Micro finance and politics

The U.N. declared 2005 International Year of Microcredit to confirm the ever-increasing importance of the new wave in the finance industry. The micro finance has been a revolution and brought fundamental changes in the way of marketing bank services. 

Apparently everything seems going smoothly and the practitioners are looking forward to the Millennium’s goals. However if one looks at glance the micro finance industry trend some parallelisms can be observed with the inconclusive movement of the development banks in the eighties years.

Trends in Microfinance

Granting tiny credits dated some decades ago, micro finance industry as it is currently perceived was conceived when it was agreed that the traditional ways of doing bank business in the emerging economies had become obsolete, inconsistent   and no longer suitable in a free market system. Indeed in a social context with the individual at the heart of the system, it was a logical and a necessary sequence to give priority to a person applying for credit as independent borrower who deserves respect.  Some visionaries divulgated a new credit credo and afterwards practitioners started exploring ways and means on how to make everybody eligible for credit. At this moment in time micro finance was born and with it the entire process of marketing financial services has been transformed.  What have we witnessed?

* 
It has been estimated that there are some 1 500 micro financial providers and 3 000  micro credit organisations  in 85 emerging countries with 23 millions borrowers out of 65 millions of people who benefit of the movement. These data have to be read with cautious because there aren’t statistics on the matter and the phenomenon has been growing on daily basis. Incidentally in each country there should be a register to record both new MFI born and those passed away. It has been figured out more than 5 billions $ US to meet the beneficiaries demand but currently Donors agencies have budget some 1.8 millions. 

* 
Above all there is the problem of MFI definition.  Everybody knows what micro finance is but we are unable to define it.  Why?  Because the   fast growing of the movement got involved everything and the opposite of it, from the humanitarian interventions to enterprises financing.  On top of that, the importance of the movement has been inflated by the media. So, MFI has become a complicated business and sometime  MFI the objectives hide conflicting priorities.

* 
The real problem is not on the agreement on one definition or another but drawing up a demarcation line and categorise the interventions. To this regard, broad and large, the interventions could be grouped into three big categories:  a) food aid, b) income generating activities and c) enterprise development. 

* 
By   distinguishing   micro lenders in such a way it will be possible to assess their performance referring to different objectives and accordingly   set out the related evaluation criteria. Last but not least, it could be minimised the risk to have social and economic issues under a single umbrella. In this way it will be easier and consistent to assess the performance of each player because for each category of MFI necessarily different parameters/indicators will be set up. This is a crucial point to understand the direction of the micro finance movement. 

* 
MFIs   started  up businesses by simply responding to the needs of a given niche of the population, or a certain area, or by targeting particular objectives. Although MFIs have been focusing on meeting the demand from the small entrepreneurs, in recent times, the role and importance of savings has been re-evaluated for obvious reasons. Currently, a new wave in microfinance points out the need to take a further step and offer a wider range of services: deposits mobilisation, leasing, advisory services, etc. However, MFIs have a lot to compete for the confidence of the depositors.

* 
 MFIs have to make steps not longer than the leg: the interventions should be tailored to the field reality, which sometime isn’t yet ready to the new technologies. So, it is a question to consolidate the achievements before launching new products and services. To this regard the real question is: which outreach is compatible with a sustainable development?

* 
MFIs are very heterogenous in terms of organisation, management style, staff skills and capacity to deliver. Since the first beginning MFIs’ field work has been inspired by Grameen Bank model and in so doing the group lending has been recognised as the best method; however in the ninities more attention has been given to the individual borrower because more suitable in a free market system. Currently every financial provider has its  own best practice. Incidentally, this is a positive approach because the best practice should be close to related to the MFI's environment.
* 
There are important imbalances among the leading forces in favour of the ICT people who took over the leadership in broadcasting the new credo. Perhaps now it is time for the bankers to go back to business and actually some big names started mapping out micro lending activities and so far the most common way to do it is  to  build up ventures with MFIs.  An every increasing involvement of the banks in micro financing will likely start a restructuring process  within the micro finance industry.
* 
 Incidentally,  bankers’ involvement could be expected because bankers all the time the bankers community haven’t   been   pioneering anything but awaiting for raising opportunities and now the time has come.    It is desirable a decisive enter to the market of the traditional bankers and this can be achieved by strengthening the links between MFIs and banking industry. The benefits of such entry will be for all main actors: banks, micro financial  providers, and final beneficiaries along with the financial market. On one hand, banks can expand the areas of intervention and, most important in our view, they can borrow on how to market financial services; indeed it seems to us that MFI market oriented approach is without any doubt a casting asset they can spend out. On the other hand MFI can improve the skills and be more acquainted with the banker profession. In a word we can say that management and marketing expertise will be dynamically combined.  The above partnership will enhance the efficiency and the effectiveness of the financial   market as a whole. Under the current circumstances the market segmentation is neither effective nor efficient with high transaction costs. The various niches are like closed circuits and any MFI   fix up a (monopolistic) lending rate in relation to the target borrowers, the cost of capital, the in-house running cost and their own perception of the credit risk. On the contrary, in an open market the cost of the money will level down. 

* 
MFIs  overall performance hasn’t been much encouraging so far and for the majority of them the break-even point could be a dream; under the circumstances a lot of work need to be done to redress the unbalance between outreach and sustainability. If the trend doesn't improve in ten years time we could draw a conclusion that microfinance has been a merely way of wealth redistribution without capital accumulation. 

* 
In the wave of a successful MFIs’ outreach both practitioners and policy makers have been doing a  crucial step in a mutual understanding to work in favour of the movement.  Apparently the call in cause of a government is justified on the ground of the worldwide dimension of the phenomenon, the need to define the rules of the game (governance) and have transparent MFIs in a regulated and supervised market.  The intentions   are well founded; the results couldn’t necessarily be in line with the expectations. 

Looking forward

Some dissonances have been emerging against those intentions whereby: asking a government to keep low the lending rate, treating MFIs as a government  arm hand to meet social goals targets, donors granting in cooperation with local government as a gurantor. Here it is a question on how to deal with these sensitive issues. What can be done? As we know MFIs operate by referring to the following  management triangle: a) sustainability, that’s to say meeting both running and financial costs in a long term perspective, b) expanding outreach, namely reach as much population as possible, c) having a positive impact on the communities served by ameliorating the people’s quality of life, improve income, etc. So, to make this happen MFIs have to apply  a coherent and consistent policy with above statements.

All the development actors do have a role to play and the best a government can do is to operate on paving the way for a sound start-up of the business in a favourable legislative framework with suitable infrastructures and leave financial providers and borrowers to run in a free market.

By ignoring these basic understandings the practitioners will expose themselves to a risk as they colleagues did in the seventies in the wave of the development banks movement. At that time a huge amount of financial resources have been distributed without having the expected return. As it is well known at that time those institutions, as a matter of fact, failed the mission to finance development projects. By and large banks and financial providers have been used to channel resources within the frame of a country economic policy with all the negative implications of having social and economic matters wrongly mixed up. 

Currently governments have been giving an every increasing importance to finance grass root activities in recognition of the fact that financing micro and medium scale business is the name of the undergoing privatisation game. In this context the present timid approach of the politicians and policy makers to support microfinance will progressively increase because micro credit has a multifaceted impact on the communities and political implications can be found with:

a) Poverty issue: it has been said that the microfinance movement could be, among others, an appropriate tool for achieving MDGs: alleviating poverty and allowing everybody to participate the communities development. In addition to, we would say that micro credit movement is a way 'to help people to help themselves" and not just giving.

b)  the labour market by creating new jobs, 

c) the capital  market by knocking down the existing barriers between the financial circuits, 

d) the local trade with new traders and entrepreneurs, 

e) the foreign trade with import substitution result and widening the list for exports, 

f) the communities’ economic development, by adding value to the domestic production.

Because of the above implications microfinance movement will have side effects on politics, as the development banks' movement had (and suffered) in the eighties years.

We are not against a government support of the movement on conditional that it is neutral; we do say that practitioners must be aware and any time in position to master the situation. The celebrations of the International year of micro credit are a very good opportunity to discuss on the directions of a further and sound step of the industry. In practice what can be done by  the practitioners? Simply,  they have to apply the rules of the bankers, namely be independent from any interference. How to achieve that? The MFI have to emerge from the currently in many cases uncertainty conditions (to whom to report to?) and function under the umbrella of a country central bank. This means that MFI have to upgrade and be recognised as a legal financial provider and apply the related conditions. The main  tool  in the hand of the practitioners is to comply with the rules of the game, namely making the public aware of what they are doing (transparency) and how they do it (governance).

Recently   a Questionnaire has been issued by Development Gateway and circulated among the insiders with the purpose to have an outline for a future discussion. We undersigned the continuation of the activities beyond 2005, of course. At the same time we would like to suggest that the discussions should be streamed in through the above main avenues.   

Currently the importance of the microfinance movement is widely debated among bankers, practitioners, visionaries and computer scientists. We do believe that the discussion should not be limited to the above players but extended to all the other actors promoting the economic growth with the purpose to have their views and ideas.

When we want to re-think of the micro finance movement in view of mapping out the road for a future expansion, we have to bear in mind the above-mentioned experience of the development banks particularly in Africa. At that time governments and politicians got involved in credit matters because the distribution of the credit was understood to be an instrument of economic policy. Nowadays policy makers wish to have a say for market’s regulations and guidance and to sustain the development of small scale enterprises as well. In principle this is a good reason; it is up to the insiders to define the roles of the stakeholders. In conclusion, microfinance is very appealing tool to tackle both poverty and small enterprise development, on conditional that we know how to use it or to distinguish both interventions. This is a strategic issue. 
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