit
and organizational input to the poor who are otherwise excluded from the formal credit system
because of their lack of material collateral. Grameen Bank has replaced the requirement of
materal collateral by group responsibility where individual access to credit is detezmined by
group repayment behavior. By organizing and training the poor in groups, Grameen Bank has
created both social and financial preconditions that enable the poor to receive loans based on
group performance. Grameen Bank also provides social development inputs to the poor so as
to make them individually and socally accountable. -While this finandal-cum-social
intermediation improves the productivity and income of the poor, it also improves their loan
repayment behavior and hence, contributes to the finandal viability of Grameen Bank, Its loan
recovery rate has been consistently over 90 percent, one of the highest among dcvelopmau
financial intermediaries (DFIs) providing credit,

Because of the failure of most DFIs to effectively reach the rural poor, Grameen Bank
of Bangladesh has attracted widespread attention as one of the more successful banks catering
to this rarget group. In addition to its phenomenal expansion in Bangladesh over the last decade,
with over 1.6 million membery and 1,030 branches by June 1993, the Grameen Bank model has
been replicated in many other countries. The World Bank has also rewgnized the potential of
such a2 model of financial intermediation for the poor and has recently provided an ®exceptional®
grant of $2 million to the Grameen Trust for the replication exercises.

What are the sources of success of Grameen Bank? What makes its loan recovery so high
compared to the low recovery rates of many DFIs that have been long supported by many
bilateral and multlateral donar agencies? Is Grameen’s success as a bank for the poor
sustainable? Is the Grameea Bank model replicable? Moreover, as Grameen Bank has been
relying on subsidized funds (often grants and concessionary funds) for institutional development,
is it possible for it to continue functioning if these cheap sources of funds are dried out? How
dependent is Grameen Bank on the leadership of Dr. Muhammad Yunus, the founder and
managing director? Is leadership a critical element in the successful replication of Grameen
Bank or development of gimilar programs elsewhere?

These are some of the issues that are being investigated in an on-going World Bank
research study with the active participation of the Bangladesh Institute of Development Studies.!

'Other than the sustainability issues, te stndy also locly at the houschold end intrabouschold {mpacts of
Grameen Bank using houschold surveys from 87 villages in Bangladesh, The purpose is o idanlify program effects
on houschold outcomes (such as income, welth, assst accumulstion, and hencs, poverty reductiop) and individual-
level outcomes (sach as employment, education, health, and mrtrition) to seo whether 8 gudit program soch as
Grumaen Bank produces desinble impacts at the bouschold level that help reducs poverty and incraasas the human
capital of the rural poor. The study also laoks at the participation of Sumen and the asuing effects ca bousehold
and intabousehold outcomas. Ths study also examines the suxes or fallures of two other majar prograoe —
Bangladesh Rural Advancement Committes (BRAC) and Rural Dovelopmant (RD-12) project of (he Rangladech
Rural Development Board (BRDB). mbmsd:oldkvdmmud&emkvﬂ analyeis of BRAC
and RD-12 are im progrexs.
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This paper discusses some of these issues based on a report on Grameen Bank prepared as part
of this on-going study in the Bank.? The rcport is based on Grameen Bank data, collected from
its aggregate-level records and a selected sample of its branches (118 branches) for the perfod
of 1985 - 93. These branch- and program-level data have been used to analyze the sustainability
of Grameen Bank in its dual role as an effective financial institution for the rural poor and as
a poverty alleviation program. The fundamental finding of this study, based on different aspects
of Grameea Bank performance, is that it is possible to reduce poverty through sustainable
financial intermediation targeted towards the poor.

The Grameen Bank Model

Grameen Bank is a bank for the poor. Understanding the sources of its success (or
failure) requires an evaluation of how it works as a financial insticution and as program for
poverty alleviation.

Grameen Bank operates in a credit market that is characterized by imperfect informarion
and imperfect enforcement; two common sources of the failure of many DFIs in many countries.
Lending entails high risk of loan default. The viability of lendexs, therefore, depends on the
selection of borrowers, their incentive to repay loans, and the ability of lenders to enforce the
loan contract (Hoff and Stiglitz 1990). But formal lenders are not part of the community and
hence, do pot have ability as well as means to collect information about the borrowers and their
activities. Thus, the formal lenders oftea lend based on asymmetric information and are
handicapped in their ability to enforce contracts in the absence of an effective legal system for
contract enforcement.

Grameen Bank has developed ways of tackling both problems of asymmetric information
and imperfect enforcement. It offers group-based credit where an individual's access to credit
is tied to group responsibility and repayment behavior. Grameen Bank's lending process starts
with five self-selected persons who own less than 50 decimals of land and who agree to form
a group where they guarantee and monitor each other.—Eachgroup is arganized and trained by
Graméen Bank workers in weekly group meetings about the Grameen rules and regulations and
bhow to keep imdividual, financial and soclal discipline. Advanmages of the group-lending
approach are that it satisfies the self-fulfilling expectations of like-minded groups of people, and
makes borrowers’ activities Gransparent to bank workers. Group lending essentially uses peer
pressure to monitor and enfarce contracts, provides an incentive structure for the borrowers to
repay, and helps screen good borrowers from bad ones, all of which would be costy for the
bank to accomplish otherwise,

Also, unlike many other DFIs, Grameen Bank adheres to savings mobilization as an
integral part of lending. While this provides an internal source of funds for on-lending,
Grameen's savings mobilization scheme is also designed to address both production risk as well

?Seo Khandker, Kbalily and Khaa (1993), *Grameen Baok: What Do We Know?*
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as market imperfections that exist in credit and other markets. Each member is required to save
Taka 1 each week which is deposited at the weekly group meeting. Moreover, S percent of the
loan amount is levied for the "group fund,” while Taka § for every 1,000 Takas above loan size
greater than 1,000 is charged for the "emergency fund® contribution. The group fund is
managed by the group and provides an additional source of loanable funds for the poor when
munual agreement is obtained. The emergency fund is managed by Grameea Bank and is used
as an insurance against default owing to death.or disability or natural disaster.

In addition, each member purchases one Grameen Bank share worth Taka 100. These
shares provide a stake in the ownership of Grameen Bank for the membership as well as their
representation in its board of directors; over time, both the proportion of members® shares in
total capital and in the representation have increased.

Transparency in credit transactions is a unique feature of Grameen Bank lending. The
loan selection and applications are discussed by all group members at the mandatory weekly
meetings of the centers.’ All credit transactions and related discussions for each group are
publicly administered at the weekly meetings, and decisions are made on a consensual basis.
These open banking procedures severely mitigate any entrenchment of vested interests in the
system such as have been the source of corruption and embezzlement of funds in many DFIs
(Braverman and Guasch 1986).

With povesty alleviation as its prime objective, Grameen Bank has developed targeting
and input delivery mechanisms to focus on the causes of poverty, Grameen Bank believes that
lack of access to credit is the biggest constraint for the rural poor. It argues that rural poor,
with too little land to support themselves as farmers, can make productive use of small lcans,
borrowed without collateral, that they would repay on time. Thus, with approprste credit
support, the poor can be productively employed in familiar processing and manufacturing trades,
transport services, storage and marketing of agricultural produce, and livestock among other
income-generating activities. Grameen Bank also maintains that if the rural poor are provided
credit on reasonable terms, they can themselves best judge how to increase their incomes and
need no more outside inputs except what they can purchase themselves. These princip!a are
used to mobilize the poor in suchuwaythupootmcnmd women can receive cmdnby
identifying a source of self-employment and by agrexing to guarantee and monitor others in the

group.

Grameen Bank targets the poor based on landholding of less than SO decimals. The land-
based targeting may not be an effective mechanism for the identification of the poor because
Jandholding and asset information can be concealed. Grameen Bank's targeting is effective,
however, because its credit delivery is group-based and allows only those people with equal or

A cepter is typically comprised of five (o eight groups, and it is headed by a center chairpersan end a center
sexresary elected from the group leadecx Each ceater meeting is attended by a Grameen Bank worker, who visits
sevaral ceaters oa a weekly schedule

. Oy
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similar bargaining power to form groups.*

Although membership is free, Grameen Bank's group-based lending taxes those who have
high opportunity cost of time as it involves weekly meetings and other activities that are time
consuming. As the opportunity costs vary from person to person and is usually high for the
landed households, program partcipation is highly self-selective and limited only to those who
have very low opportunity costs. As the landless poor bave low oppomuuty costs due to limited
income eaming opportunities, they usually participate in the program.’ The lower loan size
(which is usually limited to Taka 2,500, equivalent to US$6S, for a finst time loanee and a
maximum of Taka 10,000, or US$250, for older members) also acts as a deterrent against the
inclusion of richer individuals in the groups.® This self-targeting is effective for those who are
willing to bear the costs of group formation, training and monitoring each other’s activides, and’
who are satisfied with the relatively small sums they can borrow,

Grameen Bank creates a market niche for the low income groups who do not have
alternative source of credit at the rate of interest charged (Von Pischke 1992). Grameen’s
creation of market niche is also due to its implicit targeting of women among the poor. Givea
the sociocultural environment in Bangladesh, women among the rural poor are predisposed to
be poorer than men. Because of exclusion from market activities, a woman’s opportunity cost
of time directly depends on a houschold's landholding. Thus, for poorer households owning less
than S0 decimals of land, women’s opportunity cost of joining Grameen Bank is minimal

Grameen's membership mobilization has worked to both women's and Grameen Bank's
advantage. It is advantageous for the bank because women usually do not barrow from formal
or informal sources (due to lack of collateral) and hence, Grameen's money does not go for past
loan repaymeat. In addition, women are more risk averse than mea in project selection and

extra careful in maintaining good standing as a borrower. Grameen membership works to poor

women's advantage, because for the first time many get a rare chance of operating their own
independent income-camning activities which in most cases help improve their status in the
household.

Parallel to its group-based credit and savings proccs, GnmemBankBasdcvdopeda'

comprehensive social development program. This program is disseminated as the “sixtern

decisions,® which are guidelines for codes of conduct and activities aimed at improving the -

social and financial conditions of the rural poor. A compreheasive training program has also

‘Otbervis, when member’s active participation in the anding process bcomas & important coastraint for -

leading, unequal bacgaining power oaly promotes the visted interests that ould uadermine the visbility of groups
as well as the bank. :

*Hoszain"s (1988) study found that some 98 perceat of the program participants actually meet the landbolding

critenion of program participation.

‘Note that even if five richer housebolds tomnmmdnppmchucnmnmkwx.tuforlhn.
~wnitoring st the center meeting of 6-8 such groups would make such effort difficult for the group.
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been developed for women in matemnal health, nutrition, and childcare. The outcome of this
program is that greater demand for basic services provided by government and others have been
created and the nutritional status of women and children has improved (Quanine 1989).

Grameen Bank responds to the needs of the poor. In addition to the one-year general
loans for self-employment, longer-term house-building loans are also provided at lower interest
rates for members to improve their living conditions by building better quality, low-cost housing.
In some arcas where the repayment capabilities of its members were affected by natural
disasters, the bank provided special loans, food storage loans, capital recovery loans (including
goats as loan) and destitute loans. Since 1992, new avenues of credit, such as short-term
seasonal loans and family enterprisc loans, were also introduced to help members augment their
income.

Grameen Bank’s Achievements

Since its inception as a bank for the poor in 1983, Grameen Bank has evolved as a large
organization employing 10,531 men and women in 1992. As of June 1993, there were 1,030
Grameen Bank branches covering members in 32,529 villages (about half of the villages in

Bangladesh).
“ . Membashz) growth

The phenomenal expansion of Grameen Bank is evident in the 840 percent increase in
its membership in eight years, as it grew from 171,622 in 1985 to 1,614,673 in mid-1993.
About 94 percent of the membership is women and over the eight year period, growth in female
membership was always higher than the growth in male membenhip.’

For Grameen Bank, membership means access to aredit. This is indicated by the
ovarwhelming proportion of members who are borrowers: by June 1993, as much as 98.2
percent of all membery had taken loans, compared to 88.9 percent in 1985, The emphasis on
female membership and group expandm is also evident in the growth of bomrowers: the
proportion of male borrowers among all bortowers declined progresdvely (from34-9-percent -
in 1985 to 6 percent in mid-1993). The number of female borowers inaeased by I,205.3
perceant in the 1985-92 period compared to 67.1 percent growth in the number of male
borrowers.

Lerding volume and porifolio mix
The disbursement pattern of Grameen Bank loans reflects its expaasion as well as

empbasis on providing credit to poor women. In 198S, of the total curnulative loan disbursement
of Taka 948.5 million, a little more than half (Taka 492.4 million or 51.9 percent) had been

"For details on tha schievements discussed in this section, s the mmin report, “Gramern Bank What Do We
. Koow?® by Xbandker, Khalily sod Khan (1993). -
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As of June 1993, there were 16,169 center-operated schools, up by 386 percent from
3,326 such schools in 1985. Enrollment at these schools had increased by 543 percent over the
same peniod, from 71,467 in 1985 to 459,405 in mid-1993. Grameen Bank had distriblted
5,445,309 seeds and 1,998,324 seedlings between July 1992 and June 1993, compared to
781,628 seeds and 373,190 seedlings in January-December 1985. The implementation of the
"sixteen decisions” have induced the number of marriages without dowrties to increase - by June
1993, 18,616 such marriages had taken place compared to 2,738 in 1985.

Grameen Bank also organizes workshops in order to train members on various topics,
including its operational rules and procedures, livestock and poultry care, health and nutrition,
and other social issues. The total number of participants in these workshops have increased by
655 percent over the 1985-92 period.

Administrarive Structure

Serving 1.6 million members with credit, organizational help and other social
development inputs is a big and challenging task. To serve the poor in an orderly fashion,
Grameen Bank has expanded in a decentralized fashion, Its administrative structure consists of
four tiers - the head office at its apex, the zonal offices, the area offices and the branches - with
a distinctive set of functions for each. The head office, located in Dhala, is the central unit and
is headed by the Managing Director (Dr.Yunus), 2 Deputy Managing Director, a General
danager and about 240 other staff. The zonal offices, the area offices and the branches
comprise the field-level units,

An important feature of Grameen'’s management structure is the high level of autonomy
given to the field offices. The zonal office acts as a mini-head office regarding administrative
decisions, while the head office is involved more in mobilizing resources from external sources
and in providing training and major policy decisions. Each zonal office suprvises about 5-10
area offices, each of which oversees 10-15 branches and is responsible for the formal loan
approvals, based on the recommendation of branch managers.

The branch is the most important unit in Grameen Bank opcrations, as it is the field-level
office with the most contact with its member-dorrowers and the basic profit-making unit. A
typical branch supervises S0-60 centers located in villages within walkipg distances of the
branch, and is responsible for group formation, member training and loan supervision. A center
consists of six to eight groups and each group, the lowest level in the management structure, is
made up of five people. .

As of June 1993, there were 1,030 Grameen Bank branches covering members in 32,529
villages. Between 1985 and June 1993, the number of branches increased by 355 percent and
the number of centers expanded by 660 perceat. Given the major role of its branches in the
organizational structure and credit operations, 85 percent of the employees were assigned to the

‘anches in 1992 (compared to 79 percent in 198S), with an average of 9 employees per branch,
.n addition to the branches, there were 110 area offices and 12 zonal offices by June 1993.

e
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Sources of funds

Grameen Bank, since its inception, has been able to finance its activiti®s through
resources made available at concessionary rates by various external and internal sources. As of
June 1993, the proportion of foreign funds amounted to 74.54 percent of total resources available
for Grameen Bank; 43.2 percent of total funds (Taka 2714.6 million) were provided in the form
of grants, both for on-lending and revenue,

. Initially, Bangladesh Bank, which is the central bank of the country, and the International
Fund for Agricultural Development (IFAD) provided funds at 3 percent rate of interest. Various
donor agencies from other countries became important sources of Grameen Bank funding by the
mid-1980s. By mid-1993, the suppliers of funding to Grameen Bank included the Dutch,
Norwegian, and Swedish aid agencies and the Ford Foundation.

Grameen’s Sustainability

The sustainability of Grameen Bank, given its role as a credit program with the objective
of poverty alleviation, can be seen as the ability of the organization to sustain its credit
operations and other activities as a viable financial institution. Grameen Bank utilizes resources
mainly from subsidized sources to finance productive activities for the poor. It cannot, however,
continue to operate based on such sources for ever. In order to be sustainable, the bank must
(2) promote its organizational development within given costs for its institutional viability; (b)
operate efficiently, given the program design and institutional framework, to attain financial and
economic Viablility; and (c) help generate sustainable benefits for its members to reduce their
poverty and achieve borrower viability.

To be defined as financially viable, Grameen Bank must, at a minimum, equalize the cost
of each Taka disbursed with the price (that is, interest rate) it charges for lending to its
borrowers. On the other hand, it is economically viable if the economic cost of funds (measured
at the opportunity costs of these resources) used for credit and other operations can be met with
the income generated from on-lending.

Financial and economic viabilities are necessary but not sufficient for the viability of
Grameen Bank as a credit institution. Its management and decision-making system is also
important to its sustainability. Management cannot be dependent on a single individual; there
must be an institutionalized system. Staff developmeat and productivity are important measures
of internal efficiency.

But these aspects of sustainability cannot be attained unless the benefits generated for its
target group are also viable, given the close link betweea the viability of the borrowers and the
viability of the lender which both depend on similar environment and production risks. If the

*Funds were also borrowed occasionally from commercial banks in Bangladesh at the market rate of interest.
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returns generaled from the activities financed by the program cannot meet the borrowers’ costs
and if the borrowers do not have an incentive to repay the loan, the program will not be viable.
Grameen Bank relies on the group-based organization of members to screen, monitor and
provide incentives to the borrowers to repay their loans. Thus, Grameen's sustainability depends
in part on the viability of groups and its members.

Institurional viabiliry

The sustainability of Grameen Bank depends to a large extent on its institutional
development and viability, and the vital role of Professor Muhammad Yunus in the growth of
the organization. With the institutionalization of its management style, a high element of
decentralization and its emphasis on monitoring, evaluation and adaptability in decision-making,
innovative processes have been replicated at all levels of the bank's administrative structure.
Combined with the extensive training at the field-lcvel for new recruits and older staff based on
problem-solving activity, Grameen Bank has created a cadre of dedicated professionals, who are
as much motivated by the objective of helping the rural poor as by their pay and incentive
structures.

The rapid expansion of Grameen Bank has been based -on the institutionalization of its
decentralized management process. With the expansion of branches and creation of area and
zonal offices, more decision-making authority was delegated to these intermediate administrative
units as the head office could no longer deal effectively with the volume and variety of issues
involves. But, unlike most hierarchical bureaucracies, Grameen Bank did not have to inigate
a deliberate decentralization exercise because it evolved into a decentralized organization as part
of its growth process.

With the devolution of many decision-making roles to the field offices, the head office
can focus on the broader issues of policy and development. At the top of the organization, the
Board of Directors is responsible for guidance and as the members own share in the stock, their
representatives are also on the Board. Most of the central decision-making functions, in turn,
are based on field-level information, which is systematically collected, analyzed and disseminated
by the monitoring and evaluation unit.

Monitoring and evaluation plays a crucial role in operations and expansion, providing
continuous feedback from different operational and financial reports. Informaron on flow of
funds, disbursement, repayment and default records of the branches is monitored from daily
statemments prepared by the branch managers for the head office. These reports, which are
analyzed by the monitoring and evaluation unit, make it possible to keep track of each branch
performance and compare with the aggregate data. Such comprehensive information and
reporting forms the basis for the in-built process of leaming and innovation that is reflected in
the decision-making and policies of Gramecen Bank.

The management style bas evolved out of Grameen Bank's experience in trying to
effectively provide a whole range of innovative programs to the rural poor. The cvolved
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management structure has an in-built adaptability that has been refined through field-level
experience and an innovative approach to training, which was also developed by Grameen Bank.
It is a structured leaming process based on trial and error with continuous fine-tuning; including
hands-on training for new staff and re-orientation training for the experienced employees.

The performance of employees and the turnover rates may be influenced by their pay
structure and incentive schemes, given the nature of the job. Although the employees are paid
according to the rules and regulation of Bangladesh Bank, education and experience influence
their wages. This underlines the presence of staff incentive for improved productivity,

The objective of poverty alleviation through credit often requires Grameen Bank to
expand its operations in areas where agroclimate and locational characteristics would not be
considered favorable by other financial institutions. Econometric results based on the impact
of agroclimate and locational characteristics on Grameen program placement in various thanas
(administrative units in Bangladesh) suggest that program placement has not been affected by
these factors. In contrast, both government and commercial banks have been affected by
agroclimate and locational conditions, including distance to district headquarters; using these
factors to detarmine placement in order to reduce their transaction cost. Grameen Bank locates
its branches irrespective of agricultural potential or risk. Consequently, making profit in some
branches such as flood-prone areas may be a risky venture.

Financial and economic viability

The viability of Grameen Bank depends on the revenue and cost structures as well as the
assets and financial structures. While the revenue and cost structures indicate the degree of
financial profit or loss, the assets and financial structures measure the expansion of assets over
time, the capital adequacy and the role of internal resources in financing assets. Viability also
depends on the rate of loan recovery which is 2 necessary condition for profitability through high
tumover of loanable funds and minimization of default costs. Profitability, an outcome of the
differences between revenue and cost, in tumn indicates the exteat of finandial subsidy involved
in operation. However, the long+erm viability of Grameen Bank depends on the extent of the
subsidy received from low-cost funds (provided by donor agencies of differeat countries and the
govemment) and its ability to operate without such subsidy.

Grameen Bank is financially viable if it is profitable (that is, the financial subsidy is zero
or negative) and it is economically viable when economic subsidy net of profit is zero or
negative; therefore, the bank may be financially viable but not economically viable if its profit

'is less than the economic subsidy. In this analysis, Grarmeen Bank's viability is evaluated using

two parameters - profitability and subsidy dependency. The level of profitability indicates the
extent of financial subsidy while the subsidy dependency indicates the extent of net subsidy
(economic subsidy net of profit) involved in Grameen Bank operation.

The loan recovery rate recorded over time is critical when measuring the amount of
financial subsidy required to sustain a credit prograra. While the recovery rates for banks and
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other development financial institutions in many developing countnies, including Bangladesh,
have been quite low (in the 25 to SO percent range), Grameen Bank has recorded exceptionally
high recovery rates (about 98 percent). Interestingly, the loan recovery rates are lower faor male
borrowers than for women, which contradicts the conventional belief that women in general are

higher credit risks than men.

Grameen Bank suffered losses in 1991 and 1992 only; in all other years since 1986 it has
turned profits. An analysis of the trends in profit for the period of 1986-93 shows that
Grameen’s profit is very much influenced by whether or not grants received for rescarch and
development, training, and monitoring and evaluation are included as part of revenue. If profit
is calculated on the assumption that Grameen meets these costs from its gencrated revenue, then
Grameen Bank has been making loses since 1987. In contrast, if operating profit is calculated
without costs on these accounts and grants, Grameen Bank can be shown as a profitable
organization. This finding suggests that if institutional development were financed by donors
or government, Grameen Bank could eam profit, given its cost and revenue structures.

Subsidy deperdency

Grameen Bank made losses in 1991 and 1992 and received financial subsidy for these two
years. It has also enjoyed what we call an economic subsidy for all years as its funds far on-
lending and institutional development were mainly subsidized. As mentioned earlier, a
comparison of the opportunity cost of such funds and their actual cost determines the economic
subsidy. The net subsidy is then defined as economic subsidy net of profit. Following the
definition of Yaron (1992), the subsidy depeadency index (SDI) can be defined as the rato of
net subsidy and the average revenue (defined as the product of loan outstanding and on-lending
interest rate). The SDI helps measure the percentage increase in the on-lending interest rate
required to compensate Grameen Bank for the elimination of subsidy. A zero SDI means that
profit equals the social cost of operation and hence Grameen Bank has achicved full self-
sustainability. In contrast, a positive SDI implies that the economic cost exceeds the profit in
which case the on-lending interest rate or the amount of loan outstanding must increase by the
amount of subsidy to eliminate subsidy. For example,-an SDI of 100 perwent means a doubling
of the on-lending interest rate or amount of loan outstanding to eliminate subsidy.

The estimates of economic subsidy are influenced by how one defines the altenative cost
of subsidized funds. Using two measures of the opportunity costs of subsidized funds, coe is
the Tong-term fixed interest rate and the other is the short-term savings deposit rate, the estimates
of subsidy and the degree of subsidy dependency (SDI) were calculated,

The SDI esimates suggest that there was a monotonic increase in the subsidy dependency
of Grameea Bank between 1987 and 1990, and then after 1991 the SDI fell. For example, in
the case of long-term interest regime, the SDI decreased to 130.16 percent in 1991 from 165.94
percent in 1990, followed by further declines in 1992 and 1993; in 1993 it was estimated o be
only 65.88 percent. The decline in the SDI in recent years was due to the large incaases in
loan disbursement and increased profit mainly due to increased lending rate from 16 percent to
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20 percent. This suggests that the subsidy dependency of Grameen Bank has been reduced over
the years through increased volume of lending and on-lending rate. However, such increases
were not enough to eliminate the subsidy. Estimates suggest that if Grameen Bank were to
eliminate the subsidy, it must double either its lending rate from 17 to 34 percent or annual
disbursement from Taka 6.3 million to Taka 12.6 million per branch.

Whether Grameen Bank can double its lending rate or double its annual disbursement
depends on the ability of its 1,030 branches to expand lending as well as the ability of borrowers
to eamn a positive rate of return on investment at the increased rate of interest. This requires an
examination of branch-level profitability and borrowers® viability.

Branch-level profitability

The panel data of 118 branches, out of 1,030 Grameen Bank branches, for 1985-91 was
used to analyze the issues of branch-level profitability and economies of scale. The econometric
results suggest that it takes about five years for a branch to break-even.’ Grameen's
investmeat in staff training has a positive effect on branch-level profitability. Branches with
technology loans, possibly because of their larger loan tize, and better road infrastructure eam
profits. Branches with only female borrowers make losses compared to branches with both male
and female members.!! In addition, the presenee of other banks reduces the profitability of
Grameen Bank branches.

An analysis of the cost data of these branches indicates that economies of scale exist in
branch-level operation. For instance, the estimated marginal cost of mobilizing an additional
member was estimated to be Taka 138, while the estimated marginal cost of lending an amount
of Taka 4,000 was only Taka 64 with a tota] cost of Tala 202. Given the average interest .
income of Taka 600 at, say, 15.06 percent rate of interest for leoding Taka 4,000 for a year,
Grameen Bank branches are clearly operating at levels below where marginal cost equals
marginal revenue. This suggests that Grameen Bank branches, which operate under prufit
maximization principle, would gain if they expand their business. The 1993 data suggest that
Gramezn Bank has successfully utilized this previously unused branch capacity o increase its
lending by almost 70 percent in a single year, This has helped Gameen Bank earn profits in
559 branches out of 1,038 branches by December 31, 1993.

Borrower viabllity

But the sustainability of Grameen Bank and its branches ultmately depends on the
viability of the borrowers. This can be judged in terms of outcomes relevant to the economic

YThis is usually the case for any bank cven in (he more developed financial market such as thst of the Unitad
States. Thus, the argument that banking with the poor is pot profitable is not true., '

"This is egain phsps due o the size of lom, Women, oo an avenape, borow leas than their male
oounlapara . -
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and social welfare of the members as well as their dropout behavior and loan repayment
performance. The household-level welfare impacts of Grameen Bank are being quantified using
household and individual survey data and are not yet ready. Some aggregate indicators of
borrower-level viability such as members’ dropout rate, loan default rate, and rural wage
impacts are discussed in this paper.

The formation of a Grameen Bank group and its viability depends on the decision of each
member to continue within the group-based system, given the costs and benefits of program
participation. Members may dropout of the program for a variety of reasons, including
*graduating,” i.e., they no longer require Grameen Bank credit and its other services.

The aggregate dropout rates of Grameen Bank members increased from about S percent
in 198S to 15 percent in 1991. This rate is higher in the case of men: it was 22 percent in 1991
compared to 7 percent in 198S. In contrast, the corresponding dropout rates for women were
14 percent in 1991 and 4 percent in 1985. Overall, the dropout rate increased annually by 17
percent over the 1985-91 period; the average annual growth rate was 21 percent for female
members and 18 percent for men. This suggests that the benefits must have been high enough;
otherwise, the membership dropout rates would have been higher.

The branch-level data and information on local area characteristics were used to esimate
the determinants of dropout behavior. The results indicate that the age of the branch is an
important factor, as relatively new branches have higher dropout rates and the rate declines as
the age of a branch rises. Incrcased salaries of branch managers and improved education
infrastructure reduce the dropout rates of members from the program. Howevex, rural
electrification and the presence of commercial banks accelerate the rate, Thus, the mare
developed is the local economy and the more altermnative income-eamning opportunities, the higher
is the dropout rate of Grameen Bank members,

The regular repayment of loans also determines the viability of the groups and the loan
repayment record is another indicator of borrowers® viability. The proportion of defaulters (who -
have not repaid after S2 weeks) was nil in 1985-86. About 1 percent were defaulters in this
category in 1987-89, but this percentage increased to 2 parcent in 1990-91. Given the large
number of borrowers, nearly 1.6 million, and the volume of disburseruent, the default rate is
almost negligible, which indicates the long-run viability of the barrowers and their groups.
Estimates suggest that the default rate goes up with the age of the branch while increased
managers’ salaries and staff training, rural electrification, road length, education infrastructure,
and rainfall reduce the loan default rates.

The rural wages in 25 Grameen villages were compared with those of 72 non-program
villages.?? The wage impact estimates show that Grameen Bank has a positive effect on rural

wages, especially for male and child labor, even after controlling for possible influences of other

The village-level wape is the average of all calegories of labor (formal, informal aad sgricultunl) by labor-
type (male, female and child).
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Health Commitments:

HIV/AIDS

We will pursue a public policy agenda on HIV/AIDS spedfic to women,
adolescents, and children by:

conducting behavioral research that is sensitive to the diverse needs of
women of different backgrounds and that examines factors influencing
women's risk-talang and risk reduction behaviors; including
characterizing the role of social and community norms in influencing
risk behaviors;

identifying biological factors related to transmission and describe ways
in which these factors can be modified to prevent or reduce the risk of
HIV transmission;

conducting prevention research that defines which interventions are
most relevant to women;

supporting research to develop female controlled prevention methods,
including barrier methods and microbicides;

continuing research to better understand the natural history of HIV
infection in women and related medical problems, and developing
treatments to improve survival and quality of life for women with HIV
infection;

supporting integrated services for HIV infected women and women at
risk for infection, to accommodate their multiple roles and family needs;
and

mounting culturally appropriate public information campaigns
nationally and at the community level to increase women's awareness of
HIV infection and ways they can protect themselves.
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Health Commitments:

moT ! _Preyentjon

in addition to working toward health care reform by seeking changes to improve
efficacy in the hasalth care system and curtail health spending, we will continue to
address the health needs of women through such initlatives ss:

The National Action Plan on Breast Cancer, a public-private partnership
working with all agencies of government, the Congress, the White House.
the media, scientific organlzations. advocacy groups and industry, to
advance bresast health and eradicste breast cancer as a threat to the lives of
Americen women.

New Frontiers in Breast Cancer imaging, an Initiative which explores
mechanisms through which defense, space, and intelligence imaging
technoloples can be used to develop more accurate methods for the early
detection of breast cancer.

The Mammography Quality Standards Act (MQSA). New regulations
(effective October 1, 1994} establish quality standards on equipment,
personnel, and record keeping, and a certificate system for the more than
10,000 U.S. facllitles that parform mammography and interpret films. The
purpose of these regulations is to ensure quality mammography, which Is
essential for early diagnosis of breast cancer.

Expansion of the National Breast and Cervical Cancer Early Detection
Program that will ensure that every woman for whom it is deemed
appropriate receives regular screening for breast and cervical cancers,
prompt follow-up if necessary, and certainty that the tests are performed in
accordance with current recommendations for quality assurance. This
national program brings critical breast and cervical cancer screening services
to undeserved womaen, particularty women of low income, racial/ethnic
minorities, and older women.

Inclusion of Women in Clinical Trials, which includes NiH guidelines that
ensure that women are represented in all areas of federaily funded
biomadica!l research and FDA guidelines that specify the necessity of
analyzing safety and efficacy of data with respect to race, age and gender
for new drugs and devices.

The Natlonal Women’s Health Clearinghouse, which HHS is developing witn
DoD, is a state-of-the-art tol! free heaith information telephone line {1-800-4-
WOMEN) to disseminate a broad range of women’s heaith-related
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information. The Clearinghouse will provide easy accessibllity to women’s
health materials (brochures, pamphists, fact sheets, booklets, videos)
developad bath for heaith professionals snd consumers by the Public Health
Service. A regular newslettar on Women'’s Health on up-to-the-minute
women’s health issues will also be available through the Clearinghouse.

Expansion of the infertility Prevention Program which provides screening for
chlamydia, the leading cause of preventable infertility among women in the
US. In 1995 this program was established across the country in a limited
basis.
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economic security is not within reach for millions for our fellow
women in America and billions of other women around our globe?

These are questions that don’t belong just in the reports

from summits, or just in the platforms from UN conferences.
These are questions that each of us should be asking ourselves --

talking about with our friends -- discussing in our work places,
our churches, everywhere we gather. Because as the Governor
said, economic security is not an end in itself. We all know
more people than we can count that have more economic security
than you or I will see in a lifetime, but don’t have a lot of
what else makes life worth living. Yet it is absolutely fair to
say that poverty and stress in the face of economic challenge
render the lives of millions of women difficult, if not
impossible.

So yes, let’s work as hard as each of us knows to do what we
can to make it possible for every women in every family to have
enough economic security. That she’s able to feel good about her
future and the future she can hold out to her children. Because
it is from that point then, when people at that level of
security, that they can begin worrying about quality of life in
their communities. When they can begin reaching out more to help
each other. And then those of us who are economic secure, let’s
stop and ask ourselves what more can we do to make it possible
for more people to feel that they have the choices that we have
taken for granted.

So although the foundation is hosting this summit on
economic security, I see its agenda as going far beyond what is
being discussed today. I see it as a statement about the
potential and promise of women everywhere. And I see it as a
challenge to each of us. That we go forth from this day
determined to do what we can for ourselves. To take
responsibility. To quit, as a friend of mine said, wringing our
hands over our problems so that we can roll up our sleeves and
get to work. And I also see it as part of a great effort to
make, that they we provide those opportunities necessary for
every women willing to seize them. So that all of us can move
towards economic security as a way of moving toward a juster,
more hopeful society for ourselves and our children.

Thank you all very much.
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