Literature Review

In thefollowing section, | will present areview of literature on my topic and a
theory that is derived from tha review of theliterature. Thefirst ssgment will define
microcredit lending, and discuss why it isapopulr development approach. Then | will
review literature related to gendered econormics and internaiond relationstheories
related to bottom-up development plans In thetheory section | will make the case that a
gendeed andysis of microcredit lending isimportant because gendered oppression can
make an impact onthe success of microcredit. | will explain howmy indgpendent and
dependent variables are related, and offer compeing and alterndive explanaions My
indgendent variable is thelevel of women@ oppression and my dependent variable isthe
success of microcredit lending. | hypothesize tha thereis an inverse effect between a

state@ level of oppression towardswomen and the degree of micro-credit success.

Microcaredit Lending

Microaredit lending is abottom-up development plan tha focuses on giving small
loansto poorentrepreneurs. Loansare mosly directed towardswomen to promote
gende-bdanced development (Robinson, 2001;Wright 2000) Loansare generdly
unde the equivalent of 100USD, and are given for the purpose of encouraging
entrepreneurial women to start thar own busness (Robinson, 2001; Wright 2000;Woller
and Woodworth 2001) Borrowersrepay loanswith asmall amountof interest. Thisisa
development plan tha seeks to create self-sufficiency rather than dependence (Yunus

2007).



Muhammad Y unus founde of the Grameen Bank in Bangladesh, sparked the
internaiond popukrity of microcredit lending. Yunusrecieved a degree in economics at
Vandebilt University in the United States. When hereturned to his native Bangladesh,
hefoundtha econonics lookal differently in developing nations Since traditiond banks
are notwillingto give loansto poor people withou collateral, the poorare nat able to
invest in ventures tha could potentially get them out of povety (Yunus2007)

Dorothy Eyiah® experience with microcredit lending is a prime example of how
credit can trangorm aperson@life. Eyiah, awoman from Ghana, used a microcredit
loan to expand her ice busness. Eyiah wasresporsible for her children aswell as her
sick sister usng the profits of her very small busness. Thedemand for her icewas
present, but shewas unable to use her skills and expand her busness because traditiond
credit ingitutionswould not loan her money without collateral. After receivingaloan
fromamicrocredit ingitution, shewas able to make enoughmoney to care for her family,
pay back theloan, hire workers, and reinvest in her busness (Orransormationd Stories,O
2007). Withoutthisloan, Eyiah would till be stuck in adesperate situdion. Thisisan
example of anontraditiond, microcredit loan tha allowed a poor entrepreneur to escape
thecycle of povaty. Thisiswha Yunusenvisioned when hefoundel the Grameen Bank
in 1976 to give poorentrepreneurs a chance to start thar own busness (Yunus 2007).

According to Yunus self-employment is more dignified than wage employment
in terrible conditionsto move out of the poveaty cycle (Wright, 2000) Wage
employment, however undeasant it can bein developing naions is often seen asa
necessary step of development and capital accumulation for econonists focusng ontop

down development approaches (See for example Sachs2005,La 1985) Microaredit
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allows poorto regulate his or her own work. Yannil Espinosais ahandicappeal
Colombian woman that used a microcredit loan to create an appropriate working
environment for her. In order to make aliving, Espinosa was forced to take abusor
whedl her wheelchar to afacility where sheworked longhours. Espinosawas
determined to work at home so she applied for aloan so shecould be self-employed. She
is now running a successful leather busness with plansto expand (O'ransormationd
Stories,02007). Espinoss@ story is an example of how self-employment can bea good
aternative to traditiond wage employment. YunuwsCcredit modd attempts to bypass
unegud and unfair wage employment and allow the poorto develop with human rights
and equdity in acreative way.

Muhammad Y unusemphasizes credit as arightto oppotunity. Accordingto
Y unus credit should notbe seen as aluxury for therich, it should be an oppotunity for
al: Qug likefoodis; credit is ahuman rightO(Yunus 1998) Traditiond lending
ingitutionsdo notlend to people withoutcollateral. The Grameen Bank encourages the
ideatha the poa can benefit fromfinanda servicesin the same way tha people benefit
in richer, developel naions(Pollin, 2007). Yunusarguestha people can behdd
accounible to pay back loanseven if they donothave any collateral (Yunus 2007) The
Grameen Bank uses different indicators of accoungbility, like sodal responsbility, to
assure tha loanswill be pad back (Yunus 2007;Daey-Harris 2007) Eyiah and
Espinosawere able to alocate ther loansby joining a O'rust Bank,Oor a community
bank set up by the microcredit network Oppottunity Internationd tha uses sodal
responsbility ingead of capital as collateral (oppatunity.org). These alternaive

indicators alow poorto beeligible for loansregardless of ther finandal situaion.
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The Opportunity Internaiond microaedit nework, The Grameen Bank, as well
as other microcredit ingitutions employ sodally consiousborrowing groupslike the
O'rug BankOin order to regulate the repayment and success of loans (Wright, 2000;
Murdodh, 1999;Pollin, 2000) Borrowing groupsare small coopeatives of barrowers
who hold each other responsble for thar loans (Pallin, 2000;Murdod, 1999) This
enables very poor people to establish credit usng soda collateral ingead of limited
assets (Pollin, 2007) CE poor people, by definition, have few assets to pledgeEL osng
these assets to a creditor would likely bring destitutionQ(Pollin 2007,1). Microcredit
allows poorto use soda creditworthiness to acquire loans because poor people do not
have material assets to use as collateral.

Alongwith providing theoppotunity for poorto receive aloan, this tactic
promotes an increase in sodal capital and community, promoting education, healthcare,
and soda networks (Daley-Harris, 2007) Sodal capital has become increasingly
important in measures of development, and microcredit seems to bea goodway to
increase soda capital (Murdodh 1999; Daey-Harris 2007;Wright 2000; Rankin 2002.
Microcredit lending pays attention to new research in individud achievement and socal
capital. Ot isno coinddence tha therise of microfinance parallels therise of non
governmental organizations(NGOs) in policy circles and the newfoundattentionto
Bodal capital Cby academicsO(Murdoch 1999 1570).  Borrowing groupsare an
alterndive way to guaantee tha aloan will berepaid, aswell asaway to build sodal
capital in developing sodeties.

Alongwith soda capital, empowerment is a central theme of microcredit

inditutions According to the United NationsDevelopment Program (UNDP),
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empowerment is: G process tha leadsto greater participaionin sodal and political
processes, greater decision-making power and to constiousaction for sodal
trangormationQ(GGenda Maingreaming®200Q 27). Microaredit lending is a grassroots
oppotunity to shgpe persond development, or empowerment, with outsidehdp. Yunus
emphasized self-determination and persond creativity to escapethecycle of povety, a
different approach than many other traditiond development plans (Y unus2007)

Development emerged in themid 20" century as top-down approach. This way
of development focuses on lending successful Northern ideas and knowledgeto
undedevelopal Southern states (Parpat, Ral, and Staudt 2002,8). This approach was
criticized because it did notfocusontheindividud as a key component to development.
Traditiond development planswork within the current system that favors men (Parpart,
Rai, and Staudt2002,8). Thetop-down way of development is lacking because it does
not take individud development and empowerment into account Microcredit focuses on
individud development. This empowers women, who are nottraditiondly given an
oppotunity to take part in econonic structures, to independently enter the economic
sphee.

Empowerment is an important pat of individud development, a part of thegod
of microcredit lending (Daley-Harris 2007). Microcredit focuses on community and the
individud who are notrepresented in mog top-down development schemes, in most
cases, women (Murdodh 1999) Othe development plansfocusng onindividud
empowerment contend tha economic development within a state cannotoccur without
persond development. Empowerment is at the center of humen progress. The Hunge

project makes the distinction between failed development that is top-down service
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ddivery withou empowerment and development where the empowerment of people,
especially women, is at the centerO( Daley-Harris 2007,2). Development organizations
like the Hunge Project find tha development without empowerment leadsto misused
resources (Daley-Harris 2007) If astate investsin building schools and howitals, but
does not empower people to become dodors and teachers, the resources used to build
these inditutionsare misused. Schools and hogitals are useless withoutteachers and
dodors, as are development projects that do not address individud empowerment. I
women are not empowered to enter theformal econormic realm, they are unale to use
existing skillsto gan income. For Yunus empowering women will notonly hdp
inequdity, it will hdp broader economic developmrent.

An environment where empowerment is able to occur is necessary for
development plansto succeed, regardless of whether it isatop down or bottom up
approach. Humanist econonists stress theimportance of a person@ ability to access and
utilize econonic oppotunities (Sen, 1983) For example, apersonisnotableto use the
economic oppotunity of wage employment if they are prevented fromworking because
of agende bias. If human rights like gende equdity are not met, econormic
oppotunities are missed, and econonic development isimpeded. Microcredit lending
offers very poorwomen the ability to access credit, an oppatunity tha does notexist in
mog cases. While this allows access to credit, it is not guaanteed that women will be
able to utilize this credit.

Amaryta Sen, a humanist economst, writes extensvely onthelinkage of human
rights and economic development. For Sen, raw measures of econormic development are

not complete withoutmeasures of human rights (Sen, 1983) (Perhgpsthe most
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important thematic deficiency of traditiond development economicsisits conaentration
onnaiond produd, aggregate income, and total supply of paticular goodsrather than on
@ntitlementsOof people and the @apabilitiesCthese entitlements generateO(Sen 1983
756). Development isincomplete withoutfocusng onwha people are able to
accomplish with income as aresult of conditionswithin astate. Human rights conditions
how economic, political, and cultural rights are respected, can affect econonic
development.

Thestate is an important determinant of whether or not economic rights and other
humen rights are applied (Richards et a 2001;Hertel 2006) QPolitical elitesin
developing countries have to make econonic and political policy choices. Human rights
conditionstheability of citizensto enjoy human dignity- are duemore to human rights
policiesBthat is, decisonsmade by govenment leaders that affect human rights
conditions than anything elseO(Richardset al 2001, 220) This suggests tha states have
a choice of respecting or notrespecting human rights. If the state makes policy decisions
tha negaively affect human rights, onewould expect to see less economnic development
because humen rights, specifically women@rights, are important for the ability for
women to utilize economc oppotunities.

A gap intheexisting literature is therelationship between gendeed state level
oppression and bottom up development planstha focuson lending to women. Thisgap
makes it difficult to undestand and interpret the affect tha gendaed oppression hason
microcredit lending. It is difficult to recognize environments where women are able to

become empowered withoutprior research.



15

Women in Microcaredit Lending

Microcredit inditutionsdirect loans towardswomen in order to promote women®@
empowerment and gendea-bdanced development. Traditiond development plansand
economc andyses do not take gende into account, so thefact tha microcredit
inditutionstarget women is significant. GBiven the propendty of microfinance programs
to target thar services to women, current trendsfavoring the mobilization of sodal
capital within communities also appear to have finally respondel to decades of advocacy
for gende equdity by feminist economists and development practitionasO(Rankin 2002
3). Microaredit lending provides a way to address gende inequditiesin developing
nationsbecause of its bottom up style, and emphasis on empowerment.

Microcredit lending inditutionstry targeting the poorest of the poor, themos in
need of postive empowerment. Currently, those mos in need are women. 70%of the
world@ 1.3 billion people living in povety are women (GGod 3: Gende Equity, 02004
Muhammad Y unus microcredit ingitutionsthat are insired by Y unus and the United
Nationsare cognizant of this disparity, and focusthar attention to empower women.
According to the UN Millenium Campaign: QVomen work two-thirds of theworld's
working hours, produe hdf of theworld'sfood and yet earn only 10%of theworld's
income and own less than 1% of theworld's propetyO(GGod 3: Gende Equity,02004)
Women are capable of produdion, yet are unable to use thar own skillsto gan income at
therate of men. Only owning 1% of theworld@ propety, it is no wonde that women
have difficulty obtaining loanstha require collateral. Microcredit lending ingitutions
offer women empowerment oppatunities throughthe ability to invest in themselves- an

oppotunity tha is not present with traditiond loan inditutionsor development schemes.
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Microcredit loansaim to target the Gpoorest of the poor,Owhich isin many cases
thewomen of developing naions Women do notgenerally have separate income or
persond capital in traditiond sodeties, makingit difficult for women to obtain loans
fromtraditiond bankingingitutions By allowingwomen to bomrow, it giveswomen a
chanceto gan fiscal power within ahousehold, which theoretically gives awoman more
status (Wright 2000)

According to aborrower in Bangladesh, aloan gave her power within her
houshold. Before, husbandsused to earn and that was how wives ate. But now he
givesvalue | have boughtaloan. | am laboring equdly with him, that iswhy hevaues
me moreEO (Wright 200Q 23). Thisis an example of the potential power of microcredit
lending. The Grameen Bank and other microcredit intuitionsencouragetheideatha tha
empowering women can hdp economic and soda development (Pollin, 2007).
Microcredit lendeas loan to women in an attempt to empower women, giving women the
chance to pasondly deerminether economic fate in traditiond pariarchd sodeities
(Yunus 2007)

Feminist internationd relationstheorists arguetha women are often
underepresented because many development plans center aroundthehead of the
houshold, which is often traditiondly the patriarch of thefamily (Elson, 1993;
Whitworth, 1994. If thewoman of thehouseisin control of finances, shewill
cugomarily invest in children or houshold expenses more than theman of thehous.
Sinceincomes are used differently, actud development is different according to who gets
money within ahousehold. Actud development might not bereflected in GDP because

of howmoney is spent. If children are malnouished or uneducated, for example,
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because family fundswere spent on other thingscontrolled by the male of the houshold,
badanced and subgantive devel opment does not necessarily occur.

Women are not accounied for in many interpretationsof neo-classical econonics
(Elson, 1993 OWomen@ work,Owhich is often defined as private, houshold work,
becomesinvisible since it does not contribute to GDP in theneo-classical modd. The
neo-classical modd is genda-blind but not gende neutral - it does not give the same
valueto women asit does men (Elson,1993) Thisis problematic because it assumes
that women@ work isinfinitely elastic. This means that more work incurred as aresult of
economic shodks or decreased soda programs is absorbed by women by working more,
even thoughthat highe level of produdivity is notaccounted for with more wages
(Elson, 1993.

Low levels of sodal programs specificaly for women, low rates of educationfor
women, and culturally imposed fundion create more work or easticity of women@roles
at home. These are examples of gendaed economic rights tha affect the capability of
women to enter theeconomc sphae (Sen, 1983) If thereismore work to bedoneat
home because of gendeed factors within a state, there will beless time for women to
engagein ventures outsde of thehoushold. Theability to successfully borow froma
microcredit inditutionto engagein the puldic economy is contingent on how many
rights, specifically economic rights, are available for women.

Theidentity of awoman in a paticular culture plays alarge pat in thar status
androleintheeconony (Elson,1993;Tickner, 2001; Whitworth, 1994) In many cases,
especially in Mudim states, thisidentity is dictated heavily by religion (Sardar Ali,

2002) Micro-credit focuses on giving women the oppotunity to enter the economic
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spheaein an empowered way. Embedded religiousand culturally imposed identities may
inhibit this because empowered econonic roles are not part of that identity. Religious
and cultural rights as described in internationd treaties are often placed before women@
rightsin the hierarchy of human rightsin internaiond treaties (Sardar Ali 20@2, 65).
Gende equdity isdifficult to achieve withoutviolating religiousand cultural rightsin
states where oppressive gende roles are embedded in religiousand cultural contexts. In
states where women@ econorric rights are inhibited by religiousand cultural factors, one
would expect to see less success in microcredit enterprises because of embedded gende
roles.

Internationd organizationslike the UN attempt to universalize women@ humen
rightsin initiatives like the Convention on the Eliminaion of All Forms of
Discriminaion Agang Women (CEDAW) (Sardar Ali 2002 61). At theinternaiond
level, women@® human rights have been universalized, but states and culture do not
necessarily embrace and enforce these declarations (Ena tion states and cultural norms
can place consderable limitationson auniversal rights discourse tha women seek to
employ as part of their strategy for empowermentO(Sardar Ali 2002,63). States and
individud cultures have alargeinfluence on whether human rights are applied at aloca
level, regardless of internaiond conventions |If astate disregardsinternaiond
conventionson women(@ humen rights, development planstha center around

empowerment of women, like microcredit lending, would have difficulty succeeding.
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Critiques of micro-credit

Empowerment approaches like micro-credit mightbelimited as aresult of larger
systemic forces. Thisisthecritiquetha is mog relevant to this project. QWhile a
welcome antidote to top-down development, we bdieve thisfocuson thelocal also has
profoundlimitations In paticular, it tendsto underplay or ignore theimpact of globd
and naiond forces on prospects for poor people® (especially women(®)
empowermentEQ (Parpat, Rai, and Staudt 2002 3). This developmentiis flawed if
microcredit focuses too much ontheindividud and ignores with state factors tha could
affect itssuccess.  If human rights within a state inhibit empowerment, this development
plan is only as successful as theamountof respect for human rightsin a state.

Humanist, feminist, and microaredit scholars contend tha conditionswithin a
state have an effect on whether or not microcredit lending is successful, so it is not
enoughstrictly focusonthe bottom-up aspect of development (Pollin, 2007, Dichter,
2006 Sen 1983;Elson 1993. State level factors are ignored in bottom up development
planslike microcredit lending. OVhat would permanently hdp these poor people, and if
notthem, ther children, are govenments tha get thar acts togehe and provide
structures, laws, and ingitutionsunde which people® evident interest in getting ahead in
theworld could betransormed into realityOQ(Dichter 2006,3). Dichter argues that
microcredit lending is hdpful for povety aleviation butit isnotalasting solutionto
problems within a state (Dichter 200§. Microcredit is nota solution to state level
factors; the success is contingent on the conditionswithin astate. Women are thefocus
of microcredit lending, so conditionswithin a state are affecting predomnantly women in

microcredit enterprises. Conditionstha are gendeed, like women(® econorric rights,
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would then have amore direct affect on success of microcredit lending because women
arethebomrowers.

Because interest rates can become undfordable to poor entrepreneurs, Pollin
(2007)suggests state governed subdgdies to alleviate such aburden. et heway to
realize the promise of microaredit isto embed thebest features of themodd within a
broader developmental strategy for promoting growth, decent employment, and povety
redudgionQ(Pollin 2007,3). If state govaned subddies are used to alleviate the burden of
poorentrepreneurs, it isimportant tha there isnogende related discrimindion at the
state level because these subsidies would be directly affectingwomen. If govenments
areinvolved with microcaredit and thereis gendea discriminaion at the state level,
microcredit would be negaively affected.

If agod of micro-credit is development as well as empowerment of women, the
state level of andysisisimportant to look at because it either creates oppotunity or
hinde's development. While abottom-up approach like micro-credit can be hdpful
because it has more potential to incorporate gende, it can ignore important top-down
factors. If state conditions especially gendeed conditions are an important factor in the
success or failure of microcredit, microcredit ingitutionsneed to be aware of state
conditionstha may affect outcome of microaredit initiatives.

Anothe critiqueof microcredit isits limited empirical research tha could
potentially lead to incorrect assumptionsand andysis. The econonic successes of micro-
enterprises are notorioudy difficult and expendve to measure empirically (Dichter 2006
UNDP Review, 2005) Mog evidence of success or failure is based on anecdotal

evidence tha may not show stronglongrun econamic success (Dichter 2006) There are
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plenty of anecdotal storiesthat suggest microcredit lending is successful. In this project
alonel have introducd three stories of women that have succeeded in microcredit
lending. There are not many quantitative studies, especially andyses of how state factors
affect microcredit success. Peer reviews of microaredit programs are also difficult to
collect, according to difficulties reported by a UNDP Portfolio Review of its Microcredit
projects. Because measurement is a problem, thereis a potential that microcredit success
is Ohypad ,Oencouraging recourses to beallocated for programs tha might notbe
economcaly sugainablein thelongrun (Dichter 2006)

Microcredit interest rates can be highfor poa people, even if they are what
market forces dictate (Pollin, 2007). (Real annud interest rates on grouploansrange
between 30-50%, according to a 2004survey in Microbankng Bulletin. Theserates are
perhgpslower than wha moneylende's typically charge, butremain punishingly highO
(Pollin 2007, 2). Thequestion becomes whether these interest rates cause more harm
than good andif they arereally intended for the poorest of the poor (Dichter, 2006;
Murdodh, 1999) Credit hasthevery real possibility of creating alargeamountof debt if
theentrepreneuria project does not succeed, which would be disastrousfor the already
poorest of thepoor(Dichter, 2006) Thepoorest of the poa tha microcredit seeksto
hep are women, so debt incurred as aresult of failed microcredit enterprises affects
women the mog.

Contrary to Yunu€pleafor an alternae to wage employment in developing
states, Pollin suggests tha wage employment isimportant for microaredit success.

(Ew hen thewage-paying job market is strong it meansthat the nunber of peopletrying

to survive as micro entrepreneursfalls. This reduces competition amongmicro
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bugnesses and thereby improves the chances tha any given micro enterprise will
succeedO(Pollin 2007,2). More wage employment also meanstha people will have
enoughmoney to buy micro entrepreneurs merchandise or services (Pollin 2007) If a
local market becomes saturated with entrepreneurs funded by micro credit loans thereis
arisk of copycat busnesses and less experienced borrowers (Dichter, 200§. Thiswould
suggest tha microcaredit lending will have diminishing success from year to year asthe
market is saturated.

Dichter questionsthe assumption tha credit will be used strictly for
entrepreneurial pumposs (2006) Credit isgenerally used for consumption purpossin
theNorth whereit iswiddy available (Dichter 2005). It is nat necessarily reasonéable to
think tha credit seekersin thedeveloping naionswill use it differently than peoplein
developeal naions(Dichter, 2006) If women are expected to take care of houshold
expenditures, thereis agreater chance that loansallocated for abusness will beused for
houshold expenses in times of need (Elson, 1993. For example, if achild becomesill
and aloan alocated for theuse of purchasing aloom, tha money mightbeused to
purchase medication for theill child. In this case, awoman@ houshold role is againg
the purpose of theloan (See for example Wright 2000). It isdifficult to judgeif theloan
was used appropriately in this example.

Anothe critiqueof microfinance is tha women often feel pressured to give the
loanstha they receive to the male of the houshold, undemining the empowerment
purpose of microaredit. If theman of thehoushold invests theloan, hewill not
necessarily use it to empower thewoman of the household or use profits in the same way

tha thewoman would. Some literature suggests tha even thoughthewoman would nat
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be controlling the fundsdirectly, thiswill indirectly improve he standing within the
family and community by becoming an avenueof credit for a houshold. Orhis practice
of givingloansto thehusand to use isusudly economicaly rationd, but careful
examindion of theevidence suggests that it also typically strengthensthe postion of the
woman in her familyO(Wright 2000,4). If women control aportion of themoney in the
houshold, they become a Gzashbox Oand have some sort of power over how and when it
isused (Wright, 2000)

Based on theliterature petaining to microcredit lending, feminist internaiond
relations gendaed econonics, and humanist theories, as well as relevant critiques of
microcredit lending, | expect to see arelationdhip between state oppression of women and

success of microcredit lending.



