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Introduction

One of the salient features of microfinance ever since it was invented in the 1970s has been the inclusion of women. The trend has increased steadily, particularly during the 1990s. According to the Microcredit Summit Campaign Report for the year 2006, seven out of ten microfinance clients are women.
 Millions of them are married, and have children. Yet, the potential impact that the microfinance bias in favor of women has on gender empowerment remains largely unresolved. In particular, we do not know the extent to which microfinance leads to increased frictions between household heads on the one hand, and to increased expenditures in health and education on the other. 

Somewhat paradoxically, however, the Nobel Peace Price in 2006 was awarded to a Bangladeshi Economist, Muhammad Yunus, only some years after household surveys in Bangladesh had delivered controversial evidence with regards to incidence of violence at the level of the household. In particular, such well-documented evidence suggested that microfinance was increasing frictions between husbands and wives, as husbands often felt threaten in their role as primarily income earners (Rahman (1999)). Moreover, some well-known articles, also on Bangladesh, suggests that microfinance does not entirely increase women’s bargaining power for such women borrowers surrender nearly forty percent of  control over their investment decisions, and over ninety percent of their return realizations from their investments, onto their husbands (Goetz and Sen Gupta, 1996). 
I view this, together with some anecdotal evidence from southern Mexico -which I will explain in greater detail below- as a major problem, for such limited “empowerment” effects challenge the scope that microfinance has for achieving at least three of the “Millennium Development Goals”, namely, greater gender equality, improved health, and higher literacy rates, since women are widely perceived as the main brokers of health an education within the household. While it would not be serious for any development economist to use such anecdotes for guiding their research agendas, more rigurous empirical evidence is definitely needed in order to solve the puzzle surrounding the actual contribution of microfinance to closing the gender gap on the one hand, and to improving health and educational standards on the other. 
This essay will deliver an overview of what we know on microfinance and gender, and will discuss the effects of microfinance on empowerment, health, and education. Borrowing from purely anecdotal evidence from southern Mexico, this essay will further argue that microfinance can potentially eliminate frictions between household heads, and have an enhanced impact on women empowerment.
Are women better costumers?

There are at least three reasons that lending to women may have advantages for microfinance institution – and may be efficiency-enhancing in a broader economic sense. The first has to do with poverty, the second with labor mobility, and the third with risk.  Let’s address the poverty-related argument first.  Women are poorer than men.  According to the UNDP Human Development Report (1996), seventy percent of the world’s poor, about 900 million people, were women.  Under the standard neoclassical assumptions about the production function, relative to men, returns to capital for women should therefore be higher. Endowing women with more capital can thus be growth-enhancing.  
This assumes, though, that capital is not completely fungible within households – i.e., that the money of all members is not fully pooled and treated as a common resource.  Given that the once common assumption of full within-household resource pooling has come under steady attack, the case for a gender focus in microfinance is strengthened.   While there is concern that women might end up being used as conduits by male household heads (who are the ones that are actually carrying out investment projects of their own, with the resources borrowed by women). Anne-Marie Goetz and Rina Sen Gupta (1996), for example, report that 40 percent of women in their survey have little or no control over their own investment activities, but optimistic observers respond that this means that 60 percent have full or partial control. Thus, investments do seem to be undertaken by women (activities include poultry, sericulture, fish culture, milk cow rearing, and paddy husking), despite strict Islamic norms that place restrictions on women.  To the extent that, as reported by Goetz and Sen Gupta, women already enjoy a comparative advantage in such activities, the efficiency-augmenting argument by neoclassical theorists is further enhanced.
The second argument hinges on labor mobility. Women tend to be less mobile than men and are more likely to work in or near the home. Bank managers can therefore monitor women at a lower cost. Moreover, less mobility facilitates delegated monitoring under group lending methodologies. Typically, peer borrowers who undertake investment activities at home, and stay at home most of the time, can more easily monitor each other. Similarly, lower mobility reduces the incidence of strategic default under the fear of social sanctions.
 
This brings me to the third argument in favor of a pro-women bias.  Because women are less mobile and more fearful about social sanctions, they are generally more risk-averse than men and more conservative in their choice of investment projects. This makes it easier to secure debt repayments and create a reputation for reliability.

Are social impacts better met when lending to women?
Khandker’s (2003) evidence suggests that lending to women yields greater social and economic impacts relative to lending to men.  Policy makers have long been aware of the potential impact of delivering aid for disadvantaged household members to women. Food stamps in the United Kingdom and Sri Lanka, for example, and staple food and cash deliveries under the PROGRESA (now called OPORTUNIDADES) program in Mexico were directed to women rather than their husbands. The fear is that if such aid was given to men, they might sell the food stamps and mis-spend the resources, possibly wasting money on gambling, tobacco, and alcohol.  By targeting funds to women, Emmanuel Skoufias (2001) reports that OPORTUNIDADES in rural Mexico led to sharp social improvements: poverty decreased by ten percent, school enrollment increased by four percent, food expenditures increased by eleven percent, and adults’ health (as measured by the number of unproductive days due to illness) improved considerably as well.

Duncan Thomas (1990) reports that child health in Brazil (as measured by survival probabilities, height-for-age and weight-for-height) along with household nutrient intakes, tend to rise more if additional non-labor income is in the hands of women rather than men.  With respect to survival probabilities, income in the hands of a mother has, on average, 20 times the impact of the same income in the hands of a father.  In a subsequent study, also on Brazil, Thomas (1994) reports that increasing the bargaining power of women is associated with increases in the share of the household budget spent on health, education and housing as well as improvements in child health.  Patrice Engle (1993) similarly studies the relationship between a mother’s and father’s income on child nutritional status (height-for-age, weight-for-age and weight-for-height) for hundreds of households in Guatemala, and reports that children’s welfare improves as women’s earning power increases relative to their husbands’.  Paul Schultz (1990) finds that in Thailand non-labor income in the hands of women tends to reduce fertility more than non-labor income possessed by men. He also finds that the impact of non-labor income has different effects on labor supply, depending on which household member actually controls that income.

Anderson and Baland (2003)’s article on ROSCAs, reports on a survey of hundreds of women in Kenya. An overwhelming majority of the women responded that the principal objective for joining a ROSCA was to save, and nearly all of the respondents were married.  Anderson and Baland conclude that an important motive for women joining ROSCAs is thus the desire to keep money away from their husbands. Other studies, not necessarily confined to ROSCAs, suggest that savings considerations (and protection of assets) apply as well to women’s involvement in microfinance institutions.
Christopher Udry (1996) provides related evidence. Using panel data from Burkina Faso, he finds that, controlling for soil quality and other variables, agricultural productivity is higher in plots that are cultivated by men. He also finds that relative to plots cultivated by women, the higher yields of male-cultivated plots are due to greater intensity of productive inputs (including fertilizer and child labor).  He thus concludes that productivity differentials are attributed to the intensity of production between plots cultivated by men and women and not to inherent skill differentials. This outcome is not efficient since there are sharply diminishing returns for fertilizer.  Not only are resources not fully shared, they are allocated in ways that diminish total household income. Udry suggests that input reallocation towards plots cultivated by women can thus enhance efficiency. Another solution (i.e., the microfinance solution) is to provide women with credit sufficient to purchase additional inputs.  A second way that microfinance can potentially address problems like this is by tackling the social norms that prevent women from having adequate access to inputs and marketing facilities in the first place.   This might be done through demonstration effects and from pressure created by the microlender to ensure high returns to borrowers’ investments.

Is microfinance “empowering” women?

Advocates argue that microfinance can increase women’s bargaining power within the household.   Women will become “empowered” and enjoy greater control over household decisions and resources.  To the extent that group lending in microfinance entails peer monitoring by other borrowers in the same group, microfinance is likely to provide protection to women within their households. In particular, violent acts and abuses by men against women can now be subject to third party scrutiny as peer borrowers will want to find out why some woman in their group have stopped attending repayment meetings. This, in turn, should act as a deterrent against violence within the household, and more generally as an instrument for women to promote their rights and improve their bargaining power vis-à-vis their husbands and/or other male family members.  Rising household incomes in general can also diminish conflicts between husbands and wives by loosening constraints.
Evidence on the effect of microfinance on women’s rights delivers an unclear picture, however. Syed Hashemi and Sidney Schuler (1996) and Naila Kabeer (1999), on one hand, report that microfinance in Bangladesh has indeed reduced violence against women. Kabeer argues that the rationales for targeting women, over and above the desire to empower, include the observations that (i) men are less likely to share their loans with women than women are likely to share loans with men ; (ii) loans to women are more likely to benefit the whole family than loans to men; and (iii) loans to men have little impact on intra-household gender inequalities—in fact they can reinforce them by providing men with a base from which to prevent wives from engaging in income-generating self-employment.  But the opposite conclusion is reached by Aminur Rahman (1999), albeit with evidence from just one village.  As many as 70 percent of Grameen borrowers in his survey declared that violence in the household had increased as a result of their involvement with microfinance. Rahman’s explanation for the upsurge in violence is that microfinance exacerbates tensions because men feel increasingly threatened in their role as primary income earners in traditional societies.
Another way in which microfinance can affect women’s empowerment is with regard to the use of contraceptives.  One study on rural Bangladesh shows that the willingness to limit the number of children was higher for beneficiaries of microfinance projects (Chowdhury, et al.,1994), and positive impacts have been found on contraceptive use (e.g., Mizanur Rahman and Julie Da Vanzo, 1998, and Sidney Schuler, et al.,1997). This can be explained by the fact that microfinance increases the opportunity cost of women’s time. This effect may be reinforced by peer pressure as women are urged to reduce family size in order to increase education and health expenditure and to better manage the ability to repay.   On the other hand, Pitt, et al. (1999) argue that microfinance could be positively associated with higher fertility as access to microfinance raises income (holding all else constant this should increase the demand for children) but may only raise opportunity costs slightly (since, unlike factory work, women can engage in self-employment activities from home while simultaneously caring for children).  They show confirming evidence from a cross-sectional survey in Bangladesh.

Recent studies on Africa such as those conducted by IMAGE (Intervention with Microfinance for Aids and Gender Equity) in South Africa, suggest that when women are offered access to loans from microfinance institutions so that they can set up businesses and become economically self-sufficient, and at the same time deliver gender and HIV education, the incidence of intimate partner violence is considerably reduced.

While microfinance can potentially empower women within the household, there is less evidence that it has been effective in transforming social norms and traditions. Linda Mayoux (1999), for example, reports on a survey of fifteen different programs in Africa, finding that the degree of women’s empowerment is household- and region-specific, and thus, she argues, depends on inflexible social norms and traditions.  The findings have to be weighed against the fact that impacts on empowerment will, of course, also depend on how well the particular programs were designed.
Anecdotal evidence from southern Mexico

Grameen Trust Chiapas, A.C. (henceforth GTC) is one of the first replications in Latin America, located in the highlands of southern Mexico. With the use of funds from the Deutsche Gesellschaft für Technische Zusammenarbeit via Grameen Trust Bangladesh, the southern Mexico replication started lending to women-only groups in 1997.
 By  2003, and in sharp contrast with the original “Grameen model” GTC took the gigantic risk of lending to husbands of some otherwise women-only solidarity groups. The organization grew rapidly since, and it now has over twelve thousand borrowers, that are organized into approximately 3,000 solidarity groups, a large majority of which are “mixed”.


When branch managers in different geographical locations are asked the reasons as to why they have accepted husbands into women-only groups, four different explanations have been delivered. The first one is related to informational asymmetries between husbands and wives. Even if loan disbursements and repayments are public, one loan officer argues, husbands tend to overestimate the amount of money that women are handling, and contribute less to household expenditures, which often creates frictions within the household. In many instances, women are no longer using their loans for investment but for households expenditures in food, health, and, also in education (particularly in the moth of August when the academic year starts), while they often quarrel with their husbands for these are not providing as much as they used to. Inviting some husbands to join allows for husbands to have a more accurate estimate of espouses’ true investments and return realizations, and therefore they do not reduce their contributions to household expenditures. This in turn enables women borrowers to invest more, as reflected by the increased repayment rates by both husbands and wives in such groups which became mixed groups. 

The second explanation relies on the potential externalities of having women as the only recipients of loans within the household. In particular, another loan officer argues that when women contract a loan from GTC, they become busier, and that the quality of the services that women traditionally provide to the household such as meals, and household chores, decreases. This, the bank manager argues, irritates husbands and creates a “tense” atmosphere within the household, and, also, prevents women from making their bi-weekly repayments on time. When husbands are invited, they seem to internalize the negative externality created by GTC microloans to women. In the loan officer’s own words: “invited husbands help more their espouses in their businesses and in household chores, which in turn, reduces tensions, and enable women to repay on time, as husbands become de-facto business partners of their wives”.

The third explanation relates to the absence of secure hiding places for women who save for two consecutive weeks in order to repay they bi-weekly repayments to GTC. In particular, another loan officer argues that women cannot open bank accounts in commercial banks for such banks do not accept tiny savings because transaction cost are too high. Women borrowers of GTC are therefore hiding the money away from their husbands in different places, generally in the house, because husbands steal the money and use it in alcohol and tobacco. When husbands are invited to join, this particular loan officer argues, the situation changes because under the “Grameen Rules”, he is also responsible for the debt of his wife as well as for the debt of the other members of the group. “Women become happier. They no longer complain about their husbands. The household heads work harmoniously together”, the loan officer explains.


A fourth and last explanation is given by a loan officer at the headquarters of GTC. She argues that including husbands brings more women clients, and, in particular, single women. She tells us  that the reason is because women would generally face a trade off between being financially independent via a microloan from GTC  or getting married. Since GTC accepts men, the argument goes, women no longer face that trade off, and are therefore more likely to become clients. Moreover, the inclusion of men, according to this loan officer, has increased marriage rates!
Concluding remarks
The anecdotal evidence from southern Mexico questions some common perceptions on our notion of empowerment from a microfinance perspective. In particular, it suggests that the whole idea of excluding husbands can be counterproductive, because of informational asymmetries which can lead to mistrust,  frictions within the couple, and worse: a decreased participation in household expenditures by husbands, and this is not what we have been taught would be a preferred outcome by women, indeed.
 Moreover, microfinance institutions such as GTC offer loans, not grants, and often at a very high interest rates due to high transaction costs. Those women clients are therefore busy women. Having their husbands by their side may trigger a virtuous circle where men are more involved in income-generating activities for the household to prosper. Last but not least, an increased access to loans by women head of households only, could potentially increase the incidence of child labor, unless of course, the additional work from expanded business from microfinance is delegated onto the husbands. Would such husbands be willing to take on additional work if they are not made co-responsible for their espouses’ debt obligations?

But I have already suggested in the introduction, it would not be serious to draw any policy conclusions from such anecdotal evidence from southern Mexico, or from any other descriptive studies on Bangladesh, Africa, and elsewhere. Rigorous empirical studies are needed to shed light on such important gender-related questions. But even those studies should be regarded with caution when it comes to policy, for we know all too well that the “one size fits all” can be potentially misleading indeed: what may appear to work well in one part of the developing world, may not work in another. 
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� Dale-Harris, Sam (2006)


� This section borrows from joint work with Jonathan Morduch (2005)


� See Armendariz  (1999) for a theoretical treatment of microfinance with a focus on monitoring.


� At the same time, we note that inducing women to be too conservative, that is, to invest in traditional activities which are not skill-intensive, may increase the gender gap and this may  not be efficient.


� Promoting women to powerful positions in villages and regions may, by the same token, bring social benefits.   In a recent paper on India, Raghabendra Chattopadhyay and Esther Duflo (2003) show that by empowering women, and, in particular, by allowing them to be elected to local councils, spending on public goods most closely linked to women’s concerns increased. 


� Evidence from India also shows that there is a positive correlation between the relative size of a mother’s assets (notably jewelry) and children’s school attendance and medical attention (Duraisamy 1992; Duraisamy and Malathy 1991).  


� Morduch (2001) confirms this result in the cross-section using the same survey but fails to find a similar result when investigating fertility trends before and after introduction of the programs.


� This section draws from current field work with Dean Karlan and Sendhil Mullainathan in southern Mexico


� A year later, and under the auspices of Grameen Foundation USA, some of the Grameen Trust Chiapas’s managers founded AlSol, which currently serves approximately 3,000 borrowers.
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