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THE award of the 2006 Nobel Peace Prize to Bangladesh’s Muhammad Yunus has reinvigorated the concept of microfinance. The announcement that this extraordinary economist from Bangladesh will be so honoured is reason enough for me to put on hold for one week my series on the positives in Pakistan’s economy and write about microfinance.

There is good reason why Muhammad Yunus’s successful experiment should be looked at by the people in Pakistan since the absence of microcredit is one reason why so many among Pakistan’s large population of poor are caught in the vicious cycle of perpetuating poverty. The provision of small amounts of money to the poor so that they begin to earn incomes from investments is not an area of public policy. This is where private citizens and non-government organisations need to step in.

What are Muhammad Yunus’s accomplishments that have brought him this recognition? Almost single-handedly, this extraordinary economist-turned-philanthropist-turned-business entrepreneur created a new asset class and a new form of collateral for the banking community. It has been said that economists don’t have “Eureka moments” — a sudden revelation of some universal truth or some physical law of nature — but Yunus seems to have experienced something close to it in 1976 when he was teaching economics in Chittagong, the port city of the then newly born Bangladesh. Yunus’s country was struggling not only with the aftermath of a bitterly fought civil war that brought it independence. It was also dealing with a situation created by the absence of a state that could provide some basic services to the growing number of people living in absolute poverty.

A new country was born in 1971 but, five years later, the state remained weak. A number of non-government organisations had stepped into the vacuum that existed. Most of them were funded by the West — by the NGOs in America and Europe — since the war in East Pakistan had drawn the attention and sympathy of large numbers of foreigners. However, these organisations pursued the classical NGO model of providing basic services such as health and education that the state did not have the financial ability a competence to provide. By the mid-1970s, Bangladesh had become the stomping ground for thousands of western do-gooders.

This was clearly an unsustainable situation. NGOs cannot permanently fill the gap created by the absence of a functioning state. Also, charity is not a permanent solution to poverty; it can ease somewhat the pain suffered by the poor but it does not provide a cure. It was this recognition that produced the “Eureka” moment for Muhammad Yunus. He recalls the day when he reached into his own pocket to give his first loan, $27, to 42 villagers living near his university. The loan amounted to an equivalent of Rs 30 in Pakistani rupees today per intended beneficiary. The borrowers invested the money lent in some micro-enterprise and paid back in full though the lender had no collateral and had signed nothing.

Yunus said in a press interview after receiving the news about the Nobel Prize: “It suddenly occurred to me that if you can make so many people so happy with such a small amount of money, why shouldn’t you do more of it?” That thought led to the creation of the Grameen Bank, the co-recipient of the Nobel Prize with Muhammad Yunus.

The Grameen Bank, founded by Yunus in 1976, was innovative not just in creating a new asset class — women engaged in small economic activities that needed to be jump started with a little bit of credit — but also in devising ways to ensure that the money lent was paid back with interest. The bank did not lend to individuals but to groups of at least five borrowers belonging to the same community and involved in the same kind of business. This ensured that each member paid back the borrowed money; there was group pressure to keep all borrowers current with their payments. This too was innovative. Grameen Bank was using social capital as a kind of collateral.

Early on in its life, the Grameen Bank chose to focus on women, by far the most economically backward segment of the Bangladeshi society. The women who came to him for loans were engaged in simple activities — breeding chickens, growing vegetables in stamp-sized plots, knitting and sewing, making meals for workers doing labour in the nearly fields. With the little bit of capital provided by the bank, the borrowers were able to expand their businesses. Not only that, they also began to see the world outside their homes.

Bangladesh is an intensively conservative society at the lower end of the economic scale. Islam is interpreted to the people by illiterate mullahs who are keen to keep women secluded. Yunus’s approach helped to loosen the grip of the ignorant mullah in the village. As Amartya Sen, another Bengali economist to have won the Nobel Prize, said: Yunus launched a “very secular movement. His approach is very egalitarian, market friendly and socially radical.”

Yunus’s efforts have given an extraordinary fillip to micro-finance all over the globe. In the decade since his first personal loan, micro-credit has become one of the most popular anti-poverty strategies in the world. This impact was noted by the Nobel Committee in its citation. “Yunus’s long term vision is to eliminate poverty in the world. That vision cannot be realised by means of micro-credit alone. But Muhammad Yunus and Grameen Bank have shown that in the continuing effort to achieve it, micro-credit must play a major part,” said the committee in announcing the award.

Grameen’s success — well advertised by its founder who is not only an innovator but also a great communicator — popularised this approach. When I was working for the World Bank in Latin America, I saw the same approach adopted to help poor women in the highlands of Guatemala and in the plateau regions of Bolivia and Peru. In the 30 years since Yunus and his bank launched their operations, more than 100 million people have received small loans from more than 3,100 institutions in 130 countries across the world. The average loan from Grameen Bank is now $130; other micro-credit institutions provide loans that are equally small. About 90 per cent of the customers of micro-credit institutions worldwide are women. About 95 per cent of Grameen borrowers are women.

Grameen Bank continues to pioneer in terms of both the customers it wishes to reach and the businesses it seeks to promote. Beggars as a group are now counted by Grameen among its clients. Known for his story-telling talent, Yunus told a group assembled recently by Bill Clinton in New York how he had made entrepreneurs out of beggars. The theme of the discussion was “building a sustainable future” and Yunus was one of the invited guests.

The Nobel laureate’s story tugged at the heartstrings of the assembled audience of do-gooders. “All we are doing is telling beggars that, well, since you go house to house begging, would you like to take some merchandise with you, some cookies, some candy, something.” They responded positively. “A typical loan for a beggar is something like $12. With $12 she has a basket of merchandise she carries around and goes house to house. Today we have more than 80,000 beggars in the programme. Many of them have already quit begging completely.” Yunus’s story drew standing applause. Pakistan’s Pervez Musharraf was among those who attended.

How to evaluate Grameen’s performance? According to one analysis, “microfinance has played a central part in Bangladesh’s success in reducing poverty by almost 10 percentage points over the past five years, to 40 per cent, a rate that puts Bangladesh on track to meet its Millennium Development Goal of halving poverty by 2015. Microfinance has bettered the lives of 70 million Bangladeshis especially women.”

Yunus insists that while the overall goal of the institution he founded three decades ago is to help alleviate poverty, he is not in the business of providing charity. In developing his approach he has essentially followed what a Chinese sage once said and what Mao Zedong repeated to explain his approach to development. “It is better to teach a person to fish rather than give him a fish to eat.”

A little bit of money could be given in charity and would help a poor person buy a meal or two. But getting the same person to use the same amount to start a successful business would ensure a perpetual supply of meals. Following this approach, Grameen Bank under the direction of Mohammad Yunus is constantly developing new ideas about businesses the poor can launch. One of them is the use of the mobile phone as an income-earning device.

While there were many sceptics, Muhammad Yunus had the Grameen Bank began to provide loans to the Bangladeshi villagers to buy mobile phones and connections and go house to house seeking customers. Once again the idea was a simple one: that people don’t have to own a phone or pay for a service when they don’t have to use it constantly. Their need is to make an occasional call to a loved one in some relatively distant place. The “business woman” who has purchased a phone and the service that goes with it can establish a schedule for visiting her clients in the community in which she lives and operates. For a small charge, she lends the equipment to her clients. According to the bank, the borrowers are making enough money to pay it back after keeping a small amount to augment her income.

The most important feature of the Grameen Bank is the fact that it is a business that is making money for itself. Its business model is in good health. Its loan portfolio exceeds the entire micro-finance sector in India by a factor of two and its return on equity in 2005 reached 21 per cent, up from nine per cent in 2004. Not only is the bank helping the poor climb out of poverty, it is creating a stream of income for itself that will ensure that it will stay in business for a long time to come. The Nobel Peace Prize is well deserved by both Yunus and the institution he founded three decades ago. In keeping with his style, the recipient has announced he would donate the $1.4 million prize money to causes such as an eye hospital and a drinking water project.

