Peace and poverty
By Dr Faisal Bari


 By awarding the Peace Prize to Bangladesh’s Dr Yunus and his Grameen Bank, the Nobel Committee has acknowledged that peace in the world, across and within communities, cannot happen unless the more severe forms of disenfranchisement poverty and deprivation are adequately addressed. While several efforts in this direction have been made in Pakistan, we, at best, have only scratched the surface
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DR Mohammad Yunus and his creation, the Grameen Bank, have been awarded the Nobel Prize for Peace this year. He had been nominated previously as well, but could not make the grade last year. The award has been applauded across the world, but especially in the developing world and, even more particularly, in South Asia.

The story of Dr Yunus and the Grameen Bank is well known now. But it is worth repeating its outline as the messages that it conveys are important to internalize. Dr Yunus, an economist, was teaching at the Chittagong University in the early to mid 1970s and studying the surrounding rural economy when he realized that though the poor worked very hard to eke out a living for themselves, they were hampered from doing so and from having a life of dignity due to a number of reasons. The most important one of them all, it seemed to him, was that they did not have access to financial capital to ensure that their skills, hard work and abilities could be utilized effectively.

Dr Yunus observed that there were women who made excellent baskets and other handicrafts, and worked hard at them, but could not afford to negotiate prices for their labour or their products as they did not have capital to either go into business for themselves or go into marketing and storage for themselves. So they were forced, due to their abject poverty, to sell their labour to the exploiting middle-men, traders and wholesalers, at prices dictated by them, and on conditions dictated by them as well.

Since these men, and most of the traders were men, gave the raw materials and controlled the finished goods market, they could effectively bring down the labour rates to very low levels as the poor women did not have any alternative means of making a living. It was the old story of capital exploiting abundant labour through tied markets and monopoly power, a story that has been talked about in economics for a long time.

Dr Yunus realised that the amount of money that most of these people required individually to be able to start building their businesses and lives, and to be able to live a life of dignity, was not a whole lot; $10 to $100 per head could take care of most of the cases. But when Dr Yunus went to the mainstream banks to share his understanding with them, he found out that the banks were not interested in these potential ‘clients’ as they still thought they were too much of a credit risk (as these people could not put up any collateral in the form of alienable assets) and each loan was too small to justify the overhead cost that it would create for the bank. In other words, the mainstream banks were not interested.

But to Dr Yunus this seemed strange and pointed to a major ‘market failure’ in the system. Here were people who could potentially pay back the loan, had the skills to be able to use them wisely and yet we did not have institutions, apart from the local money-lenders, who were willing to service them. Dr Yunus decided to experiment with the idea. Initially he used his own salary to do some pilot programmes of lending small amounts to villagers to see what would happen. He got almost all of his money back and most often before the loan was even due. He got a credit line from a bank, against his salary and assets, and raised the number of experiments to show the mainstream banks that his idea worked, and it did.

But the bank authorities said that his scale was too small and he had to do it in many villages to show the generalisability of the idea. He agreed. He lent to the poor in a number of villages and the money was still paid back and on time. But the banks again asked for larger experiments. This went on till Dr Yunus realised that the mainstream banks just could not see the points he was trying to make and might never see them. So he decided to open up his own institution for making small loans to the poor. The rest, as they say, is history.

Today Grameen Bank has been in existence for more than two decades, has withstood the test of time, and droughts, hurricanes and floods, and has expanded to the point that it affects the lives of millions of people in Bangladesh. The example of Grameen Bank and the idea of micro-credit, as one means of addressing poverty, have inspired many institutions across the world. From micro-credit banks and NGOs in the US to these institutions in some of the most developing of nations, the micro-credit idea is affecting the lives of hundreds of millions of people. And the idea has just started to enter the mainstream so it has the potential to touch the lives of many more.

But what are the main ideas that the micro-credit revolution is based on? Dr Yunus has argued that access to credit should be treated as a basic right of all people, in the same way as access to education and health is. Access to credit allows people to develop their lives as they want to and to the extent they can. Most constitutions around the globe today would see the objective of facilitating the development of people to their full potential as an important commitment of all governments. But Dr Yunus goes beyond the notion of rights. He argues that providing credit to the poorest is a viable economic proposition too.

In other words, opening up access to credit for the poor is not an issue of charity; it is an issue of sound economic policy. All countries want to reduce poverty, all countries want to do it in the most cost-effective way possible and with the least disruption to anything else. Micro-credit, according to Dr Yunus, does exactly that. It does not give people the net, but teaches them how to fish. These claims, now backed by more than two decades of performance, and in many different cultures and countries, are important to take on board and to learn from.

By awarding the Nobel Prize for Peace to Dr Yunus and Grameen Bank, the Nobel Committee has acknowledged not only the importance of the achievements of Dr Yunus and Grameen, it has also given credence, legitimacy and due acknowledgement to the arguments enumerated above. The Nobel Committee has acknowledged that peace in the world, across and within communities, cannot happen unless the more severe forms of poverty, deprivation and disenfranchisement are adequately addressed. And they have acknowledged that micro-credit is one way of doing exactly that. It is good to see this connection between peace and poverty being made explicit now. The literature on human development and capabilities, and human security, pioneered by the likes of Amartya Sen, Frances Stewart, Lord Desai and many others, including Mahbub ul Haq, has been making the connections on the theoretical side for more than two decades now. It is good to see it being acknowledged in the mainstream as well now.

The idea for micro-credit did not originate with Dr Yunus nor was it used by him for the first time. Not only have traditional money lenders been around for ages, but NGOs and other similar organizations have been involved with similar ideas for a long time as well. For example the tradition of Qarz-e-Has’na in Islam is an example of a similar variant. But it is true that Dr Yunus not only refined the idea and came up with a model that worked for rural Bangladesh (using groups of five lenders who co-insure each other, weekly meetings, frequent installment payments, quick payback time, frequent interaction with loan officers, daily accounting of branch offices, training of borrowers in managing money and their projects, use of borrower reputation instead of fixed assets as collateral and major reliance on female borrowers), but his dogged persistence with the idea and ideal has seen Grameen Bank become the first large-scale micro-credit bank that has been able to sustain itself financially and operationally and is helping millions of poor people change their lives. The Nobel is an acknowledgement of this doggedness and persistence as much as of the original idea.

The idea of micro-credit is not new to Pakistan either. In fact, one particular variant, acknowledged by Dr Yunus as well, has been in use in Pakistan from before the Grameen days. The Comila Pilot Project, started by the inimitable Dr Akhtar Hameed Khan, the founder of the Orangi Pilot Project in Karachi as well, experimented with ideas of self help, small loans and small projects on sustainable and viable basis a long time before Grameen was even formed. Dr Akhtar Hameed Khan’s Orangi Pilot Project is a living tribute to his memory to date as well. But it is also true that micro-credit, a variant of Grameen model or not, has not been able to make as many inroads into Pakistan as it did in Bangladesh. And the credit for this definitely goes to Dr Mohammad Yunus.

The potential for using micro-credit to address poverty concerns across Pakistan remains high, but at the moment the penetration of micro-credit is quite low. It is estimated that well short of a million people are currently being served by all micro-credit providers in the country. On the other hand even if we are strict and assume that only 40 per cent of Pakistanis are either below or around the poverty line and could potentially benefit from micro-credit provision, the potential client base comes to around 10 million households across the country. We are currently servicing less than 10 per cent of even the strictly delineated set.

Micro-credit has been in Pakistan since the late 1980s and the early 1990s, the real question then is why it has not been able to expand to reach the kind of numbers being mentioned? In the initial years micro-credit had little or no recognition from the government. The only parties involved in micro-credit were NGOs and given the general lack of funding available to NGOs, despite their best efforts they were not able to expand rapidly. The government became interested in exploring the potential of micro-credit to alleviate poverty only in the last 10 odd years. Micro-credit was recognized as one of the pillars of the government’s anti-poverty strategy in the Poverty Reduction Strategy Paper (PRSP), it has been mentioned in almost all policy documents since then as an important tool for poverty alleviation and it is in the second PRSP as well.

Over the last 10 odd years the government has set up a micro-credit bank, called the Khushali Bank, in the public sector; set up the Pakistan Poverty Alleviation Fund (PPAF) to help channel funds to various NGOs working in the field of micro-credit; allowed the private sector to open micro-credit banks; and allowed even mainstream banks to enter the area of micro-credit. But despite the importance of the tool in government strategy and despite the recent changes in institutions and institutional structures, the fact still remains that expansion of micro-credit institutions has been slow. Even the government initiatives like Khushali and PPAF have been very slow in expanding and reaching out to the poor. While this might have to do with lack of importance that the government places on the objectives of poverty alleviation, it might have other reasons as well. Anyway, the slow pace of expansion of private institutions is not explained by the lack of government interest.

The lack of expansion of micro-credit in Pakistan might also have to do with the fact that few institutions, government or private, have tried to experiment with the kind of models and products that might be more suitable for Pakistan compared to the ones being offered in other countries. The example of both the Orangi Pilot Project and the Grameen Bank show, among other things, that institutions have to have the ability to experiment with various models and structures. They have to take risks to find out what works and what does not, and they have to be willing to grow on an organic basis linked to the experimentations mentioned above. But most institutions in Pakistan have tried to take things from abroad and implement them in Pakistan or have gotten locked into initial models and have not been able to experiment enough. The dynamism needed to work in this area, thus seems to be missing even from the private sector.

There might be technical reasons for the slow expansion as well. It might be the case that to reach economies of scale there might be a need to incur a certain level of fixed and sunk costs. There might be a possibility that a technological platform or an enabling platform needs to be created underneath the lending structure in micro-credit that allows the entire structure to be built on it and that allows the costs of giving individual loans to come down. If this is the case, though I am not sure it is the case for the Pakistani micro-credit sector, it might require either government intervention and underwriting or it might require an agreement amongst the existing players to share the cost.

Micro-credit is not a panacea for all ills. The poor in the developing world need a number of interventions to be able to break out of the cycle of poverty and deprivation. These include access to quality education and health services, access to vocational training facilities, access to opportunities of meaningful employment or opportunities for business, access to fair and cost-effective institutions of justice and policing, ability to participate, as partners, in issues of local governance and management, and a meaningful participation in higher-level institutions of governance.

The ability to control ones destiny is the freedom and power that everyone desires and deserves. Micro-credit is an instrument that allows the poor to have better chances at acquiring some of the above, but not all of them. More money can mean better access to health and education, but the burden of quality health/education provision still rests on the government, independently of the provision of micro-credit. Other facilities mentioned above require institutional and other changes that are also independent of the provision or non-provision of micro-credit. Dr Yunus has never argued that micro-credit alone is the solution. But clearly it is a very important component of the solution.

Over the last decade or so the government of Pakistan has increasingly realized the potential and promise of micro-credit. It has made micro-credit a major thrust of its anti-poverty strategy. Over the same period the government has not only set up a couple of large institutions in the area (Khushali and PPAF), it has also allowed private sector to open up micro-credit banks, allowed NGOs providing micro-credit some more facilities and it has also allowed mainstream banks to enter the area of micro-credit. But the fact remains that the expansion in the sector has not been as rapid as most commentators and well-wishers expected.

We, at best, are still only scratching the surface. The late start, the lack of interest of the government, the lack of a dynamic bank or NGO, one that is willing to experiment with ideas, and the lack of suitable platforms for launching a large-scale effort seem to be the explanatory factors for the slow pace in expansion. Maybe the recognition of Dr Yunus and Grameen Bank by the Nobel Committee will galvanize the sector and turn the hearts of the sceptics and we will see a more spirited attempt for expansion in the future. All said and done, whether other countries follow him or not, Dr Yunus’s achievement needed to be accepted, appreciated and lauded. The Nobel Prize for Peace is a worthy and well-deserved accolade, indeed. 

  

	He made it where others failed

By Saghir Ahmed Khan

The Nobel Peace Prize awarded to Professor Mohammad Yunus and his Grameen Bank has highlighted the achievements of a great individual.

It has also highlighted the longstanding debate over the relevance of many theories of economic growth and poverty reduction. To boot, it has brought to light the spectacular success of an individual against the dismal handling of economic affairs of different governments.

But what’s more striking is the fact that Professor Mohammad Yunus’ achievements have brought into focus the poor performance of the World Bank, the International Monetary Fund, the Asian Development Bank and other international financial institutions (IFIs) as far as the task of poverty reduction in developing countries is concerned. The role of these IFIs has already been under strict scrutiny for quite some time.

For example, in his 2005 Messy Lecture entitled “Race Against Time”, Stephen Lewis argued that policies of the World Bank and the International Monetary Fund had aggravated the Aids pandemic. Similarly, in her book Masters of Illusion: The World Bank and the Poverty of Nations (1966) author Catherine Caufield was of the view that instead of helping the developing nations, the institutions have harmed them.

Since the IFIs are mostly funded by G-7 countries, particularly the US, it is generally perceived that these institutions serve the interests of their countries and of their multinational corporations. This is primarily done by tying strict conditionalities to financial assistance, supposedly extended for economic development and poverty reduction.

In a seminar held in Islamabad on September 7, 2006, its participants concluded that none of the projects and programmes initiated and financed by the IFIs had benefited the developing countries. In fact, they had aggravated their problems, particularly by burdening them with mountains of debts and siphoning off a substantial amount of their scarce foreign exchange resources.

On September 9, 2006, a hunger strike was observed in Islamabad against the unjust policies and practices of the World Bank by the adversely-affected people of the Taunsa Barrage Project financed by the bank, chanting, “Go away World Bank.”

The World Bank has been the largest provider of development assistance — worth $13billion — to Pakistan since 1952. In addition to that, there has been a cumulative disbursement of over Rs13,767 billion up till 2006 under the Pakistan Poverty Alleviation Fund set up jointly by the World Bank and the government of Pakistan in 1997.

The programmes and projects funded by the IFIs, including the World Bank, the International Monetary Fund and the Asian Development Bank, have failed to resolve Pakistan’s economic problems. In fact, poverty, external debts and unemployment have increased in the country. Pakistan’s Human Development Indicator (HDI), prepared by the UNDP, is one of the lowest in South Asia. Taking into account these ground realities, the State Bank of Pakistan recently termed the prospects of poverty reduction in the country as “a pipe dream”.

Against these failed exercises of the IFIs and governments in the developing countries, stood a remarkable person Mohammad Yunus who, in the early seventies in Bangladesh, and took upon himself the task of extricating the poorest of the poor from the clutches of poverty. He began with a fund of a mere $27 and set up, in due course of time, the Grameen Bank. The bank has so far given out collateral free micro credits worth $5.75 billion to about 6.6 million poor people, 96 per cent of whom are women. He achieved such success by being practical, sincere and committed, and by following the simple philosophy of helping people to help themselves as well as by entrusting his borrowers, earning their trust in return. He made the borrowers stake holders of the bank by allotting them the bank’s share simultaneously with the loan, thus making the success of the bank as success of the borrowers too. No wonder the recovery rate of Grameen loans is close to 99 per cent, which is usually an unthinkable proposition.

Mohammad Yunus is confident that one day he would be able to eradicate poverty from Bangladesh. Who can doubt him? However, one can’t help being tempted to wish that if there were only a few more persons like him and a few more institutions like the Grameen Bank, Bangladesh could soon be out of the bracket of poor nations and that too without the help of the IFIs. At the same time, wouldn’t be wrong to wish the same for all other poor nations. 


