








































































































'ENTERPRISE

It is not big corporate or government employers, but millions of

tiny one- or two- or five-person businesses, that will have to

provide a large share of the jobs—and the critical ties to local

community and ecology—that are so vital to the global economy.

by Hal Kane

r I \ he room did not look at all like the inside of
a bank. There were no inch-thick securiey
windows, no polished desks for the officers,

or plush chairs for the clients, and no guards. Nor

did the clients look much like the kind of people who

apply for business start-up loans these days—no tai-

lored suits or $200 bricfcases. And they didn’t sit in
discreet anonymity, waiting their turns for confiden-
tial appointments with the loan officer. Instead, they
gathered casually around a large table.

There were six clients: all mothers and Spanish-

speaking immigrants to the United States. The loan
officer, a 24-vear-old administrator for a nonprofit
group called the Foundation for International

Community Assistance (FINCA), did not exhibit the
smooth self-assurance of an experenced banker. She
had never done this before, and it wasn’t even her
office—it was the cluttered, borrowed office of a local
tenant’s union. - On the table, a plastic cover incon-
gruously paraded a children’s cartoon character. It
was a Sundav afternoon 1n Alexandria, Virginia, and
all the regular banks in the ity were closed.

+
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The “officer™ mvited the applicants to present
their plans.  The first. 2 woman named Rosa,
explained that she had been running a child care
business tor five years, taking care of five children, 40
hours a week, for S100 per child.  She needed
$1,500 to buy tovs, books, chairs, a table, and dia-
pers so that she could expand her clienteie. Another
applicant, Sandra, explained that since most ot the
borrowers sold products like clothes, cosmetics, and
business cards, it was important for them to receive
loans before Christmas, so that they could buy more
stock to sell during the rush season.

The paperwork had been done earlier. None of
the applicants would have qualified for a loan trom a
conventional lender, but FINCA was not operating
by conventional rules.  Now, after cach applicant
agreed to assume a share of responsibilin: for the oth-
ers, all six loans were approved. The mecting even-
tually ended with a celebration: food and drink and
rounds of applause as cach check was signed. With
that, four new one- or two-person  businesses—
“microenterprises”—expanded, and two were born.

Ourtside the building, drivers passed by in their
Tovotas and Buicks, unaware ot the unusual transac-
tion within. To a public accustomed to the idea that
business ownership 1s something increasingly bevond
the reach of ordinary working people, the chance of
securing a startup loan without substantial collateral
may be inconceivable.  Yer such a chance—the
chance to break the vicious circle in which poverty
denies aspiring entreprencurs the creditworthiness to
work their way ont of poverty—may be an essential

tool for reaching people who otherwise benetit little
trom the global economy. _

Whart the tledgling loan officer was doing was
part ot a growing movement to extend business cred-
it to the poor—whether in the villages of the devel-
oping world or the inner cities of the United States.
FINCA's mission, which began 12 vears ago in

Bolivia, 1s to provide financial assistance to people

who would be unable to get it through conventional
channels—and to provide it in a way that lets new
microenterprises get oft the ground without cither
excessive risk of default or heavy reliance on charinv.

These tiny enterprises contrast starkly, of course,
with the companies most citizens of industrialized
countries think of when we refer to “business.™ It is
the large corporations that dominate much of our
arrention—in  their omnipresent  advertsing, their
lobbying and dealing with governments, and their
performances on the New York or Tokvo stock
exchanges. The world’s 500 largest corporations, tor
example, control 25 percent of the world’s econom-
ic output. Yet, they employ only one-twenticth of
one percent of the world’s population. It is with
much smaller enterprises that most people make their
livelihoods—many of them so small that even their
own governments pav little attention to them.

By some measures, the real backbone of world
commerce and global employment is made up of the
millions of unsung small enterprises that farm small
plots of land, cook food, provide daycare for chil-
dren, make clay pots or straw mats by hand, do piece-
work for apparel makers, and carry out the countless

Total Nu;l_nb'er“ 2
of Borrowers

Percent Women

Repayment Rate (%) 100 100 100 100 :

Loan Maximum (S) 300 300 NA 150 300 2,000 62,
Initial Loan ($) 60 60 NA 50 50 140 NA
Maturity (months) 6 4 NA 46 4 18-60 24-36

Source: Shoron L Holr, “The Vifloge Bonk Methodology: Performance ond Prospects,” in Maria Otero and Eizobeth Rhyne, eds., The New World of Microenterprise Finonce (West Hortlord, (T: Kumarian Pres, 1994): 156-84.
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other tasks that larger businesses don't do. In the
cities of developing countries, for example, a growing
percentage of the working population—sometimes
estimated as high as 50 percent—is engaged in
microenterprise acuvity.  In the seven countries of
southern Africa, there is evidence that small, unregis-
tered enterprises provide work for substantially more
people than the “regular,™ legal ones do. In Latin
America and the Caribbean, more than 50 million
microenterprises cmplov more than 150 million
workers.  Even in a wealthy country like the United
States, more than a quarter of all emplovees work for
establishments of fewer than 20 people, and those
businesses constitute 87 percent ot all U.S. business
establishments.

The rtasks these businesses perform cover the
whole range of human acuviry, from the basics of
housing and farming to the luxuries of entertainment
and tourism. In many parts of the world, microen-
terprises frequentiv have only one emplovee—who is
also the owner—or they benefit from the work of
family members who arc not really emplovees at all.
In wealthy countries, many microenterprises may be
larger, up to 10 or 20 people, tor example, but still
small m comparison to many of their competitors.
But throughout the world, what most ot these busi-
nesses do have in common is a lack of access to
They get little help from lawvers or
accountants; otten they arc not able to atford retail
space: many of them are not even legally registered as
businesscs.

As a result, many of these enterprises also lack
the protections against excessively long  hours,
exhaustion, and injury or illness that larger or more
otticially regulated businesses are likely to provide.
And much of the work is tedious and drab. In 1983,
tor example, Nobel prize winner Rigoberta Menchu
described some part-time work done by her family
and their village neighbors during her childhood in
Guaremala. “We grow little beans but we don’t cat
them,” she wrote. “They all go to market . . . for us
it’'s almost a dav’s walk to the town and . . . we have
to carrv our beans on our backs. I used to carry 40
or 50 pounds of beans or maize from our house to
the town. We'd sell maize too when there was some-
thing we needed to buy . .. . When my mother goes
to town, she shouts very loud to all the neighbors:
‘I'm going to market,” and they sav: ‘Buv us soap,
buy us salt, buy us chile,” and tell her how much she
should buy . . . . This is how we sell things as well.
Most people in our village make straw plaits for hats,
or thev make mats, or weave cloth, so at the weckend
they get it all together for one person to sell.™

Meanwhile, the large corporations that have
brought wealth to many parts of the world have
taled to take that wealth to other parts—most
notably to most of Africa and to large parts ot South

resources.

and Southeast Asia. These companies will have to be
complemented by another form of business, one that
can succeed in the poorest nations.  Microenterpriscs
have been able to do this.

In part, this is because microcenterprises are more
flexible and mobile than most larger, more complex
and building-bound businesses.  Thev provide part-
time work to women and men who also have to rake
care of families, and scasonal work in places where
crops have to be
harvested. Thev
require little capirtal,
office  space, or
startup time.  They
can thrive in rural
arcas, thereby slow-
ing the rush to
urbanization. Jobs
in  microenterprises
are  accessible  to
immigrants and dis-
enfranchised people
who need to moon-
light or share jobs. P
And they are run by
women at least as
often as men, help-
ing to reverse a
pervasive global
incquity.

Microenterprises also otter an alternative to the
conventional strategy for bringing development to
poor nations—making large loans to governments
tor massive power or infrastructure projects.  Such
project-oricnted development has come under grow-
ing criticism from grassroots activists, who sav the
projects often benetit large contractors and central
governments more than theyv help local people.
More investment in smaller, local industries, they
argue, could bring economic and social benetits at far
less cost. Their view is reflected in an old Chinese
saving, “manv little things done in many little places
by many little people will change the face of the
world.”

CREDIT WITHOUT COLLATERAL

In recent years, some socially concerned lenders
have begun to demonstrate that for people facing
cconomic disaster, the need to feed one's family can
be at least as strong an assurance of reliabilin: as the
fear of losing property.

An incident recalled by Ela Bhartt. the Chair ot an
Indian microcredit organization called Women's
World Banking, demonstrates the point. “In 1975,
when the bank was not rakimue muanv risks, a vegetable
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vendor came who was under such economic pressure
that she was absolutely desperate. Her husband was
an unemploved textile worker, and he would some-
how roam about and fill his belly each day, but it was
a very difficult situation for her und her children.
The bank decided to extend her a loan of Rs.50
(about §5.50 in 1975 dollars), and someone went
with her to buy green masalas like coriander, mint,
ginger, garlic, and
chilies. That day
SEWA (the Self-
Emploved  Wo-
men’s Association)
cared for her chil-
dren, who were
sick and hungry.
She earned Rs.6
profit selling the
masalas that day,
and she took home
food that night.
She continued
building her busi-
ness day by day,
and the next week
she repaid Rs.51.
It was hardly any
risk for the bank
and it literally
meant life or death
for that woman. After that we started extending
those Rs.50 loans to many women.”

The first major demonstration of this kind of
lending came in Bangladesh, a country whose name
was virtually synonymous with poverty, around
1978. A professor of economics at Chittagong
University, Mohammad Yunus, began an experiment
aimed at helping impoverished villagers. Defving the
usual rules, he lent them unsecured money to start
up small enterprises such as rice processing, rickshaw
driving, and weaving. Instead of collateral, the bor-
rowers would form small groups and agree to a pact
of mutual liability—if one defaulted, the others
would have to pay from their own profits. The par-
ticipants in a pact often knew each other, which cre-
ated peer pressure for successful repayment, and
along with the compelling need for an income source
in a place with few other opportunities, it produced
a surprising result. After the first two years, Yunus
found he was getting a payback rate of 99 percent.
The experiment, by then officially the Grameen
Bank, was expanded and has become legendary in
the development world.

The Grameen prototvpe was widely watched,
and by the mid-1980s, similar programs had been
established by nonprofit aid organizations around
the world. In Latin America, a nongovernmental
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organization called Prodem had been serving as a
traditional charity, receiving grants and donatons
which it had then parcelled our as loans to poor bor-
rowers who started microenterprises. But in 1990,
Prodem was changed into Bancosol—an institution
that functions like a commercial bank insofar as it
does not losc money on its loans and is even able to
raise its own funds by borrowing on commercial
financial markets and through the interest collected
on past loans.

As it became clear that loans from organizations
like Bancosol to small enterprises were getting suc-
cessfully repaid, more charitable organizations fol-
lowed suit—metamorphosing from grant-dependent
bodies into independent financial institutions that do
not rely (or rely as heavily) on outside aid. In
Paraguay, for example, a nonprcfit group called the
Foundation for Cooperative Development has lent
$18 million to more than 15,000 microentrepre-
neurs during the past decade, creating nearly 20,000
jobs. One day last verr, the Foundation offered
$150,000 worth of bonds on the securities exchange,
to finance a new portfolio of loans to microentrepre-
neurs. The offering was sold out in less than 10 min-
utes.

Meanwhile, the Grameen Bank, with its nwo-
decade track record to inspire investor confidence,
recently sold $163 million in bonds to six
Bangladeshi commercial banks at annual interest
rates between 4 and 6 percent—the first time the
Grameen Bank had moved away from reliance on
grants and soft loans from the International Fund for
Agricultural Development and donor governments.
In addition to the money from those bonds,
Grameen officials, like the officials of other microcre-
dit institutions, are reinvesting the money earned
from past loans—a substantial sum, since interest
rates paid by microentrepreneurs are commonly
around 20 percent and payback rates frequent-
ly above 98 percent. Low-income people
who would never have been offered
loans by ordinary banks are now gen-
erating substantial profits for the
Grameen Bank and other microcredit
institutions.

Since the late 1970s, our under-
standing of what makes micro-lending
succeed has improved to the point that
the practice may now be on the verge
of supporting a substantial portion of
the world’s smallest businesses. Two

decades of experience have solidly con-
firmed the reliability of the high pay-
back rates found by Dr. Yunus, which
were eventually credited not only to
the effectiveness of mutual liability, but

to two other techniques he had used—



externalizing credit-check costs, and oftering support
services to applicants along with the funding.

Externalizing credit-checks eliminated what had
been considered a senous barrier to microenterprise
lending by conventional banks—the expectation’ that
the administrative costs of managing tiny loans could
exceed the entire value of the loan.  Community
development banks tound an ingenious solution:
making the clients themselves do the legwork. When
Yunus formed the Grameen Bank, he required cach
borrower to share responsibility tor the loans of oth-
ers within groups of five or six borrowers, in addition
to the responsibiliny taken by the creditors.  As a
result, the loans had remarkably little overhead.

The support services include advice, technical
assistance, and sometimes even the donated labor or
equipment needed to make a venture succeed—all
provided both by tellow members ot a borrower's
group and by representatives of the creditor. Some
observers have come to believe that these services
account for much of the success ot microcredit—per-

haps even more than the money itsclf. In the case of

the Alexandria, Virgima group, tor example, the bor-
rowers did not speak English.
A FINCA representative

quictly coached one of the borrowers on how to spell
s-e-v-¢-n-t-\v. so that she could write a check.  (In
other countries, many of the borrowers are illiterate
and sign documents with thumb prints, since they
cannot write their names.) And the members of the
group often send cach other clients, buy cach other’s
products, and coach cach other on how to take care
ot their money.

Morcover, much of the corruption that can be
rampant in the underground economy of the infor
mal scctor is curbed by this lending structure. In the
Grameen Bank, all transactions occur in the presence
of group representatives and other colleagues. This

transparency, coupled with an annual rotation of

leadership positions at the center, reduces the oppor-
tunities tor abuse of power.

With a now proven formula—shared liability,
peer support, and low overhead all contributing to
high pavback rates—one microcredit institution now
states in its promotional literature, “Collectively,
these banks are rapidly evolving into a World Bank
tor the poor.” Mohammed Yunus seems to agree;
last fall, he metr with representatives ot other
microenterprise groups to plan a microcredit summit
to take place in Washingron, D.C., in carly 1997.
The declared goal of the summit, he said, is to reach

100 million ot the world’s poorest tam-
ilies, especially the women
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of those familics, by thie vear 2003,

REACHING THE OUT-OF-REACH

In addition to reaching the disenfranchised ‘poor
of the developing world, these small enterprises otfer
a growing value to the industrialized world. Many of
the “inner cities” of the United States, for example,
emerged from the 1970s scarred by riot damage and
gutted by extensive middle-class flight to the sub-
urbs—leaving the blighted core labeled off-limits by
conventional banks. Aid to inner cites has been lim-
ited largely to such programs as food stamps, subsi-
dies, and welfare, which may be essential but which
some experts—including Harvard Business Professor
Michael Porter—believe do not build a long-term
base for cconomic well-being or growth. Inner cities
may be fertile ground for microenterprise, however;
Porter notes that inner city markets remain poorly

served, especially in retailing, tinancial scrvices, and
personal  services—leaving abundant opportunities
for new entrepreneurs.

In Seattle, Washington, a microcredit group
called the Cascadia Revolving Loan Fund has con-
firmed Porter's assessment by offering microcredit
loans along with strong support services; it has given
borrowers technical assistance on subjects ranging
from accounting and emplovee benefit plans to mar-
keting. In eight vears, it has loaned nearly S2 million
and lost less than 1 percent of it. “That’s competitive
with traditional banks on a portfolio they wouldn't
touch,” says Cascadia’s executive director, Patry
Grossman.

It is not just unemplovment, however, but a
more pervasive change in the corporate jobs market,
that is pointing the wav to a stronger role for
microenterprise. The change can be seen in several

LOAN RECORD OF ZAMIRAN

Loan Repayment Amount Amount Purpose
(months) (taka) (US dollars)

| 6 1,000 S30 cow fattening (600)
paddy husking (400)

2 4 2,000 S60 milk cow (1,900)
chickens (60)
ducks (40)

3 8 2,000 S60 cow fattening (800)
poddy husking (1,200)

4 8 1,000 S30 goot rearing (500)
paddy husking (500)

5 6 _ 4,000 S120 milk cow (2,200)
housing (1,800)

The loon history of o Banglodeshi borrower from
the Gromeen Bonk who, along with her
husband, took out five loons. The first

loon was used for two purchases. Zomiron
bought o cow for 600 tako, which was

then fottened and sold for 1,000 toko,

enough 1o buy a tin roof for her house.

Another 400 toko was spent on unhusked rice
(“poddy”), which was then milled and sold ot 0

profit high enough to repay the entire loon. The second loan bought o cow that produced milk for six months and was then resold ot a profit,
with the income used to mortgage a small piece of rice lond—ond so on. All loons were repaid on time, and the fomily, which ate one meal o
doy before borrowing the money, was able to eat three meals o doy by the fime of the lost loon.
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concurrent trends: greater reliance on temporary or
contract work; the trends toward telecommuring and
job-sharing; and a widely noted retreat from the old
understanding that a job was a stable, long-term rela-
tionship like a marriage. Even in Japan, job security
is no longer the almost inviolable bond benween
employer and employee it once was.

As industrial countries proceed down this path,
in a sense they are following the job strategies of the
developing countries, rather than the other wav
around. The industrial countries are developing
more of the small, micro, and individual enterprises
that have long formed the backbone of rural
cconomies and poor nations—except that in the
mdustnal countries, these small businesses are often
consulting firms and independent contractors.  As
corporate mergers and consolidations shed tradition-
al employees, much of the work they did is being
done by these contractors or consultants.

These trends have been labeled *de-jobbing,”
and according to writer Walter Truert Anderson, the
process is proceeding at such a pace that many econ-
omists, management experts, and tuturists are now
talking treely about the “end of the job.”
possessing a “job.™ people will simply do work. The
job, in fact, is a relatvely recent social invention. As
William Bridges notes in his book, Jobshift, “Before
1800—and long afterward in mav cases—‘job’ alwavs
referred to some particular task or undertaking, never
to a role or a position in an organization.” You
might do a job, but vou didn’t have one.

The eftects of this shift are intensitied by the
growing mobility of the global labor force. In more
affluent socicties, people with marketable skills move
treely trom place to place. In the past, their work
might have dictated where they lived, or vice-versa.
Now, many people choose both. A chemical engi-
neer who once might have had to live near
Seacaucus, New Jersey or Metane, Louisiana, may

now decide she wishes to live in the mountains of

Colorado. while stili working as an engineer. \With a
good modem and a nearby airport, she can.

Meanwhile, in more troubled parts of the world,
the mobility driven by civil upheavals and environ-
mental or economic disruption is producing a very
difterent, though not unrelated, kind of reliance on
independent enterprise.  Immigrants, for example,
may not be quickly welcomed into jobs in their host
countrics—and are forced to create places for them-
selves by being flexible and resourceful. Many resort
to moonlighting, working part-time, and sharing
jobs. In Eastern Europe, writes Anderson, such peo-
ple become “hustlers, traders, independent manutac-
turers, freclance deal-makers.”

BIGGER 1S NOT ALWAYS BETTER
Though micro-enterprises offer an opportunity

Instead of

to provide employment for groups of people not
reached by large corporations, they are not suitable
substitutes for all the functions performed by big
companies. They cannot make medical equipment or
aluminum, build large aircraft, or distribute fresh
tood to thousands of retail stores every tew hours.
They do not have the
capital  for large,
long-term  invest-
ments, so they usual-
Iv. can’t conduct
rescarch and  devel-

opment  for  new
products, and they
can't  exploit  cc-

onomics of scale.

On the other
hand, it would be a
mistake 0 continue £~
regarding microen- 5
terprises as the poor
cousins of the corpo-
rate world. For many . -
tasks, small business- .~ =~ =
es may be better suit- '
ed; they have the
inherent advantages
of high Hexibility,
lack of burcaucracy, and speed of decisionmaking.
Very small businesses mav also tind more success in
certain cultural settings than big companies do.

Some analvsts argue, for example, that China is
better suited to tamily businesses than to giant cor-
porations. And in the late 1980s, when Chinese
peasants were migrating to the cities in numbers
large e¢nough to alarm the government, Deng
Xiaoping encouraged small towns and villages to
start their own enterprises, creating jobs in the coun-
tryside so villagers could stav there. Owned by the
local governments, these businesses usually emploved
tewer than 100 people, making anvthing from metal
pails to silk rugs. Some of these undertakings were
too large to be considered microenterprises, but were
far from being big companies. Others employed just
a tew people. Yet by 1991, they were reportedly con-
tributing about 30 percent of China’s GNP, The
number of these countryside enterprises had soared
from 1.5 million in 1978 to 19 million in 1991, cre-
aung about 112 million new jobs—and slowing the
migration into cities.

In most countries, however, microenterprises
have been neglected. They have not been rewarded
with the subsidies, tax breaks, and other benefits
often received by major industries as political spoils;
rarely can thev afford to partcipate in tinancing polit-
ical campaigns, lobbyving tor tavorable legislation, or,
I some countries, establishine protitable relation-

—‘:r‘;_.v_r-? wﬁ-._

.‘from 1‘,’5 mllllon m 1978.

6,.—«

tB 19 million in 1991.
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ships with corrupt governments.

In the developing countries, the major tlows of
tunding support have been historically oriented to
large  projects—hvdroelectric. dams,  highwavs,
pipelines, and mines. Only more recently has atten-
tion begun to shift to the development of “human
capital"—the nurturing of educated and healthy peo-
ple who can con-
tribute to sustain-
able ecconomic
growth. BRut little
official  attention
has focused on the
kind ot small-scale
entreprencurship
that could help to
give such people
more opportunitics
to nse their growing
capabilities.

Even so, some
analvsts believe that
it would be a mis-
take to shitt public
assistance  toward
MICroenterprises;
they argue that
without first invest-
ing adequately in electricity and roads, few business-
¢s of any size will thrive. These analvsts, such as
Richard Rosenberg of the World Bank, also claim
that the benefits to society that come from human
capital investments like educating children are larger
than those that will accrue from assistance to tiny
companies, and that without growing investments in
education, cven microenterprises  will suffer.
Rosenberg strongly supports finance for microenter-
prisc when funds are available, but argues that the
tunds should not come from spending on other more
urgent programs, such as developing higher levels of
literacy.

Criucs also note that even where small business-
es have received strong support, they have had a
mixed history of success and failure during the past
quarter-century. Many microenterprise development
schemes emphasized supplementary, part-time
income instead of tull businesses, and not enough
income was carned to support families or to give
women more say about how money would be spent
in their households.  As a result, they did not
improve women's status in the labor market, or
expand their opportunities.

A kev to making microenterprises a legitimate
path for development in the future will come with
the kinds of changes—in financing, support services,
and public policy—that allow these activities to oper-
ate as full-fledged personal, family, or small-group
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businesses rather than just supplementary crafts graft-
ed onto existing livelihoods. In this regard, the pio-
neer microcredit banks have made an important
breakthrough. More recently, both the World Bank
and the Inter-American Development Bank have
decided to allocate funds for microcredit. The World
Bank pledge has been set at $200 million.

In an era when governments are financially
strapped all over the globe, the prospect of securing
much stronger public support for microcnterprise
development might seem remote. But the big devel-
opment bank decisions illustrate a unique quality of
this kind of development that could give it a critical
boost.  Microenterprises have a strong potential
appeal to both conservative and liberal politicians.

For liberals, there is the opportunity to help dis-
enfranchised pecople—women and the poor—to
thrive. There is the appeal of enabling people to
work in wavs that give expression to their individual-
ity, rather than as cogs in a large industrial machine.
And, perhaps most appealing, there is the thought
that microenterprises give the worker a closer look at
the meaning of his work. If he is a tarmer, for exam-
ple, he is likely to be closer to the land than if he 1s
an emplovee of a large agribusiness firm; he i1s more
likely to have to work personally with the complexi-
ties of local soil, weather, and water, and to be more
knowledgeable about what practices are sustainable.

For conservatives, there is the opportunity for
disenfranchised people to make their wav out of
poverty by virtue of hard work instead of chariy.
There is the claim of some analysts that development
loans would produce better results if, instead of
being directed to governments, they went straight to
private industry, including small industrv. And, final-
Iv, there is the possibility of taking moral pressure off
corporations that are laving off large numbers of
emplovees, if it can be said that those ex-employees
now have ample opportunities to live their own lives
as independent small businesses or contractors. The
World Bank and IAD Bank decisions may reflect the
influence of such thinking.

Whatever their origin, the development banks’
entry into finance for microenterprises can be seen as
a momentous endorsement—not of microenterprise
as a substitute for infrastructure projects or for chil-
dren’s education or public health, but as an impor-
tant complement to those needs. No longer stigma-
tized as a “backward” kind of business, to be rolled
over by the juggernaut of large-scale modern devel-
opment, microenterprise has the potential to be not
only a very productive, up-to-date kind of business,
but one that mav well prove vital to the long-term
sustainability of human economies.

Hal Kane is a co-author of Worldwatch Institute’s
State of the World 1996.



MICRO-WORLD

f the 30 typical families from 30 countries profiled in Materinl World (sce the review on page

37), 13 carn their income cither from microenterprises or from a combination of microenter-
prises and subsistence work. That is about equal to the number who work as employees. (Several
families, such as those in war-disrupted Bosnia or economically depressed Cuba; had no identitiable

occupations. )

Eight of the families work in various kinds of small-scale farming, including six who grow cereal
grains or buy grain in bulk to resell for profit; thus one-fifth of the people in this informal cross-
section of the world's workers do some kind of work involving grain. The microenterprises men-

tioned arc:

ARGENTINA
Juan Carlos Carballo, 42, and his wife
Marra Elizabeth Iniguez, 31, do photogra-
phy; she does video, he does stills. They
own their own processing equipment and
work out of their home.

BHUTAN
The Namgay tamily (14 members of three
generations, ages 2 to 61), who live in a
12-house village an hour's hike from the
nearest dirt road, farm four strips of ter-
raced mountain land—one cach of wheat,
rice, potatoes, and chilies.

CHINA
The Wu family of Yunan province raise
fish (carp), vegetables (onions, scallions,
coriander, cabbage), and pigs, all of
which they sell at the Sunday market in the
village of Shiping. They feed the pigs with
water hyacinth gathered by hand from a
nearby lake, and fertilize their crops with
manure from both the pig stv and the fami-
ly outhousc. '

ETHIOPIA
Geru Mulleta, 30, grows teff, a cercal
grain. He uses an ox-drawn plow for the
planting, and a pail to fetch water for irri-
gation. His family separates the grains
trom the husks by walking cattle over the
grain. Geru's wife, Zenebul Tulu, 25, toss-
es the seed in baskets to let the chaff blow
away.

GUATEMALA
Lucia Sicay Choguaj, 25, grows green
onions and sells them at a market in
Solada, the nearest big town.

Santos Perez heads an artists’ cooperative
in the Mavan village of San Antonio
Palopo, producing brightlv colored reli-
gious paintings.

HAITI
Madame Dentes Delfoart, 40, sells sugar
cane and millet trom her family farm, car-
rying it to the market in Maissade on her
head. Her husband, Dentes, 54, “makes
what money he can.”

ICELAND
Margret Gunnlaugsdottir, 42, has a thriv-
ing business in custom millinery—making
hats for women.

INDIA
Mishri Yadau, 25, walks to the village of
Ahraurar to sell rice grown by her husband
Bachau Yadau, 32, and his father.

ITALY
Fabio Pellegrini, 45, writes books to sup-
plement his job as a teacher.

MALI
Soumana Natomo, 39, buys rice in bulk,
then resells it to local villagers.

MEXICO
Ambrosio Castillo, 29, moonlights as a
freelance welder. He has equipment set
up at his house in Buenos Aires, a former
squatter's camp that has become a settled
district of Guadalajara.

SPAIN
Jose Maria de Frutos, 25, is a taxidermist.
With a shop in the basement of his apart-
ment building, he stuffs and mounts tro-
phy birds for hunters.

THAILAND
Boontham Kuan Kaew, 39, and Bourphet
Kaew, 36, grow rice in a field thev own
adjacent to their house in Ban Muang Wa.
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R CAPITAL IDEA
Give a Poor Woman a Fish? No.
A Fishing Pole? No. A Loan? Yes.

By Sheila Tefft

Staft wnter of The Cnnstian Science Momitor
BELING
LICIA PAUCAR TAPIA knows
Athe power of a $100 loan to
buy a poor woman a sewing
machine.

Three years ago, the veteran Ni-
caraguan aid worker overcame eco-
nomic aftershocks of a civil war,
government skepticism, and male
resistance to a bank that grants
small loans to aspiring women en-
trepreneurs in Managua's slums.

The program is part of a hot

trend in economic development
known as “micro-credit.”

Micro-credit, or small loans to

e poor to help them earn on their

m, is in vogue¢ us cash-strapped
governments cut poverty aid, social-
ism gives way to capitalism, and the
growing ranks of jobless worldwide
seek new ways to survive.

This month, the UN Fourth World
Conference on Women in Beijing
was abuzz with an idea that has pro-
ved to be one of few success stories
in fighting poverty.

The idea of micro-credit represents a
major shift in helping «plift the world's
poor. Frustrated by the failure of large
loans and projects to ease destitution,
Western governments are trying to find
ways to get funds directly to the poor, in
hopes of bypassing bureaucrats.

“I had worked with many [nongovern-
mental organizations, or NGOs], always
giving out small charity grants that never
amounted to much. I was frustrated be-
cause [ just felt like I never really helped
people get out of poverty,” recalls Ms. Pau-
car Tapia. “I realized that what people need
is not charity. What they need is to feel part
of the system.”

That first bank has now grown into a
network of a hundred, and plans are under
way to expand to 380 banks nationwide.
But halfway through a three-year, $1.5 mil-
lion United States Agency for International
Development (AID) grant, International
Foundation for Community Assistance, a
private aid group known as FINCA, worries
that planned US funding cuts could hurt
the infant banking network as it nears self-
sufficiency. The group is financially backed
by the AID, Rotary Clubs, and some Euro-
pean governments.

“Eventually, we want
to survive on our interest
income. But now we still
need seed capital,” says
Paucar Tapia, an economist who works
with FINCA, which also hopes to eventu-
ally raise money from commercial banks.
“What we are concerned about is sustain-
ing the program when the donations end.”

An alternative for the West

Even in developed countries like the
United States, micro-credit is seen as a po-
litically viable alternative to welfare and
unemployment that has gained credence in
recent years.

“As options for public and private em-
ployment have narrowed everyone
wants to have some say over their work,”
says Marie Wilson, a pioneer in micro-fi-
nancing at Ms. Foundation for Women.
“We know [the US] is never going to be
able to create enough jobs again.”

The micro-credit method of helping
poor women help themselves was pio-
neered almost two decades ago by Muham-
mad Yunus, a politically savvy economics
professor from Bangladesh. Mr. Yunus was
honored at the Beijjing conference and
even shared a podium with Hillary Rodham
Clinton, an enthusiastic supporter.

In a program that has since been used
as a model worldwide, Yunus's Grameen
Bank has shown that targeting women with
small loans used to buy a cow, open a food
stall, or launch a fishing boat is the best
way to help a poor family.

While studies in Asia and Eastern Eu-
rope show that men tend to squander loans
on dninking and gambling, women boast
repayment rates of almost 100 percent
when borrowing at market rateslower than
extortionist interest charged by local
moneylenders. Given enough financial sup-
port and time to develop, most
Bangladeshi village banks have become
self-sustaining in five years, advocates say.

“All we can do from our side is make
credit available,” says Yunus. “We say, ‘We
cannot change the world for you. But if you
want to change the world, here is the
money to help you do it." "



Capital Idea: Loans to Poor Women

“We have demonstrated that low-in-
come women are the best credit risk in the
world,” says Nancy Barry, president of
Women's World Banking in New York, a
small loan specialist with affiiiates in more
than 40 countries.

Although micro-credit currently
reaches less than 2 percent of the world's
550 million poor, Ms. Barry, a former
World Bank official, hopes to encompass
J00 million poor women, half of the
world's total, within the next 10 years.

To do that, she says, governments
would need to commit 10 percent of total
development aid to micro-lending organi-
zations for seed capital, up from 2 percent
currently. The money would be repaid as
village banks loan enough to develop
ec~rnomies of scale and are eventually able
to raise funds from commercial banks.
“The beauty of this is that it pays for itself,"
she says.

But expanding what are still small pro-
grams into a massive global initiative faces
obstacles. Experts caution that micro-fin-
ancing cannot be the panacez that some
advocates hope for. While institutions like
AID and the World Bank heve jumped on
.he bandwagon. funding shortages will
prevent aid-fatigued governments from

making a huge commit-

ment.

Since 088. AID
funding for smail-scale
lending has jumped to

8140 miilion from 350 miilion. Currently,
two-thirds of borrowers ars wormen. up
from 35 percent seven years ago. But
micro-financing still represents only a
small portion of the agenc:y’s S$7 billion
budget and could lose momentum next
year as AID faces possible budget cuts of
uD to 40 percent.

Women's activists are also at odds over
the idea. Critics argue that credit programs
cannot supplant more traditional aid for
housing and education. The focus on small
enterprise downplays the huge financial
needs still facing women, they say.

At the women's conference, delegates
from Africa and other developing countries
have pushed for more funds to implement
the “Plan of Action” now being drawn up
at the conclave. But they have met resis-
tance from Western donors who say the
money just isn't available. ’

Micro-credit programs are “on a steep
learning curve and will get significantly
bigger over the next few years,” says Beth
Rhyne, head of Micro-enterprise Develop-
ment at AID. “But it won't be the panacea
for economic development.”

As NGOs focusing on micro-credit have
cropped up and grown, they have often en-
countered skepticism from governments
and international institutions, advocates
say. For example, in some countries like
Bolivia, private groups are not allowed to
collect deposits, a key step in building
larger micro-financing programs that can
siand on their own without subsidies.

This summer, the World Bank, which
traditionally lends to governments, laun-
ched a $200 million micro-financing initia-
tive through private organizations and spe-
cial banks for the poor. The program was
applauded as long-overdue recognition of
this global lending force and the private or-
ganizations that are shaping it.

But bank critics contend there is still re-
sistance within the staid institution, which
is more comfortable dealing with govern-
ments than with grass-roots groups. In a

recent report, the International Center for
Research on Women in Washington, has
criticized the World Bank for a reluctance
to abandon its traditional emphasis on pol-
icy, rather than projects. The bank also has
stuck to the belief that “women are not.
productive, that the things that women do
do not contribute directly to. economic
growth, and that's wrong,” says Mayra Bu-
vinic, president of the ress.arch institute.

Moere talk than action

Despite World Bank rhetoric, there is
little funding for micro-credit and a limited
emphasis on women. “In fact, they should
be paying more attention at a time when
the [budget] pie is shrinking because this
is an efficient way to deal with poverty,”
Ms. Buvinic adds.

“Itisveryc difficult to get the World Bank_

to provide resources because the bank
works through governments, and most
governments are not good at providing
credit,” says Lawrence Yanovich of FINCA.

Minh Chau Nguyen, the World Bank's

-manager of gender analysis and policy, re-

jects the criticism as a red herring and says

‘the bank is moving cautiously because of a

shortage of micro-lenders that can handle
‘expanded programs. -

In trying to develop more viable private
micro-credit organizations, the bank is
pushing them to tighten up financial ac-
counting, improve its financial manage-
ment, and separate banking from social-
welfare projects. Despite the bank’s
measured approach, she says “it comes out
loud and clear that these intermediaries
are the prime force in poverty reduction in
the near term.”

ILENE PERLMAN

MAKWANAPUR NEPAL: 4 pro_/ect dtrecto: (r) for PLAN International, a US—based private aid
group that helps women , talks with a Nepalese farm worker about her area’s economic needs.










































a PHd economist trained in the US, from

Bangladeah; and upon finishing his work, he returned to
Bangladesh, about 15 years ago, with the idea that he wanted to
extend credit to both men and women who were poor, thinking that
there was a way to unleash their energies. The Grameen bank then
began as really an outgrowth of his vision of what could be
accomplished. Through that he learned that women were much
better credit risks than men and he began to move away from his
original goal, which at the time was considered quite outlandishi-
= lending 50-50 to men and women, to lending to women primarilg{
so that now 98% of his borrowers are women. ' /e

o W W@LAW P

We visited a Hindy/village of untouchables outside of

Jessore, Bangladesh,/and it was remarkable on many levels, but
one reason is that we were able to visit one of the Grameen
Vvillages, and when this village, for logistical reasons, was
chosen, the nearby Muslim village sent its women to visit as
well. So there had never been a visit like this to a Hindu
untouchables village, there hAd never been a gathering like this
of about 150 Hindu and 150 Muslim women, all of whom were talking
about how the ability to earn income had changed the lives of
themselves and their families. There was also in Bangladesh the
only real encounter we had with opposition to our-viait and |

particularly the kind of sites that I was interested in visiting.
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There was some outcry against gﬁ influencing, or trying to
influence, the life of Bangladesh and my highlighting NGOs 1like

Grameen. And we talked about this with these women, and the women

{ Ji~€nf“”ﬁf“‘*
detail how when she decided she wanted to borrow money from
Grameen she was told by thelguslim g%festSin'her village, that if

she and her family became members of the Grameen borrowing group,

that no member of her family would receive a religious burial.

And shé,;;I;:_:i talked with my husband about this, because it
was very serious. But we decided that it was good for our
family," and she ended by saying, "So we went ahead and we
borrowed the money and now what we must do is get a different 77‘2ﬂ4244214
QQ;yQ/‘ESjQEyQI. And it was such a remarkable step that could
have only been made because there was money coming into the
family. There was a tangible benefit from taking this very risky
step into the unknown, because the propaganda against Grameen
tells these women that they are going to be kidnapped, put on
islands, forced to become Christians - there are a whole range of
threats put forward to try to prevent them from doing what you

see them doing, which is organizing themselves.

The five women on this side, they are in a borrowing group.
/// The way it works is that they are formed into a group and each
woman waits her turn to borrow the money she needs. And she

cannot borrow until the woman before her has repaid the loan. 8o
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there is support for each woman’s enterprise and a kind of
solidarity about what they are trying to achieve, which really is
the root of what makes the Grameen model work. .
}ocp e (o b pebant) - htloh il
They have here what are called the sixteen decisions, éﬂfL
#hat. L. oxs aboet tHe "stgtren-desiefom, which are the

principles, the commitments, that women who join Grameen are

asked to make, (Qé;&gé’iﬁgy go from the most basic -- "We shall
build and use pit latrines® =-- to the kind of commitments about - r
- "We shall not inflict any injustice on anyone, neither will we
allow anyone to do so, we shall always keep our children and the
environment clear® -- , and a strong statement against dowry,
which is an amazing commitment on the part of these women because ,
it would appear that by standing against dowry -- neither to pay
it nor to receive it-- they are swimming against the cultural
tide in a very strong current, but they do so because they can

see the tangible benefits to their own lives.

(3
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her third loan she bought a rickshaw for her husband to do
something to help the family. Iwﬁﬁmﬁ Yyunus
said, when you give the opportunity to borrow to a woman she
invests in her family. She often will go and buy her children
back, because many of these women have sold their children to be
indentured servants, they didn’‘t really make the decision, the
decision was usually made by their husband and mother-in-law. But
they go and buy their children back, they send their children to
school, they begin to do things that give opportunities to the
entire family. 1In contrast, according to the Grameen experience,
men are more likely not to invest in the family, to not be able
to use the money effectively to build wealth, because they do not
have that same sense of conneétion to how that money can make a

difference in that family unit.
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Page 1 of ? : Date: 27 January 1997
To: Ms. Melanne \/'f:rvct:,,t'/-~
Deputy Chief of Staff 0
Office of the First L'ac’i :
N
g

From: Vera P. Weill-Hall¢ . I
Representative - «1{.
[FAD/WASH i
v
Subject: Speech for Microcredit Summit
1. Following my message to you of Friday, I am sending you a copy of the

President of the International Fund for Agricultural Devclopment (IFAD), Mr. Fawz Al-
Sultan’s speech which he will give at the Microcredit Summit. As Mr. Al-Sultan and the First

Lady are speaking on the same plenary panel, I thought this may be useful in her preparations
for the Summit.

2 IFAD s pleased to be associated with the Microcredit Summit. Our work with
Microcredit dates back twenty years, when we were the first international organization to
support Dr. Mohammed Yunus and the Grameen Bank. Since then, we have made microcredit
a priority and have sought other innovative projects, like the Grameen Bank, to fund. These
types of projects and programmes are very critical in helping the rural poor, especially women,
attain the necessary resources to overcome their poverty and hunger. I understand that the First
Lady has had an opportunity to visit a project site in Bangladesh and is very interested in these
types of projects. Mr. Al-Sultan would welcome the opportunity to mcet with her at her
copvenience during the time he is in the United States for thc Summit. '

3. [ will call you in the comning days to cnsure that you received the speech and
arrange a brief meeting with the First Lady, if possible, during this time. Please contact me if
you should have any questions or require any further information.

With best regards.
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THE MICROCREDIT SUMMIT

Statement by

Fawzi H. Al-Suitan
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Washington, D.C., 3 February 1997
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Mr. Chairman,

Victoria Mira, a courageous and hardworking woman farmer in El Salvador, shows the
potential of microcredit programmes. Widowed and left with six children, she was driven
from her farm by civil strife. At the end of the hostilities, however, a $ 600 loan from an
IFAD-supported project helped her to resume farming activities. Investing in a cow and a
few chbickens, she diversificd her income. Through training provided by the project she has
educated herself in a variety of fields, and today not only can she provide a sustainable

livelihood for herself and her family, but in turn is helping others in her comununity.

Victoria Mira's example shows the power of microcredit, a power that IFAD has

recognized in its operations over the last twenty years in carrying out its mandate to
overcome rural poverty and hunger.

The rural poor do not need bandouts and gifts. They have their own talents and
labour, a deep knowledge of their environment and considerable under-utilized potential.
Whenever the poor are given the opportunity, they grasp the chance eagerly to raise their
incomes and reduce their vulnerability. Access to even small-scale deposit and credit

services together with otber productive services, can work something close 1o miracles.

Our eiperience, in a variety of conditions across the developing world, underlines
that the rural poor are really bankable. Poor borrowers, especially women, can make
productive use of credit and achieve repayment rates of over 90%, rates often much higher
than those atained in conventional lending in poor countries. Investing in the poor can
bring profit to the lender and hope to the beneficiarics.

tnn
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Mr. Chairman,

We must nonetheless keep in mind not only the beaefits, but also the limits of
microfinance as a tool in promoting development. A loan constitutes a burden for the poor
borrower and we must be sure that the conditions are suitable for its productive use so that

it empowers rather than impoverishes the borrower.

While access to credit and savings facilities is crucial, it is not enough by itself to
ensure sustainable development for the rural poor. The poor equally need access to beter
technologies, to health and education services, to fair markets and adequate infrastructure.
Gender-sensitive concerns are important to ensure that assistance helps empower poor rural
women. In all our projects, IFAD seeks to give due attention to building such an Enabling
Micro Environment for the poor.

At the household level, the microfinance community must think about what kinds of
loan and savings services would best serve individual borrowers and the village economy in
which they live. Sometimes non-financial ‘services like training programmes are as
important as credit. Throughout our efforts, we must make surc our work addresses the
real needs and priorities of the people we want to serve. |

We also need to be realistic about the capacity of the microfinance providers

themselves and how fast we can create more capacity. Banking with the poor requires good

management ability, especially in controlling the costs of operations and in assessing risk.

Capacity building takes time, but it must be done if results are going to last.

And finally, we have to make sure the financial sector as a whole is set up to support
our efforts. IFAD works closcly with the World Bank and with regional financial

Tavar
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institutions to promote reforms, as interest rate structure, monetary policy and requirements
for registration and rcserves can make or break microfinance providers.

Mr. Chairman,

At IFAD we have worked hard to meet these challenges. To date we have supported '
about 300 projects which include rural credit zrrangements and we have funded
microfinance operations totalling more than USD 1 billion. In all, these programmes have
reached some 60 million people, that is over 10 million families. It is a small start towards
the Summit goal of 100 million families, but it is still a significant start.

During these ycars, we have learned a great deal from this work, and recently we
highlighted the main insights in a book published jointly by IFAD and the OECD. The
book is called Microfinance for the Poor? and it is available here for Summit participants.
Our point is that successful microfinauce requircs 2 balanced and careful approach, and
while a powerful tool, credit needs to be combined with complementary measures 0 make
real inroads in poverty. |

We intend to continue to search for innovative approaches. IFAD is proud to have
been the first international financial institution to assist the Grameen Bank in its early days.
It was in the context of supporting this venmture that IFAD began its long-lasting
association with RESULTS. Subscquently, we have helped to carry the Grameen approach
to a number of other countries, and we are strong advocates for the way that private

initiatives of this naturc can help generate dynamic growth in the rural economy.

IFAD is now a significant player in supporting a multitude of micro-finance efforts.
These include self-help groups that are linked to cornmercial banks, in Tamil Nadu in India

cenn i
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and in our Bank Rakyat partoership in Indonesia. Other IFAD projects in Asia and Latin
Armerica link nural smallholders to banks directly.

A recent innovation involves a type of "Village Banks”. Thesec are local financial
service associations owned by the would-be village-level borrowers.  Operational
prototypes have heen started in Guinea, Benin and South Africa, with interesting initial
results and we will see how to build on them. But the innovations and experimentation 6n
microfinancing must go on. For we believe that no single model of microfinance can work

well in every case. Indeed, each situation is unique and lending institutions must always be
flexible and creative.

Mr. Chairman,

The Microcredit Summit's goal of reaching 100 million of the world's poorest
families, especially women, by the year 2005 is of the greatest importance. To help achieve
this goal, IFAD is committed to allocating up to 30 percent of its own loan portfolio, or
about USD 125 million a year, to promote financial services to the poorest.

We at IFAD have prepared our own jnstitutional Action Plan for reaching Summit
goals, and we are glad to share some clements with you. We will integrate the
microfinance strategy into our overall programme planning and work with others, wherever
possible, to further the Summit Action Plan. In this context, we will systematically support
cfforts by government agencies and private instimutions to foster microfinance schemes as
well as help build a knowledge network on rural microfinance.

- Mr. Chaimnan,

Victoria Mira, the beneficiary of the IFAD oroject in El Salvador, was awarded the
Women's World Summit Foundation Prize in 1996 in recognition of her creativity and
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achicvements. Today, what she achieved is still unusual but I am glad to say, no longer
unique. The challenge before this Microcredit Summit and all our ipstitutions gathered
here, is to bring about conditions in which millions, indeed hundreds of millions of poor
men and women all over the world, will be able to bring into their lives the same changes

that Victoria Mira has brought. I am sure that the process we launch here will bring us to
that noble goal.

Thank you.

10N 7
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Glance

Saturday, February 1

8:00 am
1:00 pm
2:00 pm - 5:00 pm

Registration Opens
Exhibit Set-up
Welcome Reception
The Delaware Suite

Sunday, February 2

8:00 am
10:00 am
1:00 pm - 3:30 pm

4:00 pm - 6:00 pm
6:15 pm - 7:00 pm
8:00 pm - 10:00 pm

Registration Opens

Exhibits Open

Opening Ceremony

Sheraton Ballroom

Council Meetings

Delegation Meetings On Your Own
Opening Dinner

Sheraton Ballroom

Monday, February 3

7:30 am - 8:30 am
9:00 am - 10:30 am

11:00 am ~ 12:30 pm
12:30 pm - 3:00 pm
3:00 pm - 4:30 pm
5:00 pm - 6:30 pm
6:30 pm - 8:30 pm
8:45 pm - 10:15 pm

Breakfast On Your Own (Atrium)

Plenary Session

Sheraton Ballroom

Meet the Challenge Sessions I

Lunch Break On Your Own (Exbibit Hall B)
Meet the Challenge Sessions II

Regional Plenaries/National Meetings
Dinner Break On Your Own (Exbibit Hall B)
Plenary Cultural Event

Sheraton Ballroom

Tuesday, February 4

7:00 am - 8:00 am
8:30 am - 9:30 am

10:00 am - 11:30 am
11:30 am - 1:30 pm
1:30 pm - 3:00 pm

Breakfast On Your Own (Atrium)

Plenary Session

Sheraton Batlroom

Council Meetings

Lunch Break On Your Own (Exhibit Hall B)
Closing Plenary

Sheraton Ballroom




























Members of the Microcredit Summit Councils make the following commitments:

e Educate their own institution, and others they reach, about the Microcredit Summit;
¢ Designate senior representatives to attend the Microcredit Summit;

* Prepare an action plan outlining their institution’s future contribution to the Summit
goal, to be completed either by the Summit or by February 1998.

Only those institutions that have joined a Microcredit Summit Council will be entitled to
send a delegation to the Microcredit Summit.

The Microcredit Summit Councils include:

Council of United Nations Agencies Council of NGOs'

Council of Donor Agencies Council of Advocates®

Council of International Financial Institutions Council of Banks and Commercial Finance [nstitutions
Council of Parliamentarians Council of Corporations

Council of Domestic Government Agencies Council of Religious Institutions

Council of Heads of State and Government Council of Service Clubs

Council of Practitioners’ Council of Foundations and Philanthropists

THE SUMMIT

Thousands of representatives of Microcredit Summit council member institutions will gather
at the Summit to affirm their personal and institutional commitments to the goal of reaching
100 million of the world’s poorest families with credit for self-employment by the year 2005.

The Summit’s agenda is designed to celebrate these commitments, and to facilitate their
further development into concrete action plans outlining each institution’s contribution to the
fulfillment of the Summit goal.

The Summit will provide a forum to share strategies for contributing to the Summit goal, to
plan for council-wide goals and actions, and to network with others who are active in their
nation or geographical region.

! Non-Governmental Organizations that are not currently involved in microcredit but are involved in

delivering social services in the field (i.e. literacy, health, family planning, agriculture) are encouraged to join
the Microcredit Summit Council of NGOs.

2 Non-Governmental Organizations that do not deliver social services in the field but that are involved
in education, advocacy, fundraising, policy development, or research are invited to join the Microcredit Council
of Advocates.

3 The Microcredit Summit Organizing Committee has defined a practitioner organization as any
organization involved in administering microcredit loans or providing training to organizations who administer
microcredit loans.
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borrower, and we must be sure that the conditions are suitable for its productive use so that

it empowers, rather than impoverishes, the borrower.

While access to credit and savings facilities is crucial, it is not enough by itsclf to
ensure sustainable development for the rural poor. The poor equally need access to better
technologies, to health and education services, to fair markets and adequate infrastructure.
Gender-sensitive concerns are inportant {0 ensure that assistance helps empower poor rural
women. [n all our projects, IFAD seeks to give due attention to building such an Enabling
Micro Environment for the poor.

At the honsehold level, the microfinance community must think about what kinds of
loan and savings services would best serve individual borrowers and the village economy in
which they live. Sometimes non-financial services like training programmes are as
‘important as credit. Throughout our efforts, we must make surc our work addresses the
real needs and priorities of the people we want to serve.

We also need to be realistic about the capacity of the microfinance providers
themselves, and how fast we can create more capacity: Banking with the poor requires
good management ability, especially in controlling the costs of operations and in assessing
risk. Capacity building takes time, but it must be done if results are going to last.

And finally, we have to make sure the financial sector as a whole is set up to support
our efforts. IFAD works closely with the World Bank and with regional financial
instiutions to promotc reforms, as interest rate structure, monetary policy, and

requirements for registration and reserves can make, or break, microfinance providers.

At [FAD we have worked hard to meet these challenges. To date, we have
supported about 300 projects. which include rural credit arrangements, and we have funded
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microfinance operations totalling more than $1 billion. In all, these programmes have
reached some 60 million people, that is over 10 m:illion families. It is a small start towards
the Summit goal of 100 million families, but it is still a significant start.

During these years, we have learned a great deal from this work, and recently we
highlighted the main insights in a book published jointly by IFAD and the OECD. The
book is called Microfinance for the Poor?, and it is available here for Summit participants.
Our point is' that successful microfinance requires a balanced and careful approach, and
while a powerful tool, credit needs to be combined with complementary measures (o make

real inroads in poverty reduction.

We intend (o continue to search for innovarive approaches. IFAD is proud to havé
been the first international financial institution to assist the Grameen Bank in its early days.
It was in the context of supporting this venturc thas [FAD began its long-lasting association
with RESULTS. Subsequently, we have helped to carry the Grameen approach to a
number of other countries, and we are strong advocates for the way that private initiatives

of this nature can help generate dynamic growth in the rural economy.

IFAD is now a significant player-in suppoﬂing a multicude of microfinance efforts.
‘These include self-help groups that are linked to coinmercial banks, in Tamil Nadu in India
and in our Bank Rakyat partmership in Indonesia. Other IFAD projects in Asia and Latin
Asnerica link rural smaliholders to banks dixectly.

A recent innovation involves a type of "Viiiage Banks”. These are local financial
service associations owned by the prospective village-level borrowers. Operational
prototypes have been started in Guinea, Benin and South Africa, with interesting initial
results and we will see how to build on them. But the innovations and experimentation on

microfinancing must go on. For, we believe that no single model of microfinance can work
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well in every case. Indeed, each situation is unigue and lending institutions must always be:

flexible and creative.

The Microcredit Summit's goal of reaching 100 million of the world's poorest
families, especially women, by the year 2005 is of the greatest importance. To help
achieve this goal, IFAD is committed to allocating up to 30 percent of its own loan
portfolio, or about $125 million a year, to pronote financial services to the poorest.

We, at FAD, have prepared our own institutional Action Plan for reaching Sumunit
goals, and we are glad to share some elements -with you. We will integrate the
microfinance strategy into our overall programme planning and work with others, wherever
possible, to further the Summit Action Plan. In this context, we will systematically support
efforts by government agencies and private institutions to foster microfinance schemes, as
well as help build a knowledge network on rural microfinance. '

' Victoria Mira, the beneficiary of the IFAD project in El Salvador, was awarded the
Women's World Sumnmit Foundation Prize in 1996, in recognition of her creativity and
achievements. Today, what she achieved is still unusual. but I am glad to say, no longer.
unique. The challenge before this Microcredit Summit and all our iustitutions gathered
here, is to bring about conditions in which milliors, indeed hundreds of millions, of poor
men and women all over the world, will be able to bring into their lives the same changes
that Victoria Mira has brought. I am sure that the process we launch here will bring us to
that noble goal.

Thank you.
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Talking Points on Microenterprise Awards

for White House Press Office (Monday briefing):

Details on the event. President Clinton, the First Lady, and Secretary Rubin will be
presenting the mnaugural Presidential Awards for Excellence in Microenterprise
Development on Thursday, January 30, at 1:45 p.m. in the East Room.

What are microenterprises? Microenterprises are small businesses with five or fewer
employees. Microenterprise is also often referred to as self-employment.

What is this awards program? These are Presidential Awards being presented to
organizations that have demonstrated excellence in helping Americans to become self-
employed. They provide small loans (less than $25,000) and business assistance. Many of
the individuals they help cannot get bank loans because their businesses are too new, or
too small, to attract commercial banks. Seven awards will be presented. The Presidential
Awards for Excellence in Microenterprise Development were created as part of the U.S.
commitments at the Fourth World Conference on Women in Beijing, China.

Why is this important to the President and the First Lady? The President has been
concerned with how we can help Americans adapt to our changing economy. Self-
employment is one option that makes sense for people who have lost their jobs due to
plant closures or corporate downsizing, who will be making the transition from welfare to
work, and who must supplement earnings from minimum wage jobs in order to support
their families.

The First Lady is supportive of microenterprise programs because she has seen them work
both in the U.S. and abroad. Both the President and Mrs. Clinton were instrumental in
creating one of the first microenterprise programs in the country, the Good Faith Fund in
Arkansas. Mrs. Clinton has also seen how microenterprise programs in developing nations
can transform the lives of women and their families.

















