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The Grameen Bank, a pioneer in lending to the financially vulnerable in the developing world, is 
partnering
a community bank in rural New South Wales. Grameen Bank specialises in 
giving small loans
, also called microfinance, to people who use it to pay for things such as a new roof or to small
businesses, to buy stock for example.

But to be legally allowed to access capital markets, and accept and lend out customer savings,
microfinance providers like Grameen Bank have to follow the same regulations  as large
financial institutions. These conditions are too hard for many microfinance providers to meet, so
the sector relies on donations and grants for funding. This is unsustainable. 

Read more: How microfinance reduces gender inequality in developing countries

Grameen Bank’s model does have potential to help a lot of Australians. While we have one of
the strongest financial sectors in the world, millions  of Australians lack access to basic financial
services and products, such as transaction accounts, general insurance and a credit card.

Studies  also show the benefits of microfinance are wider than just giving people access to
finance. Women especially benefit from microfinance as many loans are made to  and 
by women
, so it puts money and decision-making in the hands of women who otherwise wouldn’t have it. 

There is also a debate over the trade-off between more financial inclusion and the risk of people
taking on debt that they can&rsquo;t pay back  due to microfinance. In the Indian state of Andh
ra Pradesh
, for example, many rural farmers repeatedly took out loans, using one loan to repay another.
The crisis resulted in 
series of suicides
by farmers caught in a cycle of debt. 
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http://www.abc.net.au/radionational/programs/breakfast/micro-finance-for-australias-poor/8847872
http://www.grameen.org.au/wp-content/uploads/2013/10/CaseStudy1_Rowena_Dec141.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2797409
https://theconversation.com/how-microfinance-reduces-gender-inequality-in-developing-countries-73281
https://www.nab.com.au/content/dam/nabrwd/About-Us/corporate-responsibilty/docs/measuring_financial_exclusion_in_australia_2014_final.pdf
http://journals.sagepub.com/doi/abs/10.1177/000312240907400402
http://www.sciencedirect.com/science/article/pii/S0305750X10002330
https://academic.oup.com/ajae/article/96/5/1291/2738773/Are-Women-Better-Bankers-to-the-Poor-Evidence-from
http://www.sciencedirect.com/science/article/pii/S0167487011001735
http://onlinelibrary.wiley.com/doi/10.1002/jsc.1921/full
http://onlinelibrary.wiley.com/doi/10.1002/jsc.1921/full
http://onlinelibrary.wiley.com/doi/10.1111/j.1471-0366.2011.00330.x/full
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Without regulation that protects borrowers from taking on debt they can’t afford, this could occur
in Australia as well.  

What’s different about the Grameen Bank model is that it doesn’t ask for collateral as security
for the loans , as a “payday lender” or a pawn shop might. Instead, loans are made to
borrowers who have five references from people in the community (not relatives) regarding their
ability and intent to repay the loan. 

The loans are generally for one year, with strict weekly repayments , and interest set at around
30%. The five references provide what’s called “
social collateral
” or peer pressure, resulting in repayment rates of 
around 99%
. 

While this model works in close-knit communities in Bangladesh, it does not translate exactly to
countries like Australia. 

Studies  show borrowers benefit from feeling more empowered and being financially included in
society because of access to microfinance.

But there are many critics of microfinance. Studies  have found that because of the high interest
rates charged by microfinance providers, the increases in business investment and profitability
don’t lead to higher consumption or improved health and education. Researchers have also
found that microfinance means children are kept home to help run the expanded businesses, so
their school attendance  is reduced.

Read more: Microfinance could wind up being the new subprime

 2 / 4

https://jlc.law.pitt.edu/ojs/index.php/jlc/article/view/78
http://karlan.yale.edu/sites/default/files/rigidmicrofinance.pdf
http://www.tandfonline.com/doi/pdf/10.1080/13545700210125167
https://www.researchgate.net/profile/Arup_Daripa/publication/238623004_Social_Capital_Individual_Incentives_and_Loan_Repayment/links/02e7e534d720abaa2b000000.pdf
http://www.sciencedirect.com/science/article/pii/S0305750X16304077
http://economics.mit.edu/files/5993
https://www.ifs.org.uk/wps/wp1215.pdf
https://theconversation.com/microfinance-could-wind-up-being-the-new-subprime-59001
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When it comes to developed countries like Australia, microfinance also has mixed results . One
of the problems is that in developed countries microfinance lenders are often subsidiaries of
large banks, such as 
Banca Prossima
in Italy. These banks often aren’t successful in delivering microfinance because of their focus on
profits. 

The Grameen Bank has had some success in the United States . But this success has come in
niche areas, with many custo
mers
being illegal immigrants, 
Latino communities
and those who are historically persecuted. 

When this niche success is considered in the Australian context, Grameen’s potential is less
apparent. Australia has few illegal residents, and not many Indigenous Australians live in the
rural hubs that Grameen Bank is targeting.

But the regulatory hurdles are the biggest issue facing Grameen Bank in Australia. On top of the
need to protect borrowers, Grameen Bank faces a problem funding its operations. In developing
countries like Bangladesh, microfinance providers have access to savings and capital markets
to fund their operations. This is also how our mainstream banks, such as the Commonwealth
Bank, fund themselves.

But because of the heavy financial regulations in Australia, the few microfinance providers, such
as Foresters  and Many Rivers , are forced to fund themselves through grants and donations.
Grameen Bank will need to follow a similar model in a shrinking grant environment. 

For Grameen Bank and organisations like it to be viable in Australia, separate regulation is
needed. The microfinance sector in Australia needs to be able to take deposits and lend them
out, and to access capital markets and equity partnerships. This would put Grameen Bank and
other microfinance providers on a more sustainable footing. 

We can take some guidance from Bangladesh , where Grameen Bank is from, and which has
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http://onlinelibrary.wiley.com/doi/10.1002/jid.3205/full
http://www.bancaprossima.com/scriptWeb20/vetrina/bancaprossima/ita/home/ita_home.jsp
http://eds.b.ebscohost.com/abstract?site=eds&amp;scope=site&amp;jrnl=20754124&amp;AN=92947567&amp;h=tG0vZ2ya1BeIbgE5eBMH%2BTXfBiE67bptQyD7iqUgrOIEII3gxAFEyabISOtUW0Be63N5qP1DPJOCj2daYsaJwQ%3D%3D&amp;crl=c&amp;resultLocal=ErrCrlNoResults&amp;resultNs=Ehost&amp;crlhashurl=login.aspx%3Fdirect%3Dtrue%26profile%3Dehost%26scope%3Dsite%26authtype%3Dcrawler%26jrnl%3D20754124%26AN%3D92947567
http://www.nytimes.com/2013/10/29/business/microcredit-for-americans.html
http://www.nytimes.com/2013/10/29/business/microcredit-for-americans.html
http://abcnews.go.com/Politics/Voices/story?id=3670338&amp;page=1
https://www.foresters.org.au/
http://www.manyrivers.org.au/
https://www.mof.gov.bd/en/budget/pr/gp_press.pdf
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specific microfinance regulations. The government has legislated this because of the important
role Grameen Bank plays in financial inclusion, and because it is partially owned by the
government.

Katherine Hunt advises GlobalSisters on social impact measurement from their enterprise
training programs. 

Read more http://theconversation.com/dont-expect-the-grameen-banks-microfinance-model-to
-pay-off-for-australians-83215
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