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Ruth Dickinson investigates the growing
phenomenon of microfinance and asks,
“Are loans really the way out of poverty?”

Forever indebted?

n 2006, a relatively unknown
2 | financier named Muhammad
# | Yunus was awarded the Nobel
Peace Prize. It sparked some controversy
at the time — what contribution had this
banker made towards world peace? Was
he really in league with Nelson Mandela
and the Dalai Lama?

Yunus founded Grameen Bank which
picneered microfinance. In
basic terms — microcredit or

ominously, with corporations which are,
directly or indirectly, responsible for
much of the world’s oppression and
poverty.

In light of all the campaigning
churches and others have been deing in
the last ten years to drop the debts of
developing countries, isn’t there a slight
incongruity in then supporting schemes

whereby they are once more
indebted to the west,

microloan is the system in we go however  altruistic  the
which a loan is given to a motives?

small group of people in the where

developing world in order to o The gift of loans

start a business. The idea is tradltlonal Its supporters say, not at

that the loan is then paid back
with interest in a series of
instalments as the business
develops.

The system has grown over
the last 3Q years to the point where
millions of people in the developing
world are now subscribed to one scheme
or another,

Both big business and western NGOs
have invested in such schemes. Charities
in particular claim that microcredit helps
to empower people, moving away from a
‘handout’ culture to a *hand up’ culture.

Critics, on the other hand, have
trouble squaring the idea of poverty
alleviation with accruing debt, and, more

banks don't
go

all’. Firstly, people who need
them will always look for
finance or loans,
Microfinance just offers a
fairer deal for poor people
who traditional banks won’t lend to and
who are therefore vulnerable to loan
sharks,

“Microfinance is a service provided to
people who wouldn’t be able to access
normal financial services,” says Martin
Kyndt of Christian Aid. “They don’t have
assers to guarantee loans — poor people
have no assets of any kind. Microfinance
targets that group of people that is
excluded from the normal financial
lending services.”

“We go where traditional banks don't
go. The choice for people looking for
finance is us or a loan shark,” adds
Tamsin Morrison of Opportunity
International (OF).

OI, the UK's largest microfinance
provider and a Christian company, sets
up commercial banks in local areas. Loan
officers, usually local people, are
employed by OL People approach the
loan officer with a simple business plan.
If the plan is approved, a loan of between
£20 and £130 is given, and paid back at
an interest rate 2-3% below the market
rate over six months.

QI operates in a slightly different way
from other NGOs in that, while having
charitable status here, on the ground it

makes its loans via commercial
microbanks.
Of the 7,000 NGOs providing

microfinance around the werld, less
than 100 have initiated transformation
into privately owned, regulated
Microfinance Institutions, but OI
claims this means it can help more
people more efficiently. “If we were an
NGO, we wouldn’t be able to do what
we do,” says Morrison. “The
microbanks we set up have to be
approved by the central bank. We are
part of the infrastructure of that
country.”












