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ABSTRACT

Microfinance is a sub-set of flexible structures and systems by which a wide range of financial and enterprise development services are offered to the poorest of poor in an affordable and convenient manner. It has become one of the in-vogue buzzwords of contemporary development initiatives all over the world. The paper establishes that unless the distinction between extremely poor and economically active poor is appreciated and incorporated in microfinance delivery strategies, microfinance may well not prove to be the wonder drug for poverty eradication as is so often portrayed.

INTRODUCTION

Microfinance refers to small scale financial services – primarily credit and savings-provided to poor people who farm or fish or herd; who operate small enterprises or micro enterprises where goods are produced, recycled, repaired or sold; who provide services; who work for wages or commissions; who gain income from renting out small amounts of land, or draft machinery and tools; and to other individuals and groups at the local levels of developing countries in both rural and urban areas. A number of such household often have multifarious income sources, thus while on one hand savings services allow savers to store excess liquidity for future use and to obtain returns on their investment, credit services on the other enable the use of anticipated income for current investment or, at times, consumption. Overall microfinance services can help low income people mitigate risk, improve management, raise productivity, obtain higher returns on investment, increase their income and improve the quality of their lives and those of their dependents. [2]

MICROFINANCE: THE NEW WONDER DRUG FOR POVERTY?

The proponents of microfinance often tend to portray it as one of the most potent weapons in the arsenal to tackle the widespread problems of poverty and deprivation. While it is indeed undeniable that ready access to credit at affordable rates to the poor people has brought about an enhancement in their status somewhat in terms of increased levels of consumption, better standards of living, opportunity to embark upon a microentrepreneurial venture and thus supplement (and in many cases initiate) their income stream, one still must tread with caution before eulogising the benevolent impacts microfinance systems are likely to produce.

Discriminating between the ‘extremely poor’ and the ‘economically active poor’

While there can be no denying the fact that the use of microfinance services by low income households lead to improvements in household economic welfare and enterprise stability and growth [1], the realization of Muhammad Yunus’s dream of confining poverty to the precincts of museums will depend critically upon a sharp and precise understanding of the intricate nature of the problem at hand. 

The key element to the success of microcredit programmes underlies in grasping the subtle distinctions within the target group itself, more essentially to learn to discriminate between the ‘extremely poor’ and the ‘economically active poor’ (not to err in herding them collectively as ‘poor’), and to use this enhanced understandings of the problem situation to achieve the desired end more effectively. 

The distinction between ‘extremely poor’ and ‘economically active poor’ cannot be precise because families tend to move from one category to the other overtime. Generally speaking, the extremely poor are those living on less than a dollar per day, while the economically active poor have sufficient employment and income to meet basic nutrition, housing and health needs.

 The term economically active poor refers to that segment within the broader poor category who have some form of employment and thus access to income (however meager it may be) and consequently are not acutely malnourished, impoverished or destitute. This is the group, which is likely to benefit the most from microfinance ventures for having some access to the basic prerequisites of life; small loans provided to them are more likely to be invested in potential income generating ventures. In fact the possibility of realizing higher levels of income, which would help them, break the shackles of poverty works as a catalyst on their desire and ability to effectively use loans and the willingness to repay them. Credit thus is a powerful tool, which is used most effectively when made available to the creditworthy economically active poor.

The extremely poor people on the other hand comprise of such population as are forced to live in pathetically deprived conditions with abysmally low levels of income, or even no income at all. They have limited or very meager access to the basic necessities of life: food, clothing and shelter. Their misery is compounded further for lack of any hope of future income and because of lack of any technical skills or vocational training they can at best serve as simple labors in order to somehow make two ends meet. It is these people who wage a gradually loosing battle for survival everyday that can be classified as ‘extremely poor’. Commercial microfinance is not appropriate for such extremely poor people who are badly malnourished, ill and without skills or employment opportunities [2]. Such borrowers with no source of worthwhile income should not be expected to use the loan amount to set up small productive units or any other imaginative entrepreneurial venture, more so in the absence of any technical expertise.

The loan is more likely to be used by the starving borrowers to buy food for themselves or their children, to patch up an incessantly leaking roof ( or buy a roof where one may not even exist ! ) , to buy a life saving drug for an elderly sick indisposed parent and the list can simply go on and on. When the time for the repayment of the loan arrives the borrower has no option but to either pawn (and effectively forget) some of the few items left in his house or seek the debatable services of the village moneylender, thereby adding more plight to his misery.

In instances where interests are realized on a weekly or monthly basis, the borrowers may often pay out the interest from the initial loan amount, eventually having to opt for one of the above-mentioned remedies. Such people do not need debt. They need food, shelter, medicines, skill training, employment and income generating assets for which government and donor subsidies and charitable contributions are appropriate. These extremely poor people should not be the responsibility of the financial sector in the first place. Food, worthwhile job and other material prerequisites necessary to provide them any meaningful existence are (read “should be “) adequately provided for by donor institutions and government subsidies and grants. These tools are quite essentially the responsibility of Ministries of health, labour, social welfare, human resource development and others, as also of donor agencies and individual charities. For such extremely poor group, microfinance hardly provides any glimmer of hope apart from a momentary, fleeting notion of well being while the loan lasts. For them Microfinance is the welcome next step – after they are able to work. 
Commercial microfinance will, thus be a more appropriate strategy for the economically active poor: people with the ability to use loans and willingness to repay them. These are the people who have some form of income and thus can meet the interest payment obligations while utilizing the loan amount to set up a microenterprise, which would further supplement their income and enable them to move to higher standards of living. The quality of life is typically improved in small increments, matching the gradual income increases that generally characterize the successful use of microfinance. The family begins to eat more and to have more nutritious food, a room is added to the house, a child is sent to school, medicine is provided for an elderly parent.[2] 

Moreover provision of credit subsidies to the economically active poor, who could make good use of commercial credit, siphons off scarce government and donor funds, which could be used on other forms of poverty alleviation meant for the extremely poor. 

Non recognition of this critical distinction between the extremely poor and the economically active poor can thus pose a severe threat for the sustainability and longevity of the microfinance delivery vehicles for large instances of non repayment of loans by the extremely poor group of beneficiaries will eventually ensure that the donor agencies coffers do not last as long as their philanthropic intents!!
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