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Management Of Sustainability Of Microfinance Institutions In Bangladesh – An Empirical Study. 

1. INTRODUCTION: 
We have been hearing and reading about Microcredit and collateral free loans and entrepreneurship for a long time. NGOs started their activities in Bangladesh after liberation as a supplementary to Government’s activities particularly in the field of distributing relief foods to the poor in the flood or drought affected areas. BRAC is one of the pioneers in this field.  Today access to credit is recognized as a ‘right’ of people globally. 

The history of Microcredit is not that old rather it is a phenomenon of 1980s when it got a popularity and momentum with the success of NGOs, with the magic theory of collateral free loans. It has been estimated that there are 500 million economically active poor people in the world operating micro-enterprises and small businesses1. Most of them do not have access to adequate financial services. To meet this substantial demand for financial services by low-income micro-entrepreneurs, Microfinance practitioners and donors alike must adopt a long-term perspective. 

When the essence of NGOs were well established globally, in other words NGOs established as a prescription for ‘poverty alleviation’ or ‘savior of the poor’ in the 90s, we have the opportunity to study NGOs i.e., Microfinance Institutions (MFIs) and their impact and influence on the poor beneficiaries of our society and to probe the problems there on.  We presume Microcredit program that providing with collateral free small and medium-sized loans to the poor entrepreneurship development have been going on arbitrarily successfully in the rural area and in some urban areas too, though in limited scale. The basic idea that developed in the backdrop of the study implicates that the Success of the Microcredit lies on the success of business.  Otherwise, the developments of both the parties simultaneously become arbitrary and imbalanced. So, for the sustained and faster rate of growth of both the recipients and MFIs’ balanced development and growth needed. Currently it is deemed that the benefits or output from the credit activities are not balanced, rather the MFIs are in safe and growth side of the story.      


     

2. STATEMENT OF THE PROBLEM:

Success of Microcredit lies on the success of business. In the NGO fields whenever the terminology of ‘Microcredit’ emerges the entrepreneurship development and poverty alleviation along with financial development of the poor people, particularly hardcore poor emphasized. But in the strategically implementation level or in practical terms the proper development of the poor becomes secondary or nobody’s responsibility. The reason the research is to focus on the subject is – there are believes in the critics mind that if the success of the beneficiaries could be tied up with the success of facilitators (Microcredit lenders/Micro enterprise) the results could be better. Because, without self-interests no one will put his or her endeavor fully, why should they?

At the beginning of Grameen Bank’s credit program, it was thought that poor households remain in poverty due to lack of access to credit market. Professor Dr. Muhammad Yunus demonstrated that credit matters, arguing- poor can borrow and repay and in this way they become better off. Over the past few decades, two approaches have been widely accepted by the Donors agencies and MFIs, e.g., i) Impact approach and ii) Sustainability approach. In the first approach it is deemed to be- Microfinance is a tool for poverty alleviation and empowerment; the second approach emphasized on long term Microfinance services requires sustainable institutions. This is also to be noted that in the beginning Donors used to provide interest free credits to the poor, due to geo-political changes the concepts and approaches also changed along. Sustainability approach argues ‘nothing is free’ concept taking under consideration both ‘cost and margin’ based on financial services of MFIs. Crux of the questions is whether or at all any services provided to, and if so, the potentiality of those services or utilities.      

Intensive cooperation and interaction between the MFIs and Beneficiaries also means the cost of servicing is higher compared to credit programs run by formal financial institutions. This is one of the reasons why interest charged on loans are very high. The question derives whether those promised services are rendered properly! It has been argued that there could be three ways the poor people could rescue themselves from the chain of poverty, such as – traditional Microfinance aimed for productivity; second and third ways are emphasizing on financial service for portfolio management and consumption smoothing. The problem of productivity and assistance in portfolio management indeed a matter of skill, education and capacity which are totally not possible for the poor who are living particularly in the villages or rural areas.   

Microfinance is an economic endeavor to alleviate poverty through income generation activities (IGA) in initial stage.  IGA is to engage poor in productive activity leading to independent business enterprise, and success of the Microcredit program and the beneficiaries fully depends on the success of the business. So the MFIs and the beneficiaries must concentrate on the enterprise development services for excellence in business development leading to the success of Microcredit scheme. A successful one so that the beneficiaries will become more strengthened with modern production and marketing skill to complete the total business circle.

And it will also provide the beneficiaries with expertise and knowledge to groom them as successful and sustainable rural entrepreneurs in creating innovative market-driven business. 

3. SIGNIFICANCE OF THE STUDY:

The Small & Medium Enterprise development scheme does not complete the business cycle because it is only production oriented and other essential functions like marketing, operation management are found to be missing. 

The question of sustainability is related to long term existence with positive growth and impact to the micro and macro socio-economy of the country. At present the activities of Microcredit institutions are running like informal banking evading the transparency and accountability. 

Theoretically the NGO/ MFIs balancing the sustainability, are trying to follow the integrated approach of Microfinance management to become a sustainable organization.  But the question is - whose sustainability should be preferred in the first place, the organization’s or the target groups? What type of sustainability should be given preference? If financial sustainability is important to both the parties, then how are they balanced, and share the notion of sustainability? MFIs business is to develop different Microcredit schemes to cover cost, expansion and financial independence, and the target group must generate income by doing profitable venture. If the business is not profitable or successful both the parties will wither away of losses, and if business is successful then both the party grow.  Here, sharing and catering the business activities by both the parties may balance the sustainability, and a combined effort is needed to overcome the challenges in business. The NGO/ MFIs must follow the integrated approach as a holistic and mainly on the elements of enterprise development services concentrating on market driven business development.   
4. OBJECTIVES: 

i) To identifying whether the MFIs are operating on the basis of Impact approach or Sustainability approach;

ii) To study the process through which the selected MFIs perform their financing activities;

iii) To evaluate the performance of the selected MFIs during last five years;

iv) To make a comparative analysis of MFIs working on the basis of Microcredit financing vis-à-vis MFIs working on traditional concept of Microfinancing;

v) To assess the socio-economic conditions of the beneficiaries before getting and after using Microcredit from MFIs;

vi) To identify the major problems involved in the operation of Microfinancing and suggest probable measures to remove those problems;

vii) To study whether the success of lender and beneficiaries development correlate, i.e., to study whether the sustainable development of beneficiaries or MFI totally interdependent. 

5. UTILITY:

· The study will suggest developing competent micro enterprise for the rural entrepreneurship development.

· It will highlight the application of integrated approach for balancing the sustainability of MFIs and Beneficiaries.
6. METHODOLOGY:

· A suitable district where the Microcredit (MFI) activities are going on would be taken as sample.

· Data collection would be first hand through observations, questionnaires or investigative and desk studies that justified as effective and informative.
7. KEY CONCEPTS:
a)  Management: How the objectives of Income Generating Activities and Faster Income Generating Activities (IGA & FIGA) are to be achieved through basic planning, directing, coordinating, motivating, and controlling is the matter of management.
b)  Sustainability: Different stakeholders are using different definitions depending on their perspective and priorities. For example, some donors are concerned mainly about the sustainability of benefits because this is largely how their own success as donors will be measured. They will see institutional sustainability of the organizations they support as a means to deliver sustainable benefits. If and when an NGO or CBO is no longer making a significant contribution to providing and sustaining benefits, donors may lose interest. Other donors may place more emphasis on NGO organizational sustainability, not only for its contribution to creating sustainable benefits, but also fo9r its broader value in building civil society. Community members could have a different perspective. They may be committed to helping to sustain the NGO as long as it contributes towards the sustainability of their community by delivering sustainable benefits. When these benefits can no longer be seen, the community is likely to lose interest in sustaining the NGO. 
There are four types of sustainability concepts are available in the development field of studies such as follows:

i) Benefit sustainability: This refers to a continuation of the benefits that result from an activity, with or without the programs or organizations that stimulated that benefit in the first place. The source of those benefits may change but the benefit is still available because the demand for it is strong.  For example: A health NGO may close, but the services it provided are offered by a government clinic in the same area.

ii) Organizational sustainability: Organization or institutional sustainability places importance on building sustainable organizations to achieve sustainable development benefits.

iii) Financial sustainability: This is ‘a component of organizational sustainability, although the two are often confused’. Most definitions of financial sustainability have to do with an organization’s ability to raise resources from a variety of sources e.g., local, national and international, private and public. Also that this mix of resources should include increasing amounts of local funding and earned income, to move the organization away from dependency on foreign donors.

iv) Community sustainability: Many NGOs aim to contribute either directly or indirectly to the building of sustainable communities. This means that communities will not become dependent on NGOs in the long term for the provision of services, but will be empowered to :

· Create community-based organizations (CBOs) to provide services;

· Effectively lobby government to provide services;

· Create services within the private sector.
c) Management of Sustainability: In this study we would consider the management as a connecting string between the NGOs and Beneficiaries towards achieving objectives IGA & FIGA. In other words it is the management of sustainability through which the balance of continuous development of both the parties will be achieved in the long run. NGOs are working towards the development of Beneficiaries or country as a broader spectrum, through IGA taking the poor community in the rural and urban areas. IGAs do not run by itself, it requires management skills and processes that the poor community often fails to recognize or to realize due to many factors. On the other hand the NGOs do manage their Organizational and Financial sustainability matter rather efficiently. Nevertheless, it is not enough to be self-satisfied for the NGOs as their relative successes in the case of IGA. The Organizational and Financial sustainability of the beneficiaries towards FIGA is needed. A management system in the process of attaining sustainability for both the NGOs and Beneficiaries should move hand in hand for long term sustainability of the parties.   
d) Donor Agents: Four biggest contributors are - DFID, Japan, IMF, World Bank. Smaller contributors are- BRAC, ASA, Proshika etc.
e) Microcredit: Microcredit (MC) is a socioeconomic tool to alleviate poverty by providing loan to the underprivileged peoples without any collateral to recognize their productive potentiality. In this study Microcredit and Microfinance are used synonymously. Currently over 1000 NGOs are operating micro credit programs in Bangladesh which include 12.6 million beneficiaries, a cumulative loan disbursement of Tk. 472 billion.2
f) MFIs: The operations of a Microfinance institution, a Microfinance project, or a Microfinance component of a project. When referring to an organization providing Microfinance services, whether regulated or unregulated, the term “Microfinance institution” (MFI) is used. Financial services generally include savings and credit. However, some Microfinance organizations also provide insurance and payment services. Microfinance activities usually involve:

· Small loans, typically for working capital

· Informal appraisal of borrowers and investments
· Collateral substitutes, such as group guarantees or compulsory savings
· Access to repeat and larger loans, based on repayment performance
· Streamlined loan disbursement and monitoring 
· Secure savings products. 
In this study we’re using the ‘MFI’ terminology synonymous to ‘NGO’.

g) Beneficiaries / Micro enterprise: The poor people who are borrowing money from MFIs with a view to developing their living condition, socio-economic emancipation, financial upgradation and entrepreneurship development. 

h) Development services rendered by MFIs towards the Beneficiaries: 

Four categories of services that are provided to the Beneficiaries as a part of integrated Microfinancing are given below:

i) Financial Intermediation: - The provision of financial products and services, such as savings, credit, insurance, credit cards and payment systems. But in practice Bangladeshi MFIs provides small loans, savings services in general.

ii) Social Intermediation: The societal process of forming the human-folks as social capital and also leading to economic capital for financial sustainability.

iii) Enterprise development Services: Non-financial services package depending on the type of business of the micro entrepreneurs, includes professional training, market analysis, technology services, development of competencies and business analysis.

iv) Social Services: Covering the human development stage through providing free education, sanitation, health, non-financial services to improve the standard of living and building consciousness about reproductive health.
8. RATIONALE OF THE STUDY:

Successful financial intermediation is often accompanied by social intermediation. Social intermediation prepares marginalized groups or individuals to enter into solid business relationships with MFIs. Evidence has shown that it is easier to establish sustainable financial intermediation systems with the poor in societies that encourage cooperative efforts through local clubs, temple associations, or work groups-in other words, societies with high levels of social capital. Perhaps more than any other economic transaction, financial intermediation depends on social capital, because it depends on trust between the borrower and the lender. Where neither traditional systems nor modern institutions provide a basis for trust, financial intermediation systems are difficult to establish. Social intermediation can thus be understood as the process of building the human and social capital required for sustainable financial intermediation with the poor.

Ultimately, it is the groups cohesiveness and self-management capacity that enables them to lower the costs of financial intermediation by reducing default through peer pressure- and consequently to lower the transaction costs the MFIs incur in dealing with many small borrowers and savers3. 

It is significant to study the matter as no one could evade the role and functions of the Microcreditors nor could any one stop people borrowing from – so the best way to use the credit and solve the problems if any in pursuing a long term sustainable growth is vital for the country like Bangladesh. Otherwise, this is like another ‘Mohazon’ on the horizon luring more dangerous threat and unstability in the socio-economic pattern of the country.
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