 SEQ CHAPTER \h \r 1Reduce World Poverty by 50% by the year 2015?  Seems like an impossible goal, but when you hear Muhammad Yunus, founder of the Grameen Bank, talk about it – you believe him. Professor Yunus came to Santa Clara University in Santa Clara, California on April 8th and gave a lecture as part of their “Globalization from Below” lecture series.  See http://www.scu.edu/ or  http://www.scu.edu/events/?sched=2727&fuseaction=event  Jim Masters attended this event, and filed this report.

Professor Yunus received his Ph.D. in Economics from Vanderbilt University and returned to his homeland, Bangladesh, to teach economics.  About 25 years ago, he began a conversation with nearby villagers about their credit needs, and discovered that the 42 people, almost all women, needed a total of $27 to purchase the materials they needed to make bamboo footstools.  Usually they borrowed the money from the local moneylender, who charged interest of about 100% per week. 

Professor Yunus went to the local banks and asked by they did not make these loans. “They are not creditworthy; they have no money; they have no collateral.”  Professor Yunus offered to be the guarantor on the loans.  “No,” was the answer.  

Professor decided to loan the money himself, and the Grameen Bank concept was off the ground.  (Note: Most loans were less than a dollar.  As an example, let’s say a woman borrowed 40 cents to buy the bamboo to make a footstool.  She made the stool, which took 1 or 2 days, and sold it for .90 cents.  She repaid the loan – which has a 100% interest rate – with .80 cents, and netted .10 cents.  This was often the only cash in the household. So, if she could borrow .40 and pay back .50, e.g. at a 25% loan rate, her net profit went from .10 to .40 cents.)  The critics said, “This is unique to that village, it will never work elsewhere.  So he went to two villages, then 5, then 10 then 50.

Professor Yunus acknowledges that people are, well, people – and you have to create a system with rules and procedures to get your money back.  He then compared the regular banking system with the Grameen approach.

Regular


Grameen
If you have $, get more
The less money you have, the more likely to get a loan.

Large loans preferred

Small loans only

Assume you won’t pay
Assume you will pay it back

Focus on the money

Focus on the person; invite them to make 16 decisions, i.e. children will stay in school, will reduce or eliminate bridal dowry, etc.

Legal relationship

Trust relationship

Long term loans

Never loan for more than one year.

Contracts, lawyers, courts
No paper, only do handshake loans.  Never go to court.

Focus on individual

Focus on social unit; family and friends (peer loan circles)

The goal is to get each borrower out of poverty in 8 to 10 years.  The Grameen model is now operating in over 100 countries.  By 2002, about 35 million families have borrowed money.  Goal is to loan money to 100 million families by 2005, and to establish credit as a human right. 

Professor Yunus then began working on a program to make housing loans of about $300, which is sufficient to build a house in Bangladesh.  The banks demurred. So he called it “shelter” loans. No.  So he renamed them “consumption loans.”  No.  Then he tried “factory loans” since the house is where they make the things they sell.  Still no.  Then he labeled them “architecture loans,” and the banks will make them.  (There was a complicated reason for this, which I missed, but you get the point – persistence and creativity finally won out!)

The Grameen Bank in Bangladesh has about 1,186 branches with 12,000 staff. Each branch serves about 2,000 families.  The branch can earn “stars” each year if:

100% loan repayment = 1 star

If make a profit = 2 stars

If use own money for loans = 3 stars

If all children of 2,000 families are in school = 4 stars

If all 2,000 families move out of poverty = 5th Star

Professor Yunus has added new programs and financial product lines to the basic banking business.  They include:

1. Student loan programs.

2. Scholarships for school.

3. Loan insurance.

4. Savings accounts.

5. “Phone ladies” are using cell phones to sell phone calls.  In a country with 130 million people, only about ½ million have phones.  So about 23,000 of the “phone ladies” now net $100 to $500 a month, which is a lot in a county with $400 per capita income.  Since 70% of homes have no electricity, they use solar panels to recharge the phones.

6. International Center for Information Technology.  The cell phones used by the “phone ladies” are Internet enabled, so selling Internet access is the next step.

Professor Yunus finishes his lecture by stating his beliefs that “Poverty is not created by poor people.  It is created by the concepts and institutional arrangements under which people live.  If we accept that the institutions that create poverty will not solve poverty, then we need new social institutions that help social entrepreneurs to operate.  All people are entrepreneurs, they just need a key to unlock the box that they are in – to get out and grow.”

And Professor Yunus himself is certainly one of the keys.  For more information, contact the Grameen Foundation USA.  Find them at http://www.gfusa.org/
Grameen Foundation USA

1029 Vermont Ave NW, Suite 400

Washington, DC 20005-3517

Phone (202) 628-3560

Fax (202) 628-3880
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