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ABSTRACT
The parochial approach to development through the Washington Consensus, Structural Adjustment Programs of the World Bank and the IMF, has given rise to its criticisms and a rethink of development in developing countries (Gore 2000, pp. 789-804). According to Stiglitz J. (1998), ‘…there is the need for a post Washington Consensus. A new paradigm that should seek to achieve broader objective – embracing a focus on the living standards of people and the promotion of equitable, sustainable and democratic government’. Similarly, the bias characteristics of the formal sectors in prioritizing their resources in favor of large scales urban enterprises and agricultural products over rural small scales non agricultural products do not always reflect the needs of the poor masses, leaving them in a state of dilemma with no access to capital. ‘…capital is the forces that raises the productivity of labour and creates the wealth of nations’ (DeSoto, 2000). Loan disbursements entail complex and rigid bureaucratic procedures with cumbersome paper works requiring literacy skills of potential customers. 
The Informal sector on the other hand is often neglected, down casted and looked upon with pity and disregarded by politicians as ‘…backward, lazy, and crazy – ignorant. Yet, in this regard… the village blacksmiths are skilled, industrious and sane – wise’ (Muller, 2010). Diversity of money transactions characterizes this sector as access to financial services is often from family members or relatives, friends, and rural money lenders. These often reflect very high interest rates making it difficult for the poor people to operate small businesses while keeping up with the high repayment rates. Therefore, there is a need for change: a shift in the development paradigm to ameliorate the gap between the rich and the poor. Microfinance has emerged as a potential tool in the fight against poverty in the development process[footnoteRef:1]. Its importance has caused an international outcry and upheld by all nations geared towards the eradication of extreme poverty by 2015.  [1: Micro capital Brief: Muhammad Yunus, Nobel Laureate and founder of Microfinance Institution, Grameen Bank:
http://www.microcapital.org/microcapital-brief-muhammad-yunus-nobel-laureate-and-founder-of-microfinance-institution-grameen-bank, October 2010.
] 


As an imperative of the Millennium Development Goals (MDGs), the U.N designated October 2005, as the International Year of Microcredit (Millennium Project Reports and other UN documents, 2005). Thanks to the Nobel Laureate Peace Prize winner; Professor Yunus who is often described as the founder of Microfinance institution after the opening of the Grameen Bank in his native town of Bangladesh which paved the way to the proliferation of other Micro Financial Institutions around the World (ibid). 

The analysis in this thesis shows that Microfinance has emerged and still remained the potential paradigm in addressing development issues like empowerment, poverty alleviation, gender equality and the efficient allocation and distribution of resources with a sole aim of improving the standards of living of the poor in a sustainable manner through entrepreneurships and self reliance projects. It will also show that Microfinance, even though a potential development tool is facing huge challenges which need to be addressed so as to strengthen its capacities towards the fight against poverty and development. Its critics argue that Microfinance is not the solution as a development paradigm per se but a neoliberal agenda. This study further argues that in order for Microfinance to effectively stand the fight against poverty, it must be free from donor aids and neoliberal principles because foreign aids is not a suitable development approach since it leads to a dependency syndrome. Therefore development has to be by the communities themselves through empowering and enhancing their capabilities. This is possible through Microfinance and not donor aids (Moyo, 2009). It is ‘wise to teach a child how to fish than to give him fish all the time’[footnoteRef:2].  [2:  This is a typical wise African proverb; meaning if you continue to give your fish all the time, makes him/ her lazy due to his/ her dependence on you. Consequently, the survival of that child depends on your livelihood and vice versa. In this context, what Africa need is not aids but the skills, technology, innovations and entrepreneurships.] 







CHAPTER ONE
1.1 INTRODUCTION
The African continent is plagued with development problems. Complicated by power hungry leaders with a high thirst of corruption and self-centeredness, breeds an uneasy breathing ground for the socio-economic development in the area as neither formal or informal structures are good components for development because they do not reflect the actual needs of the underprivileged. As a medium between this two structures Microfinance while not without its limitations, has potentially emerged as a tool for development in the developing world. This emergence has been re-enforced in October 2005 by the United Nations (U.N), in declaring 2005, ‘the international Year of Microcredit’, and defined by the Millennium Development goals[footnoteRef:3] (MDGs). The MDGs is a globally accepted strategy geared towards the reduction of Worlds’ extreme poverty by 2015 in addressing the issues of income levels, poverty, education, hunger, disease, shelter, poor infrastructure, gender inequality and environmental degradation.  [3:  Microfinance and the Millennium Development goals:
http://www.vearofmicrocredit.org, October 2010.] 

Alongside other development agendas such as the G8 Declaration of 2008 aimed at increasing the amount of Official Development Assistance (ODA) to Africa (G8 Declaration, 2008), the Brussels Program of Action (BPA) which aimed at improving human conditions in Less Developed Countries (LDCs) so as to accelerate economic growth and alleviate poverty by 2015 (BPA, 2006), Commission on Private Sector Development (CPSD), aimed at unleashing entrepreneurship for the poor in Africa on how business can create domestic employment, wealth by boasting local entrepreneurial energy towards achieving the MDGs[footnoteRef:4],  and the Africa Commission Report that was established by the British Government aimed at providing new development ideas for Africa[footnoteRef:5]  [4:  Commission on Private Sector Development (CPSD):
http://www.ycsg.yale.edu/activities/collaborations_commission.html, October 2010]  [5: Report on the Commission For Africa, March 2005:
http://www.uneca.org/commreport.pdf, October, 2010] 

Microfinance has also emerged as a key player and actor in the finance sector geared towards reducing global poverty and achieving MDGs. It does this by providing micro credits to the Worlds’ poorest people which could not be provided otherwise by high streets commercial banks due to administrative bottle-necks in the formal sectors. The terms microfinance and microcredit will be used interchangeably. They both refer to credit transactions and loan fungibilities but different in that the former complements credit transactions with savings and insurance. In most instances this discussion will center on microfinance because of its accuracy in presenting the relationships of credit financing institutions and its clients.
A further clarification of the role of entrepreneurship and small enterprises within the formal and informal sectors of the civil society will also be of paramount importance for understanding the depth and position of Microfinance in the developing World. In the developed World, capitalism and free markets is an important factor of development with its success and prosperity highly felt within the social and economic sectors. They are characterized by high standards of living generated by entrepreneurial spirits geared towards the transformation of ideas into a technological and an ideal Modern World. Value creation is the engine for socio-economic development in Western developed countries. This is opposite of the African Continent. 

1.2 ROLE OF ENTREPRENEURSHIP AND SMALL ENTERPRISES IN DEVELOPMENT
Kofi Annan declared during the 2002 World Summit held in Johannesburg (August 26 – September 4th 2002) in South Africa on Sustainable Development that; ‘… without the private sector, sustainable development will remain only a distant dream’[footnoteRef:6] . By the private sector, he referred to Foreign Direct Investment (FDI) by western enterprises and their role in the development of the continent. Even though, there are significant amount of entrepreneurs and microenterprises in Africa, they are in most part found in the informal sectors where resources remained untapped on a larger scale due to several constraints such as poor infrastructure, lack of property rights, lack of capital, no social support and most importantly, the lack of freedom which is referred to by Dr. Sen Amartya in his book ‘’ Development as Freedom’’ and ‘’The Idea of Justice’’[footnoteRef:7]. Given these constrains, most employment and business activities in the developing countries are found in the informal sectors. This agrees with the fact that there exists a large labour force, ideas, ambitious with high entrepreneurial spirits but lacked the skills and capital to expand their capabilities and improve the quality of their livelihood[footnoteRef:8]. DeSoto, Hernando agrees in his book ‘The Mystery of Capital’ wherein he describes the inhabitants of the African continent as having talent, enthusiasm and the ability to change their lifestyles but lacked the means to do so due to the lack of capital (DeSoto, 2000). The lack of capital and technological know-how explains why most business activities are concentrated in the informal sectors (Webster, 1996) that are often ignored by civil servants, politicians and academicians as being backward, lazy and ignorant (Muller, 2010) thereby leaving their talents untapped. This is further complicated by undocumented property rights (DeSoto, 2000) which hindrances their ability to obtain loans as these assets cannot be used as collaterals on loans because most of them do not have officially legally registered ownership titles on these assets. DeSoto, Hernando describes these assets as ‘dead capital’ as it cannot be represented on paper as collaterals so as to secure loans from high street commercial banks.  [6:  World Summit on Sustainable development (WSSD) Johannesburg, August 26th to 4th September, 2002:
http://www.worldsummit2002.org, October, 2010.]  [7:  Development, according to Dr. Sen will only remain a myth if there is no human freedom, referring to the enhancement of human capabilities. He sees societies as unjust in his ‘Idea of Justice’ and that human view of the World is parochial.]  [8:  Serrat, Olivier, ’’The Sustainable Livelihoods and the Private Sector Approach, November 15, 2005:
http://www.adb.org/Documents/Information/Knowledge-Solutions/Sustainable-Livelihoods-Approach.pdf, November 2010.] 

Consequently, banks are unwilling to lend them money without collateral securities as it represents high repayment risks. Given all these constraints and coupled with geographical isolation and other social prejudices (Muller, 2010) hinders the abilities of poor people to obtain credit[footnoteRef:9]. This makes them embracing the informal sector as a survival strategy. They turn to borrow money from relatives and friends with astronomical repayment rates making their situation even worst as interest rates sometimes surpasses the actual amount of the money borrowed by the time they finished paying. Given the adverse effects of the formal and informal sectors, Microfinance then emerged as a new credit model to bridge gaps[footnoteRef:10] between the rich and the poor.  What then, are the informal and formal sectors all about? [9:  Consultative Group to Assist the Poorest (CGAP):
http://www.cgap.org/html_about_history.html, October 2010.]  [10:  Yunus, Mohammad- Banker for the Poor
http://www.grameen-info.org/book/index, Accessed, October 2010.] 


1.3 THE INFORMAL AND FORMAL SECTORS
The Economies of Africa are interwoven with a duality of strong labour force structure found in the formal and informal labour market (Edgar, 2008, pp. 2-4). The coexistence of these two structures warrants an investigation on their characteristics and suitability for the economic development of the continent. The dynamics and constrains of this investigation is very important to the understanding of this project and the place of Microfinance between the two respective structures. The African economy is a typical example of this coexistence. These two are defining factors of a typical African economy but not significantly important as they make the poverty situation of the poor worse. That is why a better mechanism is needed so as to bridge the gap between the formal and informal, but what are the characteristics of these phenomena? 

1.3.1 THE INFORMAL SECTOR
According to the International Labour Organization (ILO), the informal sector represents 72 percent of jobs in Sub Saharan Africa (SSA)[footnoteRef:11], due to the inabilities of states to create formal jobs or enhance existing enterprises. This sector is characterized by self employment, either with or without hired workers with their primary objective geared towards profitability. They have local technological and organizational skills, are industrious and clever but with no written rules and regulations nor any kind of standardized accountability. They depend largely on verbal understanding and mutual trust. They pay less interest to social protection schemes risk assessments due to low awareness and in most cases; the working environments and conditions are very risky and filthy.  The informal sector includes men and women of all works of life from rural artisans, blacksmiths, street vendors, shoe shiners, petty traders and the unemployed. They are often known as the black market economy because most of their activities are neither documented nor regulated by law. They in most part operate underground thereby evading tax authorities with corruption and dodgy activities widespread[footnoteRef:12]. Informal activities are very high in countries with stiff government regulations and differ from countries to countries due to their internal regulations and policies orchestrated by political actors. For instance, countries with restricted trade barriers obviously have laws that protect their home industries against the importation of certain products. These same rules on trade barriers create an informal sector as these goods may still be smuggled into the country by individuals through organized networks. A global example is found in the cocaine industry and other banned drug related crimes. Furthermore, governments with weak intellectual property right protections encourage the growth of the informal sector through piracy. All of these lead to the growth and consolidation of the informal business market situation which does not significantly constitute to positive development. [11:  The Boundaries of the Informal Market in Africa: ’Afrique Avenir’
http://www.afriqueavenir.org/en/2010/12, Accesses, October 2010.]  [12:  Economy Watch:
http://www.economywatch.com/market/market-types/black-market.html, October 2010.] 

Neo-liberal structural adjustment principles such as privatization, deregulations, and trade liberalization policies also accounts for the advent and growth of the informal sector as a result of globalization as production was geared for export. Economies became exposed to foreign competition and those who could not stand the test of the times were competed out of business leading to large scale unemployment and growth of the informal sectors (Muller, 2010). Unemployment and tax evasion in the informal sector are negative indicators to growth. Microcredit is needed to ameliorate the situation as individuals and groups will have access to obtain funds without strict conditions as is the case of commercial banks per se. This will then enable them to set up businesses legally thereby reducing unemployment in favor of economic growth and sustainable development.

1.3.2 THE FORMAL SECTOR
The formal sector is the legally documented and recognized economic activities of an economy. They are characterized by official and standardized accountabilities with fixed hours of work based on a contracted salaried employment. Their workers and work place are protected under social protection schemes such as health insurance, life insurance, pensions and employment benefit schemes such as job securities and holiday pays. This sector is usually subsidized by the government. High streets financial institutions, government offices, intellectuals and large scale businesses are a characteristic of this sector. This sector is interwoven with complex administrative and bureaucratic procedures which make it uneasy for the local masses and the poor to access their resources. Procedures for obtaining credit by the local poor masses are further complicated by reading and writing skills for accountability. Consequently, commercial banks for instance, ignore the poor masses and small farmers the access to obtain loans not only due to the complexities involve but also due to lack of collateral securities as a result of documented property rights (DeSoto, 2000) to secure on loans and worst still even if the loans are finally granted, the transaction costs are usually very high. 
The charismatic behavior of the formal sector makes them to be selective thereby avoiding clients with small deposits. They do not provide financial services in the rural areas and do not care about the poor or poverty alleviation schemes. Their sole orientation is profit motivation geared towards the expansion of the formal sectors. This makes it highly imperative for the emergence of a new development paradigm so as to limit the bureaucratic isolation of the poor. To ameliorate this situation, Microfinance has potentially emerged as a development paradigm giving out loans without collateral securities. Repayments schemes and procedures are simple with very short processing time and no complication involved as is the case of the formal sector. They provide savings and microcredit access to the poor rural farmers, small and medium size enterprises alike. Close project supervision and assistance to customers is the goal here geared towards poverty alleviation and community development with the sole aim at providing sustainable increase in the standard of living and the fight against poverty as prescribed in the Millennium Development Goals upholding the importance of Microfinance for the fight against poverty by 2015[footnoteRef:13]. [13: International Year of Microcredit: Microfinance and the Millennium Development Goals: 
http://www.vearofmicrocredit.org, November 2010.] 


1.4 DEVELOPMENT WITHIN THE CONTEXT OF MICROFINANCE
Development often suggests growth and improvements, measured in economic terms, thereby representing a distorted and an inaccurate interpretation. A complete definition of development must include considerations of all aspects of economic growth, social and environmental factors within the context of continuous sustainability. Dudley Seers, a British economist who specialized in development economics, criticizes neoclassical economics (the Washington Consensus, the IMF) and the dependency theory as having a ‘flawed paradigm’ and ‘lacking policy realism’[footnoteRef:14] respectively. He argued that the emphasis on national incomes as a strategy for poverty reductions avoided actual development problems and recommended a redefinition of development paradigms and its indicators.  [14: The Meaning of Economic Development: 
http://www.rrojasdatabank.info/widerconf/Nafziger.pdf, October 2010.] 

According to Seers, in his; ‘The Meaning of Development’ (1979), sees development as ‘the reduction and elimination of poverty, inequality, unemployment and an improvement in the quality of life within a growing economy’ (Ibid.). However, Sen, Amartya sees it further than that. In his ‘Development as Freedom’ he sees development as the enhancements of human capabilities and the removal of all sorts of societal ills such as injustices, prejudices, various unfreedness, insecurities, powerlessness/ voicelessness, humiliations and improvements in basic infrastructural facilities (Sen, 2001). According to my standpoint, development represents an equitable allocation of resources in the social, economic and environmental factors geared towards a sustainable increase in the standards of life.  

The World Bank (WB) and the International Monetary Fund (IMF), focused their approaches to development using the ‘top-down-bottom’ approach through Structural Adjustments Programs which does not actually address the poverty situation of the rural masses leaving development issues in the hands of top Government officials and political actors whose policies do not often reflects the needs and aspirations of the poor grassroots masses. This makes their ‘top-down’ approach on development, questionable. This is where Microfinance comes in. Microfinance approach to development is different. It tackles development problems, using the ‘bottom-up’ approach primarily spear-headed by grassroots activists and NGOs. 
Microfinance provides credits for the poor to carry out developmental projects so as to better their lives instead of expecting a trickledown effect which often, does not reach them. It is my contention that those living in poverty, very much understand their problems better. Given the right resources, they definitely will improve the quality of their lifestyles and improve their standards of living. It is thanks to professor Muhammad Yunus, founder of the Grameen Bank (GB) in Bangladesh who got this inspiration through his encounter with a woman making stools out of bamboos during a visit in Bangladeshi Village[footnoteRef:15]. Professor Yunus sees Microfinance credit as the key to unlocking human capabilities geared towards poverty alleviation and an improvement in their living conditions. Microfinance, through its bottom-top approach to development in the fight against poverty, has emerged as a potential tool to development but not without its limitations, as it is not all gold and silver per se. Microfinance is far from perfection. This forms the basis of discussion. [15:  Grameen Bank: A short History of Grameen Bank:
http://www.grameen-info.org, October 2010.] 


1.5 PROBLEM FORMULATION
Microfinance, as a proponent of the bottom-up approach has been seen as an empowering tool to development (Klugman, 2002) and being defined by the Canadian International Development Agency (CIDA) as the provision of a broad range of financial services to the poor who usually lacks access to formal financial institutions in order to carry out developmental projects so as to improve their lifestyles and be able to plan for the future and cope with emergencies (CIDA, 20O3)[footnoteRef:16] . It has also been assessed by the Consultative Group to Assist the Poor (CGAP) as ‘… financial services to poor people have proven to be a powerful instrument for reducing poverty, enabling them to build assets, increase income, and reduced their vulnerability to economic stress’[footnoteRef:17].  [16:  CIDA’s Microfinance Guidelines: Supporting the Development of Inclusive Financial Systems:
http://www.acdi-cida.gc.ca/acdi-cida/acdi-cida.nsf/eng/NAT-83013420-N29, October 2010.]  [17:  Microfinance as a Poverty Reduction Policy:
http://www.microfinancegateway.org/gm/document-1.9.44607/Microfinance, October 2010.] 

The degree and successes to which microfinance services are being carried out, leads to the following main research question:
To what extent can Microfinance be seen as an empowering development paradigm?
The above research question leaves puzzles leading to the following sub questions related to the former;
- How does a Microfinance institution benefit the community in which it serves?
- What are the basic social problems that Microfinance may be a solution for? 
- Why, in spite of its contributions, Microfinance still faces much criticism?







CHAPTER TWO
2.1 METHODOLOGY
This is a very important section of the work. It provides a framework of coherency, approach and strategy in the research project geared towards assisting the reader to a step by step understanding of the project. This thesis strives for absolute scientific objectivity geared towards pragmatism against empiricist tradition of a single scientific enquiry of relativism. In this regard, the author of this project has made use of both primary and secondary sources. The former suggesting a face to face discussion (oral interview) with those being interviewed (qualitative research) and the latter suggesting data collected from books, journals and source findings through the internet. 
I would like to point out that these interviews were carried out during my internship semester. The questions were structured, semi-structured and unstructured designed to last for 45 minutes to up to an hour as the case maybe. They were both closed and open ones leaving room for some variations and more additional questions thereby creating opportunities to not only revealing and understanding the ’what and how questions’ but also giving room for exploring the why question (Saunders et al., 2003, pp. 245 – 249). Note taking and digital recording was the technique used here. However, because most of the people being interviewed were uncomfortable with the use of digital recording, note taking was the dominant method used.
In combination to the above qualitative research, secondary data collection was another method. This method entails the collection of written materials from those who have written on similar topics. Sources obtained here cover a broad background within the domain of development, international relations, economics, politics, culture, social, civil society and research methods. Sources obtained are in the form of textbooks (published materials), articles and journals alongside other source findings such as electronic materials of similar categories.

With respect to source criticisms, primary sources are sometimes misleading in circumstances where the interview was not conducted in the interviewee native language. There could be translation misinterpretation leading to wrong data collection. Another problem is where the interviewee is not comfortable in disclosing sensitive information as a result of fear of the authorities or restrained by his job. In such cases, information obtained from such interviewee is often bias in favor of his/ her organization (Neville, 2005). It is therefore absolutely necessary to critically examine and evaluate primary sources for objectivity (Saunders et al., 2003, pp. 99-105). However, primary sources still remains in the first position as it provides first class information that is not recorded or readily available anywhere. 
This problem was easily dealt with as the interviews were carried out in the interviewee’s native languages in random sampling. In addition to primary sources, secondary sources were another form of data collection. Secondary data collection alone would not have been enough for the writing of this thesis not because the materials are not there but because most of the written works are either bias or may not match the actual purpose of the thesis. Sources were obtained from authors that have written on similar topic and scrutinized. Therefore, greater caution has been exercised in considering the reliabilities of secondary sources. In this regard, the works of Saunders, Lewis and Thornhill has been of paramount importance of source validity in this thesis (ibid.).
By obtaining materials from both primary and secondary sources, gives room for objectivity and in analyzing the various techniques used in view of the research questions. Therefore, this thesis will embody a combination of inductive and deductive research for a broader understanding (Neville, 2005). The use of scientific theories alongside data obtained from both qualitative and secondary sources does not only give room for more clarifications and positivisms but also adds in greater spectrum to the understanding of this thesis in handling the main issues of discussion.


2.2 THESIS STRUCTURE
Answers to the research questions have been sub divided into various parts of the work. It begins with an abstract providing a brief overview of thesis findings. The introduction directly follows the abstract opening up the topic of discussion in question leading to the main research problem formulation and other sub questions of the same category. This is closely followed by the methodology over viewing the importance and functionality of how research, data collection and interpretation have been carried out alongside overcoming its challenges. This is followed by theoretical analysis. For the purpose of this research, theories have been carefully selected in order to buttress the importance of Microfinance as an empowering paradigm but not without its limitations or short comings. Three distinct theories have been chosen for this thesis and the reasons for this abounds. These theories reflect the ‘bottom-up’ approach of microfinance development and poverty alleviation strategy.
The first theory is Hernando DeSoto’s theory on the importance of capital and property rights in development. According to him, capital is the force that raises the productivity of labour and creates the wealth of nations. The main idea in DeSoto’s work is based on the notion that no nation can prosper as long as most its people remain poor. This creates a parallel relationship of two structures that he describes as the formal and informal economy wherein there exist a huge gap between the rich and the poor due to the lack of property rights, a situation which he terms as ‘dead capital’, referring to capital that has no legally documented value and as such cannot be used as collateral securities on loan. ’…where their assets adds up to more than US$ 9.34 trillion worldwide, languish as dead capital in the shadows of the law’ (DeSoto, 2000). Consequently, the poor masses that are often ignored by the commercial banks tend to embrace the informal sectors thereby creating a wider disparity between the rich and the poor. He praised the activities of Microfinance institutions as mediators between the two structures as they give out credits without any bureaucratic attachments geared towards development. 


The second approach is the capability theory by Amartya Sen and his ideas of justice and the importance of human capital in development. Sen believes that human beings, given their freedom are potential mechanisms in the fight against poverty. He views microfinance loans as an enhancement of human capabilities and social justice. In his book Development as Freedom, he sees development in the light of individual freedom. Sen agrees with proponents of empowerment theory but differ with them in that whereas he stresses more on the importance of human capitals and freedoms, empowerment theory lays more emphasis on power relations.  However, they both confirm microfinance as an empowerment paradigm. 
The third approach is empowerment theory. This theory is central in that it portrays power, control over one’s environment, awareness, community empowerment, poverty alleviation and self reliance initiatives. Proponents of empowerment theory like Robert Chambers describe poverty as the ‘deprivation trap’ (Chambers, 1983). Gunnar Myrdal agrees with him and calls it the vicious cycle[footnoteRef:18]. They see microfinance loans as the way forward to get out of this stigma. A combination of all the above theories and their critics, throws more light to the understanding of microfinance as a development paradigm besides its shortcomings. [18: Gunnar Myrdal’s Vicious Cycle of Poverty – Salient Development Strengths, Weaknesses, Opportunities and Threats:
http://www.freewebs.com/cityplanning_csfp/CLUP%202007-2011/04.%20CSFP-CLUP%20chapter%203.pdf, November 2010.] 

Without limitations, case studies randomly drawn from various parts of the African continent are comparatively analyzed. The essence is to see the degree of development propagated by each microfinance initiatives and how these have affected the lives of its beneficiaries in their various operational zones. The other section of this analysis looks at the illusions and criticisms of microfinance, and how these could be overcome leaves room for further research. 
The conclusion consists of a summary of the thesis geared towards answering the research questions creating room for an open research question geared towards strengthening activities of Microfinance as a development paradigm. This opens up a new chapter of recommendation for further research to be carried out. References are drawn from books, articles, interviews, internet sources and the appendices at the end.
2.3 CLARIFICATION OF KEY CONCEPTS
Some concepts needs clarifications in order to better understand its usage and applications in this thesis. These concepts covers a wide spectrum in their approach and applications in most development and international agencies that uses the term ‘credit’ as a development tool. The importance attached to these concepts makes their explanations unavoidable so as to avoid their misinterpretations and understanding. 

2.3.1 TOP-BOTTOM AND BOTTOM-UP APPROACH
What is ‘top - bottom’ and ‘bottom - up’ approach to development? The former is development that is meant to flow from the hands of government officials before reaching the grass root poor masses, in a top down spiral. The World Bank and IMF practiced this approach through its structural adjustment programs based on neoliberal principles. Monetary transactions to developing countries come with conditionalities such as good governance, human rights democracy and the promotion of export oriented products[footnoteRef:19]. The central government and political actors of the receiving countries decides where development initiatives are best needed without knowing or considering the needs of local actors leaving the poor helpless as someone (political actors) has to decide what is best for them. Worst still, money often passed in the hands of corrupt administrators with little trickledown effect left for the poor masses thereby rendering this approach highly contested and questionable as its unsustainability makes no difference in the lives of the underprivileged. This approach by the World Bank and IMF has made researchers to begin to cast doubts on the outlines of the MDGs programs as another new aid agenda[footnoteRef:20]. Dr Peggy Antrobus puts it clear when she describes it as a ‘major distraction gimmick’ (Antrobus, 2005).  [19:  Governing the African Political Space For Sustainable Development: A Reflection on New Partnership for Africa’s Development (NEPAD):
 http://info.worldbank.org/etools/docs/library/108395/session1c.pdf, November 2010.]  [20:  Global Governance Campaigning and MDGs: From Top-Down to Bottom-Up anti poverty work:
http://www.choike.org/documentos/bond_mdgs_2005.pdf, November 2010.] 

The latter (bottom-up) approach is development that is people centered spear-headed by the masses themselves rather than waiting for help from above. This is champion by grassroots activist and Non Governmental Organizations (NGOs). Microfinance also belongs to this category in handling issues of sustainable development and poverty alleviation. By providing the poor people with access to credit facilities, gives them the opportunities to develop their initiatives and change their lifestyles. 

2.3.2 MICROCREDIT AND MICROFINANCE
Microcredit is a buzzword amongst development practitioners. It generally refers to the giving out of small loans to poor people so as to carry out business initiatives in order to better their lifestyles. It targets the poor masses with more emphasis on poor women who could not have otherwise obtained credit from high street banks due to administrative procedures. It generally includes rural credit, agricultural credit, cooperative credit, consumer credit, credit unions and common initiative credit groups like the Saccos of Tanzania (Mihanjo, 2010) and the Susu’s of Ghana (Alabi et al., 2007). When loans or credit from these institutions becomes associated to savings, insurance and money transfers it is then known as microfinance. It should be noted that the latter has already been exhaustively defined in the introduction. In summary, microfinance typically includes microcredit, savings, insurance, money transfers and financial products geared towards targeting the underprivileged and low income households. Therefore, given this clarifications, these two words (microcredit and microfinance) will be used interchangeably for a better understanding of this thesis.




CHAPTER THREE
3.1 THEORETICAL APPROACH
Before analyzing the selected theories for this discussion, I must make it very clear here that the theories I have learned throughout my entire semesters in Aalborg university, has been of great help and of vital importance to me in writing this thesis. It has given me an inspirational guidance and confidence as to the use and applications of theoretical approaches to present day real life time challenges. These cover a broad spectrum within the areas of my studies spanning from development theories, international relations theories, the political economy and the global civil society taking into consideration their socio-cultural diversities. Knowledge gained from these studies has guided my approach and selection of the theories to be discussed in this thesis with reference to their methodological applications and analysis.
This chapter deals with the different schools of thoughts associated with Microfinance’s ‘bottom – up’ approach to development. Three main theories have been purposefully chosen and these include Hernando DeSoto’s theory on the importance of capital and property rights in development, capability theory by Amartya Sen and empowerment theory. These three approaches all have vital socio-economic, cultural and political aspects to the understanding of microfinance as a tool for poverty alleviation and development in Sub Saharan Africa. In discussing these theories, the rationale behind them will be given particular attention in reflection to the theme of discussion. Martinussen clearly puts it that; it is important to distinguish between theories that deal on the economic conditions from those that focus on the socio political conditions of development. This in fact is the guiding principle (Martinussen, 1997, pp. 46-50).
Given the subject of discussion of this work, more emphasis will be placed on the socio-economic conditions of development; however, socio-political aspects will also be discussed as they are key players in reshaping the formal and informal sectors of the global civil society. 

In light of this, Martinussen criticizes the approach to development taken by the United States and European nations after World War II that was based on western principles known as Structural Transformation Process which did not actually reflects the needs of the targeted segments of the recipient countries due to its bureaucratic and little trickle down effects (ibid.). This earned them huge criticisms from various schools of thoughts urging for an alternative approach to development which should be people centered with a focus on individual needs and households rather than on countries (Ziai, 2004, pp.1040-1064). This has formed the basis of neo-classical thinkers like Martinussen advocating for alternative approach to development (Martinussen, 1997, pp.48-54).
Microfinance has consequently emerged as a paradigm change to development. No wonder it is top on the agenda of MDGs as a tool for poverty alleviation and development in the developing world. Given its importance in the development milieu, it is worth mentioning Professor Muhammad Yunus who is often described as the ‘father of microfinance’ and founder of the Grameen Bank in his native town of Bangladesh[footnoteRef:21]. Professor Yunus ideas has inspired the international community and raised awareness as to how extreme poverty can easily be eradicated through microfinance loans. According to him; ‘…poverty makes poor people to appear stupid and without initiative. Yet, if you give them credit, they will slowly come back to life, even those who seemingly have no conceptual thoughts, no ability to think about yesterday or tomorrow are in fact quite intelligent and expert in the art of survival. Credit is the key is that unlocks their humanity’ (Fagha, 2010, pp. 13-14). He views credit as a human right obligation. His approach has challenged institutional formal banking systems that lay emphasis on bureaucratic role of law and the lack of collateral securities (poor peoples’ assets could not be use to secure on loans because they have no legal ownership tittles) as a condition for granting loans thereby blocking the capacity of the poor in obtaining credit in order to enhance and develop their lifestyles out of poverty. It is within this context of access to capital that Hernando  [21:   Thursday August 6th, 2009, ‘Father of Microfinance’ Muhammad Yunus Awarded Presidential Medal of Freedom:
 http://akingue.blogspot.com/2009/08/father-of-microfinance-muhammad-yunus.html, November 2010.] 

DeSoto comes in with the theory on the importance of capital and property rights in development wherein he attacked both the formal and informal sectors of the society as being unsustainable. Henceforth, advocating for a medium or balance equation between the two, thereby referring to Microfinance.

3.2 THEORY ON THE IMPORTANCE OF CAPITAL AND PROPERTY RIGHTS
‘The hour of capitalism’s greatest triumph is its hour of crisis’ (De Soto, 2000). By this thought, lays the theoretical framework of the Peruvian economist; Hernando De Soto. In this theory, I intend to look at De Soto’s ‘Mystery of Capital’ and the Importance of Property Rights with regards to his contribution to development and poverty alleviation. The extent to which this has helped in answering the research questions is also of prime importance to the understanding of this thesis. His ideas on the importance of capital and property rights are the center of discussion in providing solutions geared towards Third World’s development problems and poverty alleviation. It should be noted that by using capitalism and property rights as a solution to development problems, he also faces criticisms from various schools of thoughts as this discussion will elucidate but the fact that his ideas are so current, contemporary and welcomed by most development agencies, still remains a matter to be contested. 
Capitalism is as contemporary today as it has been over the years and has captivated scientist and researchers over the past three centuries that has reshaped the reasoning of thinkers and philosophers alike. ‘Marx said you need to go beyond physics to ‘touch the hen that lays the golden eggs’; Adam Smith felt you had to create ‘a sort of wagon-way through the air’ to reach that same hen. But no one has told us where the hen hides’ (ibid. p.12). Capital, to DeSoto is of prime importance to Third World development and until they wake-up from their slumber and convert their huge ‘dead capital’ (unregistered, undocumented, unrecognized assets) to ‘active capital’ (registered and lawfully recognized assets); development to him, will remain a distant dream. He views the lack of capital as the root cause of extreme poverty. He quantifies capital as an important productive machine that can boast the entrepreneurial spirit of the African continent as he puts it ‘capital is the force that raises the productivity of labor and creates the wealth of nations’.
By so doing, agreeing with Adams Smith’s ‘Inquiry into the nature and causes of the Wealth of Nations’ in which he saw people as economic agents guided by ‘invisible hands’, thereby creating the basis of understanding modern capitalism and the political economy. According to Smith, capital is the source of economic activities and specialization in the division of labour; it is the source of increased productivity that sums up to the ’wealth of nations’. He defined capital as ‘the stock of assets accumulated for productive purposes’ geared towards increased specialization and output; emphasizing on the conversion of accumulated assets to active capital referring to the potentiality of capital. Karl Marx and Adam Smith share the idea agreeing that capital is not only about money per se but only another form of capital that posses the ‘great wheel of circulation’ (ibid., pp. 39 - 41). They lay more emphasis on the creation of capital by converting accumulated assets into valued measureable terms in order to facilitate production in the specialization process of division of labour and increased economic activities.  
Stemming from this school of thought is DeSoto who according to him, the inhabitants of the African continent possess ‘talent, enthusiasm and an astonishing ability to wring a profit out of practically nothing. They can grasp and use modern technology’ but lacked the capital to enhance their capabilities (De Soto, 2000, p. 5). He further agreed with Professor Muhammad Yunus by viewing capital as the only way out of poverty, however, Yunus goes a bit further by qualifying capital as a human right compulsion for basic existence. DeSoto proceeded by making a comparisms between Western capitalist economy and the Africa Continent. He views undocumented property rights as the principal cause for the lack of capital as these assets cannot be used as collaterals to secure on loans. ‘They hold these resources in defective forms: houses built on land whose ownership rights are not adequately recorded, unincorporated businesses with undefined liability, industries located where financiers and investors cannot see them. Because the rights to these possessions are not adequately documented, these assets cannot readily be turned into capital, cannot be traded outside of narrow local circles where people know and trust each other, cannot be used as collateral for a loan and cannot be use as a share against an investment’ (ibid., p. 6). This is what he referred to as ‘dead capital’. Whereas in the West, he continued, every piece of assets including land, industries, equipments and properties are legally documented, each acting as a connective networks to the rest of the economy and can easily be secured on ‘loans, as equity exchanged for investment, as an address for collecting debts, rates and taxes; as a locus point for the identification of individuals for commercial judicial or civil purposes. Legal property thus gave the West the tools to produce surplus value over and above its physical assets’ (ibid. p.49). This led him to the more general assumption as to the reason why capitalism triumphs in the West and fails everywhere else.
De Soto proceeded by blaming the African leaders for being responsible for the poverty situation in the continent for failing to recognize the entrepreneurial spirit of its people and allowing two structures to exist which are not sustainable in development. By this, he referred to the formal and informal structures fully elaborated in one of his book titled ‘The Other Path’. These two structures exist parallel to each other widened by the rules that govern them thereby creating huge gap between the rich and the poor. He sympathizes with the informal structures and supported them for breaking the laws as these laws were generally unjust and bureaucratic in nature aimed at hindering the productive capacities of the underprivileged. As a result of poor policies implemented in the developing world, poor people have no moral blame for breaking the laws. De Soto defended them by saying it is a survival strategy that makes them to break the laws due to the inabilities of statesmen to recognize their potentiality. 
He classified politicians, bureaucrats and beneficiaries as stumbling blocks to a successful economic development and as such have to be challenged or gotten rid of.  He supported the entrepreneurial spirits of the poor people and portrayed them as the only key to change their deplorable situations advocating for a ‘do it yourself principle’. He calls on the West to focus their attention towards the poor people as most resources from developing countries do not actually come from the governments they trade with but from the poor people because their properties are not protected thereby recommending western economies to pressurize African leaders to give their people property rights. These rights he continued will not only instill confidence in the rule of law but, creates a sense of security system over their property. This further creates a system of accountabilities as land titles provides the occupants with an address thereby improving the people’s sense of belonging and identity. ‘People no longer needed to rely on neighborhood relationships or to make local arrangements to protect their rights to assets. Freed from primitive economic activities and burdensome parochial constraints, they could explore how to generate surplus value from their own assets’ (ibid. p. 53)   In order to concretize his arguments he proved himself right by using the American experience when native Americans had to rise against their government and politicians in order to have their privileges and recognition over their assets and properties. It was through this pressure from the American citizens that forced the government to begin the process of accountability and capitalization (ibid. pp.123 -128). By this example, he calls for a revolutionary movement by the African people against their own government in demand for the recognition and legalization of their property rights as a means of consolidating their properties which can potentially be use in expanding their entrepreneurial abilities and sustainably move them out of poverty.
DeSoto further advocated for a system of credit financing from financial institutions which could not only boast the entrepreneurial spirits of the poor people but could creates self employment. He recommends compulsory land registration so that financial institutions will be willing to lend the poor people money as their assets can be used as collaterals. This will in turn act as a catalyst to the productive power of the poor people in order to work hard and keep up with their repayments because of the fear of seizures by financial institutions in case of default payments. He lavished his praises to governments around the World that has welcome microfinance initiatives in assisting ‘sweatshops that are transforming residential areas into industrial zones throughout the World’, quoting the example of the capital city of Dhaka (ibid. p. 70).
By providing solutions to Third World development problems, DeSoto’s ideas and scientific research attracts criticisms from his peers. He has been criticized on his methodological presentation. His failure to document the references on the existing literature of the informal economy does not only raises doubt  about his methodological approach but also raise concern amongst researchers and academicians alike on the credibility of his work. Rather than carefully giving a constructive approach in defense of his theory he responded that he and his colleagues working at the Instituto de Libertad y Democracia (ILD), ‘closed our books and opened our eyes’[footnoteRef:22]. Therefore, giving a direct implication that his accounts on ‘The Other Path’ is based only on direct induction of facts gotten by walking the streets of developing countries. Even though his approach is as admirable as desirable, it does not absolve him from the criticisms of development economist and researchers in similar categories given the contemporary importance of the issues he handles. [22:  Hernando De Soto (Economist) – Encyclopedia:
http://www.associatepublisher.com/e/h/he/hernando_de_soto_(economist).htm, November 2010.] 

Furthermore, De Soto is further accused of being ideologically bias in his presentation of capitalist economy in ’The Other Path’. His believes on Capitalism to Third World development problems reflects free market institutions of the World Bank agendas. His critics further points out that his ideas are strong representation of the Australian school of economics and its associates such as Ludwig Von Mises and Friedrich Von Hayek. Given these facts, he is further criticized of being more interested in selling his ideas to the press and politicians than its fundamental effectiveness (ibid.).
De Soto’s statistical presentation raises doubt as to the credibility of his numerical analysis due to his gross exaggeration of the figures presented in his estimates of Third World’s informal assets. Whereas De Soto thinks Third World assets amounts to about 9.34 trillion USD, Woodruff contest that this figure does not reflect a true picture of the informal dwellings De Soto claims and that the actual figure could be around 3.6 trillion USD. De Soto’s failure in publishing his statistical references, earned him the accusation of a bad scholarship[footnoteRef:23]. [23:  People Economics: Hearing the dogs bark, Jeremy Clift interviews development guru, Hernando De Soto:
http://www.imf.org/external/pubs/ft/fandd/2003/12/pdf/people.pdf, November 2010.] 

De Soto’s ideas on land titling and property rights as a means of obtaining credit from financial institutions, also met with serious criticisms. He claims that land registration and property rights legalization could act as collateral securities on loans and increased economic activities. He failed to understand that financial institutions often prioritized their loans as mere having of a legally titled asset is not the only conditions for obtaining loans but bureaucratic literacy and socio- economic standards could also hinder the abilities of poor people to obtain credit. Furthermore, the legalization of assets and properties would subject the poor masses to government legislations and taxations thereby making things even more difficult for the poor who could not obtain credit from formal institutions. Positive economic indicators like the Grameen Bank in Bangladesh did not need the example of De Soto’s conditions to obtaining credit; as it gives out credit without any collateral indications to the poor.
Responding to these criticisms, De Soto claims that his land titling and property rights propositions are only necessary conditions to enhance individual capabilities and a way out of poverty. Acknowledging his weaknesses, he pointed out that most of the criticisms against him are propagated by professional jealousy from intellectuals and researchers alike due to the international recognition of his ideas rather than of actual weaknesses[footnoteRef:24]. [24: Hernando De Soto (Economist) – Encyclopedia:
http://www.associatepublisher.com/e/h/he/hernando_de_soto_(economist).htm, November 2010.] 

On a more personal standpoint, De Soto’s contribution to Third World development problems and poverty alleviation is in no doubt a positive one. If carefully implemented and safeguarded in the rule of law by political actors and individual citizens involved, there is no doubt that added to the activities of microfinance institutions, poverty could become history within a very short        space of time in the developing countries. No wonder his ideas are welcomed by the international community and development agencies alike. By presenting the importance of capital and property rights, De Soto attempts to answer the question that poverty alleviation is a chain reaction through microfinance activities and people’s abilities of realizing their rights and consolidating them in the rule of law so as to convert their huge ‘dead capital’ into ‘active capital’, citing the example of the Native Americans who rose against their government in demand for their property rights (De Soto, 2000, pp.123 – 128). 

3.3 CAPABILITY THEORY
‘The exercise of freedom is mediated by values, but the values in turn are influenced by public discussions and social interactions which are themselves influenced by participatory freedoms’ (Sen, 1999, p.9). Nobel Laureate, Dr Amartya Sen presents a very different approach to development. In his book titled ‘Development as Freedom’ he portrays development as the enhancement of human capabilities and individual freedoms geared towards achievable valued outcomes. Sen views freedom as a human right prerequisite necessary for development and poverty alleviation. He distinguishes poverty as a man-made phenomenon purposefully created in order to differentiate class and social stratification between the rich and the poor and that until these societal ills or barriers are being removed, development in the so – called Third World countries will always remain a mystery. 
He condemns politicians and administrators alike for allowing their people to languish in poverty as a result of what he calls man - made ‘deprivation gap’. According to Sen, poverty is the ‘…deprivation of basic capabilities, rather than merely of low income’ (Sen, 2001, p.20). He moves further to explain that human deprivations often results in untold sufferings leading to premature mortality, significant undernourishment (especially of children), persistent morbidity, widespread illiteracy, untold sufferings and unemployment. Sen condemns the parochial nature of human society which is often guided by self interest, greed and selfishness. He recommends a revolutionary movement of grassroots participation of the underprivileged to stand up for their rights thereby recommending a classic bottom up approach to development.
On a more contemporary and central issue of development, Sen argues that the overall purpose of development is the enhancing of individual capabilities and safeguarding their freedom to live the kind of life they cherished with attachable valued ends. The key to development according to Sen is to make all fundamental basic freedoms accessible to all, with a target to the underprivileged so that they should be able to maximize their capabilities and pursue growth opportunities that would presumably lead them out of poverty, condemning that development cannot be centered only around those in authority as it does not necessarily reflects the needs of the poor due to its bureaucratic trickle down effects. An increased in participation by the poor masses meant the removal of all forms of unfreedness. This gives the poor the abilities to take control over their livelihoods and communities leading to a progressive and sustainable increase in their quality of life and rise in their standards of living[footnoteRef:25]. [25:  Republican Freedom and Amartya Sen’s Theory of Capabilities:
http://www.capabilityapproach.com/pubs/AlexanderJohn07.pdf, November 2010.] 

Sen argues that freedom is the primary end and principal means of development, outlining five distinct elements of freedoms such as; ‘political freedom, economic facilities, social opportunities, transparency guarantees and protective security. Each of these set of freedoms guarantees individual rights and creates opportunities that helps to advance the general capability of a person’ (Sen, 2001, pp.10 - 36). All of these set of freedoms, act as complimentary to each other and mutually self reinforcing. These forms of freedom tend to boast the overall capabilities of individuals making them to live more freely. Sen argues that their connectivity and linkages to each other does not only relate to the primary ends but also to the principal objective of development thereby strengthening their joint importance and influencing the individual substantive freedom to live better lives and by so doing enhancing their wider choices. He stresses on the importance of social and human capital and their overall social interaction in bringing about development and economic growth and consequently better standards of living as a result of increased in their capabilities.
Unlike Hernando De Soto, Sen also recognizes the significance of market as an important factor of development as long as there exists what he calls ‘unrestricted freedom’ and individual rights. According to him, ‘markets typically work to expand income and wealth and economic opportunities that people have. Arbitrary restrictions of the market mechanism can lead to a reduction of freedoms because of the consequential effects of the absence of markets. Deprivations can occur when people are denied the economic opportunities and favorable consequences that market offer and support, (Sen, 2001, p.26). Sen commends that it is hard to think about development without the existence of the market. He views entrepreneurs, small and medium size enterprises as powerful development paradigms provided that there are unrestricted conditions to allow them to flourish. However, he clearly points out that market forces alone are not enough to determine development. They must work side by side with individual freedoms in order to enhance their capabilities to pursue a higher quality of life within a just society. In his book titled ‘Inequality Reexamined’ he recommends that impartiality and equality should be allowed to determine market forces and ethical thinking (Sen, 1992, p. 16)  
Sen also recognizes and portrays the value or the importance of women as pivotal to the overall development process thereby agreeing with the commonly held ideology that ‘behind every successful man, there is a woman’ since it is the woman that takes keen interest in the functioning of the households. He stresses on the enhancement of variables such as female literacy as they do not only relate directly to women empowerment but also plays an important role in the functioning of general households rather than those variables that relates only on general levels of household wealth (Sen, 1999). His argument is that an encouragement in communities and households through the enhancements of their capabilities leads to an increase in the quality of lives and improvements in their standards of living. 
His approach brings to light a new challenge in development economics on the commonly held ideology that an increased in the rate of economic growth means development, arguing that development is to bring freedom to the marginalized poor people so that they should be able to chose and participate in all domains of the socio – cultural, political and economic decision making processes. Sen’s capability approach on development is to enhance and expand individual capabilities by giving them what he calls ‘real freedom’ referring to unrestricted freedom with the following indicators; ‘life expectancy, literacy, education, educational achievements, level of nutrition, access to healthcare, job opportunities/ self reliance, socio – cultural affiliations and political participation. All of these, he continued, are central in determining development paradigm in civil societies’ (Fagha, 2010, p. 16). 
Sen appears to take a dominant – neoliberal position by distinguishing himself from traditional economics in that they neglect real freedom and lay more emphasis on income and economic expansion as indicators of economic growth. Sen also differs from liberal standpoints on the basis that they concentrates their discussion of development economics mostly on formal rights thereby neglecting individual capabilities which are the basis and dominant indicators of determining people’s welfare and standards of living stressing that ‘the right to freedom of speech and political participation would become meaningless if people are uneducated and illiterate and the right to employment would remained a formal right if it is not accompanied by matching skills and talent’ (ibid.). 
In his book titled ‘The Idea of Justice’, he attacks John Rawls (1972), Theory of Justice on grounds that Rawls’ only concentrates his arguments on ‘just institutions’ in a social contract geared towards safeguarding individual freedoms in a transcendental vision of an ideal society but failing to address human behavioral patterns which are actual determinant of real achievable outcomes.  Sen believes that human view of the World is parochial stressing on the need for positivisms and objectivity in a just society recommending the need for societies to follow Adam Smith’s position of the impartial spectator. He move further to commend that ‘while Rawls’s primary focus seems to be on variations of personal interest and personal priorities; Adam Smith was also concerned with the need to broaden the discussion to avoid local parochialism of values which might have the effect of ignoring some pertinent arguments, unfamiliar in a particular culture (Sen, 2009, pp. 44 – 45)
Criticisms on Sen’s Capability approach is based on grounds that he lays more emphasis on the importance of freedom to development and ignoring important concept like power relations that causes and reproduces underdevelopment which is pivotal to the understanding of poverty (Fagha, 2010, p.17). Power relations clearly indicates interacting forces between the governed and the government each suggesting a change to the other geared towards the wellbeing of the former thereby making development a social construct allowing for wider choices of individual strengths and competencies by linking them to the wider social and political environment geared towards sustainability (International Journal of Sustainable development, 2006). Sen is further criticized for concentrating his discussion of the Capability theory on freedom thereby ignoring the actual purpose of freedom which is ‘happiness’. The sole purpose of freedom is to attain happiness and a better standard of living. ‘Freedom is less valuable to happiness because freedom is a means to happiness[footnoteRef:26]  [26:  Amartya Sen’s Capabilities approach: 
http://www.hubpages.com/hub/Amartya-Sens-Capabilities-Approach, November 2010.] 

On the whole, Sen’s contribution to development and individual wellbeing is very important to the understanding of this project as his capability approach presents a classic and more robust bottom-up approach to development. Those at the bottom, he recommends, are the key players in making changes happen in order to attain sustainable development through the removal of various unfreedness and hence economic growth opportunities. His revolutionary approach on development calls for massive grassroots participation through the enhancement of their capabilities and abilities to take control of lives in making their own free willed decisions geared towards a better quality of lives thereby moving themselves out of poverty.

3.4 EMPOWERMENT THEORY
Empowerment is a transformative process within human existence from the state of powerlessness to the state of relative control over one’s overall existence by taking control over his destiny and making use of his immediate environment for a sustainable improvement in their livelihoods and better standards of living.  Microfinance emerging as a tool of community empowerment and poverty alleviation surrounds the discussion of empowerment theory. Empowerment theory is an alternative development approach as a result of the failures of mainstream development theories in addressing the poverty situation in Third World countries due to their emphasis on growth, pursuit of industrialization and urban bias on holding unfulfilled small promises of a better life for the excluded and downtrodden majority. This situation pushed the poor people in a downward spiral of resource deficit trapped in a vicious life cycle of poverty. Robert Chamber describes this situation as ‘the deprivation trap’ and Gunnar Myrdal agrees with him and calls it the ‘vicious cycle’ which need to be addressed
From this disillusionment comes an alternative development approach and hence empowerment theory: emphasizing the need for grassroots participation in the decision making process on a wider scale as against centralized development policies designed and carried out by politicians and international organizations alike (Friedmann, 1992). Alternative development restores the abilities to those at the bottom (underprivileged) on the basis that unless the poor take an active part in the development process and in control of their own destinies, sustainable development and the so-called poverty alleviation, will only remained a distant dream. This theory is in direct opposition to top-bottom approach on development. It is people-centered geared towards addressing the needs of the poor and how to use their initiatives, potentials and capabilities and move themselves out of the malignant deprivation of poverty as a result of being empowered. 
Given this approach, empowerment has become a buzzword in most development and international agencies with most of its discussion centering on power relations, awareness, control, poverty alleviation, development and empowerment. The contributions of Friedmann, Rappaport, Zimmerman, Chambers, Myrdal and other scholars of the same category will be of paramount importance in this discussion for the understanding of this thesis. However, greater emphasis will be placed on Friedmann’s work titled ‘Empowerment: The Politics of Alternative Development’ wherein he provides the basis for an alternative development approach defined in the politics of empowerment asserting universal human awareness and rights of people within a given social setting. The focus is on the voiceless, marginalized, underprivileged, the households and all classes of disempowered people; men and women alike who constitute a majority in their political communities (ibid. pp. v – vii). Friedmann does not negate the politics of sustainable economic growth in his emphasis on the autonomy of power and self reliance initiatives but rather seeks to see a form of political, economic and social integration of communities regardless of their social status in the overall decision making process.
Friedmann sees empowerment in terms of power relations, the abilities of people to take control over lives and environment and participate in the overall decision making processes that affect their livelihoods geared towards improving their standards of living; emphasizing on the needs of households. ’Alternative development must be seen as a process that seeks the empowerment of households and their individual members through their involvement in socially and politically relevant actions’ (ibid., p. 33). He distinguishes three forms of power such as social power which has to do with awareness, knowledge, skills, participation in social organizations and access to financial resources without any form of societal discriminations. The second form of power being political power has to do with autonomy and active participation in the decision making processes. The last form of power is psychological power which portrays individual potentialities and sense of reasoning that influences both the social and political power. He moves further to explain that any deprivations of such rights infringes with individual basic existence and a negation of one’s very humanity (ibid. pp. 30 – 34).
Narayan agrees with the above perceptions of empowerment by Robert Friedmann and added that empowerment is ‘the expansion of assets and capacities of poor people to participate in, negotiate with, influence, control and hold accountable institutions that affect their lives’. Arguing that poor people are unlikely to take control without being empowered (Narayan, 2002). Similarly, Swift, Levin and Zimmerman in Perkins et al on empowerment suggesting that ‘actions, activities, or structures may be empowering, and that the outcome of such processes result in a level of being empowered’ and Rappaport in Perkins et al adds that ‘both empowerment processes and outcomes vary in their outward form because no single standard can fully capture its meaning in all contexts or populations’. He further explains that ‘empowerment is a construct that links individual strengths and competencies, natural helping systems, and proactive behaviors to social policy and social change (Perkins et al, 1995). 
On the issue of poverty alleviation, Friedmann argues that reforming existing systems of socio-political and economic integrations would mean reducing societal injustices, provision of social needs and reduction in environmental degradations. He further argues that even if these services are provided as result of being empowered, discrimination will still exist especially on those living below poverty lines on account of their sex and race. In order to remedy this situation, Friedmann concludes that their effective political participation in the overall decision making process and the exercise of their rights largely depends on their social status referring to their subsistence or poverty level and the need for empowerment (Friedmann, 1992, pp. 74 -76)
Friedmann goes further to justify the application of empowerment theory as an alternative development approach given the fact that most of the poverty situations in developing countries affect mostly the households with the burden on women. He attacks the traditional basic needs approach pioneered by the World Bank as a ‘politics variant’ because it is centered more on politics rather than the actual process by which the underprivileged identifies their needs and ways of safeguarding and satisfying those needs. He advocates for a complete structural change in the prevailing dominant political systems in the spheres of power (authority), patriarchy and peripheral capitalism aimed at ameliorating if not eradicate the poverty conditions of the disempowered poor with emphasis on the rural areas (Perkins et al, Vol. 23,1995). He praised the creative and mobilization of women through their self determination and collective efforts in ascertaining their place in the empowering process amidst shrinking economic opportunities, thereby using their potentials to strengthen their capabilities so as handle issues collectively within their capacities as result of being empowered through collectivism and formation of Self Help Groups (SHGs). ‘The powerlessness of one woman, which changes by means of her activism in collaboration with others in her situation, is a process that empowers the entire community of women’[footnoteRef:27] [27:  Developing a Theory of Empowerment: In Search of a Meta – Theory:
http://www.mpow.org/elisheva_sadan_empowerment_chapter3.pdf, November 2010.] 

Critics of empowerment theory argue that it is a perfect theory of alternative development through its bottom – up approaches but it is problematic in its evaluation of acquired outcomes. They argue that since empowerment evaluation is not about merits or worth, but about the effectiveness of its application, it therefore suggests that an evaluator is not fully equipped to consider what effectively constitute significant findings or how those findings can be achieved without the meaningful collaboration with the evaluated group. This collaboration may be problematic in that it could lead to bias result findings in favor of the evaluated group as the evaluated group may more likely answer questions in favor of his group[footnoteRef:28]. [28:  Empowerment Evaluation: From Theory to Practice:
http://technotaste.com/media/Antin%20-%20Empowerment%20Evaluation.pdf, November 2010.] 

Despite the these constrains, the contribution of empowerment theory on development cannot be over emphasized taking into considerations the numerous emergence of microfinance and microcredit initiatives all around the World and their impacts on the local community at large. A good example of the success of this theory is from the Grameen bank in Bangladesh and how its message has been transformed throughout the developing world leading to the emergence of Self Help Groups as is the case India, the Susu’s of Ghana, the Sacco’s of Tanzania and Ric Cameroon A/S in Central Africa all aimed at providing microcredit initiatives to the rural poor. Hence microfinance has emerged as a paradigm changed in alternative development despite its challenges. This makes empowerment theory a perfect bottom-up approach on development in its manifestations on the convergence of power relation from top-bottom to bottom-up autonomy there by giving power and wider opportunities to the powerless so that they could use their initiatives, rights and capabilities for the common good of their social settings not only to better their lifestyles and improve their standards of living but gradually moving themselves out the deprivations of poverty in a sustainable manner. 
Unlike empowerment theory, which suggest that development can only be achieved through structural changes in the echelons of power by empowering the disenfranchised voiceless poor masses De Soto and Sen both views development in different sides of the same coin. Whereas De Soto sees development in terms of property rights legislation in order to access capital, Sen on the other hand sees development in terms of freedom as an enhancement of human capabilities. All of these three approaches as seen above reflect typical bottom-up approaches on development in addressing third World poverty problems but in different directions. 
My argument here is that it is the combination of these theories that can enhance effective changes on development and poverty alleviation in the developing countries. There can be no effective and sustainable development if people are only empowered as suggested by neither empowerment theory nor a combination of security in the rule of law over the safeguard of one’s property as suggested by De Soto, but a combination of freedom which enhances choices and opportunities to choose to live the live one wants. Therefore, all the above theories are very important to the understanding of this thesis as they suggest that it is not empowering the overall communities of the disenfranchised but a combination of legalized property rights to access capital in a free and fair society.



CHAPTER FOUR
4.1 CASE STUDIES
The fight against poverty and poverty alleviation in Africa through microloans are demonstrated in three randomly chosen (random sampling) geographical countries of Africa. Microfinance in Africa represents a broad range of geographically diverse microcredit institutions offering monetary services to the poor who could not have otherwise obtained credit from high street commercial banks due to their bureaucratic constrains. Microfinance institutions in Africa are dynamic and growing at a sustainable rate in addressing the issues of poverty and socially related problems however, not without challenges. Being a nongovernmental organization, its sole aim is not for profit but to help communities grow, however by so doing communities has an obligation to keep it sustainable that is why it charges interest on loans. It operates on the policy of self help. Microfinance in Africa has lower levels of profitability (Lafourcade et al, April 2005).
In presenting these case studies I do not only place more emphasis on the degree at which these microloans empowers the community which it represents but also the extent to which these loans benefits the households in addressing basic social problems and its fight against poverty and poverty alleviations despite its pitfalls. Microfinance in Africa takes different forms such as office base activities or door to door services through representatives of microloans to households and communities. Microfinance operations fits with the communities that it represents such as low income households, rural banks, cooperatives, savings and postal financial institutions (ibid.). Their activities are felt at both the rural and urban communities in their areas of operations. These case studies are taken from nongovernmental financial institutions or microcredit such the Savings and Credit Cooperative Societies (SACCOS) of Tanzania in East Africa, the Ghana Co-operative Susu Collectors Association (GCSCA) of Ghana in West Africa and Rural Investment Credit AS (RIC) of Cameroon in Central Africa. A comparative analysis will conclude this chapter.


4.2 THE SOCCOS OF TANZANIA
Unlike other parts of Africa, poverty in Tanzania is not a new phenomenon with interplay of politics between the formal and the informal sectors. Persistent failures of various development models in the country led to the formation of SACCOS (Savings and Credit Cooperative Societies) to boast the entrepreneurial spirit of the rural poor (Mihanjo, 2010). The SACCOS are a network of credit unions with over 5042 registered branches/ offices throughout Tanzania ranging from community based to work place based SACCOS. They are Non Governmental Organization (NGO), owned, governed and controlled by its members, however regulated by cooperative laws. Each branch controls its own activities. Capital is obtained from contributions of members in terms of shares, savings and deposits which in turn are used as loans to its members. Members of SACCOS elect their board of directors with a responsibility of employing competent staff to carry out the daily activities of SACCOS (ibid.). 
Members also elect supervisory committees to carry out internal auditing of SACCOS activities. Their main goal is poverty alleviation through financial assistance to the poor in terms of short term loans for entrepreneurships. Its activities are widely welcomed in Tanzania, however not without challenges or shortcomings[footnoteRef:29]. Some of its branches includes: Posta Na Simu Saccos Ltd., (one of the largest Saccos in Tanzania), Mshikamano Saccos Ltd., Tandale Saccos Ltd., Magbemi Sacco Ltd., and Majengo Sokoni Saccos Ltd.  The government of Tanzania encouraged people to form or join SACCOS. This has resulted to the rapid growth of the sector with a multiplying effect of its presence everywhere in the country with a target of the rural poor.  [29:  Empowering Grassroots Cooperatives in Tanzania:
http://www.redet.udsm.ac.tz/documents_storage/2008-3-28-10-14-17_%20kamata-empowering%20grassroots%20cooperatives%20in%20tanzania.pdf, December 2010.
] 

The government of Tanzania is of the opinion that SACCOS are an important tool of poverty alleviation and ‘well suited for the socio- economic milieu of the rural setting and poor communities. SACCOS are seen as an innovative type of grassroots institutions able to secure the participation of communities both at the local and national levels’[footnoteRef:30]. With the SACCOS operating all over the country, one of its largest affiliation is ‘Posta Na Simu SACCOS LTD’. It encourages savings and provides loan services to employees of Tanzania Telecommunication Companies, the Postal Bank and Communication Regulatory Authority (CRA)[footnoteRef:31]. Main office building of Posta Na Simu Sacco Ltd is found in page 38. They are committed to alleviating poverty in order to boast the country’s economic power according to the following speech by the chairperson of Posta Na Simu Sacco Ltd., Mr. Mwageni; [30:  ibid., accessed Dec 2010.]  [31:  Posta Na Simu; Savings and Credit Cooperative Society Ltd. Reg: DSR NO. 118:
http://postanasimusaccos.co.tz/Documents/kk_pdf/profile.pdf, December 2010.] 

‘When we evoke the words ‘Saccos Pamoja tujenge uchumi’ or ‘build a society economic power’ we are not just making slogans. Instead we are expressing the kind of society we seek to build, a society in which economic power really rests with the members. Through Posta Na Simu Savings and credit Co-operative Society, once again we are giving concrete meaning to the task of building the Saccos economic power. This is an institution that is created, owned, and controlled by the members. In Posta Na Simu SACCOS we aim to introduce a different way of banking from the setting of interest rates to how we provide credit or loan in a non exploitative manner. Indeed we are building our own economic power and I call on every member, every employee and public to join us as we build this institution of the society’[footnoteRef:32] [32:  ibid.] 

From the above speech, it is clear that development is from within (by the masses themselves and not by the government or international organization). Through empowerment, the indigenes have taken their destinies into their own hands aimed at fighting poverty through innovations entrepreneurships and knowledge. They do this by educating the local communities on the importance of microfinance and how its services can help rebuild and change their lives forever. By so doing they urged communities, households small and medium size enterprises to either join or form Saccos for the economic and social changes into their lives and the overall communities. Savings are encouraged through households, individuals and communities alike so that they can be able to cope with difficult times and emergencies (Randhawa et al, June 2003, p. 3)
[image: ]
Main office building of POSTA NA SIMU SACCO LTD of Tanzania[footnoteRef:33] [33:  ibid.] 

By encouraging membership participation, savings and deposits means collective efforts in order to build a sustainable society geared towards providing solutions not limited to poverty alleviation but also taking care of social problems as well such as education, healthcares, women empowerment, infrastructure (community oriented), skills and gender equalities. This therefore demonstrates a typical bottom up approach on development.
[image: ]This picture demonstrates other branches of Saccos and its services to the communities.
Tandale Saccos Ltd. This is composed of market traders, farmers and cattle rangers under the heading of ‘Tandale Market Traders Saccos Ltd’[footnoteRef:34] [34:  Tandale Market Traders Saccos Ltd in Dunduliza, Tanzania:
http://www.ilo.int/public/english/employment/ent/coop/africa/download/dunduliza.pdf, December 2010.
] 


[image: ]Mechanized farming in Dunduliza, Tanzania with the help of Saccos loans. It is an organized network of fifty Sacco’s branches operating in seven regions within the area with a total of 65,000 members. However, corruption and self interest is a major problem within[footnoteRef:35]. The use old machines causes climatic and health hazards through pollution. [35: Tandale Market Traders Saccos Ltd in Dunduliza, Tanzania:
http://www.ilo.int/public/english/employment/ent/coop/africa/download/dunduliza.pdf, December 2010.] 



[image: ]  Members of Dunduliza cue up infront of the cashier in order to save, deposit and access credit at Dunduliza SACCO branch so as to enhance their capabilities and take care of household and emergency needs[footnoteRef:36]. [36:  Ibid.] 



[image: ]Majengo Sokoni SACCOs Limited.
[image: ]A customer accessing credit at Majengo Sokoni Sacco limited at the municipality of Dodoma. With the advent of technology in Africa, some Sacco branches are now installing ATM cash machines to facilitate cash withdrawals by its members to cope with emergencies and monetary needs[footnoteRef:37] [37:  Tanzania’s Cooperative look to the future:
http://www.andrewbibby.com/pdf/Tanzania.pdf, December 2010.] 



Community Empowerment at Daimamuungano Sacco in Dodoma municipality, Tanzania
Sacco members at a general meeting addressed by Dr Anaclehi Kashuliza, registrar of cooperatives in Tanzania wherein they addressed issues such as accountabilities, transparencies, survival strategies (sustainability), poverty alleviation, women empowerment/ gender equality, community empowerment/ participations and knowledge[footnoteRef:38] [38:  ibid.] 

SACCOS provide a lot of benefits to the communities that it serves. They mobilize the communities to join SACCOS and encouraged them to save. These savings are returned to members in the form of loans in order to carry out potential economic activities that could change their lives. They instill knowledge to their members on how to handle or manage finances with regards to inputs, outputs, savings and loans. By so doing members are able to keep track of their financial activities and can quickly realize and make adjustments on whether the business is progressively profitable or not. The growth, strengths and sustainability of members are positive indicators for the creation of more SACCO’s thereby gradually eradicating poverty at both the community and household levels.
Generally, SACCOS in Tanzania play a major role in the socio- economic development of the country. They act as voice to the voiceless in the policy making structures. They are representatives of credit unions and of the statutory marketing boards acting as voice of the people. SACCOS provides social welfare facilities. They provide innovations to the communities by providing better markets to its members. Under the Fair Trade Agreement (FTA), SACCOS provide information and knowledge in order to ease the produce of their members to Europe, U.S.A and Japan thereby offering its members options of better prizes to export their produce and raise their standards of living (Mwelukilwa, 2001). By providing credit to the rural poor, they encouraged entrepreneurship geared towards not only fighting poverty but also reducing rural exodus in place of self-sufficiencies and business knowledge. They also addressed social issues such as education/ training, welfares of communities, healthcares and infrastructures. In a global perspective, Saccos receives international recognitions and assistance from World Council of Credit Unions (WOCCU); such as management of information systems, knowledge on innovations, entrepreneurships, corporate governance/ best practices and also how to cope with the HIV/ AIDS pandemic that is ravaging a cross section of the active population. SACCOS are also members of the International Cooperative Alliance (ICA) under the Tanzanian Federation of Cooperatives. ICA stresses on the need for credit unions to work towards achieving the MDGs thereby launching a global cooperative campaign against poverty.[footnoteRef:39] [39:  Tanzania’s Cooperative look to the future:  http://www.andrewbibby.com/pdf/Tanzania.pdf, December 2010.] 

4.3 THE SUSU OF GHANA
Ghana Co-operative Susu Collectors Association (GCSCA) otherwise known as Susu, are groups of organized individuals, households and any members of the community alike who have mutually agreed to save their money either on a daily or weekly basis depending on the sale of their produce/ commodities or incomes. The GCSCA was established in 1994 as an overall organization to look after the activities of Susu’s. Its head office is in Accra, Ghana with regional offices/ branches all over the ten regions of the country[footnoteRef:40].Susu collectors play intermediary roles between the formal financial institutions and individual households of communities to mobilize and collect Susu for a fee[footnoteRef:41]. They go around from homes to mostly market places collecting Susu either on a daily or weekly basis depending on the arrangements made between their customers based on the amount of the sale of their produce/ commodities or incomes. Susu customers are found in the informal sectors of the economy that have no access to do business with institutionalized formal commercial banks due to their strict administrative procedures. Susu customers comprised of traders, farmers, small and medium size enterprises and low income earners. Susu collectors play a major role in bridging the gap between the formal and informal sectors of the Ghanaian economy (Alabi et al. Dec 2007). [40:  Ghana Co-operatives Susu Collectors Association:
http://ghanasusu.com/index.php?option=com_docman&task=cat_view&gid=40&Itemid=88, December 2010.]  [41:  ibid.] 

The amount of Susu collected per day or week as the case maybe are placed in Susu accounts where each member within the Susu group can borrow money within a short duration of time with interests on the loan amounts. Part of the profits realized over Susu’s financial year is reserved to pay Susu collectors and upkeep of the association and the rest of the dividends are shared between Susu members. Susu collectors are easily spotted in their distinctive green jackets with large pockets and traditionally woven hats to shade them from sunshine. Banks like Barclays bank and Citi Bank, Ghana are partners of Susu collectors[footnoteRef:42]. Apart from Susu well known for its financial transactions, they also serve as social capital as members of Susu derived mutual benefits from the networks which could not have been gotten from isolated member efforts. Collectivisms and mutual trust brings in confidence thereby strengthening the activities and creation of more Susu (ibid.). [42:  Ghana: Susu Collectors connect with formal banking; an ancient banking system is helping to promote a new microfinance initiative in Ghana. Stephen Williams reports:
http://goliath.ecnext.com/coms2/gi_0199-5765746/Ghana-Susu-collectors-connect-with.html, December 2010.] 

[image: C:\Users\Bob\AppData\Local\Microsoft\Windows\Temporary Internet Files\Low\Content.IE5\SY50BH14\Susu%20collector2%20smaller[1].JPG][image: C:\Users\Bob\AppData\Local\Microsoft\Windows\Temporary Internet Files\Low\Content.IE5\VZKXZ25S\Market%20seller%20Susu%20collector[1].JPG]These pictures show Susu collectors at the Market place collecting Susu from his customers. As seen on the picture above, the business lady is specialized on the sale of food stuffs and the amount of sales met is given to Susu collectors as savings with a reserve amount left for her immediate and household needs. The target of Susu collectors is to empower and strengthen the rural women as women are seen as the back bone of the households. That is why most of their activities and collections centers on the women as seen on pictures. The women are happy with Susu collectors as their accumulated savings meant more money at their disposals which is often used to expand their business and enhance their capabilities in developing new business skills and entrepreneurships[footnoteRef:43].The women on pictures are Susu customer doing their regular Susu savings at the Market place. She specializes on the sale of tomatoes. Her accumulated savings are not only used to expand her business but to take care of household emergencies changes in her living standards, hence gradually moving out of poverty in a sustainable manner. Given the importance of the role Susu play in the Ghanaian economy, the government has taken sides by encouraging the creation of more collectors and making sure they are registered under the GCSCA and cracking down very hard on fraudulent or illegal Susu collectors. The president of GCSCA has the backings of the central banks and national security in flushing out unscrupulous Susu operators. Series of consultative meetings are being held with formal financial institutions and Susu collectors and Cooperative Societies to merge under the governing body of GCSCA[footnoteRef:44].  [43:  Microfinance is a buzzword, but small- scale financial tools have already been used for centuries in West Africa, Asia and Europe. Fuelled by globalization, traditional forms of Microfinance, now making an impressive come back:
http://knowledge.allianz.com/en/globalissues/microfinance/traditional_finance/history_moneypool_susu.html, December 2010.]  [44:  Susu Collectors to get apex body in June:
http://www.ghanabusinessnews.com/2010/02/24/ghana%E2%80%99s-susu-collectors-to-get-apex-body-in-june, December 2010.] 


[image: S1030311.JPG]Picture showing consultative meetings in association with London based Barclays bank. The pictures in pages 44 and 45 shows 3rd annual Microfinance Conference under the theme; Microfinance: a tool for achieving the MDGs on the 10th and 11th January 2008[footnoteRef:45]. It should be noted that this is only one of a series of ongoing consultative meetings being held between academician, formal financial institutions[footnoteRef:46] (Barclays Bank, Citi Bank, Central Bank of Ghana) and GCSCA. Issues such as poverty reduction, education, gender equalities, prevention the spread of the HIV/ AIDS and well as malaria and the overall welfares of communities are often addressed geared towards achieving the MDGs. [45:  Microfinance: A Tool For Achieving the Millennium Development Goals:
http://uccmicrofinance.net/about_us/index.php?recordID=5, December 2010.]  [46:  London based Barclays Bank expands reach into Microfinance investing through partnership in Ghana. Micro Capital: On Microfinance and Microcredit investment:
http://microcapitalmonitor.com/cblog/index.php?/archives/191-London-Based-Barclays-Bank-Expands-Reach-into-Microfinance-Investing-Through-Partnership-in-Ghana.html, December 2010.] 

[image: S1030314.JPG]In the Northern part of Ghana, access to financial institutions by the communities is not only inaccessible but scarce. According to 2000 International Fund for Agricultural Development (IFAD) report, a rural bank in this region serves an area of about 53.000 Square km[footnoteRef:47]. This means in a region where infrastructure is poorly developed, one needs to do a lot of walking before accessing credits. Susu presence in this region has overwhelmingly solved this acute financial deficit especially on those who could not have otherwise obtained credits or loans from formal banking systems. In order to make credit available to the poor on equal terms of this region, Susu members formed what became known as ROSCA, meaning Rotating Savings and Credit Associations. ROSCA is a modified form of SUSU group wherein members decide on an amount to be contributed by each group member at regular intervals on weekly or monthly rotas based on mutual trust and understanding. The total amount of savings raised is given to individual members in turns. Each member has to wait for their turns and the round continues[footnoteRef:48]. [47:  Ghana- Informal Financial Services for Rural Women in the Northern Region:
http://www.ifad.org/gender/learning/sector/finance/41.htm, December 2010.]  [48:  ibid.] 

The importance of Susu activities in Ghana cannot be over emphasized. At a global perspective, Barclays Bank with its head office in London has teamed up with GCSCA in forming a Microfinance scheme to carter for Ghanaian petty traders that move from market to market. The aim is to use Susu collectors to carter for this informal sector as the managing director; Margaret Mwanakatwe of Barclays Bank of Ghana Ltd puts it ‘what we are doing is somewhat unique. We are creating an account for Susu collectors to deposit their funds. We are also providing them with loans of their own, which they can ‘lend-on’ to their customers, helping them build their capital’[footnoteRef:49]. Even though Susu collectors have some challenges such as corruption, abuse of trust and as in the case of ROSCA members have to wait for their turns before getting a loan, generally, Susu collectors have good knowledge of the local economy, community base, and strong networks business minded capacity builders so as to enhance their lifestyles and sustainably move themselves out of poverty. [49:  Microfinance is a buzzword, but small- scale financial tools have already been used for centuries in West Africa, Asia and Europe. Fuelled by globalization, traditional forms of Microfinance are now making an impressive come back:
http://knowledge.allianz.com/en/globalissues/microfinance/traditional_finance/history_moneypool_susu.html, December 2010.] 


4.4 RURAL INVESTMENT CREDIT (RIC) A/S OF CAMEROON
Established in 1998, Rural Investment Credit A/S otherwise known as RIC is a microfinance institution set up to create awareness in the community on how to combat poverty and other related societal problems such as healthcare, education, gender equality/ women empowerment and the fight against the deadly HIV/ AIDS which is ravaging a cross section of the active population in SSA. RIC has over twelve branches nationwide with other smaller offices (sub offices) commonly known as bureaus. Each of their offices is strategically located mostly in the rural areas to target the needs of the poor. Besides working in association with Cameroon Cooperative Credit Union League (CamCCUL and KIVA they are partners to financial institutions like National Financial Credit bank of Cameroon (NFCBC) and Union Bank Cameroon (Fagha, 2010). They play intermediary roles between the formal institutionalized financial banking systems and the informal sector. It has an institutional structure ranging from the board of directors right down to the customers. They provide a broad range of services to the communities with a target on households and poverty reductions. Services provided are not only limited to financial transactions but also includes training on how to handle finances and capacity buildings (ibid.) They also provide international money transfer services to the general public thereby making it easy for communities to send and receive money Worldwide.
It is worth mentioning here that this is the Micro financial institution that I carried out practical research work during my internship semester under the theme; ‘Microfinance: Empowering the community’. As such, most of the in formations contained in this discussion are the personal experiences of the author in the field. These experiences range from contacts with RIC’s personnel, contacts with RIC’s customers, the overall members of the community on what they think about RIC and documented evidences about the activities of RIC on their fight against poverty and community empowerment (Fagha, 2010).
RIC provide what they called ‘cheap capital’ (money that is easily borrowed without complicated bureaucracies like the case of formal banking institutions) to poor people, households, small businesses and the entire communities in need with a sole aim of carrying out self reliance projects or to boast already existing ones. Their loans require no collateral securities and loans are offered for any purpose with a weekly or monthly repayment plans depending on loan amount and credit worthiness of the borrower. They educate their customers on project managements and how to control their finances in achieving a successful outcome. They give priorities to targeted areas of the rural communities that include low income households and the general poor members of the local community towards helping them rebuild their lives and move out of the malignant of poverty. Besides prioritizing their credit to the rural poor people, they also give loans to projects such as housing loans, school fees loans, and agricultural loans; sometimes in the form of fertilizers, insecticides, seedlings and agricultural equipments (ibid.).
RIC encourages its members to safe, mobilizes and inspire individual members to form or join groups. Groups creates a strong support network of combine skills and competitiveness amongst group members, thereby not only fostering development but makes repayment easy as members can easily make up the repayment of a group member in case of default payment by the latter. RIC and its customers operate on a motto known as ‘RIC is a trust to be trusted’ meaning; ‘in RIC we trust’. RIC aimed at empowering women through households and the poorest of the poor. In an interview with Dr Leinyuy, the director of RIC, on how their poverty alleviation strategy actually works, she responded with confidence in her own words: 
‘We at RIC are committed to fighting poverty by empowering the general poor communities most especially women, households and small businesses to join RIC and get credit for self reliance projects and entrepreneurship. We educated them on how to carry out whatever projects or business they have in mind, guiding and monitoring them until the projects become sustainable. The fight against poverty is something that cannot happen overnight. It is a chain reaction from when money changes hands from us to our customers to when they starts investing till when it begins to yield profits. It is the profit margins of their businesses that determine their sustainabilities and poverty alleviation. It needs time, patience, commitment, determination and perseverance in order to attain the MDGs’ (Leinyuy 2010). 
RIC’ poverty alleviation strategy is summarized on the following flow chart. The targeted segment of the society obtained credit from RIC for self reliance projects. This leads to rise in income level indicating better living conditions, healthcares and education. A healthy population means increase in productivity and a rise in per capita income which further prompts adjustments in living standards. This raises aggregate demand as a result of increase in the consumption of goods and services. This further prompts increased in aggregate supply thereby opening up more new opportunities like a rise in employment levels as a result of increase in investments thereby indicating increase in economic activities and growth. At this level there is sustainability and poverty becomes a thing in the past. Same goes to Women empowerment and gender equality. Through RIC, there is increased in women economic participation through group formations thereby creating support networks and an active role in decision making processes within households and communities alike.
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[image: http://kivafellows.files.wordpress.com/2008/09/cimg21131.jpg]Women Empowerment at the level of group formations (SHGs), holding their saving books in their hands. It should be noted that this only one of many groups of women known as Self Help Groups (SHGs) that operates under the policy ‘unity is strength’. Through SHG credit is easily accessed as they act as social security on loan amount. 
[image: mhtml:file://C:\Users\Bob\Desktop\Micro,KIVA,%20Cameroon.mht!http://kivafellows.files.wordpress.com/2008/09/006-2.jpg?w=300&h=225]Empowerment at the level of households, husband and wife are seen on picture taking down records in order to keep track of their finances. The husband counts the money while the lady does the writing, suggesting gender equality at the level of households. 

The emphasis is on women, the overall active poor and low income households. Financial services are offered to these targeted segments of the society so as to carry out viable self reliance project in order to develop and improve their lifestyles. Through these self reliance initiatives, households and individuals alike are able to send their children to better schools, take care of their medical needs and a wider sense of awareness (Fagha, 2010).
[image: VP Minister of Agriculture, Jean Nguete]Given the importance of Microfinance loans to the socio-economic development of the country, the government of Cameroon has taken sides with microfinance and credit union institutions. This has resulted to a massive growth of Microfinance institutions in the sector (News Wire, 2008) as more and more communities become aware of its sustainability to the economic development of individual potentials towards the realizations of economic growth, better living standards, good health, nutrition and above all, it is seen as a massive  poverty alleviations strategy.
Cameroon Celebrates the international Credit Union Day; 23rd October 2010 in association with Union Bank Cameroon and Cameroon Cooperation Credit Union League known as CamCCUL under the theme: ‘Local, Trusted, Serving You’ Consultative meetings between government officials and microcredit management marked this year celebrations of credit union day that was celebrated all over the country. Attended at this ceremony were representatives of Microfinance institutions, the management of Union Bank Cameroon and government delegates headed by the minister of agriculture and rural development Mr. Jean Nkuete[footnoteRef:50]. Issues addressed included the legalization of more microfinance institutions in order to take of the growing demands of microloans. Mr. Musa Shey, the president of CamCCUL used the occasion to pressurize the government to construct better roads and improvements of the telecommunication networks so as to facilitate the economic development of the country. [50:  Union Bank Cameroon (UBC) join CamCCUL in celebrating the international Credit Union Day:
http://www.unionbankcameroon.com/index.php/en/news-room/57-ubc-join-camccul-in-celebrating-the.html, December 2010.] 

Rural Investment Credit unlike other microfinance institution in the country plays a major part in the socio- cultural and economic development of rural communities thereby not only limiting their services to the provision of microloans but taking care of social needs as well; such as education, healthcare, family planning and creating awareness of gender equalities.

4.5 COMPARATIVE ANALYSIS OF CASE STUDIES
Microfinance institutions have witnessed a positive growth trend in SSA over the last few years (in order to carter for the growing demand of microloans by poor communities, households and small businesses who could not obtain credits from formal financial institutions to develop or expand their potentials) towards achieving the MDGs however, with challenges. For example in Tanzania and Ghana, only six percent of the overall active population has access to formal financial banking services and this percentage constitutes the rich minorities (Gallardo et al. 2005). This lack of banking services to the rural poor is so disturbing taking into consideration the fact that the poor represents the largest active population in this region. Microfinance has by passed institutionalized banking traditions of the formal sector by offering microloans to these poor communities without collaterals. Most of these MFIs concentrate their resources by encouraging savings and providing credit facilities to the rural poor as is the case with the SACCOS of Tanzania and RIC of Cameroon and others like the SUSU of Ghana are only involved in deposit collections, known as mobile deposit collectors and also as ROSCA predominantly in Northern Ghana where banking facilities are very difficult to come by. 
However of this three, RIC goes a bit further by providing international monetary transfers known as ‘Western Union’. This service is offered to the general public in the local communities where they operate making it easy for the rural people to do monetary transactions Worldwide within minutes. The SACCOS on the other hand are also waxing strong as they have started installing and issuing cash machine and cash withdrawal cards respectively to its customers. This makes it easy for SACCO customers to access their deposits at anytime of their convenience to take care of monetary emergencies rather than waiting for working hours. The SUSU of Ghana on the other hand does not have these facilities since they are only engaged in deposit or saving collections; however members obtain loans through SUSU connections with formal financial institutions such Barclays Bank Ltd of Ghana and Citi Bank Ltd of Ghana. In any of these three cases, the rural poor have access to credit facilities. Whereas banks have more penetration in MFIs in Ghana and Cameroon, in Tanzania this number is very limited as majority of the rural population are engaged in doing business with microfinance (the SACCOS).
Given the importance of the role they play in the socio- economic development of the rural poor communities, they are regulated by institutionalized authorized body with supports from their governments. In Tanzania, activities of the SACCOS are regulated by the Tanzanian Federation of Cooperatives. In Ghana it is regulated by Ghana Co-operative Susu Collection Association and in Cameroon by the Cameroon Cooperation of Credit Union League under the minister of Agriculture and rural development. Government influence in this sector is to protect the sector from infiltration of fake MFIs whose aim is to dupe the community. Series of consultative meetings are being held between the government and members of Microfinance institutions towards working together in achieving the MDGs. It is worth mentioning that some MFIs act as pressure groups to the government as is the case of CamCCUL; requesting the government of Cameroon to construct ring roads and improve the telecommunication sectors. 
They are multipurpose, dynamic and savings oriented in nature. By encouraging and mobilizing communities to safe offers them the creation of excess capital which is in turns used to either expand their already existing businesses or create new ones. Their activities are not only limited to financial transactions but social services as well. These include education / training, family planning, gender equalities and women empowerment through group formations (SHGs). Microfinance is helping individuals, households and communities to rebuild their lives through entrepreneurships, innovations and self reliance projects (Fagha, 2010).
All this said MFIs in Africa as well as other developing countries is facing huge challenges which must be overcome in order for effective development to take place. Poor infrastructures make loan tracking and project surveys inadequate or difficult to achieve, corruption/ self interest/ favoritisms has become an epidemic in the Microfinance industry. This is worsened by high interest rates which makes it difficult for the poor borrowers to meet up with loan repayments there by threatening its sustainability.  This has made critics to believe that Microfinance is more of a business venture targeted to the poor geared towards profit maximization under the disguise of poverty alleviation. There is also the problem of administrative bottle-necks within member staff of Microfinance institutions which makes accountability difficult thereby paving a fertile ground for corruption/ fraud to exist (Fagha, 2010).
With the proliferation of Microfinance into Africa, the actual truth or reality of its intentions is far from expected. Agreeably financial and economic opportunities are emerging with vast credit options, liberal economy, privatization, democracy globalization and competitiveness. The irony of all these is that nothing seems to be working in favor of the poor underprivileged grassroots masses and community development is a sham. ‘The African rural entrepreneurs have not been empowered and poverty is still deeply embedded among the rural communities. Credits cannot cover most of the poor; they are not credit worthy as per the modern banks. Moreover, even where they came together in Cooperatives and SACCOs, the gains have been eroded by debts surrounding the SACCOS, the poor are over burden by rising interest rates and by the workload they have to do in order to pay back, and a good number are losing their small assets’ (Mihanjo, 2010.). This is exactly a similar situation that is happening in India wherein borrowers stopped repaying their loans on grounds that Madoor Microfinance institution was reaping huge profits over the poor. Consequently, the MFI is at the stage of liquidation (New York Times, 2010). 

CHAPTER FIVE
5.1 CRITICAL ANALYSIS OF MICROFINANCE AS A DEVELOPMENT PARADIGM
In this section, I will draw some crucial examples from other areas out of Africa. By so doing, linking them to theories earlier analyzed. I am aware that they are not within the case studies chosen but the reason for this is to expose the activities of Microfinance in other parts of the globe especially in India and Bangladesh which could likely become global issue. However, references will also be drawn from Africa. This section argues that while microfinance has instilled business strategies for self reliance projects by the local poor and low income households towards achieving the Millennium Development Goals of poverty alleviation, its future remains in doubts. It has come under increased pressure amidst growing criticisms of its activities thereby jeopardizing the actual intensions of MFIs as a development paradigm. 
Proponents of this school of thought argue that Microfinance is not only infested with corruption, poor accountability, self interest, but that the sector has become more of a profit making institutions rendering poor communities to be caught in a ‘debt trap’ due to its increasing high interest rates. This has not only caused the closure or collapse of some MFIs but left the future of the industry, illusionary, bleak and questionable rendering scholars and researchers to argue that it is not Microfinance that is the predominantly solution for poverty alleviation but the creation of growth oriented and equity enhancing programs, such as broad base employment opportunities rather than microloans, arguing that not everyone is borne with entrepreneurial capabilities (Chowdhury, 2009). This chapter handles microfinance critic in two ways. It begins with a critic of Microfinance and ends with proposing possible solutions and alternative indicators of development and poverty alleviation other than Microfinance.    

5.2 DEBT TRAP
Interest rates charged by MFIs on loans ranged from 20 to 40 percent and sometimes to a staggering 100 percent per year when additional overall charges such as insurance, service books, service cards, membership fees and late payment charges becomes inclusive. This has led to massive fluctuations of interest rates charged by MFIs. Exorbitant high interest rates have not only made the motives of Microfinance questionable but placed its victims in a debt trap. This has led to the general conclusion that MFIs are business ventured institutions geared towards profit extortion from the rural poor. The quest for business and profit maximization has led to an influx of MFIs in India wherein Microfinance agents do not care to know whether households or communities have an already outstanding debt with other Microfinance companies. All they cared for is getting the customers sign a loan amount, after all the more customers they have the more commission they get paid. The resultant effect is that households end up paying interest on loans for more than two or three MFIs and those who cannot stand the heat, end up committing suicides (New York Times, 2010). 
The worst scenario is that Microloans are being given without questioning the purpose of loans and most of the extremely poor people end up using these loans to meet up with their immediate needs rather than investing in business, however, one cannot go to work with an empty stomach. This has accounted for high default rates leading to frustration and tensions in households as they found themselves caught in debt traps.  This has made the lives of the underprivileged more miserable as they do not only end up selling their properties to keep up with loan repayments (whose interest sometimes surpasses the actual amount of loan accessed), but those who cannot afford it as a result of poor yields end up committing suicides. Typical examples are from Bangladesh and India respectively. Joba Rani, a farmer from the village of Jamlabaj, North East Bangladesh had to sell all her cows in order to keep on loan repayment as a result of poor harvest. 
Families in Bangladesh are caught in a vicious cycle of debt traps. As a result, some households who cannot afford to sell off their livestock send their children as substitutes to work as prostitutes (a major societal ill) so as to help loan repayments. Communities equally complained of harassments from Microfinance debt collectors[footnoteRef:51]. Similarly in India, according to its national crime records bureau, more than 87,000 farmers committed suicide between 2002 and 2006 due to poor harvest and mounting interest rates on Microfinance loans[footnoteRef:52]. A similar example from a recent article published by the Deccan Chronicle, September 27, 2010 condemns Microfinance for disempowering women and SHGs thereby landing them in debt traps. Banda Elisha aged 40 and Devarakonda Bhagyamma aged 36 from the village of Palivelpula, India are said to have sold their properties for loan repayments and were further required to stand as sureties for other 6 women in their group who were who took Microfinance loans for personal needs. On a similar occasion, pregnant woman further committed suicide due to her inability to pay for her loans. Mounting pressure and disgraced from Microfinance debt collecting agents made her commit suicide as result of being trapped in Microfinance loans (New York Times, 2010). [51:  Microfinance Africa: Is Microfinance a debt trap for the poor of Bangladesh?
http://microfinanceafrica.net/microfinance-around-the-world/is-microcredit-a-trap-for-the-poor-of-bangladesh, December 2010.]  [52:  A Sustainable approach for women empowerment through Microfinance:
http://www.ngoshub.com/women%20empowerment-by%20varalaxmi.pdf, December 2010.] 
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SOURCE: New York Times: Asia Pacific, November 17th 2010
Misery and pain in the family as an old woman on picture above (mallama) laments over the disappearance of her daughter (Durgamma) from the village of Andhra Pradesh, India after not being able to cope with mounting interest rates from Microfinance loans. The old mother fears her daughter may commit suicide like the rest her counterparts who sees death as the only solution for Microfinance loans for fear of harassment and disgraced from barbaric and brutal Microfinance debt collectors (New York Times, 2010). 
From these examples one can clearly see that the motives of Microfinance institutions as a tool for poverty alleviation and development are not completely genuine. This gives a misjudgment of Microfinance as a development paradigm since it does not benefit the entire communities in their areas of jurisdiction. Instead of empowering and enhancing the capabilities of communities, it is depowering. Households tend to live in miseries and fear from being harassed by microfinance debt collectors. This is against Sen’s idea of development as freedom. Similarly, the fact that households tend to sell their properties in order to meet up with Microfinance debts meant that it is deviating from its norms of poverty alleviation. Properties are a source of income according to Hernando De Soto. Therefore one can rightly conclude that Microfinance is not an adequate tool for helping the poor out of poverty. Ironically, it is a tool to worsen their existing conditions given the above examples. This has led many including myself to question the future and sustainability of Microfinance. Where does MFIs stand from here?
5.3 SUSTAINABILITY
Sustainability as used in this context refers to the capacity of individuals and MFIs to work together as key players towards achieving the fight against global poverty at the long run without compromising each other’s basic existence. ‘Microfinance has emerged as a tool ‘to extend the same rights and similar services to low income households that are available to everyone else’ (Anan, 2005). This presents Microfinance as a potential instrument of sustainable development geared towards achieving the MDGs, eradicate poverty and boast economy’s growth through improved standards of living. However, when MFIs deviates from these norms and practices, its survival or sustainability becomes highly questionable because it compromises individuals’ basic existences. This is exactly what is happening now in India as Madoor, one of India rapidly growing Microcredit industry is being accused of reaping hyper profits from the poor as a result of inflated high interest rates from hidden costs. In a recent article published by the New York Times, November 17, 2010, most of their customers have stopped repaying their loans (New York Times, 2010). 
Banks like Axis Bank India are also worried as to their involvement with Madoor Microfinance institution’s crisis unscrupulous involvements. Instead of helping the poor out of poverty, it reaps from the little they have leaving them in abject poverty as Ms Shivamma puts it: “They aren’t looking for sustainability or ensuring the money is going to income generating activities. They are just making money…when you take the loan they say, don’t worry it is easy to pay back”, “…the company that made her sign her first loan, did not ask about her income, Ms Shivamma said. She soon ran into trouble paying back the $400 loan, and took out another loan, and then another. Now she owes nearly $2,000 and has no idea how she will repay it. The television, the Mobile phone and the two buffaloes she bought with one loan were sold long ago. ‘I know it is a vicious circle’, she continued, ‘but there is no choice but to go on’” (New York Times: Asia Pacific, November 17, 2010). 
These are unacceptable state of affairs in the lives of poor communities. According to De Soto this system has to be overthrown as it does not reflect the needs of the poor masses and this is exactly what is happening in India. Banned Communist party; the Maoist, has issued an ultimatum to Microfinance companies and their agents to stop all operating in the village of Andhra Pradesh  or face serious consequences (India Microfinance Business News, November 29, 2010). This marks an overthrow of Microfinance institution in Madoor, India. Hernado De Soto’s theory holds perfectly well here as he recommends a revolution if existing developmental structures does not represents the needs of the people. Similarly too is Sen, who stands out clear that there can be no development without freedom. Therefore communities have to be free in making their own decisions to take care of their destinies without compromising their livelihoods or basic existence.

5.4 INEFFICIENT MANAGERIAL / ENTRPRENEURAL SKILLS
Yunus who is known as founder of Microfinance believes that credit is the key to unlock human capabilities. He sees credit as the solution to poverty alleviation. ‘…the poor may appear stupid and without initiative. Yet if you give them credit, they will slowly come back to life, even those who seemingly have no conceptual thought, no ability to think about yesterday or tomorrow are in fact quite intelligent and expert in the art of survival. Credit is the key that unlocks their humanity’ (Fagha, 2010). He forgot to realize that not everyone have entrepreneurial skills. Majority of poor people who live in rural areas and low income households are illiterates. Most of them do not know how to read or write and worst of all they do not posses any entrepreneurial skills (Banerjee et al, 2009). This means that even with the availability of credit, not everybody are entrepreneurs by nature. Even in Western societies about 90 percent of the working class is employees (Mahajan, 2005). Microfinance is a necessary but not a sufficient tool for the fight against neither global poverty, nor health education or economic growth but other inputs or indicators such as livelihood opportunities, market linkages for inputs, infrastructures and telecommunications are necessary combinations for development and economic growth (Chowdbury, 2009). 
Given the fact that some Microfinance institutions usually provide training to their borrowers like   the case of RIC A/s, most of these training facilities are usually not enough due to RIC’s financial capability and as a result often threaten their own sustainability. This is a major problem that hinders the expansion and survival of most micro- businesses. The SACCOS for example are even a sad case as they are only interested on encouraging savings and loans on insurance thereby making profits. They do not provide training on business management to their borrowers leaving them to figure out things for themselves. In some cases, follow- up projects and accessibilities are rendered obsolete and inadequate due poor infrastructure as the case of RIC. This portrays Microfinance operators as a profit making institution as they do not show much interest to the continuity of most Micro entrepreneurs.
 Empowerment theory holds that for development to take effect, communities and households has to be empowered so as to take control over their natural environments and control their own destiny. Most Microfinance institutions seems to be deviating from these basic norms as providing mere credit to the poor is just one step towards empowering the borrowers but it does not in itself yields the benefits of poverty alleviation given the fact that most of these poor people have no basic education nor training. Even Professor Yunus (2003), who is seen as the founder of Microfinance as a result of the success of Grameen Bank in Bangladesh clearly puts it; ‘Microcredit is not a miracle cure that can eliminate poverty in one fell swoop. But it can end poverty for many and reduce its severity for others. Combined with other innovative programs that unleash people’s potential, micro-credit is an essential tool in our search for a poverty free world’ (Chowdbury, 2009). Innovative programs such as healthcares, infrastructure education and training are all basic indicators of being empowered so as to be equipped with knowledge power and good health so that communities can be able to master their environment and take control over their lives. By failing to provide these basic services to the poor people, make the whole motives of Microfinance and the MDGs prescriptions questionable. Local communities are unable to realize and make use of their full potentials according to Sen’s Capability theory due to failures of not being fully empowered. Key points to note in this discussion includes bureaucracies in MFIs, power relations, lack moral judgment, the inability for poor people to enhance their capabilities due the inefficiencies of Microfinance to fully empower them, inadequate survey and follow-up of projects, problems of accessibility and mobility. These problems make local poor communities underprivileged and unfree and consequently deviate from Sen’s view of development as freedom thereby putting a big question mark on the activities of Microfinance institutions. 

5.5 MARKET SATURATION AND CLIMATE CHANGE
De Soto and Adam Smith see market as a determining factor of development and capitalism as the fruit free markets where demand and supply are allowed to determine market forces without any interference. This is exactly what Microfinance propagates- giving out microloans (small amounts of loans) for the sole aim of establishing entrepreneurship by the poor. Ironically, they fail to take into considerations the adverse of establishing small businesses such as market saturations and climatic conditions. Given the fact that loan amounts are usually small and as such only permits the operations of small businesses, most borrowers almost operate in same line of business such as petit traders, shoe menders, hair dressers, bus/ taxi drivers and farmers. Too many entrepreneurs as a result of constant flow of new businesses cause market saturation and hyper- competitive circumstances (Chowdhury, 2009). The negative effect of this is that continuous influxes of Micro- enterprises brings down returns to far below the actual cost of borrowing. This situation is even made worst when some MFIs charged very high interest rates as earlier discussed above. ‘Without an expanding domestic market, new entrants into a landscape of too many Micro-enterprises will be like a moral tale’ (ibid.). This threatens each other’s sustainability as the borrower on the one hand, may not be able to pay his debts due to looses incurred as a result of market saturation and Microfinance on the other hand may not be able to sustain and when borrowers tend to default payments (Ibid.). This is the situation where De Soto comes in with a revolution. He proposes an overthrow of the system if it does not reflects the needs of the people, quoting the Native Americans experience earlier discussed above. It is therefore not surprising that in the Village of Madoor, India, MFIs were forced to close up due their hyper interest rates and profits from the poor (New York Times, 2010).  
Furthermore, MFIs does not take into consideration the adverse effects of climatic conditions as. Most borrowers in rural communities are farmers as a result some of them use Microfinance loans on farms as is the case of the SACCOS and RIC respectively. They rely on climatic conditions for good harvest. In circumstance where there is drought as was seen in the case Andhra Pradesh, India it put the poor communities in desperate circumstances wherein they are not only faced with the prospects of not being able to repay their loans but their basic survival existence become threatened. Faced with such challenges where the future looks bleak with huge mounting interest rates on Microloans to pay, the see death as the only solution. It is therefore not surprising as to the suicide rates in this region which as many fear may become global as they are the products of Microfinance loans (New York Times, 2010).
Climate change is one big global issue that the international community is still dealing with and Microfinance does not take into consideration the damaging effects its activities may have on the environment. This problem is not adequately addressed by microfinance programs. Cases abounds in situations where microfinance loans to purchase chemical dyes for the production of fabrics, textiles or cloths, sewage disposals from catering enterprises,  constant use of pesticides and insecticides are all environmental hazards that arises as a result of microfinance business enterprises. The use of old farming machineries by small enterprises as a result of its low cost continue to pose serious health risks such as pollutions that further causes serious harm on the ozone layer making it a global problem due to the negligence of impact assessments caused by micro finance loans. With the Microfinance sector gaining international recognitions as a tool for fighting global poverty, environmental issues will always remain an important debate in the international political arena (Roy, 2010).

5.6 POSSIBLE SOLUTIONS FOR MFIs AND ALTERNATIVE INDICATORS
On a personal view point, given the above weaknesses of Microfinance and the fact that Microfinance is out to alleviate poverty I would suggest the following possible solutions:
· Microfinance personnel should be well equipped and trained with project management capabilities so as to be able to impart the knowledge to the borrowers geared towards successful self reliance projects. 
· Microloans should not be offered for any purpose. Loans must be issued for the sole purpose of carrying out self reliance projects or enhancing already existing capabilities. 
· The sole purpose of loans must be properly assessed by trained project management personnel so as to predict its sustainability before issuing out loans. 
· Loans should not be offered to those who are very poor as they will end up using the acquired microloans for their immediate needs. 
· Instead, governments should take up some kinds of rehabilitation schemes for the very destitute in the community as Microfinance loans is not suitable for them since they may end up taking away their own lives as a result of being caught in a dept traps. 
· Furthermore, Microfinance institutions should work as a team so as to avoid ‘double crossing unless on exceptional circumstances depending on the moral and entrepreneurial standing of individuals or households’[footnoteRef:53] .  [53:  Double crossing as used in this context is the circumstance where more than one Microloan is given to an individual or households by different MFIs.] 

· Interest rates must be constant and at reasonably low rates with no hidden costs attached in order to help the borrower develop his/ her capabilities sustainably out of poverty. 
· Governments should enforce strict legislative measures to regulate the activities of Microfinance so as fish out unscrupulous MFIs.
On the whole, I recommend MFIs to play by the roles by following the guidelines of bottom up development strategy, rather than deviating from its norms and practices. Therefore, the use of property rights, individual freedoms in the overall empowerment process of development as proposed by De Soto, Sen and empowerment theory respectively are very important factors towards the fight against global poverty.
Alternatively, since Microfinance alone cannot eradicate World poverty, I suggest the following possible indicators such employment and lessons from China. In Western countries like Europe and North America, about 90 percent of the active workforce is employee and not micro entrepreneurs (Chowdhury, 2009). Microcredit is necessary but not sufficient enough to alleviate global poverty. However, when combined with employment, Microcredit will definitely succeed to eradicate global poverty (Mahajan, 2005). By distancing Microfinance from other development indictors like employment brings out critics like Robinson who see it as neoliberal principles and globalization agenda of dealing with under-development and poverty in Africa and Asia (Robinson, 2001). Therefore, it is by creating steady job opportunities such as the setting up of factories and skills for innovations that can take people out of poverty. The irony of it all is that Africa is blessed with vast natural resources such as timber and huge mineral deposits and yet is poor. This becomes a paradox in itself because what Africa needs is the skills and technological know-how to turn these resources into wealth. Microfinance alone is not the solution. It is only when combined with education, training, innovations and employment that it can yield positive results towards eradication of poverty in the African continent (ibid.).
Also, lesson from China is a very good examples of by-passing this old tradition of Microfinance development paradox. China’s economy is waxing very strong and is not through the use of Microfinance. According to Wolfensohn in Chowdhury, China followed neither the orthodox prescriptions of Bretton Woods Institutions nor an advocate of Microfinance but has contributed immensely towards the reduction of global poverty over recent years (Chowdhury 2009). The question now is; how did this happen? ‘During 1985 – 1997, the average rate of inflation in China was around 11 percent and domestic credit grew at an average rate close to 25 percent (average money supply growth was over 28 percent). The average lending rate was less than 1 percent’ (ibid.). China also at this time undervalued real exchange rate by discouraging imports and supporting exports. Combination of this mixed growth pursued by China scored a rapid growth rate of 10 percent and has maintained this for almost three decades and was not affected by the East Asian financial crisis of 1997 to 1998 due its restricted capital (ibid.). This has helped to reduce global poverty despite limited human rights freedom and growing inequalities    
Finally, in spite of the challenges faced by Microfinance, it still remained the number one bottom up approach on development with a bright future with supports from international agencies and organizations Worldwide by recognizing the importance on development. For instance in 1997 CIDA allocated over one million Canadian dollars in order to fund Microfinance initiatives in developing countries including Tanzania (CIDA, 2002). Microcredit forums, conferences and anniversary celebrations are being held all around the World with no exemption of Africa as we saw with SACCOS of Tanzania and RIC of Cameroon. Therefore a combination of other innovations such as technological skills, training and lessons from other successful peripheral economies like China and India will be a major breakthrough towards the fight against global poverty (Chowdhury, 2009).   
 







CHAPTER SIX
6.1 CONCLUSION
Empowerment has become an important concept in analyzing global poverty by development and international agencies due to growing interdependence of globalization. Microfinance has become an empowering tool of development paradigm geared towards poverty alleviation through entrepreneurships. Empowerment has stretch to cover idealistic aspects of power, human rights, gender equality, control over one’s environment, development and political affiliations in the decision making processes. All these aspects are interconnected and linked to the financial viability of Microfinance. However, Microfinance cannot stand the heat of empowerment alone if there is no freedom, justice, democracy and opportunities for individuals to choose to live the lives they wants by enhancing their capabilities (Sen, 2009). Furthermore, freedom of choice alone is not enough if individual property rights are not legally protected. Property rights acts as source of identity, security and wealth (De Soto, 2000). Therefore, it is the totality of all the above that makes Microfinance empowering. Given the findings presented earlier above, the answering of the research questions is as follows:
Microfinance does not only affect the borrower but the entire household and communities in a spillover effect. By so doing it attempts at alleviating poverty through sustainable entrepreneurships despite huge challenges. These challenges make Microfinance to remain tongue tight in addressing the main research question. However, Microfinance to a larger extent still remains an important development tool towards empowering the community in the fight against poverty alleviation. We see these empowering processes in the case studies of the SACCOS of Tanzania, the Susus of Ghana and RIC of Cameroon with success stories from RIC (see appendix). The benefits of Microfinance to the communities which it operates are clearly seen in the light of the case studies presented above. For example, SACCOS as well as RIC offer financial services to their customers in order to carry out small and medium size enterprises or become entrepreneurs. Microfinance extend their services to the community beyond financial transactions such as providing training on financial accountabilities to its customers as seen in the case of RIC, provision of farm tools such as insecticides and pesticides as seen in the case of the SACCOS and also acting as a medium of saving as seen in the case of the SUSUs of Ghana. This is very important in that poor communities who could not have access to formal financial banking institution are now able to save their money with peace of mind and these accumulated savings can be use for investment without worry of repayments. Beside training and education, Microfinance creates awareness in healthcare on the existence of the deadly diseases like HIV/AIDs, malaria and cancer on how they can be prevented. They give out education loans so that poor people can able to send their children to schools. They also provide international monetary transfers known as Western Unions to the general community wherein individuals are able to send and receive money Worldwide within minutes. These are exemplary of RIC services. MFIs services to the community abounds.
Through offering its services to the general community it attempts at addressing basic social problems such as gender equality, women empowerment, inequalities and poverty alleviation. Microfinance has by passed the bureaucratic formalities of high street commercial banking services by lending money to the poor without collaterals thereby providing financial services to the poor who could not have otherwise done so. By encouraging entrepreneurial spirit to the poor, gives them the chance to take control over their financial lives thereby facilitating development from a bottom up approach. Without proper legislative and formal backings such as real property rights or the ability to legally control and own a business, the majority of the World will continue to remain in the informal sector thereby making no difference on their poverty situations (De Soto, 2000). 
Majority of lives of the Worlds’ poorest can be greatly improve through access to Micro financial services in a World of freedom, democracy and justice as there can be no effective development without freedom or justice (Sen, 2009). Furthermore, MFIs promote women empowerment as seen in the case the SACCOS of Tanzania and RIC of Cameroon through the formation of SHGs. Empowerment is also seen at the level of households as is the case of RIC of Cameroon. Microfinance and Microcredit conferences and are being held in Tanzania and Cameroon respectively, aimed at strengthening gender equalities, and defining better strategies such as innovations, best practices in poverty reduction and trainings towards the fight against poverty in line with the MDGs.
Critically, despite all the efforts of Microfinance in the struggle against poverty, it is still facing huge challenges there by attracting much criticism. By charging high interest rates on loans placed the poor borrower in a very difficult situation in that he/ she has to deal with the cost of maintaining his micro business and at the same time, deal with the cost of repayments which makes it hard for the borrower to accumulate profit and get out of poverty. The worst part of this stigma is that should the supposed project (self reliance initiative) fails he/ she still has to deal with mounting interest rates, causing resentments, miseries and tensions in households as a result of pressures from Microfinance debt collector agents. Some borrowers end up selling their properties for debt repayment. This is case of the SACCOS rightly pointed out by Mihanjo, viewing it as an exploitative method targeted to the poor illiterate masses making their poverty situation worse thereby widening the gap between the rich and the poor. ‘The African rural entrepreneur has not been empowered and poverty is still deeply embedded among the rural communities’ (Mihanjo 2010).    
With the proliferation of MFIs all over Africa brings in new breeds of financiers. These are fake MFIs which are hard to detect by the poor illiterate community who cannot read or write. This is case of the SUSU of Ghana wherein dishonest and illegal Susu collectors confidently parade market places and households collecting Susus in the name of Susu collector agents, wearing Susu uniforms with fake batches. This is a major problem within the Susus of Ghana and is raising much concern from the government, GCSCA and Susu members. This is causing members of the communities to lost trust and confidence from Susu collectors. ‘This in one way continues to pose a threat to the sector. ‘Unscrupulous and dishonest Susu collectors end up bolting with client savings or deposits, creating a mess and tarnishing the image of the trusted ones under the association’s umbrella’, said Mr. Quansar[footnoteRef:54] [54:  GCSCA to flush out fake Susu collectors:
http://www.modernghana.com/news/173754/4/gcsca-to-flush-out-fake-susu-collectors.html, December 2010.] 

Globally, within the African Continent and beyond, Microfinance is viewed as a poverty reduction strategy geared towards enhancing individual capabilities through entrepreneurships thereby attracting international sympathy. Good intensions no doubt, but with the involvement of donor groups, the UN and all its tentacles attracts criticisms from critics like Antrobus and Robinson who view it as neoliberal and globalization agenda carefully designed by the most powerful western economies as a radical way of handling poverty and under-development while at the same time implementing their neo-liberal principles with an unquestioned focus alongside the application of market forces (Robinson, 2001). By making year 2005 ‘the International Year of Microcredit’ contained in the MDGs by the UN justifies this neoliberal involvement. An agenda (MDGs) that Peggy Antrobus describes as a major ‘distraction gimmick’ designed by Western powers as a wise follow – up of Washington Consensus geared towards neoliberal agendas (Peggy Antrobus)[footnoteRef:55] [55:  Peggy Antrobus. MDGs – The Most Distraction Gimmick: http://www.aidtransparency.org/at/images/obs_africain/omd/CONTEXTUALIZING%20MDGs.pdf, Dec 2010.] 

Given all the above, there is no doubt that Microfinance is yet to be challenge as a development paradigm with regards to its approach to development (bottom- top). However, for it to effectively fight poverty, it must not be contaminated with donor aids. Microfinance Institutions should be allowed to operate and function independently from international agencies and aids. As aids only leads to dependency syndrome and as such does not alleviate poverty but makes the recipient countries to be dependent on donors thereby accepting their neoliberal principles. This study is tentative and as such is not conclusive as it opens up a new area for research on the limits of donor aids and Microfinance. Why is MDGs so much interested in Microfinance? Is it the MDG a follow – up of the Washington Consensus through Microfinance? How can Microfinance Institutions operate independently from donor involvements? Answers to these questions will pave the way for poor nations to differentiate between neoliberal involvements and the genuine activities of Microfinance. Development has to be by the masses themselves by enhancing their capabilities through microcredit and not donor aids (Moyo, 2009). Therefore, given the bottom-up approach of Microfinance, in the most part is proving to be an effective tool of poverty alleviation and sustainable development through innovations and entrepreneurships.
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APPENDICES

N.B:  For purpose of objectivity, validity and authenticity, I have not altered a single word from these success stories earlier found in my internship report as they true representatives of my field research, 2010, as ‘ Primary data alterations invalidate its true sense and meaning leading subjectivity’ (Saunders et al, 2003).

1.1 SUCCESS STORIES FROM THE FIELD
The services of RIC have touched the lives of so many people in the community over their twelve branches in the country. Some of these stories are so inspiring that one cannot help but thank RIC for their endeavors in allowing these people make huge changes in their lives through microcredit financings. The following analysis shows how just a little push (help) could make a mark difference in people’s lives and an increase in their assets and savings (Fagha, 2010)

1.2 The story of Paulina Nyonglemegha
When she was a child, things were very difficult for her as her mother died very young. She had to say yes to a man so that he could be able to look after her and her twin brother. They moved to the city and a year later she had a child. The husband threw her out when the baby was only three months old. She had the second and third child with different men but they also threw her out. Paulina was now left with her three children and a brother to look after. 
She moved back to the village and began selling food stuffs known as “bayam selam” from the little money her brother had borrowed her. The business could not grow as she did not have enough money to expand the business. She tried borrowing money from banks, but they could not lend her as she did not have any collateral security and more so, the interest rate on loans was so high. “I was becoming very frustrated”, she said, as she did not have enough money to feed her family either. She then heard about RIC and its microcredit system. Since she could speak a bit of English, she had no illiteracy barrier but all that was asked of her was to form a group or join an already existing ones. She and her friend then joined a group called “Unity group”. Her first loan was convertibly $UD150 without any question of collateral security on loan with very low interest rate as compared to the commercial banks. She made her first repayment easily and her business began to grow. She changed her line of business when she got her second credit. She began to buy and sell used goods like mattresses, chairs, sofas, kitchen utensils and all sorts of electrical equipments. Her business then grew drastically as she was now buying in bulks.
Paulina exclaimed…”I used to beg; now I am a changed woman completely”. She continued by saying …”those who never knew my story is shocked at the way my life has changed”. Every member of her group does completely different things with similar success stories even though in varying degrees. Every members of her group always meet together before making their repayments. This is to ensure that each member is ready for their repayment; otherwise they help each other in case of repayment difficulties. She is now able to sponsor all her three children to school and still left with enough money for herself. She bought a house and has now built two story buildings. She is now living in one of the story building together with her three children; she has given the house she bought to her twin brother, she then collects rents from the other story building, thereby bringing in more and more money. When questioned what she intends to do with all the money, she started by saying; “…now I understand why the rich get richer and richer” and she laughs with a very big smile on her face. 
She then continued by saying; “…I have worked very hard to reach at this level, I have passed through hard times and very difficult conditions …this money are for my children’s wellbeing and to make sure that they receive the best education so far, so that they should not suffer like I did when my mother died; in this way, by God willing, they will be responsible people tomorrow” (interviewed Paulina Nyonglemegha, 2010).
She concluded her story by thanking all the staff at RIC for helping her to make her dream come true and for taking her out of the humiliation to greater success, making her poverty condition to become history. Her story is a life changing one through the work of RIC (Fagha, 2010).
0. The story of pa Tom “Massa money”
Pa tom is a 42 years old man, married and a father of four (two girls and two boys). He lives twelve kilometers away from RIC office in a small village called Njinikiminikom. He has been a customer of RIC since 2003. Before becoming a member of RIC, he use to own and raffia palm where he tapped and collects local alcohol from them every morning and sell them in small hut made of bamboos. His wife works on the farm so that the family could get some food. Pa Tom could barely struggle to send all his children to school. Living conditions was not the best as they have to rely from the yields gotten from the farms. Money gotten from the sale of his raffia wine was used for the children education. Their house was made of grass roof and during the rainy season, it usually pours through the roof and they had to move the bed from one corner to the other looking for dry place. He could not afford to save money to repair the roof. If he had to do so, it will mean sacrificing the children education, which is he was not prepared to do. ”...we had to manage to survive” he said, with tears in his eyes.
He had tried to borrow money from the high street banks in order to expand his business, but none could offer him any loan because he had no collateral security. Then one day while his customers were drinking the raffia wine, he overheard a discussion about RIC. This caught his interest and the next morning he was at RIC”s office. 
Pa Tom attended few training causes at RIC and was offered his first loan in a convertible amount of $US150 with an interest of 1.5% (it varies depending on loan amount and duration). He used this money and expanded his business by opening an Off License Bar where he could sell beers alongside his locally gotten raffia wine. A month later, he made his repayments with no difficulties and realized an interest of $US50. His second loan of $250 totally changed his life. He began buying in bulks and even had workers that he employed to work under him. He could realize huge profits every month and then he rhetorically spoke to himself, “…the suffering is now over, it is now history” He now has lots of other businesses such as, livestock rearing, has four transport busses and two houses. One on rent and the other is a nine room spacious story building where he now lives with his family. When asked what he intended to do with all the money has? He started by saying;
“…people called me Massa money; I think I deserve the name because I have really worked hard for it. With this money, I intend to look after my family and most importantly my children so they should not pass through the hardship I went through and my blessing goes to RIC for helping me make such a huge difference in my life” (interviewed Pa Tom, 2010)
Due to the limitation of this research piece, I can only briefly bring out a few case studies. However, the above two success stories show RIC in action and the impacts of their services on people’s lives to alleviate poverty and community empowerment. From the success stories above, one is tempted to confirm that microfinance institutions still remain an effective means of empowering the community and poverty alleviation thereby attaching moral justifications to microfinance institutions such as RIC (Fagha, 2010).
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