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Towards Sustainable Development: An Analysis of Entging Energy Consumption Patterns in Rural Bangladsh

Ershad Ali,School of International Business Studies, AISS. Helens

Introduction

This paper analyses energy consumption trendshendeted to introduce Sustainable Energy Technd®gy) that would be suitable,
given the prevailing techno-economic conditionsustl people; as well as contribute to achievingetigpmental goals sustainably in
Bangladesh. The rural community of Bangladesh ssifimm a shortage of energy. Grid connected e@tgticonsumption is strictly
limited due to limited purchasing power and unafali¢ grid facilities. People largely depend on rextsun, wind and biomass from
traditional agricultural practices. Activities thaiffer due to energy shortages are mainly childreducation, business development,
entertainment and health provision. As a resulteligmental programs have little impact on poverdication and sustainability of
the environment. People are willing to use sustdemanergy sources. However, study findings indi¢hat any policy on sustainable
energy supply should be based on locally availeddeurces that fit with the ability, desire, arfddtyle of the rural population of
Bangladesh. As a part of the author's Ph.D. stadgmple survey was conducted in rural areas oflBdesh, between 2000 and 2001.
This paper highlights the survey findings.

Sustainable Development, Poverty and Sustainable Ergy Technology

The fact is that the energy is a common factor ladtproduction and consumption levels, for manthefobserved global
environmental problems. The energy sector has tesponsible for 46% of the increase in the GH@atfip until the last decade.
Currently, CO2 emissions contribute to 55% of therease in the GHG effect in two ways: deforestasind energy use (Hijikata 1994
cited in Ali 2002). The current pattern of energysumption is mainly responsible for making develept unsustainable and hence
contributes little to poverty alleviation. Poversfers to a situation where people are unable &t their daily-required calorie intake,
1800 calories per day per person. This situatiaeiere in developing countries like Bangladeshere/id4.3% of the population is
under the absolute poverty line (Rahman and Isla@8p

The Brundtland report defines sustainable developme “development which meets the needs of theeptevithout compromising
the ability of future generations to meet their avaeds” (UNWCED 1987, p.8 cited in Ali 2002). Howeyvalthough the Brundtland
report recognised the concerns of sustainable deweint and environment, it did not facilitate ursiending of poverty and the
environment. Lele (1991) states that, as a re$utiamlequacy and lack of understanding of the i@latamong sustainable
development, poverty, and environmental degradati@npolicy and programs undertaken so far cainmatove the welfare of the
poorer classes of the society. However, Lele'sriiggldo not specify whether it is the poorer classfesociety who degrade the
environmental quality because of their povertyit @ the already degraded environment that makes tpoor. Broad (1994) carried
out research on the relationship of the poor aadettvironment in the villages of the Philippiness btudy established that the rural
population is poor because they do not have enmsgiurces for economic development, with the enwrent having already been
degraded (pp.811-815). The above considerationlyithat despite the inter-relationship of sustaleatevelopment, poverty, and the
environment, poorer groups of society should ndblaened for today's environmental degradation. 8ogroups exploit resources in
this way because they do not have alternative meéhs their hands.

In Bangladesh, resources are very limited. Theoftesource exploitation is higher than what tbelegy can bear. The current
situation is the result of the development prograrhieh were undertaken in an unsustainable way tiawising environmental
degradation. As a result, the gap between the defieeirand availability of resources is graduallgrieasing, mostly affecting the rural
population. Therefore, in Bangladesh, SET shouldtde to provide energy on a long-term basis adogri villagers' needs, and at
affordable costs, without disturbing the ecologigalance. SET should be environment-friendly arat-effective.

Bangladesh and its Energy Sector

Bangladesh is an agro-based country with an aréd&8B93 sq.km. Its present population is 127 amillbf which about 80% live in the
rural areas (Ali 2002). The rural population modithe on agriculture, forestry and fishery by pregeon.

People in Bangladesh get energy from both commeanitraditional sources. The types of commereiedrgy are electricity, natural
gas, coal, and petroleum products; while typesafitional energy are biomass, animal power, wimdl sunlight. The government
owns and operates the production and distributf@ommercial energy. However although the goverrtroems the majority of the
forest resources, forestry products are distribbiethe private sector. The traditional energy reaik owned and operated by the
private sector. The situation is that the poor<lafssociety is far away from the ownership, prdducand distribution of both
commercial and traditional energy resources.

In Bangladesh, per capita energy consumption ig leev not only compared to developed countriesais regional countries. For
instance, in 1997/98, per capita energy consumpi@angladesh was 0.18 toe (tons of oil equiva/entindia 0.48 toe, in Nepal 0.32
toe, in Pakistan 0.44 toe and in Srilanka 0.39 Tbe. average in South Asia was 0.37 toe and th&lweerage was 1.7 toe (Kumar
2000). Moreover the dependency on fossil fuel lenbincreasing sharply in Bangladesh. In 1980/8% af per capita energy was
consumed from commercial sources, and that ro88%tin 1997/98 (ADB 2000, p.34). This increasedestefency on fossil fuel has
been causing serious negative impacts on the @h@monomy and the environment.

The present pattern of energy supply in Bangladeamix of electricity, natural gas, liquid fuetmd biomass. Among these, biomass
is the main source of energy for cooking and kareder lighting (ADB 2000). The first gas field Bangladesh was discovered in the
mid-sixties, and to date over 23 trillion cft ofsgeeserves have been identified (Ali 2002), bbai built pipelines for gas supply to
only 2.2% of households over the last forty ye&DB 2000 p.35). However, if further gas is not digered, present reserves will be
finished by the year 2030. Coal is mined at Janrdhoti the reserve's depth limits the recoverabbtjty to less than 50 million tones,
making exploitation expensive and problematic ID2). Coal has also been found in Dinajpur at elmshallower depth but the
extent of the field has yet to be established.
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A Rural Electrification program was launched infeoation in 1979, and during the last 25 yeargad ¢tonnected only 12.5 %
households under its grid supply (GOB, Power C@87). River characteristics of Bangladesh do nppstt hydropower generation
system, although there are 230 rivers. The totaistoarea covers about 14% of the officially destgd land area but practically its
tree-covered area is only 6-7% (Ali 2002). The agerof biomass is blamed for the high rate of a@sfimtion. But unless an alternative
source of energy supply is available, it is harddnotrol deforestation.

The real situation is that, due to the lack of téchl and economical capability, the country widk lbe able to establish a fossil fuel
supply infrastructure in the near future. Moreowmgause of inadequate supply, even the upper-im¢museholds still have either
none at all or limited access to non-renewableg@nsources. Urban based lower-income groups ardi paople are a long way away
from reaching the fossil fuel market.

The Survey

In order to understand the nature of demand forsapgly of energy, and to determine the level aleatance of environment-friendly
energy technologies in rural Bangladesh, a sampleeg was conducted in rural areas of the coubgiveen 2000 and 2001.
Although there are six administrative divisiondBiangladesh, two newly created divisions were exadudom the survey because of an
incomplete jurisdiction network and administratsetup. One village from each of four old divisiaves selected. The methodology of
selecting villages was simple. First four upaz{lasal government administrative units) were sedetandomly from four divisions.
These upazilas were Daulatpur, Nandigram, SavaKatubdia. In the second step, one village wascseterandomly from each
upazila. The villages were Loxmikola, Nandigramesa®avar sadar and Kutubdia. As part of the ransielection process, first we
prepared a list of all households in each samplédye from the upzila register, and then 100 hbossts were selected randomly from
each village. In a few cases we have used a pwgposndom selection method with an intention tongete accurate and reliable data.
Primary data were collected using three methodsdesigned questionnaire administration, partidip@servation, and participatory
rural appraisal (PRA). During the administratiortloé questionnaire, in addition to questionnaiit§j up, the survey team recorded
their observations about respondents' activitippf@aches related to this study. PRA was conduotislo villages: Loxmikola and
Kutubdia.

The main parameters of investigation were energg@mption patterns, potential demand, availabdftgnergy resources,
respondents' ownership on resources, their incethgation, environmental awareness, attitudes tsw@ET and the ability to
contribute to SET. The questionnaire was dividetivio parts: baseline information and perceptioSET . In the baseline information,
questions varied from basic household informat@mavailability of energy in rural areas. Questiafso included information about the
losses that the rural population currently incurs tb energy shortfalls in their locality. In theimion section, data were collected in
terms of their acceptance of renewable energy tdopies. One of the significant elements of assgstsie competitiveness of energy
technologies is the accounting of per unit productiost but that part was beyond the scope ofthidy. However, the result of this
survey would provide the basic information on fediy of potential substitution of rural energy BET.

Characteristics of the Sample

Originally 400 questionnaires were administered hfter editing, 303 questionnaires were finallggmted for analysis. Out of 303
usable responses to questionnaires, 60% respondergsnale and 40% female. In addition to the 3@&kholds, we interviewed 31
local leaders from four villages who would haverarsg influence on the SET transfer process. Net#int, in this study, one
respondent was selected from one household andetia@sents the people of the community. So tmeitedogy respondents,
households and people express the same meanimg amalysis.

The educational background of the respondentsd/émen illiterate to university degrees. A disprojenately higher number of
respondents came from literate groups of peopleu@®8%, national literacy rate is 45%; Ali 2008)nce educated people are the
leaders in adopting new technologies in any societyhave deliberately created a bias in our sagplt would give us a true picture
of the feasibility of new energy technologies. Inghcases, rural illiterate respondents followshecess of the educated people. More
than 18% of respondents indicated their occupa®ihousewife'. Women are major energy users @l oammunities, usually for
cooking, washing and lighting. The benefit of haviespondents from the “housewife group' was censéimportant to gather
women's perceptions of the environmental impadhefcurrently available energy sources and theftiefentroducing SET.

A standard rural family consists of 5.6 members 28I02). It appears from the survey that a predamimajority of these households
have an annual income of less than Taka 20,000v@equt to US $323). That means a per capita aninaame of less than US $58 in
rural areas which is extremely low compared torthonal per capita income of US $430
(http://www.worldbank.org/data/countrydata/aag/bamly. pdf, as estimated in 2004, US$1 = Taka 62} fdflects a highly skewed
distribution of income in the country. It is assuhtkat higher income families have greater acaefiset power supply system
compared to the poor. Usually large landholdergiatefamilies, they hire labour for cultivatiomatry to enjoy a better life including
health and entertainment. That means large farh@ers higher demand for energy compared to thatpaioa family. In rural
Bangladesh, a rich family is defined mainly by kel of land ownership, income and education.

The survey also reveals that a large percentagespbndents do not have any excess land. Thig igeheral characteristic of
Bangladesh, one of the most densely populated desrdf the world. Most of the sampled househoklalgetboth homestead land and
arable land, and so they can buy energy as weltlapt new technologies. In terms of national laatistics, the percentage of the
population with less than 0.02 ha of arable lantherural areas is 35.75% (Ali 2002), known aslless people. Our sample confirms
to this vital national statistics. However, the @nship of homestead land shows that about 39% holdsehave very limited
household land. This reflects the relative scamitiand for housing in Bangladesh.

Energy Situation in Rural Bangladesh
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The energy situation in rural Bangladesh incluthesdiscussion on existing energy supplies soussesgy usage by households and
commercial enterprises, methods of energy acquisititatus of SET, potential for sustainable enesgy and feasibility of producing
sustainable energy.

Existing Energy Supply Sources

Rural and semi-urban households use energy foipteufiurposes from different sources. The studyébthat rural households collect
energy from animals, forestland or open land surding their villages, local retailers, local agentbolesalers, and electrification
boards (Table 1). Some of them also buy energy tremopen market. These multiple sources of enargysed for multiple purposes:
cooking, housekeeping, lighting and heating.

Historically, in rural Bangladesh, most of the heluslds own animals. The common animals are cowlbas, goats and poultry. The
survey shows that 76% of households owned cow28%gowned goats. Only 2% owned buffaloes. The sualeo indicates that a
reasonable portion of rural households did not empanimals, although having animals in rural hbotds is a common practice,
especially an agro-based country like Bangladekb.réason might be that more than one-third ofl hoaseholds in Bangladesh are
landless so either they have very limited homeslaadl or no land at all. So they are unable to jl®food and accommodation for
animals. However, it is evident from the surveyad#iat most of the rural households have cows agpared to other animals. Cow
dung is a major source of energy in rural Banglades

Table 1: Sources of energy Supply in Rural Banglacdih

Source of Energy Percentage of respondents
Own animals 27.4

Own forest/land 23.8

Local retailers 32.3

Local agents 4.6

Wholesalers 0.3

REB 2.0

Open market 9.6

Source: Field Survey

Table 2: Use of Energy by Rural Households

Purposes of energy use Percentage of respondents
Cooking 98.3

Entertainment 9.9

Fan 1.0

Ironing 45.2

Lighting 82.5

Security 10.6

Washing 66.0

Source: Field Survey

Twenty four percent of rural households collecirtBapplies of energy from forests. They colledejstalks, straws, leaves, and tree-
branches from their forests and land. Local agempely liquefied diesel, cow dung (in the form akes or sticks), kerosene, petrol
and firewood to the households. Wholesalers sulpgigsene in the market, while retailers supply dowg, kerosene, leaves, and
firewood. This reveals the spread of the markeefwrgy in rural Bangladesh. Energy is used predantiy for cooking (98.3%) and
lighting (82.5%) purposes in rural Bangladesh (€&l Nearly 66% use energy for washing, 1% useggrte operate fans, and 10%
use energy for entertainment. Different types @rgp are used for different purposes.

Usage of Energy by Commercial Enterprises in RuraBangladesh

Rural people use energy, mainly, for shops, cotiagstry and irrigation as commercial purposety-five percent of the surveyed
enterprises use energy for irrigation purposes, Lg&ait for fanning, 16% for lighting, while 12%eus for entertainment (operating
radio or cassette players for customers. This qopsion pattern is consistent with the agrarianetydbecause the country is trying to
shift its agricultural practices from traditional $emi-modern, which requires more energy. Theseme of energy used for irrigation
purposes implies a demand for energy to operagation machinery. It also implies that additioeakrgy in the agricultural sector
might positively impact the rural economy and heaemte further demand for energy.

Reasons for Using Existing Sources of Energy

The study attempted to ascertain the reasons fmtwthe users have chosen a specific type of erferggpecific purposes. Fifty four
percent of households do not have access to amyative or cheaper source (Table 3). So, theyotiiave much of a choice.
However, when an alternative does exist, 24% pitbieicurrent source of energy because of its ealtgction. Eleven percent said that
without the supply of electricity, they would have option but to use this source and 19% saidithgthe only source they can use for
this purpose. Overall, the picture is that the entpattern of energy use is mainly guided by teasons: lack of alternative sources,
and easy access to the existing sources.

The term “easy access' refers to the fact thak pexple can collect or buy a specific type of ggewithin their affordable time and
money. The national unemployment rate is 40% aisdrétte is much higher in rural areas becauseehé#ture of work, agricultural
and seasonal (http://www.indexmundi.com/banglatiesmployment_rate.html). Moreover, a significarggortion of school-age
children do not go to school (33%) because of thefents' low economic status (http://www.uniceflbangladesh/children_355.htm).
Hence, an unemployed member of a household caml djpe@ to go to the market for fuel. Similarly, kelien who do not have much to
do can collect biomass from nearby forests/land.
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Potential for SET in the Rural Bangladesh

To examine the potential for SET in rural Bangldgege asked questions on simple awareness anddoatawareness. Seventy two
percent respondents demonstrated awareness @dhtnat their current pattern of energy use isemotronment-friendly.

In explaining in some more detail the possible emunental consequences from their current patteemergy use, a large proportion
of them (42.6%) quoted flooding as the main restitheir current pattern of energy use (Table 4ot 63% considered that both
flood and drought are consequences of their cumeatgy use. Only 2.3% could perceive that clinchnge is caused by the present
pattern of energy use. This revelation is importath for finding an alternative to energy sourard analysing the pattern of
adaptation to alternative energies.

Table 5 demonstrates current knowledge of SEE. dbserved that 96.4% of rural households coulderainieast one SET of energy
production. In rural areas photovoltaic (solar) amdd energy is mostly unheard of (3% and 9% of r@mess), while nearly 75% of the
people who could name SET know about solar, biogad biomass energy. This suggests that biogabiamiss-based SET will be
more readily acceptable in rural Bangladesh irsti@t term.

Table 3: Reasons for Using Existing Energy Sources

Possible reasons Percentage of respondents
Easy collection 23.8

No other alternative 28.1

No electricity 10.6

Available source 9.9

Only source 19.1

Affordable 7.2

Others 1.3

Source: Field Survey

Table 4: Knowledge of Environmental Consequencesdm Energy Use

Possible consequences Percentage of respondents
Climate change 2.3

Deforestation 14.2

Drought 20.1

Flood 42.6

Ecological disturbance 2.0

Natural disasters - floods, cyclones 9.6

Natural calamities and deforestation 5.9

Smoke 13

Other 2.0

Source: Field Survey

Table 5: Knowledge of SET

Type of SET Percentage of respondents
Biogas 25.7

Solar energy 25.7

Solar and biogas 23.8

Windmill, solar, & biogas 9.3

Photovoltaic 3.0

Wind power 8.9

No idea 3.6

Source: Field Survey

Perception of Producing Energy with SET

The survey revealed that only 2.4% of respondemésviabout the existence of wind plants in theiade4% for biogas plants, 1.4%
for solar photovoltaic, and 2.8% for windmills).e@kly, SET is not a popular item but it is not ligtéoreign either.

Survey shows that a substantial proportion (68.684he rural people are interested in participatmthe SET production, and the rest
have either no interest or are not sure aboutnenty nine percent of the respondents who weredsted in SET told that they needed
more information about SET. Fifty seven percendneeney or some financial assistance, 1% need &nti10% need capital and
labour to participate in producing energy, using SkEis evident from this table that introductiohSET in rural Bangladesh would
require some planning and establishing a mechanism.

Rural Energy Demand

Table 6 shows the range of activities that aressinff) as a result of energy shortages. Sixty oneepe of the respondents mentioned
short supplies of energy in their area, and theltast vulnerability of economic and non-econonitiaties. Thirty percent of the
respondents mentioned that education is badly tffiday the shortage of power necessary for lighdimg possibly fans. Three percent
named 'personal entertainment’, implying powerTiér radio and cassette players. Nearly 5% mentigolesl were cut due to power
shortages in their areas. Other activities affebiednergy shortages are small businesses andtioigactivities.

Table 6: Activities Suffering due to Energy Shortags
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Activities Percentage of respondents
Education 29.7

Personal entertainment 2.7

Business 1.3

Irrigation 2.3

Job 4.6

Education and irrigation 4.3

Irrigation and communication 2.3

Other 4.6

Don't know 48.2

Source: Field Survey

The study further investigated the priorities foery use in case of additional availability of myyefor rural population of Bangladesh,
and our results are quite illuminating. Table 7vghthat 58.4% of the 'new energy' will be useddaaation and entertainment, and
85% have some plan to use any extra energy théitinegavailable to them. About 5% would use enéogynprove their living style.
Living style refers to room heating in winter, aonditioning in summer, refrigeration facilities fimod and medicine and use of
entertainment equipment. In fact improvement indfaedard of living means better options for heaitttl wellbeing. In rural society,
energy is seen by many to serve three main purpedasation, entertainment, and lifestyle. Themftihere exists a tremendous social
benefit from supplying extra energy to these people

Table7: What Will You Do if You Have More Energy?

Activities Percentage
Education 28.7
Entertainment 26.7
Industry 5.3
Business 4.6
Improved living 5.3
Irrigation 1.3
Education and entertainment 3.0
Irrigation and business 3.3
More work 2.6
Protect environment 3.6
Other 1.0
Don't know 14.6

Source: Field Survey

To elicit opinions on direct benefits from incredsmergy supply in rural areas, we designed afspiastions. On average, each
respondent could name four benefits from more gnsugply. It is evident that the largest benefitamsidered to be education (Table
8). This is followed by entertainment, more indysbretter environment, reduced migration, bettaitheand more jobs.

Table 8: Potential Benefits from More Energy in Ruil Bangladesh

Future Benefits Percentage of respondents
Education 19.4
Entertainment 13.6
Food habits 5.5
More industry 9.0
More business 6.6
Reduction of population growth 6.9
More jobs 7.9
Reduction of rural-urban migration 8.5
Better communication 5.0
Better health 8.0
Better environment 9.6

Source: Field Survey

Leaders' Opinions on SET

To identify the feasibility of introducing altermat energy technologies in Bangladesh, we conduztsebarate survey among the
social elite in the surveyed four villages. Thisv@y was essential because a large part of theethssated rural population relies on
someone who is better off or better educated.itndbntext, “educated' does not mean having foediatational qualifications. The
rural people tend to rely on a person who is reddfiknowledgeable in their locality, consideringtheir well-wishing leader. In
general, these leaders are priests, schoolteagwitszal representatives, local elite and largeners. From sociological and cultural
viewpoints, these leaders strongly influence thasiien-making process of the rural society in agli@ping country, being able to
motivate the focus group of the society. During BA survey, we observed that the involvement céldeaders forms an essential
part of SET transfer in rural Bangladesh.

Originally 40 questionnaires (10 from each villagere administered but finally 31 questionnairesengccepted for analysis.
In most cases, the results were not expected touod different from that of the household survey, ib terms of overall feasibility,

the leader’s opinions would be of great weighttl@f 31 respondents, 73% had no idea about SEThd3&twho knew about SET, only
3 could identify it with some details and namesisTdtearly suggests that SET is largely an unknpth@nomenon in rural Bangladesh
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amongst rural leaders. At the same time, it wasddhat 83% said that they would co-operate oisagsiany endeavours to introduce
SET in rural areas. Moreover, 25% think that intrcidg such technology in rural areas would regsiim@e sort of financing. Forty one
percent of respondents in the leadership groupratsttioned that they would provide land for instgISET facilities in their areas,
and 90% said that they would use it, too.

Conclusions

Bangladesh suffers from acute energy shortagesgdpéetween demand and supply is gradually inzrgaslthough there are some
reserves of natural gas and coal, the country'saui@ and technical inability makes it hard to pdavan energy supply network to the
rural poor population. The dependence on imporffisedis gradually increasing where the rural popatais largely disadvantaged due
to their low purchasing power. Rural people havdeapend on biomass, wind and sun which leads t@darm the overall
environmental quality.

Both household and leadership opinion surveys atditthat SET can be introduced in rural Banglatestcrease supply of energy. It
is also clear from the household survey that enfmglight, fan, and entertainment are in high dachand short supply. The survey
further suggests that biomass energy is also ghettpply, but can be usually collected from opecess resources. At the same time,
there exists a market for purchasing all typesnefrgy supplies—from leaves to firewood.

The survey further points out people are awar&ef¢ost' of energy shortfalls in their lives, aadare expected to be buying energy. It
is also clear that one of the major reasons farguskisting sources of supply is monetary costctviill remain extremely important

if we are to introduce new technologies. In otherds, SET must be cost-effective. Both househottleadership opinion surveys
revealed the existence of a strong positive attifndrural Bangladesh to using and producing SESetienergy. The market potential
for SET in rural Bangladesh in terms of demand, iartdrms of SET-based energy production is veomising. People are aware of
the possible benefits of SET, and they are ovemvimglly willing to help with such an initiative.

Although there is a need for further research sess the accurate cost benefit in monetary tetrhasibeen established that the supply
of more energy from a cost effective and sustamablrce (SET) will make a positive contributioretoployment, education, health,
and standard of living and to reduce migration framal to urban. The impact of energy supply wéliultiple in other areas of rural
developments and ultimately will contribute to witg¢e poverty and sustainable development.
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Gender Equity in Participatory Rural Development: Lessons from Nepal

Bijaya Bajracharyalnstitute of Natural Resources, Massey University
Ganesh Rauniyatnstitute of Natural Resources, Massey University

Introduction

Nepal is one of the poorest countries in South As&pal’s population was 24.6 million in 2002 (UN¥®04). Nepal ranked 140th in
terms of overall human development index (HDI) glibpin a study of 177 countries and had one ofttighest poverty rates (42
percent by national standard and human povertyinaieking of 69 in a list of 69 developing counsjign 2002 (ibid). Less than half of
the population was literate (43 percent) and ferfi@eacy stood at only 26.4 percent. The gendspaliity represented by gender-
related development index (GDI) showed that Nepaked 116th in a list of 144 countries (iJid) Nepalese women tend to live more
insecure lives compared to men because of illiferéichealth, poverty, patriarchal society, andiscriminatory legal system. These
factors have contributed to low participation ie thevelopment activities compared to their malentaparts (NPC, 2002). IFAD
(2001) notes that, although rural life is hardrfieen and women, rural women work longer hours iayaahd have a higher workload
than men. By social norms, they are required ffdlfriple roles: reproductive and childcare, tégr household chores and labour
intensive economic activities such as farming. Wiemeontribution to productive sector (e.g. farnm)irgnot monetized and thus their
contributions are undervalued. In addition, thayehlow access to extension services, institutioredit or production inputs (IFAD,
2001).

Gender policies, programmes and activities in Népak evolved over time as a result of the devetmrocess and the changing
international environment. Like other developimyiatries, Nepal has gone through different poliggrtations, including women in
agriculture (WIA), women in development (WID), womand development (WAD) and gender and develop(i@&fD). Likewise,
participatory approaches have also played theasrol agricultural and rural development since $598Wis study attempted to
document the contribution of participatory apprascto gender equity and to identify challengescinieving gender equity through
participatory approaches using three case examphaso sought to highlight the gaps in presemteustanding and the implementation
of ‘gender’ and ‘participation’ in Nepal and to pide recommendations for participatory gender edplé development.

Gender and Development (GAD): What do we understané Nepal?

Nepal adopted the WIA approach on a small scaleimnvthe Ministry of Agriculture by establishing al®Unit in the late 1970s and it
gradually merged into a WID approach (ADB, 1999a88 WID components were tagged on to various dgrekent projects with an
aim to address rural women’s needs. The approadiived treating women as a target beneficiary graater in the 1980s, WID
became a WAD approach which further emphasizedi@integration of women’s needs in developmenviiets. Furthermore, GAD
in Nepal emerged in the early 1990s (ADB, 1999)emirat addressing both strategic and practical nefedsmen and men
simultaneously. To date, development efforts de@éat women in Nepal like many countries, cantfogiged into welfare, equity, anti-
poverty, efficiency or empowerment (Table 1). Thelfare and anti-poverty programmes are often necggseconditions for equity
from the GAD perspective (ISNAR, 1997).

Table 1: Examples of applications of policy approaues directed at women

Policy approach| Aims Applications
Welfare To bring women into the Food aid, nutrition, family
development process as better planning projects
mothers
Equity To promote women as active Development projects with
participants in development small WID components
Anti-poverty To alleviate women'’s poverty by | Small scale women’s income
increasing their productivity generating projects such as
handicraft projects
Efficiency To increase women'’s participation| Projects to meet basic needs df
in research and development women
Sectoral-based projects e.g.
women and forestry
Empowerment To empower women through greatétrojects focuses on basic and
rights to self determination strategic needs simultaneously

Source: ADP, 1999; ISNAR, 1997

The present Tenth Five Year Plan (2002-2007) ofjtheernment of Nepal emphasizes the promotion t¥ies for gender equity,
women empowerment and gender mainstreaming (NP@2)28 number of governmental, non-governmental dobr organizations
support gender development activities.

Participation and participatory approaches: What dothese mean in Nepal?

A participatory approach was initiated in Nepathe field of rural development from the late 198@sause of the failure of top-down
interventions (Pandey, 1999). Participatory rupgraisal (PRA) tools and methods which evolveddB8ds (Chambers and Guijt,
1995), have spread very rapidly in Nepal, espacstice the establishment of multi-party democrpélitical system since early 1990s
(Pratt, 2000). Participatory tools in varying forare now used and supported by non-government izaféons (NGOs), government
officials, bilateral and multilateral donor agerxia several sectors for purposes ranging fromitatiae research, to project appraisal,
to project monitoring and evaluation, to actione@gh and consciousness raising.

! Gender related development index combines threertions of development- longevity (life expectaatirth), knowledge (adult
literacy and mean years of schooling) and incoelsb takes into account the sociological inegaitietween men and women such as
differences in income and education (UNDP, 2004).
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While participation is understood differently basedlocal interpretation, most development orgaions in Nepal generally claim that
they have strategies to achieve participation vtheg involve participants through group members8ipme also refer to attendance by
participants in project meetings as an additiondicator of participation. Very few have tried effoto treat participants as agents of
change or development by building their confidetachave their voice and rights incorporated intoisien making. Yet this
transformative participation is an ideal form oftpapation (Agarwal, 2001) which is critical inlal

aspects of rural development.

Participatory approaches for gender equity devetapimeed to emphasize the equal participationaafl lmen and women in
development activities. Both men and women shoalddnsidered active agents in the development psoclen and women in Nepal
tend to have different perceptions, sets of intsraad needs due to prevailing social norms inetpcHowever, they often strive
towards a common goal: a better future for theneselnd their families, which requires their acpeeticipation in the process of
development.

The next sections present a gender analysis afahs between the “ideal participation involving noerwvomen” and “existing
participation in reality” in three case studieShese represent examples of initiatives of piory and gender equity approaches with
regard to agriculture, micro-credit and educatiime experiences of those initiatives in terms efrtBuccesses and challenges in
achieving gender equity through participatory apptees are described. The analysis identifies @l/tsocial and institutional factors
that play major roles in ensuring the positive ictpaf participation on gender equity and suggestsrdd improvements for enhancing
effective participatory gender equity development.

Case studies
Case example 1: Gender-sensitive participatory agriltural planning by Women Farmers Development Divsion (WFDD)?

The WFDD/ Ministry of Agriculture with the finandiand technical support from the Food and Agria@t@rganization (FAO) during
January 1996 to August 1997 undertook an initiadiveed to test and refine a participatory methogipko incorporate gender
concerns into agricultural planning from the grassts to the district level by strengthening thpaxity of the Ministry of Agriculture.
Under this initiative, 53 staff of district agri¢utal offices and the WFDD were trained on the gerahalysis and PRA (GA-PRA).
Gender-sensitive participatory planning exercisesavearried out using PRA techniques in threeidtst{Nawalparasi, Sindhuli and
Rasuwa). Several PRA todlwere used in the exercises conducted with sepgratss of men and women farmers to provide gender-
specific information for district planning. Moreah 500 women and men farmers participated in theP®A needs identification and
planning exercises. Community action plans werpamed based on these.

Although efforts were made to increase the paitgn of women and men in the exercise, women digarticipate in the ways men
did primarily due to three factors:
¢ Men in the community had the final say on decisiand thus many of the women’s needs were not atielguaflected in
the community action plans (due to socio-culturadiition and male dominated society).
¢ The facilitators lacked skills in balancing malexdoance so that women could have their say in filegisions.
*  Government staff took for granted that they knewstbeflecting wider institutional culture. They wearluctant to change
their attitudes and behaviour which discouraged m@mfull participation.

The initiative limited the PRA to an extractiveeegise rather than using PRA within the contexa dbttom-up planning cycle as had
been originally envisaged. The information from coamity action plans was used to develop the WFDidedines rather than
integrating them into district level plans wherglementation happens. The major reason for thisthatshe personnel in the decision
making level in the ministry and in the districfioés could not be convinced to implement distworkshops to develop district level
plans, as they were excluded in the field PRA a@gesc Most trainees were grass-roots level stdttiough they were enthusiastic
about using the approaches, it was unlikely thaibjustaff were able to apply what they had learuefécilitate gender sensitive
planning without firm backing from their supervisoMoreover, the ownership of the process did ebirgstilled in the local
participants because of the imposition of hieraxahpower relations by project staff.

Under this initiative, the remaining problem is htmchange mechanisms and procedures within thistmyiis operations to ensure that
gender issues are fully addressed and integrategriaultural planning processes and participasgyroaches. New district steering
committees, initiated without building on the ekigtcoordination structure and planning mechanisthedistrict level, turned out to
be counterproductive because they made distriffttaceive the WFDD project as something outsig@rtregular programme of
work. The ownership of the process did not gdilled in the locals.

Case example 2: Women Empowerment Programme, PACTdypaf

PACT Nepal, a subsidiary of USA based NGO, impleiegia women empowerment programme in rural pargd afistricts of Nepal
during 1997 to 2001. The programme emphasised#tering of self-reliance and empowerment of wotheough literacy, income
generation and community activism. The local NG@rpas provided training to women’s saving and itrgabups, focusing on
capacity building. Each group consisted of 25-35n@n who elected a president, treasurer, secretarg @ontroller from amongst
themselves. Moreover, one of the group membersiaste literacy volunteer to run the literacy obss#\ participatory tool

2 This study is based on the review of relevantdiiere reflecting three cases mentioned. One oétitieors (Bijaya Bajracharya) was
involved in two projects (WFDD and SSMP), and tbosld access the information on those cases. Tinily $s also based on the
knowledge and experience obtained by the authangltner long-term work in the field of rural devphoent.

3 Source: Sontheimer et al., 1997; WFDD/FAOQ, 1997

4 The PRA tools included social and resource mapiegsonal calendar, economic well-being, dailiviégschedule, resources
analysis, mobility mapping, decision making matkienn diagram, pair-wise ranking and communityacplan.

® Adapted from Ashe and Parrott, 2001; Littlefietcak, 2003; McClain, 2002; Odell, 2001; Silwal,G20
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“appreciative inquiry” was used to discuss with veanabout opportunities for improvement in theiirg status with women.
Knowledge about women’s legal rights and the itigiaof small business activities was provided tmven through training and
literacy classes.

In June 2001, 6500 savings and credit groups cangriL30,000 women had been formed and about 63yé6ten had gained some
level of literacy; half of them had never gone ¢b@ol. In all, 215 local NGOs in the programmesapéayed important roles in
mobilizing women into groups and facilitating thésrmanage and utilize their funds. About 840 empavest workers (hired through
local NGO partners) provided training and followsuypport to the groups. The project assessmentuttettthat there had been a
positive impact on women’s empowerment. Two-thislsromen members in village banks were making deesson buying and
selling property, sending their daughters to schoefjotiating their children's marriages, and plagtheir families. This was a
significant departure from traditional social noromgler which such household decisions were trawditip made by husbands or senior
male members in the households.

However, the programme has shortcomings too. Mamtys relied upon their young educated relativésusbands for book-keeping.
The continuity in literacy has been a problem; diypercent of the groups continued to meet a®@apgio study the last book in the
series ‘Village Bank Entrepreneurs’. The progranawer-emphasized women’s empowerment which may hdverse implications
on the acceptance by men if not implemented cayefTihere is evidence of adverse implications fratimer project§ however, these
have rarely been reflected in the impact reporesvatuation documents for them. There have beegrakvases in women’s saving and
credit groups, in which women members’ husbande léthdrawn their support from the household andheo have hid their savings
or even businesses from their husbands (ChestoKuatmu, 2002 pers. comm. with women’s saving and credit cooperatives, Kavr
district, Nepal, 2002). As the women’s empowernapyroach goes beyond using women'’s time and resstioc rural development to
build on women'’s participation for fundamental cgann gender relations, this will also require plaeticipation of men in the process
of change. In addition, it will also seek a chaimgerganizational culture of NGOs and PACT Nepall & the priorities of USAID
(donor). In effect, a women’s empowerment appraaeltly requires a gender empowerment approachstigttegies of targeting both
men and women so that both become capable in makiegtive decisions for family well-being.

Women'’s contribution to increased income did natuea that women directly benefited. Small increasébeir access to income may
be at the cost of increased stress and their paitth(Mayoux, 2001). Savings provide women witheans of building up an asset
base. But pressure to save may mean women forgfuéimgown necessary consumption. Moreover, loakertdor the non-income
generation activities like paying for school feesrriages and other social events put additionaldruon them to repay. All these
indicate that the integration of men into theseettgyment initiatives in order to get their suppaithin the households or in the
community is essential. The exclusion of men irtipgration for development may create conflictsvoetn men and women in the
household and in the society

With regard to participation, the programme hasgsfdrt to achieve transformative participationdsgpowering women through
capacity building. The empowerment of women has lesufficient for them to continue the activitiefter the discontinuation of the
project however. They are still dependent on thp@merment workers, NGOs and PACT Nepal for varactsvities. The time period
of the programme (about four years) was not endogitrengthen the capacity of the groups and tmlaad implement effective
monitoring and evaluation mechanisms that woulgsdpnot only the achievement of transformativetipgration but also the
continuation of it.

Case example 3: A new approach to integrate gendespects in sustainable agricultural developmeht

During 2000 to 2003, the Sustainable Soil ManagérResgramme (SSMP) of Helvetas Nepal undertookvaingiative on
participatory and gender approaches. This initeiivan example of bottom-up project planning aglilar monitoring and evaluation
of the activities by rural women and men themselvésimed to develop participatory tools and melhto promote planning,
implementation, monitoring and evaluation of imprdwsustainable agricultural activities by women areh farmers themselves. In
addition, it also aimed to stimulate men and woimethe rural community to agree on the change forenequal sharing of workloads
and benefits between them in the household.

Initially, a small working group of three organiiats along with the leadership from project persbmieveloped the concept for
gender equity and participatory tools and methauitasted them in the field. The concept of gerdgiity centres around recognizing
the different influence of men and women farmerthafamily on the decision to adopt new improvesttainable agricultural
technologies. Since the decision for change depeadsiderably on effects that a new technolodjkédy to have on the farm and
farm family members, it is important to recognizel aalue the effects of family members. The finedidion is a product of discussion,
negotiation and compromise in the family takingiatcount social norms/rules/regulations in theewmbmmunity (Locke and Okali,
1999). The family with a conscious and balancedsitat for adoption of new improved technologiessdmhon an equal sharing of the
workload and the benefits among family membersieaels progress in equity. The participatory toasld methods were discussed with
the mixed groups of men and women and also onlyevognoups separately. The overall method consistadeflection-planning-
commitment for change-evaluation process suppdayetifferent participatory tools such as time lipe chart, effect tree,
prioritization table, problem and solution tabladarend analysis (Bajracharya et al., 2001).

The initiative led to a number of follow-up actiei:

® The women managed saving and credit cooperatigesitated by Women Awareness Centre Nepal) inféadistrict could not be
run effectively, as husbands of women members dicduapport in income generation activities to paghkthe loan the women took
from the cooperatives. Because of this, the codpesahave started encouraging men to be suppartgmbers in the cooperatives
since 2001. Men were also encouraged to be patitspn the trainings and workshops. Men becamgsigoportive and as a result
conflicts in the running of agri-based enterprigéhin the household reduced (personal communinatieith cooperative members of
Kavre district, 2002).

7 Source: Bajracharya, 2001; Bajracharya et al.12B@jracharya et al., 2002
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«  Shared experience with 17 local NGOs in three idist{Parbat, Doti and Baitadi), which applied thels and methods in 3-5
farmers’ groups per NGO;

e A stronger resource organization (MANUSHI) throdigid exercises in collaboration with seven orgatians working in
four districts (Palpa, Sindhupalchowk, Kavre, Langy

« Linkages and shared experiences with other govertahand non-governmental organisations;

* A field manual prepared jointly by the resourceamigation (MANUSHI) and the working group basedatmout two years of
field experiences; which was eventually adopte@®yprganizations.

The initiative provided a number of valuable lessdfirst, different suggestions came from men aath@n on improvements,
madifications or changes to technologies. Men inréalistrict suggested that the project identifyketing outlets for organic
vegetables whereas women suggested identifyingbpppte technologies to reduce problems of whitégr Second, the experience
with Kavre farmers indicated that the real situatid low availability of benefits to women in mdsiuseholds was revealed only in the
discussion within a women'’s group and could noatlgieved in a mixed group. When discussed and reoefi with a mixed group,
men realized and committed to redistribute beneafid make them equal in future. Third, men in Pdiptict realized that if women
could also make decisions, production and incom ftoffee could also be increased. They expecteattiange in the future and also
discussed the major challenge of society and soays ¥ reduce the challenge. The supportive aridatdge factors for social change
in the surrounding community were discussed. MeRdrbat district have also agreed to share in trv&lead of women in some
activities like shed cleaning, and grass cutting earrying which were women'’s jobs. Fourth, womestevable to put up the issue of
work burden to the facilitating organizations daenéw improved sustainable agricultural technolegighey demanded the the
organizations bring and provide them labor reduténfinologies. As a result, corn shellers, and mfeevest tanks with drip irrigation
sets were introduced to women groups for experiatiemt.

Despite these efforts, there have been challemgesms of the translation of commitments for chemgthe society by men and
women, and the long-term commitment and patienadl astakeholders in supporting the changes.

Socio-cultural and institutional determinants of paticipatory gender equity development

Several factors govern participatory gender equgtyelopment and its ongoing sustainability. Thesele broadly grouped into three
categories: (i) socio-cultural context, (ii) pertieps of development professionals; and (iii) locetitutional capacity.

Socio-cultural context

The present socio-cultural context in terms of fiosiand roles of members in the household andvgdeiety has a critical role in
ensuring the positive impact of participation omdgr equity. The low status and disadvantagediposif women in the household
and in the society resulting in lower educatiortrition and health; little access to property, igses and training; and non-
participation in decision making negatively impaatparticipatory gender equity development. Furtieee, lack of gender awareness
at all levels in most cultures; non-recognitionnafmen’s contribution and work load (as mothers,dasives and farmers) and male
dominance due to patriarchal social structurestcaimsthe positive impact of participation on gendaquity.

Perceptions of development professionals

Two issues have emerged: (i) male dominationserptiofessional sphere from implementation to tHeponaking and (ii) limited
number of women professionals with required knogéednd skill to achieve participatory gender eqdéyelopment. Most
professionals generally judge gender equity in greent in quantitative (e.g. number of women pé#ptited) rather than qualitative
terms (e.g. extent of empowerment). The professoméo advocate for gender equity in the develagrfield outside, fail to apply it
in their own families and socio-cultural environrharhich constrain participatory gender equity depehent.

Local institutional capacity

The capacity of local institutions in terms of thienowledge and skills with regard to participataryd gender equity approaches has a
strong influence in achieving a positive impacpafticipation on gender equity. The local instdns can play supportive roles
towards societal change to achieve gender equilgy €an enhance capacity to negotiate with resteietctors (i.e. those restricting
change) within the family and the society. For eglana women'’s cooperative in the Kavre district heelcomed men (husbands of
women members) to join the technical committeéhefdooperative in order to get their support imgeof work sharing for the
promotion of organic commercial vegetable productibhe cooperative has facilitated discussions twbether the commitment for
change in the households has been transformetiafits (Bajracharya et al., 2002). A big challehige in seeking different ways to
transform the actors’ behaviours from restrictivestipportive. Moreover, promoting change againsilly restrictive actors may cause
tensions in communities and may backfire, henaeptte of local capacity to accept change neelds émlequately internalized by
development professionals.

Participatory gender equity development — what caroe done?

In light of the assessment of the previous three caudies and some of the issues identified alvovdelieve that participatory gender
equity development is a meaningful way to address causes of poverty in developing countries int8@sia, Nepal included. A
number of steps are required for this to happewgher, including improvement in the conceptuali@atdf GAD, institutionalization

of participatory gender equity approaches, capdwitiding in local institutions, improvement iniaitles and behaviour of
development professionals through training and etime, and the establishment of mechanisms forimomtis motivation towards
gender equity in the wider society.

Improve conceptualization of GAD

The concept of gender and development should bglsimnderstandable and convincing. The concegtidin should focus on the
family well-being with equity of all members rathéan just women. This concept has indicated istive contribution for gender
equity in the development work undertaken by SSMéletas in Nepal. The local institutions and riesitre actors in the society and
in the households were motivated to change to aelgender equity by discussing this concept wighube of various participatory
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tools and methods. Mechanisms are required to ivepifte professionals’ understanding of GAD andhange their traditional focus
from “how many women and men participated” to “tbavextent were women and men empowered” for tieeadivand long term
well-being of the families involved.

Institutionalise participatory and gender equity approaches

Institutionalization describes the strategy anccpss followed by the organizations whereby paritgm and consideration of gender
equity become regular and continuous enough teberibed as institutions. Most projects initiatgcdgbvernment and non-
government organizations (NGOs) aiming on partimpagender equity development, tend to be of Bahitluration. There is a Nepali
saying that “as projects come and go, their agtiwvialso vanish along with their departure”. TheQ$Gnd International NGOs
generally lack enough time, resources and patitmcentinue efforts towards the institutionalizatiof gender and equity approaches
in their organizations. Similarly, government orgations’ bureaucratic cultures often inhibit trdoption of participatory approaches.

To implement participatory and gender equity apphea successfully, organizations must determinehehéheir policies and
procedures are capable of responding to the neetgrérities of local women and men. Trainingrieag and application with regard
to participatory and gender equity approaches bfegsionals at all levels from implementation ttiggoand decision making levels
are critical. If the higher level professionalsaiwed in decision making can be motivated and aw®edl, they are better able to
facilitate and encourage other professionals erdyagthe implementation level. The organisatioreughlearn through monitoring and
should have flexibility to test, modify and refimmovations in promoting participatory gender egdiévelopment. It has to be
considered as an ongoing process rather than as @énee event or a blue-print approach. The prasnotif participatory planning,
monitoring and evaluation of the activities froomder equity perspective at different organizatideetls is also essential.

Build capacity of local institutions

Local institutions play a very important role inhamcing the contribution of participation for gendguity development. However, the
knowledge and skills of the institutions need tdhét and strengthened so that they are able denstand and implement participatory
and gender equity approaches effectively. If thralldnstitutions are capable and supportive, tleyalso facilitate the transformation
of restrictive actors into supportive ones who supphanges in the society to achieve participagnyder equity development. They
equally need to be trained on the concepts, toalswethods of participatory planning, monitoringl @valuation, and self-monitoring
and self-evaluation so that they can effectivetjlfimte in the implementation at the group levidey need to be encouraged to take a
leadership role in testing innovations in promotiagticipatory gender equity development. They &hbe motivated to adjust their
institutional strategies and mechanisms which weulable them to practice gender equity and pastioiy principles regularly and
continuously. The better performing institutiongdeo be praised and further motivated through @mmte rewards. Local people
should be enabled to develop ownership over their ols, so that they are able to continue udiegtat their own initiative, not the
initiative of development projects and staff.

Improve professional’s attitude and behaviour

The translation of programmes into action depentié on human attitudes. As gender bias is deieghained in social attitudes, it is
necessary to sensitize people to various visibeivisible indicators of it. It has to be consigérms an ongoing process rather than as
a one time event because of the high turnovereoptrsonnel at district level and new recruithwpolitical leadership. And also
because attitudes take a long time to change. Hubamisms in the organizations need to be abletivate professionals at all levels
to strengthen their knowledge and skills througiming, experimenting and “learning while monit@inThey need to be encouraged

to change their own attitudes and behaviour ussheyant principles of participation and gender gqui

Establish mechanisms for continuous motivation fosocietal change

Overall the major issue is how to develop the pateof all stakeholders i.e. local people andllotitutions in continuing actions for
gradual change in the traditional society. Prongptihange against locally restrictive actors maysedansions in the society and may
backfire, hence, the pace of local capacity to picchange needs to be respected. The commitmeritsaaiplication for the change by
local men and women occur first within the famitydathen within the wider society. Support and niegioin for the fulfillment of
commitments within the family is crucial. The cajppof local men and women needs to be built so tihey are able to tap the
supportive actors and to balance the restrictiveradn the local environment to enable changeeimdgr relations.

Conclusions

There are gaps in the present context of concepatiamn and implementation of participatory and dgmequity approaches in the
fields of development in Nepal. The present socilbucal and institutional factors such as the posibf women in society, the
inappropriate perceptions and practice of develepmpmfessionals and the ineffectiveness of logstitutions have contributed to the
gap. Better understanding and institutionalizatibparticipatory and gender equity approacheslad¢egls (from district to the
national), capacity building of local institutionsproving professionals’ attitudes and behaviod astablishing mechanisms for
continuous motivation for towards societal changeraquired for participatory gender equity develept to be realized and sustained.
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Appropriate Credit Systems for Poor Farmers: Cultural Influences on Rural Credit Systems in West Sumaa, Indonesia

Resfa Fitri,Institute of Development Studies, Massey University

Introduction

This paper examines how poor farmers in West Suntatovince, Indonesia, gain access to creditclu@es a discussion of how the
Minangkabau community of West Sumatra, which has had savingscaedit schemes as part of their culture for wees$, manages
their credit needs and run rural credit programiméke absence of government interventions. Fredd fiesearch in West Sumatra
field research, a positive relationship betweetucaland credit was found. The research also redehht the formal credit
programmes were not successful, while the inforenadlit systems that consist of Rotating and Sav@gslit Associations (ROSCAS)
or Julo-julo, Simpan Pinjam, and moneylenders, weoee appropriate to the needs, resources andewfuhe rural poor.

Background

Provision of credit for the rural poor in develogicountries has recently received a lot of attenfiom development agencies and
international organizations. The Grameen Bank ingkdesh, which has successfully served more ttf@amilion customers,
pioneered this concern for the rural poor and tbdehhas been replicated in other countries (Khandkhalily, & Khan, 1995).
However, implementation is still limited in manyapks. Research in many regions such as Africa,|Baesh, and Bolivia show that
many rural credit programs have failed to meeteds of the rural poor due to reasons such astwtier® demands for credit, lack
of client’s knowledge of credit, and inflexible itementation of rural credit programs. In Bangladdéshexample, about 56% of loans
were in default in 1995-1997, 15-20% of customeopped-out between 1996-2000, and 60-65% of ruwaséholds refused to
participate in the microfinance programs (Meyer200n Africa, despite the incredible growth of maenterprise credit programs over
the last decade, there is little evidence of sigaift and sustained positive impacts for the bersfes (Buckley 1997).

A study in Bolivia in 1994-97 reported that manycnofinance programs neglected the poorest in fasbucher clients, and preferred
business rather than social development (Ever£8)2

Despite the popularity of the Grameen Bank modehiefofinance, many credit programs remain essinf@mal and top-down.

This ‘product-centred’ microfinance has been intife in helping the poor (Dunn 2002, von PischR82). Product-centred
microfinance has failed to meet the demands of theget population since the large institutionsndbhave sufficient information
about their poor clients (Dunn 2002), or are unnglto learn about them, especially poor farmers when live in remote areas. Poor
farmers have many limitations regarding credit.édtihan their low income levels, their earningstaghly dependant on climatic
conditions, pest outbreaks and other natural disgsTheir unstable and irregular income often rae¢hay cannot meet regular
repayment schedules and as a result they defaldeorrepayments. They also often do not have physbllateral. These
characteristics result in the hesitancy of formarofinance institutions to extend credit to them.

The lack of success of some formal microfinancgy@ms in serving the poor, and the difficultiesriaintaining networks and
managing their operations, turns our attentioméexistence of informal credit programs (Adams Ritchett 1992, Tsai 2004). In
fact, informal finance, which represents a widgetgrof credit schemes, such as moneylenders, iRgtahd Savings Credit
Associations (ROSCAs), pawnbrokers, shop-ownerdamdiords, may be better suited to the conditmingeople at the micro levels
(Tsai 2004). Also, despite some negative connatatithe practice of informal finance — mainly thybumoneylenders- has been
available in many areas for a very long time adw® articipants of informal credit systems are ligymor people, women, small
business operators, poor farmers and the landiesisthe procedures are typically very simple, aechighly influenced by and
adapted to the local economic, social, and cultemalronments (Adams and Fitchett 1992).

Rural credit in Indonesia

Rural credit systems in Indonesia have been avaifab more than a century, sincé@aerwokertosche Hulp, Spaar En Landbouw
Credietbank or Priayi Bank was established in 1898. This bank became the Ifmdestablishing similar banks in the country.spie
the long history of formal rural credit systemdndonesia, during and after colonial times, thelengentation of these formal systems
remained limited. Many of the government’s planna@l credit programs failed to provide servicestf® rural poor. The BIMAS
rural credit program was terminated in 1983 dua high loan default rate. This program was esplgaiaisigned to accelerate the
agricultural intensification program under the Stbi@aegime. This very highly subsidized rural cteatiogram in effect spoilt the poor
farmers who presumed that their debts would behesided or written-off. This made them reluctantepay the credit in later years
(Moll 1989, Meyer and Nagarajan 1999). Similarhye KUT (Farmer’s Credit Program), the largest drpdbgram designed especially
for poor farmers, also suffered from high arreaea¢hing 85% in 1999) due to poor management. dtfumally terminated in 2000, but
many KUT borrowers in Indonesia still have outsiagdiebt that need to be repaid. Another exampbnainsuccessful formal rural
credit program is KUPEDES, which has been inteamaly known as a successful rural credit prograuhen the BRI Unit Desa
system. However, this rural credit system suffdredh the problem of limited outreach. It was ongnsng the more well off
customers (Sukarno 1999), and was adapted onthdse who had fixed incomes (SMERU 2000).

The informal rural credit systems have continuedgerate. These represent the major form of cfedihe rural poor. However, these
informal rural credit systems are often difficudtdetect since they often give service based @t &od with no administrative or
bureaucratic procedures. They serve a large priopast the population both in urban and rural arfggsbowo 1989, Robinson 2001).
Their significant role to help the poor includee ttapacity to help in emergency situations, tdlftie poor’s basic needs, and the
opportunity to help the poor to purchase their adeoy needs.

The informal financial sector is divided into twmgps: professional operators and financial retetioased on reciprocity (Moll 1989).
The former refers to private persons who providaricial services in commercial terms, either ag thain occupation, or as part of
their business enterprise, or as a part-time od¢mpavioneylenders, traders, indigenous bankerslltads, pawnbrokers, and larger
farmers are examples of this group. The latter giswestablished based on reciprocity that may &esveen two individuals, or
within a group, and transactions take place withioigrmediation by a professional. The rotatingisgs and credit association
(ROSCA) is an example of this group, which are v@snmon in Asia, Africa, and Latin America. In rucammunities, this type of
financing is usually linked with traditional cullrrelationships.

14 Proceedings of théDevNet Conference: Development on the Edge



Refereed Papers: Rural and Environment

Despite the difficulty to determine the exact numbieinformal finance providers, it is estimateatithere are about 250,000 Rotating
and Saving Credit Associations (ROSCAs) in Indaaesnd the other 51,000 self-help groups (Suka®®®)L The self-help groups
consist of savings and credit group®lpompok Smpan Pinjam), micro entrepreneur groupkdlompok Pengusaha Mikro), small
farmers and fishermen groups (KPK-P4K), individonineylenders, traders and shopkeepers (Sukarng.1999

West Sumatra fieldwork: cultural influences on rural credit systems

West Sumatra is famous for Minangkabau matrilineal culture. This province is located e twestern part of Sumatra Island, with a
population of around four million people. Compateather provinces in Sumatra, the average incoenegpita of West Sumatra
people is not the lowest. However, in rural aréasmajority of the population are still living beldhe poverty line (field data 2004).

Rural credit in West Sumatra consists of formal ifickmal credit systems. Formal credit systemsuial West Sumatra are dominated
by credit from the central government, which israfelled through the state banks and state coopesasuch as BIMAS, and KUT.
There is also credit from local government in thinf of revolving funds and in-kind credit such asn supplies, but it involves only a
small portion of the population.

Informal rural credit systems in West Sumatra agall influenced by théinangkabau culture.Minangkabau people have been
practising savings and credit activities for ceiatsir People used to save their harvests and putitha small shed (calle@ngkiang)

in front of their houses. They usually used theseings’ when celebrating religious holidays sushnddul Fitri or Idul Adha, when
conducting a cultural celebration such as weddangsirths, or when there was scarcity due to failadsests. These savings were also
lent to the needy, usually poor people, withoutiiest. Sometimes they did not expect to receivayrapnt when the borrowers were
not able to afford it. This phenomenon, which iated to theMinangkabau customs and Islamic religion, remains very cominon
West Sumatra.

My fieldwork in West Sumatra Province was condudtedh January to April 2004. The study area covehede villages in the Solok
District, West Sumatra, Indonesia, namely Dilammi&agbaka, and Tikalak. Solok is one of the podistricts in West Sumatra, where
the majority of farmers who live in remote areas landless and living below the poverty line. Salidtrict is well-known for its
strongMinangkabau culture and Islamic religion. In this study a canaiion of qualitative and quantitative methodslafa collection
was used. The qualitative method consisted of ptidmterviews, focus group discussions, directeotstions, and PRA/RRA.
Random sampling was used for the quantitative reseand purposive sampling was used for qualigbart. | spent, on average, one
month staying in each village interacting with Ibpaople and doing direct observations.

My fieldwork in the three villages in West Sumatesulted in many interesting findings. Despiteltrg experience of Indonesia in
implementing formal rural credit programmes, th@liementation is still unsuccessful. Throughoutttiree study villages in West
Sumatra | found that the majority of rural peopéedrno access to the formal credit programmes. bfastem confirmed that they do
not want to be involved in any formal credit pragrae any longer, and prefer to manage their creditia by themselves or participate
in informal credit systems (focus group discussid®84). On the other hand, the informal rural dregstems, which are highly
influenced by local values and culture, were maresssful and sustainable. These informal crediesys Julo-julo, Smpan Pinjam
Suku and moneylenders, were examined in detail.

TheJulo-julois similar to a rotating credit scheme. In West &tray women usually ddulo-julo, even though there are also many men
involved in this credit scheme. The procedure &f ffitheme is very simple. Participants periodicedigtribute fixed amounts of money
and use lotteries to allocate the funds. This pedéerepeated during subsequent meetings unty eeeticipant has had an opportunity
to draw from the fund once. After finishing one leyof Julo-julo, participants usually set up a new cycle with rzexd improved
regulations such as how much money is to be cartgth how to provide sanctions, etc. The savingscaedit functions of this system
were implicit within thgulo-julo cycle. The savings function applies when a paricicontributes cash or in-kind and waits until
his/her turn, while the credit function takes pladeen he/she lets other participants take themstur

Despite its implicit savings and credit functiorad the small size of money or in-kind to be cdmitéd, theJulo-julo scheme was
attractive and meaningful for rural people, esgbcia Dilam village. Every group, whether womenmen farmers, or neighbourhood
groups, has their owdulo-julo scheme. It can help participants, not only for iynor daily consumption but also for secondarydsee
such as supporting children’s education, houselimgj] or for conducting a ceremony or party. In ggeecy situationgulo-julo can
also be of great benefit. When a participant suftene particular misfortune, such as the deathfafrély member or lacks money, the
participant who has the current turn would voluihgagive his or her turn to the unfortunate member.

Minangkabau women were very creative in developjotp-julo credit systems appropriate and well adapted to tiesds. For

example, if they need fertilizer for their farmirtgey create a fertilizer julo-julo. Then, if theged kitchen appliances, which they
could not afford if they tried to purchase thentash, they createjalo-julo to purchase these goods. Women are more activariban
in julo-julo because women are expected to actively managehieseholds since they live in their osuku®. In Minangkabau

culture, husbands are viewed as outsiders in ti&fs clan, hence men often hesitate to be inwbiveactivities beyond their capacity
as husbands. Men usually focus only on their nabrsjch as a farmer or craftsman, and ignore titiesehold responsibilities such as
cooking, washing, and taking care of children.

Another type of informal credit scheme w&span Pinjam Suku. The procedure of this informal credit schemanslar to a simple
cooperative in which each member has compulsongaya mpanan Wajib). The amount of savings vary among sakus, and the
amount of loans that are given varies from Rp 300 Rp 2 million, with an interest rate of 10% feur months or per harvesting
time. The accumulated funds from the interest wee for the benefit of theiku, such as building paths to their kampong (village)
mosques, and public bathrooms. People were maeested in being involved Bmpan Pinjam because they can borrow large

1 Suku in West Sumatra is similar to clan, which group of persons claiming descent from a comammestor, and associated
together (Oxford English Dictionary).
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amounts of money at one time. This money is usuegd for starting small business, children’s etlanar for conducting parties or
ceremonies.

The Simpan Pinjam Suku credit system is also influenced by the matrilirssstem ofVlinangkabau culture. The credit is only given to
female members, while the male members are onlribotors. The logic of this procedure is thatthié men receive loans, it will be
given to their families, who belong to ottsekus. Thus the money collected is used only withindiiei.

The features adulo-julo andSimpan Pinjam Suku include its economic, social, and cultural advgesta Economically, these rural credit
programmes could supply the members with theilydekeds, and during emergency situations as weshite the small amount of
money they received. Socially, it has the capéaoityeinforce thesuku membership, which allows them to help each otkpeeially in
times of misfortune. Culturally, it promotes antesgthens the locéllinangkabau culture, which coincides with the government pplic
of decentralization.

Thesuku monthly meeting, which is mainly used to condiidb-julo and Simpan PinjarBuku, is named ArisaSuku. During this
Arisan Suku meeting, thesuku members have the opportunity to discuss currestilpms or issues happening in theiku, and to find
the solutions to these problems. Eaku leaders talk to the members, and the membersthav@portunity to ask questions and give
comments. The meeting are also usedsfiku members to meet their relatives, to chat, anceb@nge information. Whilst this
occasion is useful and attractive for most ofdililel members, | could also see the joyful spirit of tmembers in developing theduku

in order to be better than others, which allowadaféorm of positive competition among tieku.

A moneylender is another kind of informal ruralditéntermediary, one that is particularly availal Saniangbaka Village. This
village is more progressive compared to the otiveniillages. About half of the population §terantau (travellingf. Some people in
this village work as traders or government officensd are relatively better off than some of tredents in the other two villages
where | conducted field research. Nonethelessntigerity of the population in this village stilv& in poor conditions, and most of
them worked as farm labourers. The moneylenderallysgive loans without interest to these poor ge@md sometimes they do not
expect the repayment if the borrowers cannot repagy viewed this phenomenon as part of their nesibdity to help the poor by
giving zakat or sedekah, based on their religious values.

These kind of ‘friendly’ moneylenders are usualig tvell-off people, the shop-owners, the farm-sigspletailers, anBerantau (a
person who go to out of the village, usually totheo city, to earn a living). The latter frequengiyes a loan to groups of people, on
which the usage is predetermined, such as for psiof farm supplies or for continuing children'sdst. This is to ensure that the loan
is used for important purposes. TPerantau asks his/her friends or relatives in the villagélistribute the loans to the poor based on
their real needs, and use receipts as proof ofign@he other moneylenders such as rich peopéestiop-owners or farm-supplies
retailers often give the loans to the individualbp usually are their poor relatives, and need cash-kind support urgently. No
administrative procedure, such as a receipt isiredtior these transactions.

Conclusion

Fieldwork in West Sumatra revealed that formal itregstems are failing to meet the everyday neédseorural poor. This is because
formal credit systems, which consist of credit frima state banks and cooperatives, did not meeteimands of the rural poor, and
were not matched with the conditions and localurelof the clients.

The informal rural credit programs, on the othenchéhave proven to be more appropriate to the ddsnand culture of the local
community.Julo-julo, Smpan Pinjam Suku, and ‘friendly’ moneylenders are three examplethege informal credit programs. These
informal credit systems are providing more appratercredit systems for the rural poor, which mdp kelve problems of lack of
capital. It also shows that rural people can mamageit problems themselves without governmentustetion. This phenomenon also
allows for the increased participation of local pkeain rural financial development.

The success story of informal rural credit system\&/est Sumatra, which are basically influenceddol cultural and religious values,
could be replicated in other provinces in Indonesialsewhere where people hold onto and pradtigie tulture and religion strongly.
Indonesia is a diverse country consisting of mahpie groups and religions. As local culture aratiitional values were frequently
ignored by development agencies in implementinglraredit programmes in the past, the enablingobtée Indonesian government
to encourage the development of culturally inflleshinformal rural credit systems is preferred.
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Conflict Resolution and Resource Management in a elopment Setting - A Preliminary Genealogy

Rendt Gorterschool of Geography and Environmental Science, University of Auckland

Introduction

Conflict resolution is now recognised as a disttogic of academic study and social policy. Thebar of institutions and
associations concerned with positive peacemakidgpaoblem solving, particularly in violent conflictontinues to grow (Tidwell
1998). Names such &entre for Conflict Resolution, Center for International Development and Conflict Management or the Conflict
Resolution Network, Australia are just some examples of a burgeofiag concerned with conflict.

The popular concern for conflict arises out ofagsociation with confrontation and violence, ththars introducing conflict studies
explain. This should make the prevention, managéred elimination of issues described as confiey worthwhile efforts that
should be valued by all directly and indirectly cemed. But the understanding of what is mearitbwgflict” and the terminology
associated with that vary, as do the processespmuwaches considered appropriate for addressaigundesirable issues. To better
understand the context of the terminology and pErthyes it is necessary to begin with a look atdhigins of the various discourses
and practices of 'conflict resolution'.

Conflict is a term used by different authors to meavariety of things, in a variety of contextsrefers to the behaviour of individuals
and groups that can be observed, but also impliegstive attitudes. Looking at situations in fremework of conflicts therefore has
both psychological and sociological dimensions.

Within the social settings, the scarcity and posrntegradation of resources that are not indivighavned create inter-personal and
inter-group dynamics arising from incompatible goaEnvironmental conflicts can therefore be defiae actual or potential disputes
involving the environment, natural resources, pulands, or all three (USIECR 2004). They usugiyplve multiple parties who are
engaged in a decision making process and disagme ssues traceable to an action or policy thatgotential environmental effects
(O'Leary and Bingham 2003). Working through suehflicts involves using a range of methods, inahgdalternative dispute
resolution.

A theme developed by some authors is that cemrslith disputes are recognised and perceived wflmslividuals, social and ethnic
groups and institutions. While a classic appraassumes that legal and ethical frameworks of reéeréor resolving conflicts are
definitive, alternative perspectives consider tradties are situational, contextual and sociallystmeted. (Avruch 1998; Tidwell
1998)

With this comes the recognition that certain sétsghts and values are applied within contempogoltical and philosophical
frameworks. This is particularly important in cexts where different cultures overlap with the feavork which generated these
concepts originally. The values that inform castffiesolution are largely Western and may act hdbibits useful application across
cultural and political barriers (Tidwell 1998).

The types of environmental conflicts and their eleéeristics are diverse and will be explored elsaeh Analysis of such conflicts and
the related management issues can be locatedanetywof overlapping contexts and at differenelewof scale, ranging through policy,
public administration and implementation. An ialtorientation is presented here.

Bodies of knowledge

Assembling an exhaustive list of every model optlief conflict resolution would be an ambitiouska But some main lines of
developing thinking can be recognised.

Conflict resolution as a field of study has itsgims in the 1950s and 1960s, at the height of tld @/ar. A group of workers from
different disciplines considered it relevant todstgonflict as a general phenomenon, with similaperties whether it occurs in
international relations, domestic politics, indiadtrelations, communities, families or betweenividbals. They saw the potential of
applying approaches that were evolving in managénraustrial relations, social work, social psylduy, international relations,
communications and systems theory to conflictseinegal. (CCfR-Bradford 2000)

In this way, conflict and the various conflict mgeanent processes became key terms in the suiteiafl sciences. But such an
applied perspective of conflict took on a functibrae in the formulation and application of pubfiolicy and, in consequence,
determining perceptions and framing of importamtialdssues by academics, policy makers and themgdblic (Tidwell 1998).

Perspectives of conflict

Different schools of thought exist in conflict dssse. One considers conflict as ‘pathological dysfunctional’ (Rubenstein 1993).
That is a mechanistic view in its interpretatiorcohflict and seeks to suppress it, or as a lasirtéo “cure it” (Martinelli and Almeida
1998). In contrast other researchers considepdbéive effects of conflict as useful. Conflicrcbe considered as a functional means
for achieving social change, as an integral pastoaifal processes that establish group boundatiesigthen group consensus, develop
a sense of self-identity, and contribute towardsadntegration, community building and progregseconomic and social change
(Dougherty 1990).

Warner and Jones (1998) argue that ‘conflicts drera of adaptation by a society to a new politi@onomic and physical
environment. New innovations, policies and procedulaws and regulations, local power relationslaipd privatisation and

globalisation processes determine the causes #emsity of the conflict.” In other words they amedemic and integral to change
processes within communities and societies. Tassdirect implications for development managers.

The practice of Environmental Conflict Resolution
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Environmental conflict resolution (ECR) is a tefmat came into use particularly in the United Stathere it has become
institutionalised in many public processes and wlbis field has by now filled with professionaksgalists. However, by far the most
frequent use of ECR has remained with site-specditflicts over resource allocation (O'Leary anddbiam 2003).

To development practitioners, conflict mitigatiomshbecome more and more an integral part of projedé management. Sustainable
resource management and civil society developmentlasely linked. This, according to authors lileonhardt, has arisen out of a
growing body of discourse concerned with confli@magement among practitioners, academics and fyibdidies.

Donor agencies have begun to impose consideratioondlict impacts as part of the project plannargl reporting requirements. For
instance, the European Union, the world’s secorgkkt donor agency, has since the mid-1990s begaged in a process of
developing policy frameworks and institutional ceipafor conflict prevention (Leonhardt 2000). Ngnvernmental agencies
requesting project funding must demonstrate tleit ictivities will avoid risks of creating conftiand contribute to the capacity of
civil society to mitigate and resolve conflict stions.

The politics of resource management

In development settings, resource managementds afpolitically charged issue. Not only in NevalZend, indigenous inhabitants
typically regard natural resources with differeatue sets than centralised governments whose ctaiswsvereignty and the extent of
that continue to be questioned. Howitt (2001)sstes that the process of defining the nature amigicbof indigenous identity is itself
a highly politicised act. ‘What is encompassedimita particular definition, and its implicatiorsr foractical processes such as
resource management, will depend on who is doiegléiining and why it is being done.’

These negative risks contrast with the direct add ect positive effects sought after by developnpeomoters. This is an issue that
Mary Anderson and her colleagues highlighted with‘Do No Harm” project (Anderson 1999). Conflittk assessments undertaken
before implementation of change projects aim tagaie negative effects in settings where risk fesctre present.

Approaches and methods of analysis

Approaches adopted in the field of conflict stugheimate at different scales. The psychological @t is used by psychologists,
biologists and decision-making theorists and takesehaviour of individuals as a point of departiaranalyse conflict. Sociologists,
anthropologists, geographers, conflict expertgrirdtional relations analysts and development wer&a the other hand examine
conflict at the level of groups, social institutsmolitical movements, religious and ethnic essiticultural systems, etc. This
sociological approach focuses on knowledge of cbile behaviour from social structures and insting. (Dougherty J. E. and R. L.
Pfaltzgraff 1990:189) Recent approaches have adoptee empirical strategy that seek to integrayelpslogical and social aspects on
the basis of assessments and first consultatiathspaities involved in mediation.

There are different methods that are used to aagd interpret conflict. Bell et al. (1989) aefithree methods that can be applied to
the analysis of conflicts: 1. Interpretative anaysvhich is mainly used by social scientists olaisgy conflict without influencing the
behaviour of people. It helps to examine confiigianalysing structures, processes, functions lagid itelationships as well as the
pattern of interaction among people. 2. An absitra@nalysis comes out of behavioural analysimadifviduals involved in conflict and

is often used by psychologists. 3. Lastly, a miptige analysis is more advisory in nature andug®s on real-world application, rather
than abstract modelling of idealised actors.

Contemporary conflict management practices, agm&iance described in the United States by O’Lead)her colleagues, include both
right-based (legal) and interest-based (alterreggpyoaches. Right-based approaches involve legbhdministrative procedures
through the courts and other recognised authoritiegontrast, interest-based approaches emplisbowative approaches and
processes to resolve conflict. Approaches to vesplonflicts can utilise many alternative disprgsolution (ADR) methods beyond
classic rights-based (legal) instruments. Theskdte but are not limited to: Negotiation, Factita, Mediation, and Arbitration.

Need for Conflict Impact Assessment

Conflict Impact Assessment is basically a plan@ing management tool that helps development prawits to mitigate conflict and

promote peace in a systematic manner. It provagieistegrated approach to the main stages andslef@l development programme.

These tools, Leonhardt (2000) points out, are bdewgloped in response to a number of frequenflyesssed needs:

»  Strategic Planning: developing a strategic framévfor conflict prevention and peace-building worka country at risk, based on
a thorough understanding of the conflict, that ewglea coherence and co-ordination between differetors and instruments;

*  Social Development: identifying and addressingrtee causes of conflict and promoting local capesiand opportunities for
peace through development co-operation;

»  Conflict Prevention: assessing, monitoring andgatiing the potential negative consequences of elolement intervention in a
latent or manifest conflict;

* Risk Management: assessing and mitigating the icomigk to the development investments themselves.

Conflict over natural resources also affects thmmercial world. According to the Internationaltitste for Sustainable Development,

evidence is emerging that many conflicts arounditbed are driven by natural resource scarcityne@quitable resource access and

benefit-sharing structures. Traditionally, firmevie managed risk in conflict-prone areas throughadrpipe measures such as danger

pay, insurance and private security forces—nonetath address the underlying causes of conflictiaadcurity. Moreover,

companies can create or augment environment-retateftict either directly through the exploitatiand degradation of natural

resources, or indirectly through the support ofegaments that sustain inequitable resource allmea{{lISD 2004).

Conflict Analysis in Development
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For development settings, relevant methods forlmbrenalysis and impact assessment have beenapede[Nyheim, Leonhardt et al.
2001). These are processes of examining and uaddisg the reality of conflict, its impact on deygment programmes and projects
and vice versa and to devise strategies and aoléms towards conflict transformation.

Various conflict analysis frameworks are used @ty conflict risks and their mitigation measures

This is the first step recommended for developrpeoject managers who want to proactively engagaldressing root causes of
conflict and manage these as part of developmésrventions. There are several methods and tdasrdlict analysis available such
as conflict time lines, Attitude-Behaviour-ContéABC) Triangle, Triple A (Arena-Actors-Aspects),rdtict tree, conflict mapping,
forced analysis, the pyramid, etc (Upreti 2004).

The Forum for Early Warning and Early Response (EHR)proposes a seven step plan for developmentitiwaers. (Nyheim,
Leonhardt et al. 2001) ‘Peace and Conflict Imgeatessment (PCIA) is a planning and managementhabkan assist development
and humanitarian organisations in analysing simatof (potential) conflict and identifying straiegpportunities for conflict
prevention and peace-building. It can also be tthifor monitoring the impact of these activitidsthus provides an integrated
approach to the main stages and levels of a developprogramme.’

Criticisms of Dispute Resolution

Returning to ECR, it was observed by commentatmtdt the same time that environmental and pytolicy mediation programs

were becoming institutionalized, legal, social, gaditical theorists criticized specific cases, dfie dispute resolution programs, and
the collaborative problem-solving and consensu&isgerocess. There is a long list of critiquesutithe effectiveness and fairness of
collaborative problem-solving processes. It wagiad that powerful actors control access to thislegive, administrative, and judicial
processes, as well as technical expertise, alteesa the negotiated process, and the way mediatal parties think of their options
(O'Leary and Bingham 2003). A longstanding critioiargues that alternative policymaking and decisiaking processes weaken
attempts to fundamentally reform governance anttigidorocesses.

Conclusion

In a comprehensive review of critical thinking bebries concerning development, environment ancenmity, Watts and McCarthy
conclude with advocating for a more social relaiamderstanding of natural sciences. They urgedode a better grasp of the
complex imageries and social constructions of paldr environmental ideas, such as conservatiorriakdand to do so in their
particular local contexts (Watts 1997).

Indigenous perspectives of conflict and conflictiagement need to be taken into account for a raultisral approach to conflicts.
But this can also be a two-way process. Field veariong American Indians by Colin McKenzie, founde€onflict Management
New Zealand, encountered an important remindehitd theyond a mechanistic view of curing conflith. the course of studying
community processes occurring around conflicts, Eltke was made aware that in Mohawk culture, cctsflire considered an
integral part of something much bigger, and thatiaterpersonal relationships (pers. comm.).

This is echoed by O'Leary and Bingham (2003) whesaudsing challenges for ECR research. They dldisethe observation that the
majority of ECR research addresses disputes ingiiiglas discrete, almost static phenomena, rakizer as part of a more dynamic
conflict process.

The various origins of discourses and practiceésafflict resolution' as they are applied to reseunanagement in development
settings, reflect the cultural perspectives of denacademics, policy makers and indigenous contieani These determine not only
the approach adopted in controlling and sharingrahtesources, but also how eventual conflictsframmed and can be transformed.

Box: Risks and opportunities arising from developmat activities involving natural resources

Risks

Aid encourages unsustainable use of natural resoues management
«  regional concentration of aid encourages migradiot local overpopulation
e ecologically unsustainable agricultural, miningratustrial schemes

Aid supports contentious claims to natural resourcge
» formalisation of previously flexible and negotiatedd tenure systems
e control of important resources (eg water points)ands of only one group (eg sedentary villagers)

Opportunities
Aid encourages sustainable resource use

*  regional spread of aid
» analysis of and support for customary sustainaseurce management
e use of environmental impact assessment for prajegtaisal

Aid strengthens equal access to resources
« facilitation of negotiations on land and water tgjteg between pastoralists and sedentary farmers
» legal frameworks for usufruct and other flexiblegarce use arrangements

(adapted from Leonhardt 2000, Anderson 1999, Gaudfhtulme 1997, Suhrke et al. 1997, DFID/Warner9)
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To appreciate this better will require empiricalastigation of the processes involved in the st@pfrpolicy and of implementation
practices in resource management.
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Prudence and Control: Thoughts on Supervising and Bgulating Micro-Credit Institutions in Bangladesh

Tazul Islam,Tokyo University
Kenneth E. Jacksoentre for Development Studies, University of Auckland

Introduction

This paper is based on a conceptual framework ei@fivom a consideration of recent shifts in pamadigstrategies, and development
practices in the field of microfinance publishedhe recent past. The conventional wisdom recogritse importance of effective (but
not restrictive) regulation and supervision struesufor Microfinance institutions (MFIs). Regulatiappears to be one of the things that
MFIs have difficulty living with or without. Thisittmma arises from attempting to achieve conflgtyoals and targets and adopting
diverse methods of operations which make standaydlation difficult. However regulation is to becamplished, whichever system or
combination of systems is used, it is found hea¢ finagmatism should dominate principle and praamminate theory, otherwise one
of the double bottom line targets is likely to laesficed for the sake of the other. Good govereamegimes and regulatory structures
are needed, although they need a degree of fleyitnl match changing circumstances.

This paper attempts to examine some of the is®lated to regulation in Bangladesh specifically #treloutcomes of microfinance for
the poorest of the poor. In itself a contentiousgtion in the eyes of many who see MFIs as not imgrkith the poorest groups
(Hulme 2000: 27) and many of the contributors todd/and Sharif (1997). The first section of the pdpgins with an overview on the
need for an appropriate regulation and supervigfdviFIs so as to ensure the safety of depositsedsas the financial sustainability of
the MFIs. The second section outlines some opfienszgulation and supervision. The paper then moreto the shortcomings of the
conventional approaches to regulation and supervisnd recommends regulation and supervision osMFBangladesh under the
Palli Karma Sahayak Foundation (PKSF), an autonsnapex financial institution (AFI) in Bangladesimally, the paper details some
principal conclusions, policy suggestions, andrtéed for further research to ensure that the p@onat once again excluded from
access to financial services and the MFIs themsealeenot remain dependent on donor funding fonénite period of time, as at
present is the case if very high interest rates@abe avoided.

Bangladesh probably has the densest network of MRle world. It is estimated that there are astel0,000 MFIs operating there, all
offering financial services to the poor. Despitensnaxamples of savings being lost (usually throlbigth benign incompetence but
occasionally through criminal intent), there isregulatory mechanism in Bangladesh to safeguard saxings mobilized through MFI
activity. As MFIs move further into extending trenge of savings services, there is an increasiad for an appropriate regulatory
framework, ensuring both the transparency andsafedeposits. The very poor particularly, caraffford any such loss and in any case
the MFIs generally are not providing the type ofisgs mechanisms the poor really need (Hulme 206Y:

The Need for Regulation and Supervision

Why regulate any financial activity and why regelaticro-finance in particular? Is it not set up flee best of motives, not looking to
maximize returns for its operators or passive itomss but to maximize the reduction of poverty ameteasing the empowerment and
involvement of women in good development projeictshort assisting the poorest of the poor?

The short answer is that whilst the intentions ahgninvolved in micro credit schemes are both hosioke and worthy, their
effectiveness may be questionable. They are oftisnt on outside sources of funding, to keep msadtinterest charges low and in
consequence likely to exhibit a high degree of tiitha In the long term there are often problemishvsustainability. Asian
Development Bank reviews of MFI activity suggesittthose charging a real interest rate below 3@eet are unlikely to survive
(ADB 2004: 79) reflecting the high transaction eot$tat exist for such operations, particularlyurat areas with widespread
populations. Borrowers may incur some of the maimitpcosts in group schemes, but the costs are,th@netised or not. Borrower
and Lender sustainability become intertwined asakd in the contributed papers to Wood and S(E®87). There is potential for
volatility and contagion if the regulatory needlisregarded. The negative effects of extreme \itjaith any part of the finance sector
are evident in the experience of the financialisnghich struck Asia in the late 1990s.

Imperfections in developing economies financialstures can lead to volatility in real output (€seranza & Galdon-Sanchez 2004)
and have serious consequences for those leastoatipe with hard times. Making markets work betiied effectively extending
secure credit and savings facilities to all sectdrsociety is worth pursuing. Thus putting in meaffective regulation of MFls is worth
doing. Without good prudential supervision MFI&eliother financial intermediaries, are likely t@age in risky activity which puts
their financial future in peril. Non commercial whsale lending may cover such risks for a whilg,lbad to the possibility of even
greater collapse in the long run. The importancgoafd regulation in developing countries finansiettors has been recently stressed
by llan Noy (2004). MFIs may well have good intent, but unregulated activity can still lead teagisous collapse. NGOs in general,
including MFIs, may suffer from perceptions of thieeing less than transparent and poorly accoumi@ibore and Stewart 1998: 337-
8).

The ready availability of donor funds at below netriates, has meant MFIs in Bangladesh have nen tdipped the commercial
markets for funds, but with the scaling down of alofunding and increasing confidence on the pathefMFI management, the search
for alternative funding is becoming a significaatfor in the quest to continue and expand theiragjms, if not to gain independence
from the donors.

Successive governments in Bangladesh have redhieeatked for massive investment in human resoweelabment if poverty is to be
overcome. However, progress has been slow. Govertsifnding themselves unable to mobilize enowggources at home, have been
increasingly dependent on international donorsitiPal instability and an unresponsive bureaucriagaye hampered a possible second
policy approach of accelerating the growth of indaization through macroeconomic reform, derejalaand supervision. Arguably,
Bangladesh has had more success with its thirdoapprto poverty alleviation: income and employngarteration programmes
targeted at the poor by both the government ancdsMFI
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The fact that no policy has been purposely endatecegulating MFIs in Bangladesh is seen by masg &oon rather than a bane to
the microfinance sector. The lack of regulatorytoginhowever, has also resulted in depositorsigamo legal recourse against the
management of those MFIs which collapsed due tonanmgement and fraud. Better governance procegusesnething many,
including NGO spokespeople, now look for. In thésse more effective governance structures wereaiobtarily put in place by all of
those operating MFlIs. A lack of regulation hastiedpen slather and the possibility of major praige

The microfinance industry is now entering a newsghdncreased competition, the entrance of comuigpodviders to the market, a
rapid pace of innovation, and a more experiencedried and assertive clients who demand the pgoovigf quality financial services
are among the forces compelling MFIs to find new eost-effective ways to satisfy market demand. &oeost monitoring through
targeted loans and the use of scoring (Schrein@B)2@ identify low-risk borrowers, may result indncial sustainability, but at the
expense of less poverty alleviation. The safe lveeranay not be the poor borrower (Jackson and Isk@®1). Scoring gives those
with a good history of repayments advantages dwase with need.

In the recent past, appropriate governance priesipave increasingly imposed themselves as the besd for any well-run company.
Better standards of corporate governance has beparhef the rhetoric of the globalisation procdssing seen as a tool for
standardising control mechanisms for major orgdioisa worldwide, despite Meisel's questioning of tiovernance and economic
growth link (Meisel 2004).

Regulation for good governance can still be utilise strengthen the social impact of the microfgesector in developing countries,
regardless of its impact on economic growth. Sirtyileather than focusing on financial managemerdgrocredit methodology, other
issues like appropriate regulation structure, caedually important aspects of studying MFIs ralachieving social goals.

The end, or reduction, of aid funding and the cphoé sustainability debate has led to the idethefneed for an appropriate
governance structure in the microfinance sectoe. durrent growth in interest in microfinance reféea new conception of financial
sector development. While conventional developrttegdry had suggested the transfer of capital toip@conomic sectors or
projects, the new approach emphasizes the impartaing sound financial system for economic devekapmit is argued in the new
approach that microfinance services can be providedsustainable manner if they are efficient. &&guently, building viable and
sustainable microfinance institutions is becomiegpgnized as a major challenge for financial systemelopment.

Liberalisation and deregulation of the financiattee are seen as generally advisable, althougle #er risks, the existing conditions
for financial system development are not sufficienany developing countries for efficient outcanaad carry risks of volatility.
Prudential regulation and supervision are majarassn the reform of the financial sector arouraiorld. Regulatory issues related to
the traditional banking sector have been widelgused, but they are relatively new in the micrafite debate and have only recently
become “hot topics”. More and more countries actbeglobe are beginning to think about whethertaol to regulate and supervise
microfinance. The topic of microfinance regulatenmd supervision is gaining increasing attentior the debate lacks clarity as well as
practical conclusions. Experimentation with micnafince regulation is so recent that there is littldne way of direct historical
precedents to guide the debate. Some idea ofdle @it discussion as to how to proceed may be ddinen Christen, Lyman and
Rosenberg (2003).

The starting point of most discussions on the @ipih and supervision of financial markets is Unification for intervening in market
mechanisms. Aspects such as the asymmetry of iatovmbetween relevant market actors, issues oahiazard and other problems
render the analysis somewhat complicated.

In financial markets, information asymmetries casult in the exploitation of information advantagggsagents to the detriment of
principals.Moral hazard andadverse selection as a result of information asymmetries can undegrttie functioning and credibility of
the financial system. Regulation is thus defenslolé desired to mitigate the potentially negativtcomes of uninhibited market
processes. Regulation ensures confidence in degafstly by setting appropriate requirements andrérgsthat institutions are sound,
with enough capital and earnings to cover risks@petational costs and enough liquidity to meedreliwvithdrawal demands.

Debate on the sustainability of financial internagidin stems from disagreements on the approprgegeof regulation within a
country’s financial sector’s development stratéggme have advocated tpeomotion of microfinance through regulation (amongst
other channels), notably by lowering entry requieats to encourage new market entrants, hence singethe supply of microfinance
services and the level of competition amongst rfilcamce operators.

There are, however, disagreements. Efforts to sehfeese results via regulation may even lead powsite results when assorted
microfinance operators of dubious quality are gedritnancial intermediary licences, without the eesary supervisory capacity or
sufficient public awareness of inherent risks. Ehisra widely held view that when the complex adstiative structure is expanded
beyond the capacity of the regulator, the regulitees the game. Christen and Rosenberg (2000e4)fdhe view that the most
carefully conceived regulations will be uselessewen worse, if they can’t be enforced by effectupervision.

The role of the regulator in microfinance developtris still an open issue. Some are in favour ofaaket-directed approach, an open
banking system as it were, with the regulator synsglting the framework for the industry, while eth advocate a more government-
directed stance with an active promotional roletfa regulator. Either way there are potentialgligffor the unwary. Light handed
regulation has in the general economic structuogest far from an unmixed blessing in those casesrevit has been applied. It relies
on the presence of strong competitive disciplimesftforcement through the market. Where this ismgseven in a regional or local
sense then regulation is required.

Regulation and supervision must also be effecbuéthere are important issues concerning the graimd phasing of regulation.
Microfinance has grown largely outside of a reguiaframework, which many believe is a suitableiesnment for innovation in new
products and methodologies and helps to fine tuethods of service delivery to target markets. Thgrértue in waiting to regulate
until a sizeable mass of viable microfinance ingitins has developed. Premature specialized mi@oéie regulation may have the
counterproductive effect of hampering innovatiod diffusion, impeding the learning process of micrance practitioners and
stunting the industry.
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The regulation of MFIs may cover registration tb @ an MFI, reserve requirements, compliance puitliential accounting norms,
and directions in respect of operations and repgiistems, while supervision may comprise onaitkoff-site supervision (Task
Force on Supportive Policy and Regulatory FramevioriMicrofinance, India, 1998: 6). All of thesi¢ ih with idea of a good
governance structure.

The main reason why regulatory authorities ardned to regulate and supervise microfinance isn asditional banking, to protect
the deposits of customers and to ensure that rekéading does not threaten the stability of tidenfinancial system. This
intervention is driven mostly by the notion thaguktion and supervision can promote sustainabteafinance.

In the framework of a financial system approachkecaete regulation and supervision of the MFls iasigly move into the centre of
attention to ensure the safety of the poor’s deépas well as the financial sustainability of thEIM Regulators must balance the
primary objective of depositor protection with i@l goals of developing the microfinance sectte ®bjective of depositor
protection results in regulatory emphasis on iagtihal sustainability. This is juxtaposed to tlerpotion of microfinance, including
its mission of development and outreach, the irginggprovision of savings for the poor and the fjgemle of microfinance in
poverty alleviation endeavours (for discussion deekson and Islam 2001). The questions stemmamg fine above are: what are the
options for regulation? Can apex financial inskim$ (AFIs) have an effective role in regulatinglém supervising MFIs in
Bangladesh? The purpose of the rest of this paperneflect on the potential role for the PKSFapex financial institution, to
accomplish these objectives in Bangladesh.

Options for Regulation

Designing an appropriate regulatory framework rezgiconsideration of several factors: the finanoégldition and structure of local
microfinance institutions; their roles within thedncial services industry and the capacity ofréglating entities to administer
external regulation and supervision effectively ri@gater 1997). The main options for regulation ude:

No external regulation: This is the current envimemt for most MFIs and effectively for the Gram@&samk (GB). The GB, the cradle
of microcredit movement, has produced an innovativé strong microcredit industry in Bangladesh.

Self-regulation: This would require individual MRIs strengthen their institutions and share finahiciformation on a consistent basis.
For the MFIs to regulate themselves, requires iaddpnt boards, well-formulated and properly implet®é internal controls and risk
management policies and high quality auditors, eteclearly independent of the board itself.

Part self-regulation and part supervision by adtpiarty: Under this blended approach, the regigagimtity could contract with an
accounting or consulting firm to conduct routineafincial audits of MFls.

Regulation through the existing legal and regulatmmmework: MFIs could apply for a standard bagkicence if they met all
requirements for a commercial bank, such as Bargla&ural Advancement Committee (BRAC) has now ddhe central bank
currently seems reluctant to issue such bankirgnées.

Regulation through MFI-specific regulation: Somemivies have created a distinct legal status agwalagon for non-bank MFls, such
as Bolivia and Peru. In Bangladesh, this approaat uged to create the GB charter, but the cerdrdd Hoes not currently plan to use
this approach again, the exercise likely being egwas too costly when compared to generic regualatio

In some countries there is an apex/ second-tierafimance institution that does wholesale lendm¢ptal MFIs. As an investor, such
an apex is by its nature a kind of supervisory agelfi it expects to have its loans repaid, it mexsluate and monitor the soundness of
the MFIs it lends to. For MFIs that fail to meet gtandards, the sanction is denial of loans. Sxpeges have been successful at
recovering their loans, but the justification fbese apexes often also includes an expectatiothtatvill catalyze significant quality
improvements in the MFIs they fund. Few have besably successful at this task. PKSF, the largedfitance apex in Bangladesh,
seems to be an exception to the generally disappgiapex experience. The PKSF was established aftatical mass of credit-

worthy MFIs had already developed- a situation gratzails in few other countries (Christen and Rbgseg 2000: 21). A clear
separation of interests between the wholesalingatipoe and the retail MFI has to be maintainedvinidthe elements of crony
capitalism inherent in some other financial ingiins.

The donors and developed country-based microfinadognistrators are interested in developing cébaak-driven systems of
regulation and supervision. It is ironic to imagthat central banks struggling to supervise a hdraffcommercial banks should be
expected to supervise hundreds of MFIs. The Baegla®ank (BB), the central bank of Bangladesh ajsp@dremely reticent about
getting into regulation and supervision of the MFls

It is generally agreed that it would not be appiateror even possible to subject MFIs to full pmiitd regulation and supervision by
the central bank or some other body (see for exan@BAP 1996; Berenbach and Churchill 1997; and Mie; Conroy and Thapa
1998). The Central Bank in Bangladesh, as welhasd in other Asian countries, has neither theuregs nor the expertise to supervise
MFIs effectively, and ineffective supervision ikdly to do more harm than good.

Moreover, it is of great concern that the MFIgrider government control, would eventually endike the public banking sector in
Bangladesh today. Besides pushing the poor otiteofinancial programmes, repayment rates of loanfddall, whereas it is nearly
100 per cent now under the present governancensystehe MFIs.

Given the inefficiency and corrupt bureaucracy anBladesh, (Transparency International ranking Balegh consistently the most
corrupt country 2001-2004) aligning the governaoicllFIs under the principle of corporate governawith this administration would
be extremely detrimental, if not suicidal, for gm@wth of the MFI sector. The seemingly smooth fioming of the MFIs would come
to a standstill, and what have been up to now, petlorming organizations would cease to contitngér innovative programmes to
assist the poor in Bangladesh.
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It is also argued that outside investors and peieatnership will result in improved governance (Eeexample, Hannig and Braun
1999). Outside investors are expected to insistiginer quality financial statements, transparenmzy audits so that they can gauge
how the MFI is progressing. These factors takgettwer, it is argued, will result in increased ségwf deposits in privately owned
MFIs.

This is a nice theoretical argument, but pract&e $hown that external investors are no guarahéteavings will be safe. Indeed,
there are too many examples of unscrupulous extewestors and private sector owners performirggdhposite function and
indulging in what might be termed insider lendiRgivate ownership as a panacea for safeguardingsiéteps optimistic and naive at
best and it may well be that it is also simply iregible (Wright 2000: 7).

Regulation through AFIs

Despite Bangladesh being the home of microfinantaé precisely microcredit) movement, a regulafosynework is virtually absent.
The small size and large numbers of MFIs in Baregadnake effective regulation difficult or prohibély costly and anyway they
seldom pose any real risk to the country’s finangyatem. Many obervers credit the relaxed attitoidihe authorities as a key reason
for the unprecedented growth of this industry. Guvernment of Bangladesh is a significant micraicebenefactor in relation to GB
and to the Bangladesh Rural Development Board (BRB8rthermore, until the recent growth of BRACostrika, and Association for
Social Development (ASA), by far the largest pdrthe microfinance industry was regulated eithedarthe Grameen Ordinance or
under the Co-operatives Act.

To date most initiatives regarding regulation hbgen taken by donors, arguably with limited owngrsim the part of the MFIs or the
Government of Bangladesh. The Government of Baegladesponded to these initiatives with one afwta. In 1999 a task force was
created comprised of the leading figures withinkife community, the Bangladesh Bank, and PKSF, akemecommendations to the
government.

During the last couple of years, a number of caestin Asia have established apex or second-tielsMFhe main functions of these
MFls is to channel funds from the government oratagencies to individual retail MFIs at concesalanterest rates, for on-lending
to final borrowers. Such institutions can be a \effgctive means for governments and donor agemcieBannel support to MFIs.
AFIs offer a number of advantages over the tradg#ti@pproach whereby governments and donor agenaiessupported individual
MFIs on a largely ad hoc basis. Perhaps most iraptlyt such institutions can also contribute siigaifitly to a more efficient
microfinance sector by setting and enforcing appabe performance and reporting standards.

As MFIs move into extending the savings servideste will be a need, as mentioned, for an apprtprigulatory framework and
institutions for monitoring compliance with it. Ehpaper argues that PKSF, the largest and mostssfot apex/second-tier institution
in Asia (McGuire 1998: 17), should be entrustechwiite responsibility of supervising the microfinaractivities in Bangladesh.
Although AFls are not regulatory agencies and caimpose any legal obligation on MFls to meet perfance and reporting
standards, if they are autonomous and the prinsipaice of funds, there is a strong incentive féildvto meet these standards.

AFls with sufficient outreach might be able to taltethe task because there would be economieopeduetween prudential
regulation and its other functions. PKSF is thgdast and most successful AFI in Bangladesh. PKSRaady funded more than 200
microfinance NGOs and is in a strategic positioreiaforce the system.

PKSF'’s role would be:

* overseeing functioning of MFIs,

¢ undertaking registration,

«  evolving proper systems for maintenance of accoamtsreporting,

e  setting performance standard,

¢ conducting inspections,

¢ undertaking training and

e representing MFIs in various fora.
PKSF would also conduct the MFI's credit ratingdaacommend suitable NGOs to banks, donors, anergment agencies for
financial assistance.

Credit and Development Forum (CDF) is the netwdrknrofinance NGOs in Bangladesh and its stretfigthin capacity building of
the NGOs. The CDF's role may involve enhancingdéeability of the MFIs through the implementatidragroperly designed

training programme. The Association for Developm&gencies in Bangladesh (ADAB) can contribute t® pinocess using its strategic
importance as a member-based network with leagenstihe microfinance NGO sector. Both CDF and AD#BYy operate side by
side with the PKSF.

The World Bank’s loan to PKSF provides for a sttmiye carried out by the Bangladesh Bank (the athtink of Bangladesh) to
formulate a suitable regulatory system for the MRIBangladesh. By virtue of continuing links witie MFI sector, over time AFls

are in a much better position to have an understgraf the particular financial needs of the setham are organizations with many
other concerns and functions. AFls are in a bgibsition to appraise and monitor financial serviaed take timely remedial action if
need be. It is more efficient for one institutiennhonitor and evaluate MFIs than for different goweent and donor agencies to
conduct their own analyses. AFIs contribute todbeelopment of indicators and standards of findqeeaformance and to a system of
transparent accounting and reporting. Besidestagsithe central bank in supervising prudentialtagons, AFIs also provide a means
for several donors to pool their financial assiserand to build up the requisite degree of expeind professionalism, in one
organisation.

The essential feature of such an AFl is that ittnhesautonomous. Only this will enable it to withsdl political pressures in lending and
recovery decisions, and allow it to build up a pssfional management and staff. One of the stren§tRKSF in Bangladesh is that it
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appears to have been able to operate independhttiliittie or no political interference. All thiwill help develop a growth-friendly
regulatory policy for the MFIs.

PKSF was set up as an AFl in 1990 to assist progisiFis to expand their microcredit operationgaitours the gradual expansion
and capacity building of its partner organizatigm&fers no specific models, encourages innovasind,seeks to learn from and diffuse
innovations through a programme of research anidiatiran. Overall, PKSF's independent and autonongmy&rnance structure and
prudent supervision policies have been responfibli,s almost 100 percent repayment rate sincegtion, and for having greatly
increased the access to loan funds of well-funatgpMFIs and their borrowers.

By all accounts, PKSF has operated very succegsfuWorld Bank review of 1996 found that its opigmg policies and procedures
were quite satisfactory, with sound and consereatiedit approval policies, intensive credit supgon, and comprehensive external
audits (McGuire 1998: 17). It should be noted PEEF only lends to MFIs for on-lending to final bmwers. It does not provide funds,
whether in the form of grants or soft loans, faalsw- up operations, institutional developmeninmreasing equity. It does, however,
provide training and advisory services, and corgluesearch.

PKSF is making considerable progress in establisperformance and reporting standards for the Nifdsit lends to. It encourages
MFIs to recover at least their recurring administeaand funding costs from interest income. It @s@s a minimum lending rate to
ensure that MFIs do not lend below commercial batés, and to promote cost recovery from operatibmequires all MFIs to have a
savings programme for members, and generally regjtirat these savings be kept in a bank. Only thi#3s with a good track record
and high standards of financial accounting arensdibto use savings in credit programmes.

It is important that performance and reporting déads be based on results achieved rather thandtel used. There is scope for a
diversity of models and institutional forms, inciing financial intermediaries, social intermediarée® mixed financial/social
intermediaries. There is a place for all of thes#itutional forms, and there should be a levayjpig field between them. AFls should
not restrict support to any particular model or gledf microfinance, as this may inhibit the depehent of new approaches to
microfinance capable of satisfying appropriate ffitial norms.

Standards may also have a proactive role in fatiiig improvement in the performance of the micrafice sector over time. Standards
can also be raised over time so that MFIs are gidiorced to improve their performance. It magabe appropriate to impose
differential standards depending on the stage wéldpment of the particular MFI, and to provide fwogression from one stage to the
next. AFls have an important developmental rolassisting MFls to improve their performance.

PKSF in Bangladesh is currently a leader in devatpperformance and reporting standards for MHisl, ia developing techniques for
monitoring and supervision. It is likely that masfythe standards currently being developed wilubeful in other countries as well. In
developing standards for MFls it is also import@niook at the work being done on performance sted&lby international networks
and agencies. A general move towards adoptingsinglbest practice methods could then emerge.

In terms of economies of scope and as an altem&digovernment regulation and supervision, the P&y well be the regulator of
the hundreds and thousands of MFlIs in Bangladesiowt precluding the relevance of governmentautaipn, particularly with a
view towards formalisation of the MFIs, the consa®e number of small, dispersed microfinance iestiof diverse institutional types
presents reasonable scope for the PKSF to takgutatery and supervisory responsibility. Supervisamd regulation through the
PKSF appears to have reasonable support as agalangthod for ensuring the transparency of theagament of MFIs as well as
promoting MFIs in order to have a significant impictheir goals of poverty alleviation and finaalkcsustainability.

Conclusions, Policy Implications, and Future Reseah Needed

Complete regulation is not seen as the ultimatérdesf microfinance. Regulation is not the miraclee for all the ills of MFIs, and
indeed, there are innumerable instances, wherdatagucould not prevent the failure of MFIs. Faéduo adequately reach the poorest
of the poor as Hulme (2000) and many others hduded to, cannot be addressed by regulation, safdtyeir deposits may. Nor can
regulation ensure that microfinance is seen as @amycomponent of a poverty alleviation packageatities. The lack of regulation
does not address this issue either.

Regulation is one of the things that MFIs can’elivith or without, in the sense that without itytlege likely to wane in importance as
subsidised funds dry up and to the extent thaksdacorrupt practice appears. Nor can they necibdgéime perfectly with it, in the
sense that perfect regulation will always appedrsafeguard everyone’s savings. Whichever systerombination of systems is used,
however, it is clearly time to embrace pragmatiser @rinciple and practice over theory. It is pbssio improve the system with
some dedicated MFI regulation. This will reducéuia in some respects at least. The alternativeetaqatovided by the commercial
banks seem inherently unlikely to do better, esplydior the rural areas.

To say that savings services that are not backeutdper regulation and supervision are dangerauthépoor and therefore should be
discouraged, is like arguing that cars are dangeaod therefore should be banned. We are all gitlintake risks when we believe that
the potential benefits make the risk-taking worthedhis is a decision that the poor need to bevedld to make for themselves. Full
information, or more rather than less informatisrjesirable and consistent with moving the set@ards a more market structure
and a less imperfect market at that.

This implies that MFIs seeking to regulate showdcehcouraged and supported, and the impact ofagulon poor clients closely
studied. It will not be wise for the microfinancelustry to push regulation too aggressively uhtibin determine whether and how
regulation can be made to serve the interestsegpdior, accepting this to be a fundamental goti@kxercise, along with
sustainability.

This paper on regulation and supervision of MFistigh AFIs attempts to contribute substantiallyh® consultative process of user-
friendly regulatory policy making, ensuring finaacsustainability of the MFIs as well as increadimg impact on poverty alleviation.
As has been shown in the paper, microfinance hae g®culiarities, therefore, there is much roommfiore specific research to be
conducted in order to understand the strengthsveadtnesses of different types of regulation to enthat the poor are not once again
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marginalised with respect to financial services #ad MFIs also do not remain dependent on donmdifig for an infinitely for
sustainability. Appropriate regulation may give fidence to investors producing sustainability asgulation of loan appraisal could
assist in reducing the monitoring and transactmstscand extend the amount of loans to the truty,gbus achieving both bottom line
targets.
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The Sustainable Edge: Indigenous Livelihoods, Reghce and Created Fragility in Navosa
Trevor King,International Pacific College

How is resilience affected by development in likebhd systems? This is a vital question in develaprpeactice, and should be the
first question asked during planning, but all tét@o resilience has been considered in a postdwitdn, rather than “leading the
project cart.” Often, local vulnerabilities, if thare noticed at all, are not recognised untill&de. The question was not even
considered in the post-war years of developmentaakrnisation when the belief in the universaldjobeconomic progress was
ubiquitous. Today, after the advent of underdeveleqt theories, post-structural critique, sustaiealevelopment and participatory
approaches, livelihood systems theory, and perhraps educated and empowered local communitiesragiee cannot be excused.
This paper reflects on a case where resilienceirgtdegraded, but also attempts to address tl@éraguestion: how is rural
development related to resilience?

The case study that is the basis of this paperteaauthor's PhD research in the Navosa regioheténtral Viti Levu (Fiji) hill ¢olo)
country (King, 2004). That research, conducted wifbcus on participation and using an eclectidieation of cultural and political
ecology, studied the history of land use and soatality in Navosa. An attempt was made to disstieelink between the research
enterprise and European imperialism or colonial(Smith, 1999, p. 1), and increase the interactigh imdigenous participants such
that they substantially influenced the directiomesearch. The visually-oriented techniques ofi€lpetory Rural Appraisal (PRA)
were especially helpful here (Chambers, 1997, pg-129).

Navosa, although on the border of the Qalilevufoagst plateau, has a hilly, savanna-like landsegifea pronounced dry season, and
has been occupied for thousands of years by indigenommunities with a history of adaptive peoplek®nment relationships,

which nevertheless have changed over time. Itpeee&ncing a resurgence of population after a tafalsic late 19th century period of
disease, war and depopulation largely caused ldeepcs introduced through European contact.

Development has impacted on Navosa in a varietyay$s, although this may not be readily apparettéovisitor. Colonial domination
(through an alliance of British and Eastern Fiffarces) after the 1876 war brought several changéages were re-settled away from
hill strongholds and their associatdalo (irrigated terraces), down to riverside (and nftwed-prone) locations where government
control could be more effectual and markets weoseal.

However, perhaps of greater impact has been thadinttion of foreign vegetation, and in particuRennisetum polystachyon or
mission grass, locally naméalilau ni manivosi or mauniba. Along with many other species (some beneficiaea destructive), this
introduction was part of a process described abgical imperialism (Crosby, 1986) following theémtional domestication of plants
and animals that were familiar to the colonisetge Titial colonisers were the Austronesian-spegkiapita people who introduced
their favourite plants and animals, but the impedhvasive species was much more severe undesBblonialism.

Pennisetum polystachyon (hereafter calledhauniba) was introduced in 1920 from the USA as a gragirass. It has to be assumed that
little was known of its characteristics, becauggrafrom its use as browsing for goats in soméadiy environments, it is a poor
pasture species despite being highly vigorous anbtbgically dominant in Navosa-like hill-savannaseanments. It is now listed as a
weed in many tropical areas where it was introdyéadexample, tropical Australia: Humphries, Gre\& Mitchell, 1991, p. 93). It
achieves ecological dominance in partnership with for which it is both adapted and facilitatimgsulting in a pyric disclimax
vegetation type that under Navosa climatic condgiteads to erosion and land degradation.

The Burns Report (Burns, Watson and Peacock, 1&@@nissioned by the colonial government promotedoNa as rangeland, and
encouraged the spreadrofuniba, despite evidence that indigenous farmer-advisgperting to the Commission expressed opposition
to this strategy, and were very concerned abountireasing prevalence of fire facilitated foguniba. It is apparent from the report
that a paternal, top-down and dismissive attitedin¢ views of local participants was taken by@eenmission: who wished to
reproduce a style of agricultural development jntRat would satisfy colonial desires using thedm-local, temperate-climate base of
knowledge.

The postcolonial period has also been charactebgeéahperialist attitudes, thus suggesting thatgaenial Fiji is neocolonial. The
increased penetration of the money economy intaditional communal economy has continued. Theseblegn a general continuation
of colonial agricultural strategies, despite a tirsupport some indigenous commercial strategigsh aslalo andyaqgona production.
Government policy promotes commercial farming Bivdis caribaea forestry, including pastoral farming, and moderchiniques.
Other aspects of modernization also contributegitumtion of development change based on econgruigth in circumstances
characterised by steadily increasing populatiorisotii people and grazing animals.

The logging of indigenous forest has been intensag the postcolonial era, for example, clearifgllon the Nanoko heights starting
in the 1970s destroyed many environmental nichesreviialuablgagona anddalo could be grown. Because the area was not
reafforested, the area is largely unproductiveyodlae effects of logging continue today, but destion may now effect the cultural
system more than the environment, because logdtag (perhaps usually) results in increased sawaflict within and between local
groups despite improved selective logging practices

There are other degrading or potentially degraditgyventions, for example, the spreadaifvai ni mocemoce (the Samanea saman
tree), which invades and replaces native forestaep dryland gullies resulting in increased emsidl of these changes are
contributing to increased land degradation, a®¥al There is frequent and excessive burning ofathéscape, exacerbated by the
dominant fire-pronenauniba sward, which is reducing biodiversity, fertilignd the resilience of the land. Excessive loggestrdys
native forest and damages waterways, freshwateeriss, social cohesion and community leaderships& processes increase soil
erosion (especially sheet erosion on slopes), whi¢trn further reduces resilience. This is esplcapparent during the transition
period from the dry to wet seasons when denudatiitaprone to sheetwash. The combined result iscetiresilience, greater
fragility, and less sustainable livelihoods.
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This process has been occurring despite a histagund indigenous land management and sustaitiabliaoods. The indigenous
food crop plants, some of which were probably idtreed with the earliest settlers thousands of yageos are root crops and well
adapted to the environmental conditions. The twetrimoportant traditional crops are the tropical y@m andvitua, mainly Dioscorea
sp.), anddalo (doxo, doko, taro, Colocasia esculenta), but today, the most important root crop in Navistavioka (Manihot esculenta,
cassava). All of these crops are terrkakhna which means ‘true food’ (Pollock, 1992). Theirtcmal value must be partly attributed to
their ability to resist natural disasters, espégigfclone shock and drought stress. The latter lesagely overcome for moisture-loving
dalo by the development of intensively-managed irrigatgracesdalo) alongside waterways and on the hillsides of Navadl of

these systems have a high energy efficiency and (Bayliss-Smith, 1982), and can be improved taam&hanged conditions. For
example, one extadalo was supplied with irrigation water through a fleei polythene pipe, which in Navosa is novel. Thisthod of
water transport overcomes damage to traditionadlsaand aqueducts resulting from animal trampling @/clones.

In addition the indigenous food system incorporateslatively high degree of polycultural managemehis includes traditional
agroforestry, or agroarboriculture, where both p&ard tree crops are interplanted in diverse amaptex ways. These systems, still
prevalent in the hills of Navosa, exhibit a higlyde of biodiversity and resilience which suppodall livelihoods during
environmental stress or shock.

It is possible to make many comparisons betweeafihementioned traditional system and non-indigsralternatives, but the
circumstances surrounding the growing of rice mdbastal lowland sugar belt of Viti Levu during &l Nifio drought year of 1998
were germane. Rice is grown as a subsistence gropromercial sugar cane farmers during the nornvediysummer season.
However, in 1997-1998, a summer drought causedlaspread rice crop failure. The sugar cane cropaleasbadly affected, with the
result that food aid was distributed by the Fijgiavernment to sugar farmers during the dry seaf@8%8. However, in comparison
with the sugar belt, the situation in Navosa waigeqdifferent. Although there was some concern abeduced production, especially
for rainfeddalo andyaqona which were suffering drought stress in the most lxcations, there was no shortage of kakana tfoero
food except certain green vegetables) in Navos&hnduggests that resilience was much greater wodacompared to the sugar belt.

Sugar production, apart from the aforementioneel f@d houseyard gardens) is practised as an iradisstd monoculture by
smallholders, and was encouraged and developed oalimialism to be independent of customary Figamiculture. The system is
normally high-yielding but is dependent upon exaédisnsupplied inputs (fertiliser, agrichemicals)daexternal markets. It was
abundantly apparent, at least in drought years ctiog resilience was lacking compared to tradéldfijian polyculture.

Despite the advantages of traditional crops, tfiar-government still practises a policy of encaimg relatively fragile and less
resilient alternatives in its agricultural develogmhpolicy, thus exhibiting a tendency to develagapitalist mode of production over a
feudal model (Naidu, 1991, pp. 12-15), often in s#yat are too ambitious. For example, rather thaaporting the traditional gravity-
feed system of irrigation used in Navosa and eleegHarge and costly diesel-powered pumps areghesiad for the irrigation of
vegetable crops in the lower and middle Sigatokbeyadespite slow adoption rates and a tendeneytiermine traditional social
equity. The energy efficiency of these alternatigeless than indigenous crops, and they are neperdient on the supply of inputs
that are produced externally from oil and natuesd,gvhich are becoming increasingly scarce comiesdiCampbell and Laherrere,
1998). In view of the risks associated with extesugply, the strategy of increased dependencetnrelly-produced resources
seems increasingly unwise, especially when thénoftsmarket is unstable.

In conclusion, this case study has implicationssigstainable development. The current model obmesble development (e.g.,
WCED, 1987) tends to be future-focussed and opticnii this way similar to evolutionary-based mousation theories (Naidu,
2003), but the lessons of the past must be heeslfat as resilience is concerned. The value obsule indigenous livelihood
strategies should be respected, and the less+saiskaisubstitutes which are often incorporatedadennisation projects should be
guestioned. A resilient and sustainable strateggoicultural development can “progress with th&t’g&larke, 1978) by improving
traditional methods, rather than substituting thvth energy-dependent and less resilient alteraativ
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An Evaluation of Microcredit as a Strategy to Redue Poverty: A Case Study of Three Microcredit Prograns in Bangladesh

Shah NawazCenter for Development Studies, Flinders University*

Introduction

Microcredit (MC) programs, mostly operated by nmvegrnment organisations in developing countriegaade small loans of from
$50 to $100 to poor people to enable them to gémesdra income through self-employment in smadlibess activities. The target
clients for microcredit programs in Bangladeshfaretionally landless rural poor people, usuall§imed as those with a land-holding
of less than half an acre, or those with assetsatiealess than the value of an acre of mediumityuahd, or those who are engaged in
wage labour for their livelihood. Microcredit pr@gns are seen by many as an effective tool for asing the income of the poor and
the landless and hence reducing poverty (Khand@@8;1Morduch and Haley 2002; Noponen 2003; RemangiQuinones, 2000;
UNICEF 1997; World Bank 1994; Wright 2000; Zamard@) However others, like Dawson (1997), argue thedlit does not
necessarily help the poor to accumulate assetspiragproductivity and escape out of poverty, whildme (1999:1) concludes that:
‘microfinance programs and institutions are inciegly important in development strategies but kremigle about their impacts is
partial and contested’. Similarly, Simanowitz (300 writes that: ‘The nature and extent of theawtpof microfinance, particularly on
poverty incidence, and the nature of the economitsacial outcomes that microfinance is expectdut@ — particularly the impact
on poverty — continues to promote lively debatdiefie is therefore a need to continue to evaluateogtiedit programs to see how far
they help to reduce poverty. This paper reportaromtensive quantitative and qualitative studyngérocredit programs in a village in
Bangladesh.

Methodology

A village in the Comilla district of Bangladesh weslected where the microcredit programs of thrgamsations — Grameen Bank, the
Bangladesh Rural Advancement Committee (BRAC) ardAssociation for Social Advancement (ASA) — hadrboperating for at
least 6 years. Basic socio-economic data was ¢tetléficom all 873 households in the village, and wsed to calculate a composite
household poverty index based on seven variabéshieation, income, occupation, food intake, landenship, type of house, and type
of toilet. For the variables education, occupatfoond intake, type of house and type of toilet are®f one to five was assigned, and
for the variables income and occupation a scomnefto six was assigned. The score was then stiisddrand households were
divided into five categories — extreme poor, motiepoor, vulnerable non-poor, non-poor and rictasda on the scores obtained.
These categories were defined through focus graqusisions with villagers in the study village amdified though focus group
discussion with some of the researcheverking in poverty alleviation programs in thetdist. For the purpose of some of the analysis
the extreme poor and moderate poor categoriesegnduped as poor and the remaining three categenelinerable non-poor, non-
poor and rich — can be grouped as non-poor. Tregegaries were used to assess the impact of mediv@n poverty. In addition a
random sample of 127 microcredit clients, covethrgthree programs, was selected for more intemsigeviewing about their
experience of microcredit and its impact on thegome and welfare. A further random sample of S@skbolds who were not
microcredit clients, but had the same range ofcsecbnomic conditions as the client households,dvaan as a control group for the
analysis of the impact of microcredit on the clipatiseholds.

Does Microcredit Reach the Poor?

The main target group of the microcredit organ@atiis the landless poor. The poverty index wad tsevaluate the extent to which
microcredit programs reached the poorest househioldise study village, nearly one third of the pbouseholds were covered by the
microcredit program. Microcredit did not reach teenaining two thirds of these households, and itiqdar did not reach to the
bottom layer of extreme poor households. On therdtland, a significant amount of microcredit wasviated to non-poor households,
and these non-target households accounted for @daliper cent of microcredit clients. The mairsmeafor providing microcredit to
these households was that this assisted the pragedfiio achieve their target of disbursementrefiit, and to ensure repayment of the
loan.

How is Microcredit Used by the Clients?

Most of the loans were used to generate incomé, abut 56 per cent being used in the agriculseator and 30.8 per cent in the
non-agricultural sector. The remaining 13.2 pett ©éithe loans were used to fulfill basic needs eehyment of credit taken from
other sources. In rural areas both men and womes\rery limited scope to be involved in income gatiag activities outside
agriculture, because of their low level of formdueation and skills, and so credit was utilizeth& sector where people already had
some skills. However, the microcredit organisatiditsnot provide any skills training in these aittés for their clients.

Who Uses the Credit?

In the study village all of the microcredit clientgre women. However, the credit they were advam@imainly utilized by the male
members of the household. The reason behind thiigisn rural Bangladesh women have very limiteopg to be directly involved
with income generating activities which are opetaiatside their bari, or family complex, mainly bese of cultural restrictions. As
most income generating activities are conductedidethe bari, they involve men. The female cli¢h&snselves utilized only 4.7 per
cent of the loans. These clients were mostly widand had no other adult male family members to lesthe loan. Some 9.4 per cent
of women utilized their loan jointly with male meps of the family, while 48.8 per cent of loans evatilized by males alone. The
reason why all the MC clients were women, despiéepiatriarchal character of rural Bangladesh spd®that it appears to be easier to
recover loans from women than from men. In rurabarwomen’s activity is largely limited to withineir bari, their family complex,
so their movement is also very limited. They cduidie themselves or avoid their peers or the loéinesfduring their weekly meetings.
Furthermore, when women are the defaulters on ldesface severe pressure, including abuse frenpéler members and also from
the credit officers. In the study village one of tMC clients left the village with her entire fagnih the dark of night after failing to

* | am very grateful to Dr. Alaric Maude, Associd@eofessor, School of Geography, Population andremmental Management for his
valuable comments on my draft paper.
! Researchers working in the Bangladesh AcademRRtwal Development (BARD) in Comilla.
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repay a loan, in order to escape this social pres€in the other hand, if men are the defaulterthenoan, they can easily hide or
avoid their peers or the loan officer because eif twider movement outside the bari. In the eatdgss of the MC program the
percentage of men borrowers was higher than woearehit was reported that when men were the bormwikey did not attend the
meetings regularly. In case of default they arguid the loan officer, became arrogant, even teneed the officer and it was more
difficult to recover loans from them. During quatie data collection some of the credit officefsowpreviously worked with an MC
organisation agreed with this view and said thet @asier to handle and recover loans from woilnen imen. Some credit officers now
working in an MC organisation also supported théswprivately, but were unwilling to say so pubjicBelecting women as the clients
has helped to ensure a more than 95 per cent ngcolvians.

Does Microcredit Improve the Welfare of Clients?

The effect of microcredit on household welfare waaluated by comparing change in a number of inoisaof welfare in MC
households with households in the control groubl@d). As the socio-economic condition of mostdeholds in the study village
improved over the period of three to five yearsobetthe survey, the absolute rate of improvemembaibe attributed solely to
microcredit, but is the result of a number of fastdHowever, as households in the control groupwetected as having the same range
of socio-economic conditions as the MC group, @ssumed that any difference between the contooipggand the MC group in the rate
of improvement is likely to be the result of micredit. Extensive qualitative information obtainedrfi interviews with MC clients, not
reported in this paper, supports this assumptioshioyving in some detail the ways in which microdredproved the welfare of MC
clients. The level of each indicator, such as foadsumption, at the time of the survey is also cameg between MC clients and the
control group, to determine if the client group bakieved a higher level of welfare than the cdrgroup. However, in the absence of
accurate data for these indicators for the pasiwivould show whether the two groups were ideih{jiaad not just similar) before the
MC programs commenced in the study village, thietgf measure is less satisfactory as a test afdhmparative effects of microcredit
and its absence. On the other hand, it does pravideasure of the extent to which MC householdsgaatked a level of income and
welfare above the poverty line.

Table 1: Comparison of Socio-Economic Indicators oMicrocredit Borrowers and Non-borrowers (control group)

Socio- Percentage of MC | Percentage of Non-
economic | borrowers borrowers (control
Indicators group)
1 2 3 1 2 3

Income 819 | 15.7| 24| 68.0 26|0 6.0
Food 66.6 | 31.5| 24| 60.0 26.0 14.0
intake
Clothing 59.1 | 37.0| 3.9| 58.0 28.0 14.0
purchase
Housing 55.1 | 441 | 0.8| 62.0 38.p 0.0
condition
Furniture 559 | 43.3| 0.8| 52.0 48.0 0.0
owned
Electrical/ | 22.8 | 77.2| 0.0| 30.0 700 0.0
Electronic
items
owned
Tube-well | 28.3 | 71.7| 0.0| 22.0 780 0.0
owned
Toilet 409 | 59.1| 0.0| 20.0 80.0 0.0
condition
Ownership | 425 | 52.8 | 4.7 | 38.0 58.0 4.0
of assets
Social 38.6 | 59.1| 24| 320 66.0 2.0
status
Voting in 346 | 654 | 00| 34.0 66.0 0.0
election
Ability to 40.2 | 575 | 24| 36.0 60.0 4.0
cope with
vulnerabilit
y
Dowry 858 | 126 | 16| 86.0 12p 20
expenditure

Key:

1: Increased/Improved

2: No Change

3: Decreased/Deteriorated

Income

While it is widely accepted that poverty is a mliinensional concept, per capita income is an itambrsingle indicator of the
standard of living. Income influences items suclioasl consumption, purchase of clothing, acces$se#dth and education, the standard
of housing and social status. As shown in TabEdnificantly more microcredit clients experienaatincrease in income after joining
the program than the control group, demonstratiag microcredit intervention has helped to redumoceine poverty. However, a
significant proportion of microcredit clients stifmained in poverty.
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Food

Food is a basic human need, and lack of acces®tbi$ an important indicator of poverty. In Barglah meat is costlier than cereals,
fruit and vegetables. Most poor people cannot dffoeat, so lack of access to meat is an indicdtpoeerty. A number of questions
were asked of the MC client group about food constion before and after they joined a microcreddgram, and most of these
guestions were also asked of the control group.r&helts show that at the time of the survey tientigroup had a slightly better food
intake and higher expenditure on food than therobgtoup. For example, 66.6 per cent of the M@raligroup reported an increase in
food intake, compared with 60.0 per cent of thetrmdmgroup. Similarly, the percentage of familiéat could have three meals a day
increased from 80.3 per cent to 89.8 per centarctient group, but remained unchanged at 84.@@etrin the control group.
Qualitative data also indicates that involvemenb@frowers with microcredit program stabilised tHebd consumption and improved
their intake of nutritious food. This reveals thaitrocredit has had a positive impact on the foamsamption of the MC clients.

Clothing

Clothing is another important basic need. Not hgutwo sets of clothing for everyday use and a Batiter clothing is an indicator of
poverty in rural Bangladesh. For a woman to havedditional shari and winter clothing for festivalsto visit relatives’ houses is an
indicator of a better life, but many women canrféaral these items. In response to the questiorhahge in amount of clothing after
joining the program, 59.1 per cent of microcretigrts reported that their supply of clothing hadreased, while in the case of the
control group 58.0 per cent reported an increase.

Furniture

A rural household usually possesses a very linatadunt of furniture, such as choki, khat, alna,il@m chairs, tables and showcases.
Nowadays, when people have some surplus incomentaet/to buy furniture to improve their living catidn. Buying basic furniture

is not a luxury but a necessity of life. In respois the question of whether their ownership ohfure changed after joining the
microcredit program, nearly 56 per cent of micradrelients said that their ownership of furnitrad increased after joining, while in
the case of the control group it was 52 per cehthd same time, 2.4 per cent of microcredit clidrad no furniture at all. They usually
slept on the floor, which is made of earth, by agieg a mat. This means that these people do f@wenough income to buy the very
basic necessities of life.

Electrical/Electronic Items

Some rural households in Bangladesh possess eltectronic items like watches, irons, radiassette players and television sets,
and a very few households own a refrigerator. Maeesship of an electrical or electronic item isigigsly correlated with the income
of the household, but does not appear to be retatpdrticipation in a MC program, as more of tbedeholds in the control group
reported that their ownership of electrical/elesttdtems had increased compared to the MC houdshél possible explanation
arising from the interviews, but one needing furthealysis, is that MC clients were more likelyrtithe control group to invest extra
income in their income generating activities, ratian in consumption.

Medical facilities

Microcredit clients had more access to treatmerinduliness than the control group. In responsthoquestion of whether they can
afford doctors and medicines during illness, 6%Aqent of the microcredit clients and 58 per @éithe control group said ‘yes’. The
main reason for not being able to afford doctonsndpillness was lack of money, which indicatestt8é.6 per cent of the microcredit
clients and 42 per cent of the control group ditha¥e sufficient income to afford treatment duriligess. Qualitative data indicates
that in the case of the microcredit clients theitess to medical facilities had improved due tdr tihereased income from involvement
in the microcredit program. Moreover, their awasmnef health and nutrition had also improved assalt of their training by the
microcredit organisation.

Toilet facilities

Microcredit client households used hygienic toileisre than the control group. In the case of miadit clients the access to hygienic
toilets more than doubled after joining the micealit program, as shown in Table 1. The main re&sothis high rate of increase is
the supply of ring toilets at a concession rat¢higymicrocredit organizations, NGOs, and the gawemmt public health department.
They encourage people to use ring toilets to aslimdases like dysentery, diarrhoea and other wiatesmitted diseases, which are
very common in Bangladesh.

Drinking Water

Microcredit client households had slightly moreesscto their own tube-wells than the control graurm their ownership of a tube-
well had increased slightly more than for the colngroup, although in both cases ownership hadeased significantly. As most
people in rural areas use tube-well water for dnglpurposes, the recent problem of arsenic com@tioin of ground water in
Bangladesh poses a threat to the availability f&f denking water.

Savings

Saving is a compulsory component of the microcnedigram, so all MC clients have savings with tih@€ organisation. Besides
these savings, 22 per cent of the MC clients hhadrdypes of savings, such as in a bank, a coaperaash at home or an insurance
policy. These savings helped MC clients to copé @iy to day crises. In contrast, only 28 per céouseholds in the control group
had savings. Qualitative data indicates that savivagl increased for almost all of the microcrediréwers since joining the program,
because borrowers have to deposit compulsory wesekliyngs. In addition Grameen Bank borrowers ats@ta pension deposit
scheme.

Total Value of the Household Assets

In the case of the microcredit clients, househskets increased after joining the program. Befairerjg the program 33.8 per cent of
the microcredit clients had assets of more thara2810,000, valued at prices at the time of theesyrand this proportion increased to
38.6 per cent at the time of the survey. In therobigroup the proportion stayed the same.
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The results discussed above demonstrate that haldseh a microcredit program in the study villdgel experienced a faster rate of
improvement in a number of indicators of income wedfare, although not all, than non-microcreditbeholds (the control group),
showing that microcredit can achieve modest buespdead gains in standards of living. Yet aboutttvirs of the extreme poor and
moderate poor households were not in a microcpedgram, and nearly 62 per cent of the landlesplpdn the study village, who are
the target clients for microcredit programs in Bladgsh, were not in a program. In addition, nehally of all households in a
microcredit program remained below the poverty bhdaka 606. The next sections explore the reamrthis failure to reach the
poorest and to remove poverty.

Why Microcredit Does Not Reach Many of the Poor?

One set of reasons for the failure to reach thegzidiouseholds relates to the system of loan ezgoue to pressure from the higher
authority of the microcredit (MC) organisation fo®0 per cent recovery of loans, the field staffe@ir Officer or Branch Manager)
usually do not want to risk default by choosingts from the very bottom layer of the poverty peofit is the obligation of the field
staff to choose clients who can ensure loan repatyoretime. Moreover, the recovery system of M@Qugte rigorous. For example, in
the case of BRAC if a client is unable to pay astaiment in the weekly meeting often she had te farsh treatment from her peer
members and from the Credit Officer. In the aftemasually the Credit Officer, in a group of 3 tpdople, will visit her house to exert
pressure and to negotiate with her for loan regovarthe study village the Credit Officers alsaluded some of the non-poor
households as their clients, and used the influehteose households to recover loans. Most otdmgres of the MC organisations are
also located in the premises of non-poor househdlds to the hierarchical structure of the socieny people listen to these
influential persons and take their advice in timaésrisis and necessity. There are reported cassallng of utensils or other
household goods to pay installments due to pregsumethe peer members and the credit officer. Sones the MC organisation
lodges a criminal case in the police station agdiesclients to recover a loan. This sort of attiwins the prestige of the clients in
their own community.

Due to this rigorous loan recovery system many &bolkls at the bottom layer of the poverty profile afraid to take a loan from the
MC organisations. During the qualitative study maoyseholds even said that it's better to strivéeath than to borrow from an MC
organisation, because you have to pay instalmeets @ the day when someone is dead in your hdimes. claimed that the
organisations do not want to listen to even vernugee problems. Moreover, people at the very bofiochthemselves powerless and
voiceless in the society, and they think that iseatent with these organisations will only make1tfiges more vulnerable.

On the other hand MC organisations regarded thessefolds as self excluded — as not interestedriicjpating in the MC program —
and did not attempt to understand why they rejeotetocredit. However, the initiator of microcreditd the founder of the Grameen
Bank, Professor Yunus, believes that the poor eg@ittworthy, and that MC organisations should deatineir attitude to the selection
of clients and the recovery of loans. The GrameankBhas already initiated some changes in the Gramank Il model through
rescheduling loans for whose who are unable toopayme, and very recently initiated very smalldedor beggars. However, the
attitude of the field staff towards clients who areble to repay has not changed much. In thiatsitu MC organisations can change
their repressive systems of loan recovery. Thislavencourage households in the very bottom lay¢h@fpoverty profile to participate
in the MC program. Another issue for poor househdddthe very small grace period for repayment.dlgypayment of installments
starts one week immediately after taking a loahjryenost cases it takes a few weeks to get amdtom the loan initiated activity. So
households with no other income source to repaglingents are again reluctant to take the riskastipipating in the MC program.

Many households in the bottom layer of the povprtfile also do not participate in the MC prograuedo lack of suitable income
generating skills, and those who do participate annot get full benefit also because of lackroppr skills. Although some of the
MC organisations claim that they provide trainingtieir clients, this only involves a knowledgetloé rules and regulations regarding
the loan and its repayment. It does not includitrg in skills which could contribute to the susseof income generation activities of
the clients. Microcredit could better help poor pledy integrating suitable skills training withettban component.

Why hasn’t Microcredit lifted all Clients above the Poverty Line?

By participating in the MC program some househblaiée been able to improve their socio-economic itiend while others have not,
and in some cases their income has deteriorateditCras different impacts on different householdg socio-economic condition of
a household before joining a microcredit prograayplan important role in determining the exterwlich microcredit can assist that
household. From the qualitative study it was obséthat households who already had some physisatadand, pond, livestock,
agricultural equipment, rickshaw), or human asgadsication, training, skills, leadership qualitpod health), or social assets (wealthy
relatives, friends), and/or regular source of inedjob, self-employment, wage employment) were ntiggdy to utilize their credit for
income generating activities and hence increaseittme compared to very poor households. Theaweéor this is that repayment of
installment of loan starts immediately after takihg credit, yet in most cases it takes time toegedturn from the loan initiated
activities. For example, when a loan is used toduopw it takes time to produce a calf and prowiil. Moreover, working capital is
also necessary to rear the cow. Before incomerisragéed from selling milk usually the repaymeninstallments is from other sources
of income. The same is the case with investmeatlo&n in leasing land and growing crops, or legsipond and cultivating fish. It
was again observed from the qualitative studyithatost cases repayment of installments was frdraratources of income or from
the loan itself when a part of the loan was kepteafor repayment. The destitute and the extrenoe pave no regular source of
income or some other source from where they carinsagliment, which discourages them from joiningragram or forces them to
drop out from the program.

It was observed that households who had some ptigdwassets, particularly cultivable land, befaming the program did better than
others. The reason was that they could grow sopgscparticularly rice, to feed themselves andndidneed to spend their cash
income to buy rice, which is the main staple fa@edit was utilized for buying inputs for productiof crops or leasing land to grow
more crops. From the cash income they could pajotireinstallments. In rural Bangladesh there psaverb “if you have rice at home
you don’t have any anxiety”. So when some housebaldgrow crops for their own consumption they &k against external shocks
such as a rise of price of rice.
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Households with young energetic adults who werevatsd to improve their living standard also didMy joining in the MC

program. In rural areas most of the labouring jatesheavy manual work. For example, rickshaw pgiléind labouring in agriculture
are all hard manual jobs. Microcredit helped thesgseholds to start an income generating activity@eate new job opportunities, or
fulltime employment for those who were under empbhySome households had unemployed adults, andanedit helped to involve
them in some income-generating activities whichriompd the economic condition of the household.éx@mple most of the
agricultural labourers, masons, carpenters anghik pullers had no regular employment. With tHp béloans these households
created some additional income generating activigich as small business, leasing land for growaiiags, and cow rearing to engage
themselves when they had no work or before or gftérg to work.

Based on initial human asset condition the imp&atiorocredit may also differ between households. &ample, some people have
skills in making furniture. Before joining the pmagn, these people worked as casual waged carpeAfastaking credit they utilized
their credit to start their own furniture business.

From the qualitative study it was found that howdeé where both male and female members engagadame generating activities
had larger increases in household income than thmsgeholds where only male members were the ineamreers. It was also found
that households where there was more than one meamer had a higher income than when there wa®na income earner in the
household.

Social assets also determine the impact of theamiedit program. Households who have educated tmeahd elite relatives and
friends have a stronger social network and can taie risk in the investment of their loans, whichy bring more returns. In case of
necessity they can also borrow from their networkepay the loan instalments, and the survey f@averal clients borrowed money
from relatively wealthy relatives to repay loantaiments. For example, one of the clients startsahall shop with the help of
microcredit, but had a relative with a big grocelpp in Comilla town from where he could obtaind®on credit for his small shop in
the village.

Households who used their loan for income genegatetivities, instead of using it to fulfil housdétt@onsumption needs, did well
after taking a loan from a microcredit organisatids the investment of money in income generatitg/ies in most cases created an
income, this income in turn could be invested inaadion, health, housing and sanitation which inapdoliving conditions.

On the other hand, some of the borrowers werelletta improve their economic condition after joigiin the MC program. It was
observed from the qualitative study that househwalds were extremely poor and lacked both humancapétal resources, particularly
land, were not able to make much progress by takags from MC organisations, because they werebigt to utilise their loan for
income generating activities. They had to spend miotheir income to buy food items and pay loastaments. It was observed from
the qualitative study that after taking loans sahthe households were forced to reduce their copsion or pass the day without food
in order to pay the instalments. Household who dpraost of their loan to fulfil the basic needs led family, particularly buying foods
or treatment of iliness or to pay previous debisseanot able to improve their economic situatidergbining in the MC program, again
because they were not able to utilise their loarirfoome generating activities. The microcreditgreon is not a safety net, rather it is a
program for poverty alleviation through self-empt@nt and income generation. Similarly, households spent the loans on social
activities or festivals such as the marriage ofdrhn, including dowry and religious festivaplija, eid) were not able to improve their
economic condition. Furthermore, the returns froostof the MC initiated income generating actidtigere small due to the small
size of the loans and the low productivity of ttamial economic activities. For that reason, eviéerdaking three to six loans many
borrowers were not able to significantly improveitteconomic condition. Consequently many MC boemvemained below the
poverty line, and for the reasons discussed akiaw@realistic to expect that microcredit alone Wil able to eliminate poverty in rural
Bangladesh.

Conclusion

The study finds that households involved in a ndoedit program experienced a higher rate of impmevg in their poverty status and
standard of living over the three or four yearssithey joined a program, when compared over thee ggeriod of time with a control
group of non-microcredit but otherwise similar heluslds from the same village. However, microcrbdg failed to reach the bottom
layer of the extreme poor, mainly because the sysfieclient selection discriminates against thend he system of loan recovery
discourages them from participating. Microcredis lagso failed to lift all its clients above the poly line. For both reasons it is only a
partial answer to the problem of poverty, and thdifgs of the study support the view of those \whgue that microcredit does not
necessarily help the poorest of the poor. Suggestmincrease the impact of microcredit on povertjude changing the targets of
MC officers to encourage them to lend to pooregri, changing the process of loan recovery towgage more poor households to
participate in microcredit, increasing the flexityilof both the amount of the loan and the timeegfayment to encourage the most
productive use of loans, and providing trainingtable clients to make more successful use of liems.
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