PAGE  
17
                                                                  Gender and Loan Methodology

GENDER, LOAN METHODOLOGY, ENVIRONMENT AND THE CREATION OF CAPITAL BY MEXICAN MICROFINANCE INSTITUTIONS

Introduction

During an interview in this pilot project a spokesman from a Mexican government program that provides credit to micro-entrepreneurs in a lightly populated primarily rural state declared that “women are more dedicated to the development of their project and they assimilate better the technical knowledge that is offered by the institution.” The general opinion of the informants interviewed was that female micro-entrepreneurs have certain abilities and attitudes that give them an advantage over male micro-entrepreneurs due to different factors. It was claimed that women are more efficient at organising and participating as a group, more punctual in repaying their debts, and more likely to develop a stable business.

Although evidence from literature in social psychology (Brehm, Kassin & Fein, 1999; Myers, 1996; Worchel, Cooper, Goethals & Olson, 2002), sociology (Farley, 2003; Schaefer, 2004; Vander Zanden, 1990), the economics of gender (Jacobsen, 1998; Sánchez & Pagán, 2001), and business administration (Brush, Carter, Gatewood, Greene & Hart, 2006; Ely & Padavic, 2007) generally states that men are more successful than women as business owners or employees, the development literature (Armendáriz de Aghion & Morduch, 2004, 2005; Hashemi, Schuler & Riley, 1996; Khandker, 1998; Morduch, 1999; Nafziger, 1997) indicates that women may be more successful or derive more benefits than men in microfinance programs. Microfinance institutions (MFIs) can be defined as “a bank, a cooperative, a credit union, an NGO or some other form of non-bank financial intermediary, (which) seek(s) to provide clients from poor households with a range of money management and banking services” (Remenyi, 1999b, p. 8).
Related to this phenomenon, a debate is currently taking place in microfinance literature between proponents of group loans (Khandker, 1998; McKernan, 2002; Navajas, Schreiner, Meyer, Gonzalez-Vega & Rodriguez-Meza, 2000; Remenyi, 1991) and proponents of individual loans (Armendáriz de Aghion & Morduch, 2000, 2004, 2005; Morduch 1999). The Grameen Bank, a pioneer microfinance institution and leader in innovations, is reported to be moving away from the concept of group loans (Armendáriz de Aghion & Morduch, 2005; Dowla & Barua, 2006). One argument in favour of group loans states that women benefit more from group loans than individual loans (Velasco & Marconi, 2004). Female success in microfinance programs may be related to group forces, such as peer group pressure, group support and participation in the decision making of the program (Bhatt & Tang, 2001; Dowla & Barua, 2006; Khandker, 1998; McKernan, 2002; Prahalad, 2005b; Remenyi, 1991). An explanation of gender, group loans and success in this context may also be generalisable to other businesses not served by MFIs that operate at the bottom of the pyramid in emerging economies (Hammond & Prahalad, 2004; Hart, 2005; London & Hart, 2004; Peredo & Chrisman, 2006; Prahalad, 2005a; Sen, 2000).
This exploratory study is organized around the following research questions: (1) Which gender creates more capital (economic, social and human) from large group loans, small group loans and individual loans?; and (2) Why is this gender able to create more capital from these loan types? In an attempt to gather qualitative data about these questions, four recorded interviews were carried out with four informants in three distinct areas of northern and central Mexico.
Gender and Group Loans
Gender and Business Success

The social psychology, sociology, economics of gender, and business administration literatures generally agree that men are more successful than women as business owners or business employees (Brehm, Kassin & Fein, 1999; Brush, Carter, Gatewood, Greene & Hart, 2006; Loscocco, Robinson, Hall & Allen, 1991; Myers, 1996; Sánchez & Pagán, 2001; Vander Zanden, 1990), although there are exceptions (Kalleberg & Leicht, 1991). Bird, Sapp and Lee (2001) list five theories that explain this belief. Firstly, the theory of human capital argues that women business owners are more inclined than men to invest their time into managing both family relationships and businesses, whereas men invest more time into their businesses (Jacobsen, 1998; Kalleberg & Leicht, 1991; Loscocco, Robinson, Hall & Allen, 1991). Therefore, women have less human capital that is conducive to small business success. Secondly, social network theory claims that the social networks of women emphasize interpersonal relationships over instrumental relationships and, therefore, women are exposed to fewer business-relevant sources (Brush, 1992; Moore, 1990; Worchel, Cooper, Goethals & Olson, 2002). Thirdly, the organizational ecology view states that women-owned businesses fall disproportionately into smaller, less-well established businesses in more crowded industries and, consequently, are less successful than male-owned businesses (Kalleberg & Leicht, 1991; Loscocco, Robinson, Hall & Allen, 1991; Tigges & Green, 1994; Williamson, 1995). Fourth, according to socialization theory, gender socialization has influenced women’s life experiences so that women business owners have different management styles and goals than men and, therefore, women will not be as successful (Farley, 2003; Fischer, Reuber & Dyke, 1993; Schaefer, 2004; Weiten & Lloyd, 1997). Finally, feminist theories point to systematic biases that obstruct female-owned businesses from being as successful as male (Ely & Padavic, 2007; Fischer, Reuber & Dyke, 1993; Hatch, 1997; Karsten, 1994). According to feminist theory, the sex gap will disappear when socialization practices change.

In contrast to the above theories, although there are exceptions, there are many examples from development studies literature that suggest that female micro-entrepreneurs supported by microfinance programs in developing countries may be more successful than male micro-entrepreneurs (Morduch, 1999; Nafziger, 1997). One of the first microfinance programs, the Grameen Bank (GB), was serving more than a million clients by the 1990s and had repayment rates of more than 90 percent (Nafziger, 1997). In 1985, 34.9 percent of GB clients were men, but by 1994 this had declined to less than 6 percent (Islam, 2007). Male borrowers of the GB have struggled (Morduch, 1999). The GB has found that not only do female clients have a greater social impact than male clients, but that having a customer base dominated by women may reduce financial risk (Armendáriz de Aghion & Morduch, 2005). Women have had particularly low rates of loan default, which are said to be less than one-third that of men in Bangladesh (Khandker, 1998). Female microfinance clients are associated almost worldwide with higher repayment rates than men with Indonesia curiously said to be an exception (Khan, 1999; Panjaitan-Drioadisuryo & Cloud, 1999; Remenyi, 2000). Velasco and Marconi suggest that women have higher repayment rates because they are “more risk-adverse, or have fewer possibilities of obtaining credit outside microfinance, or take more seriously the consequences for their children of their failing to repay, or a combination of the above” (2004, 525).

Khandker (1998) claims that women have especially benefited from MFIs. Of the three MFIs studied in Bangladesh, when the clients were female the impact on household consumption was twice as large as that of men. This was accompanied by an increase in the net wealth and status of the women involved in the study as well as an improvement in the lives of their children. A more recent Khandker (2005) study also claims that female borrowers have especially benefited from the poverty reduction efforts of MFIs.

Males, however, have been reported to have superior productivity performance than females (Islam, 2007). In another study undertaken by Goetz and Sen Gupta (1996) the returns on loans by women were lower than men’s by as much as 50 percent. The five theories presented above would provide explanations for the superior productivity and higher returns on loans to males, but there is also a need in business and development literature for an explanation of advantages that female microfinance clients possess related to the creation of capital. Blumberg’s (1991) theory of gender stratification provides part of this explanation.
Theory of Gender Stratification

Development literature often states that because women are more likely than men to put the interests of their family first, they are more likely to re-invest credit into their business if they think that the business will benefit their children and family in the long run (Haig-Muir, 1996). Women seem to invest more in household consumption and in human capital development, such as health care and the education of children (Khan, 1999; Panjaitan-Drioadisuryo, 1999; Pitt et al., 2006). Men, on the other hand, are more likely to spend credit on entertainment or luxury items, such as cigarettes and radios, that don’t influence the economic welfare of their families in a constructive way (Jacobsen, 1998). In poorer levels of society men are generally less responsible than women in spending money and tend to be more self-centered than women in their purchases. Muhammad Yunus, founder of the Grameen Bank, has observed, “when women borrow, the beneficiaries are the children and the household. In the case of a man, too often the beneficiaries are himself and his friends” (Nebel & Wright, 2000, pp. 177-178).

Blumberg’s (1991) theory of gender stratification focuses on relative male/female economic power and the chain of consequences that emerges when there is a change in the micro-level gender balance of economic power. She points out that a change in the balance of economic power can affect family well being and points to a number of studies that state that women hold back less income for personal use and spend more on family welfare and children’s nutrition (Blumberg, 1991, p. 101). In one study carried out in 20 villages in South India, although women earned 55% of male income, the proportion of male contributions (70% and 74% in two states) to female (90% and 98%) was always much lower (Blumberg, 1991, pp. 102-104). In one village in which men and women had roughly equal incomes, women still dedicated a higher proportion to family needs. In the cases in which women devoted less than 100% to the family, income was spent on work-related transport and lunch costs, whereas men held back a portion for leisure and “status production” activities. This study also found that when women earn less, men actually contributed a lower proportion of their earnings to family needs. A Mexico City based study of 140 women, who were doing garment/textile piece work in their homes, found that men also held back more income (Blumberg 1991, p. 103). However, when, according to the culture, women have no structural obligations to contribute to family needs, their spending patterns may not be more altruistic, except in times of crisis. Women spend a greater proportion of their income on food for the family and on investments in extended kin exchange/sharing networks which provide an insurance/risk spreading function of reciprocity in times of need. Numerous studies support the argument that women invest more capital on family education, nutrition and health care (Armendáriz de Aghion & Morduch, 2005).
Group-based Loans

McKernan, using primary data on household participants and non participants in three MFIs in Bangladesh, attributes an important proportion of the success of group-lending programs to “group cohesion, joint liability, incentives to share information, and social development programs” (2002, p. 109). The Grameen Bank and other MFIs successfully deal with the problems of returns to scale, adverse selection, moral hazard and monitoring by focusing on group liability and cooperation (Giné & Karlan, 2006; Remenyi, 1999b; Simanowitz and Walter 2002). 

In addition to the pressure of meeting the basic needs of the family, it could be that group forces are influencing women to behave with more social responsibility and, as a consequence, they misuse funds less. Group support may motivate women more than men. Groups also provide women with opportunities for social learning, gender solidarity and ‘group reproduction’ when they develop into a pressure group to pursue a political objective (Velasco & Marconi, 2004). Group-lending to women in Bolivia stimulates collective public action and these externalities are achieved when intragroup equality is high and the group has a collective experience of adversity. The microfinance programs that offer a range of services, such as training, health services and legal advice, create intense loyalty from women. During the mid 1980s economic crisis in Bolivia, while the bulk of the microfinance loan volume declined during the recession, the volume of the all-female integrated microfinance institutions continued to rise (Velasco & Marconi, 2004).

Peer-group Pressure

Peer-group pressure has been known to be very effective in formal businesses in the developed world. Barley emphasizes the importance of peer-group pressure in his review of another paper on self-managing teams: “He (Barker, 1993) discovered that teams replaced supervisory control.with peer control and that peer control was subtler, more effective, and potentially more coercive than supervisory control, because workers now policed each other in the service of their organization’s goals and objectives. As any high school student can tell you, peer pressure is always harder to resist than the pressure of authority” (2006, p. 18). Some of the benefits of peer groups in a Grameen Bank replication in Chicago were said to be the filtering out of business projects that lacked potential and the inclusion of local know-how, informal assistance, encouragement and emotional support (McKernan, 2002).
Female microfinance clients may be influenced to a greater extent by peer-group pressure than male clients. This would seem to be a crucial factor contributing to the success of female groups that is largely overlooked in the literature, although mentioned as an advantage of lending to women by Armendáriz de Aghion & Morduch (2005). They report that women in microfinance programs have been known to be more sensitive to disparaging remarks from group members and staff, whereas men tend to put up more resistance to criticism. Women also have a greater tendency to stay in or around the home and are, therefore, easier to locate, monitor and pressure. 
Community Pressure

In addition to peer-group pressure, the community will also pressure a defaulter to repay their loans. Community pressure is expected to be significant in group-based loans because other members of the group may exert pressure on the defaulter by appealing to family, friends and other members of the community. The higher social cohesion is in a community and the more collectivistic the local culture is, the more likely an individual will be to respect social and economic commitments. For example, in the Palar Valley of Tamil Nadu, India, when member tanners of common effluent treatment plants (CETPs) are late in their payments, the manager of the CETP will not only approach the individual member, but will appeal to the member’s close relatives (Kennedy, 1999). The small towns of the Palar Valley have a high level of social cohesion due to a shared identity and overlapping kinship, personal and religious ties. Social control through the potential threat of reprisals from within the community is an effective tool for ensuring cooperation, especially when an individual’s status and reputation are at stake. In an effort to prevent the culturally legitimate appropriation of female clients’ funds, Grameen Bank staff communicate to husbands through their wives that if the wife fails to repay her loans, the husbands will face the embarrassing situation of having their names mentioned in public and may be confronted by bank staff and members (Hashemi, Schuler and Riley, 1996). MFI staff have been known to consult the friends of a potential borrower, her neighbours, extension workers and/or other key community members; visit the borrowers’ homes and businesses; and ask for character references from community figures before approving a loan (Armendáriz de Aghion & Morduch, 2005). The borrower’s reputation in the community will most likely be influential in order for the borrower to obtain access to credit in the future.
Disadvantages of Group Loans and Peer-group Pressure

There is now also a considerable amount of literature that questions the wisdom behind group loans. Disincentives and corruption may be fostered if group methodology, which relies on peer-group pressure, is relied upon by MFIs instead of the incentives and penalties that are a part of individual loans (Mayoux, 2001). The utilization of social capital in the formation of groups has been seen as a thoroughly beneficial aspect of the emphasis on group loans, however, social capital is not inherently positive (Mayoux, 2001). Whether microfinance actually empowers women is also hotly debated with critics such as Rankin (2002) arguing that microfinance reinforces rather than transforms the gender gap of labor and power.
Further Explanations

Blumberg’s (1991) theory of gender stratification involves a description and explanation of female and male spending habits. Women may see small business investment as a form of insurance for their families and as a means of improving family welfare. Women seem to be more preoccupied with family welfare than men if family expenditure patterns are considered. Social network theory, in which the female tendency to favor inter-personal relationships over instrumental, may explain why peer group pressure and group support have had a large impact on the female clients of microfinance institutions. Finally, the absence of credit, education, and business skills have also been constraints that have traditionally impacted women to a greater extent than men. Therefore, it could be argued that the removal of these constraints provides an opportunity for women to compete on a more equal footing with men. The removal of these constraints, together with a women’s propensity to contribute more income towards family welfare and group support factors, may explain why female microfinance clients in the developing world may be more successful than male microfinance clients.

Conceptual Framework
Theoretical Perspectives Chosen

My explanation of why poor women may invest more income into their family and possibly their business will be based on the theory of gender stratification developed by Rae Lesser Blumberg (1991). Other literature will be investigated concerning gender, development and business investment in order to incorporate, modify or develop theory about why poor women may be more responsible with income and credit. This construct which may motivate female clients more than male clients will be labeled “Family Needs” (see Figure 1).
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Another theoretical topic to be investigated, and the central theoretical topic of this research, will be whether women react more to group-based loans than men and whether this is an important factor in female success. Development literature (Hashemi, Schuler & Riley, 1996; Khandker, 1998; Nafziger, 1997) suggests that women and their families benefit more from microfinance and that group loans may be especially beneficial for women A further literature review needs to be carried out to uncover explanations concerning why women may be more motivated by group forces, such as peer-group pressure, as some literature suggests.
Concepts and Relationships

My dependent variable, “capital” will consist of the sub-constructs economic capital, human capital and social capital (see Figure 1). Economic capital includes physical capital, such as land and equipment, non-physical capital and labor. Most economic text books refer to capital as physical capital or capital goods, but here I will use a broader definition: “Capital may be so broadly defined as to include all possible material, nonmaterial and human inputs into a productive system” (capital, 2007). Human capital will be defined as “the stock of technical knowledge and skill embodied in a nation’s work force” (Samuelson & Nordhaus, 2001, p. 766). Although human capital is thought to result from “investments in formal education and on-the-job training” (Samuelson & Nordhaus, 2001, p. 766), in this research it is argued that the formation of client groups may promote the formation of human capital. Social capital refers to connections within and between social networks that promote productive acitivities. “The term (social capital) captures the idea that social bonds and social norms are an important basis for sustainable livelihoods” (Pretty & Ward, 2001, p. 210). Pretty and Ward identify four main components of social capital: “relations of trust; reciprocity and exchanges; common rules, norms and sanctions; connectedness, networks and groups” (2001, p. 211). 
The independent variable “loan methodology” refers to the choice of individual or group-based loans and the form that group-based loans may take, such as the number of clients included in a group. All of the concepts included under the loan methodology appear to aid, motivate or pressure female clients to be more successful in microfinance programs. The literature review emphasised the importance of peer-group pressure, group collaboration and group support for the success of group loans (McKernan, 2002; Remenyi, 1991). Community pressure is also related to peer-group pressure as the individuals of a group will be part of social networks in the community at large. These networks are also expected to exert pressure on defaulters that will improve repayment rates and maintain group cohesion. Participation in the decision making of the microfinance institution in Bangladesh was also seen as an important factor in tapping into local know how and motivating clients (Dowla & Barua, 2006; Remenyi, 2000).
“Gender”, which in this study consists of male and female clients of microfinance programs, is a moderating variable. “Family needs”, which are claimed to motivate female clients more than male clients, were divided into nutrition and health, basic needs vital for the family’s survival, and education, important for the future prosperity of the extended family. There is a general discussion of gender, spending, investment and family needs in the exploratory findings, but the interviews did not reveal any revealing data in regards to education, nutrition and health.

Exploratory Study
Objectives and Methods

Yin states that “the preparation for doing a case study includes the prior skills of the investigator, the training and preparation for the specific case study, the development of a case study protocol, the screening of candidate case studies, and the conduct of a pilot case study” (2003, p. 57). As preparation for my intended thesis, I will conduct a thorough literature review of microfinance in general, of gender and group loans in particular, and I will discuss the theme and proposed case with researchers who have expertise in the areas of microfinance and case studies. Then I will approach the NGO and contact staff with a letter of introduction and a written statement about the project. Before beginning general observations it is beneficial to discuss the case with one or more informants to get a general idea of the program and what the researcher should look for.

I looked for three informants in three different programs that have group-based loans. According to Yin (2003), the programs should be either unusually congenial and accessible, or geographically convenient. Preferably, the informants should be MFI staff that have observed or participated in the group meetings of their clients. Questions were asked concerning the success of group-based loans, peer-group pressure, group support, collaboration and participation in the program. These initial interviews were designed to help me to refine my research problem. I also planned to ask questions comparing and contrasting group-based loans with individual loans. These initial interviews introduced me to the field work and guided me in planning the data collection.

Interviews

A total of four interviews were made with four different informants in three different locations in northern and central Mexico. Firstly, I tried to find informants inside of government program in a Mexican state with a relatively small capital city (less than half a million people) and a predominantly rural population. The acting Director of one program that provided financial aid to groups of men and women offered to provide me with various interviews but returned my consent form during our first meeting and informal interview without signing it. Weeks later, after various visits, his department sent me a list of short answers to my questionnaire by e-mail. Some of the questions had been misunderstood and the others only consisted of a couple of sentences. Two academic researchers in a large metropolitan location were unable to provide me with information for various reasons, but both were able to put me in contact with other informants. One of the informants was the Chief Operations Officer of a newly founded private MFI operating in a large metropolitan area. She had ample experience working for non-profit MFIs in rural areas and proved to be a highly valuable contact. The second of these two informants was a student researcher who was investigating the recent laws passed on savings and popular credit, and the impact of these laws on credit unions and government supported credit groups. The final informant had been the Manager of the state branch of a private MFI that operated in rural areas and small cities (less than half a million people).
Data Analysis

The interviews consisted of open standardized questions although the interviewer improvised on various occasions to obtain more data about a particular predefined or emerging construct. The interviews were recorded digitally, translated and transcribed. Then they were printed, studied, analysed, and compared with other sources of evidence: the documents, brochures and information provided by the informants and institutions involved, and the previous literature reviews conducted on microfinance in general, and microfinance, gender and group loans in particular. The analysis of the qualitative data followed three steps (Miles & Huberman, 1994). The first step involved the reduction of the data. Data was selected in order to identify the most important elements. The coding of these elements involved both predefined and emergent coding. The second step involved the organization and display of data in order to facilitate understanding. The important elements were organized into tables, figures, key quotations and summaries. The third and final step involved the elaboration and verification of conclusions. Relationships in the data were identified and validated systematically. Triangulation took place between interviews, documents and the relevant literature in journals and books.
Exploratory Study Findings

Gender and Success

Generally, the informants agreed that women may be more successful as microentrepreneurs. In particular, when the Chief Operations Officer (COO) was asked how she would rate the relative success of female and male clients she replied in the following manner:

COO: That is, (name of interviewer), that is the million dollar question. How do we measure the real social and economic impact from our loans? Let me tell you that that is a million dollar question because I wish I knew, nobody really knows.

I (Interviewer): That’s something that we need to research more?
COO: Yes, definitely. That is a big question and you just asked a big question. In all these meetings and all these forms everybody says, oh, I have a huge social impact. How do you really know the impact is really directly from the loan you’re giving them. How do you know the success that they have in the past year is due to the loan and not to other factors. So it’s a very expensive and a very debated subject.
Her comment emphasises both the significance of a contribution that attempts to arrive at some conclusion in this debate as well as the difficulties involved in carrying out research on this question. She also emphasised what she saw as a “radical difference” in the behaviour of male and female clients with females organizing themselves and distributing activities amongst themselves much quicker. According to her, women organised and participated better due to peer-group pressure. The government program also agreed that women were more participative in groups adding:

…women are more dedicated to the development of their project and they assimilate better the technical knowledge that is offered by the institution.

Another comment that the Chief Operations Officer made related to gender was that women organised themselves better and were more punctual with their payments because they pressured each other more. Another informant, an ex-Manager (EM) of a MFI, saw women as being slower to start a business, but being more capable of maintaining a stable microenterprise over a longer period. The general opinion of the informants was that female microentrepreneurs have certain abilities and attitudes that give them an advantage over male microentrepreneurs due to different factors. It was claimed that women are more efficient at organising and participating as a group, more dedicated to the programs, quicker to assimilate technical knowledge, more punctual in repaying their debts, and more likely to develop a stable business.

Spending, Investment and Family Needs

A comment by the ex-Manager indicates that poor males may be more impulsive and less responsible when it comes to spending their income and investing into their business, a point of view that would tend to agree with the theory of gender stratification. Mexican women were said to play an important social role in managing the family income.

COO: Mexico is a chauvinist (can’t make out the word) country, however, women really are the ones that are, always have been working, administrating in most parts of the world the household income and making sure that all the 5, or 7 or 8 kids have enough to eat, for, you know, the 3 beans that they have, right? This is the person in charge of distributing whatever there is amongst all the persons in the household. The women are powerful from that point of view and they are also responsible for the health of the whole family. 

Quite possibly the Chief Operations Officer was familiar with the theory of gender stratification and most likely with literature concerning gender and development. On the other hand, it should be recognised that Mexican women can play a powerful role in administering the income of the family. When asked how female and male clients spent or invested their income, once again the response was generally in agreement with the theory of gender stratification. There was something of a contradiction between a statement by the Chief Operations Officer and another by the ex-Manager, who claims that female microbusinesses are more stable in the long term, whereas males are more likely to achieve fast growth. The COO claimed that women are more motivated by immediate returns and males by an investment that may offer a stable long term income. However, it is accepted by both that males tend to be more irresponsible and/or impulsive in regards to spending, investment, and repayment of loans. When questioned about spending and investment the government program agreed:
Women distinguish themselves in the way that they administer their money.

Geographical and Cultural Factors

When the Chief Operations Officer was first contacted, during two previous informal conversations, it soon became apparent that geographical factors exercised a dominating influence on the choice of methodology for group or individual loans. In rural areas communities tend to have cyclical income sources and wouldn’t be able to receive loans because they often don’t have constant cash flows and the nature of their economic activities do not provide them with concrete collateral. For this reason, in rural areas, in order to be able to receive loans, it is necessary to form groups so that the income and savings of the entire group function as a form of collateral in case an individual defaults on the loan. Rural areas are also more traditional and communities are more tightly knit, so peer-group pressure tends to work in favour of motivating individuals in the group to repay their loans. Urban areas provide a different environment in which there is a greater circulation of income, higher wages, and people are more individualistic. There tends to be a greater lack of trust amongst city dwellers. Unlike rural dwellers, many in urban areas do not know their neighbours. Although a group methodology, which tends to include between 15 to 40 clients in the group, is the dominant lending methodology employed by MFIs in rural areas, in urban areas a debate is currently raging amongst practitioners concerning whether individual or group loans are more appropriate in the city environment.

COO: So what has happened and what some tendencies and some ideas or schools recommend that is the right way of doing things nowadays, in the cities, or in urban areas is “Go with individual credits. Don’t mess with solidarity credits because it isn’t going to work.” This is what some people say. I don’t agree. We don’t agree. My organisation and I definitely don’t agree with that. I think that what you have to do is understand the market’s needs, customs and culture.

Those practitioners in favour of group loans in urban areas tend to have groups of between 3 and 10 clients (although there are exceptions that have more), but they have adapted the group methodology to the urban environment and are more flexible in its application. The creation of a group in urban areas may offer important economic benefits to the MFIs, such as joint liability and a larger database of clients, even if group solidarity is more symbolic than real.
Participation in the Microfinance Institution

Previous literature reviews had suggested that the ability of clients to participate in the decision making apparatus of a microfinance institution might be a factor in motivating clients and that this local knowledge could in turn be a factor in improving the performance of the institution itself. Successful MFIs such as the Grameen Bank and BRAC have encouraged their clients to participate in institutional decision making (Dowla & Barua, 2006; Remenyi, 1991, 2000). In the Mexican environment, however, the participation of clients in institutional decision making is not generally practiced, except in the case of credit unions and government supported credit groups. Laws and regulations imposed by the government also have limited decision making potential in MFIs. Although clients do not participate in the decision making of the Mexican MFI, group meetings provide clients with an opportunity to express their needs or expectations to financial advisors. Group solidarity and support further motivates them to communicate these needs. 

The members of these unions are supposedly the owners but they no longer think of themselves as members due to the large size of credit unions and to government regulations that have deprived them of their decision making powers. The ability of clients to participate in decision making had earlier led to greater differences amongst credit unions and amongst credit groups. The managers and directors of the credit groups, however, are presently elected from the members and these elected officials are invited to attend an annual assembly concerned with the internal structure of the federation.

Participation in Groups

Although, the participation of clients in the decision making of the institution itself was not practiced and was not regarded as being important by MFI staff, the analysis of interviews revealed that the opportunity to be a part of group-based loans presented clients with various advantages. Group members are able to create their own rules although these have to satisfy certain prerequisites established by the MFI. Groups are also responsible for selecting their leaders, the President, the Treasurer, and the Secretary. When a client defaults on her loans, the group must decide if the MFI will be paid from the group’s savings fund, which is managed by the group, but the MFI does not force the group. Groups need to make decisions concerning various matters, such as payment schedules, the amounts to be paid, and how far away members can live. As we have already observed in the above section concerning gender and success, poor women are said to be more participative when working in groups and as such may be able to make more effective decisions and obtain faster results than poor men. Also the involvement of poor women in the decision making activities of a MFI group may provide them with additional business and organisation skills and may improve their self-esteem.

However, when the groups are comprised of both males and females, according to the questionnaire answers provided by the government program, women generally don’t participate. Supposedly, women are not normally allowed to give an opinion when there are male and female members in a government supported project. This may indicate that mixed groups are not beneficial for women and consequently justify the exclusive targeting of women in some programs, such as that of the ex-Manager’s.

Peer-group Pressure

Peer-group pressure is vitally important to the success of group-based loans. 

COO: Pressure is everything. Peer pressure is everything in the group when it comes to facing obligations. Once again, the main thing for this to happen and this is really the crux of the mission. The guarantee is there in the peer pressure. This is the main point that you’ve just touched. Why would we loan these people any money? Because there’s peer pressure. The point is if the group is well organised there’s going to be peer pressure if it is a group that has voluntarily organised and come together and all of them have willingly and consciously accepted the terms of the group. If that process hasn’t happened then there will be no peer pressure.

Because women are more susceptible to peer-group pressure, this partly explains why the group-based methodology may be more successful with women. The ex-Manager also provided a vivid description of how peer-group pressure may operate to successfully repay group loans. 

The question about whether peer-group pressure is a stronger force in rural areas than in urban areas will need further investigation, but this is most probably the case. Urban dwellers may be more individualistic.

Community Pressure

The community pressure that clients feel is definitely related to the peer-group pressure of the clients group.

EM: The group members themselves “burn” that person (the defaulter), which means they reject that person and begin to speak to the whole town that “This one never pays, she never pays.” So that person is rejected so that she can’t enter into any other group in the vicinity because in that area, of some 5,000 inhabitants, there might be 100 that are receiving microcredits, that’s 5 groups. That is a form of pressuring the one who doesn’t pay.

As in the case of peer-group pressure, women also appear to be more susceptible to community pressure. As we saw in the section related to geographical and cultural factors, community pressure would seem to be a more dominating force in rural areas where people tend to be less individualistic. However, the Chief Operations Officer was hesitant to accept this conclusion when asked if community pressures are stronger in rural areas. On the other hand, this point of view does not support the argument that one of the reasons why the group methodology has been less successful in cities is due to a greater lack of trust on the part of urban dwellers. Community pressure will surely exist in cities, but will not be so influential. It is doubtful that an urban market leader will be able to exert as much pressure on an individual in his community as a community leader, such as a priest, would in a rural setting. 

Support

The solidarity that may be present in a group may motivate members or “empower” them to persevere in a MFI program. When asked what kind of support group members received, the Chief Operations Officer replied:

I think basically what they receive is a sense of belonging. A sense of belonging that somehow empowers them. I can’t tell you, I wouldn’t know if there is any real, if all groups are going to receive support from each other. No. There’s occasions when they won’t receive any moral support and there’s some cases when they’ll fight every time they meet, but I think basically what brings them together is a sense of belonging in common.

Support may be an important factor in the success of the group methodology. The ex-Manager also explained how the Mexican MFI attempts to create a climate of support and trust in its groups. 

Communication

Group members support each other by means of communication.

EM: This (communication) is one of the successful tools that MFIs use and there should be this necessary communication, so that they can mutually help each other so that when the payments or cheques arrive they are united. Normally when the cheque arrives they all go to receive the cheque, to change them into currency, but the conflicts begin when they begin to pay back the loan. When there are groups with good communication when they are formed, these groups generally remain good groups. 

The importance of good communication is vital in poor regions of Mexico where many clients may be illiterate. Clients in groups with good communication receive more group support. In turn, clients are able to express their needs better to the MFI staff and are able to better understand MFI requirements and procedures. Group support and communication is essential for illiterate or functionally illiterate clients. 

Learning

Learning is experienced when the group participates in group decision making and through the support that members receive via communication. 

COO: I think that they learn from each other, yes. Just from the fact that they get organised and comment on their experiences, I think that this is a learning process, a natural learning process, an exchange of experiences.

The exchange of knowledge between group members may contribute to the success of individual clients and improve the morale of the group.

Discussion and Conclusion
Revised Conceptual Framework and Model
During the analysis of the exploratory findings, some new constructs emerged as important influences in the study of gender, success and loan methodology, whereas others do not need to be emphasised (see Figure 2). Firstly, geographical and cultural factors were found to exert a strong influence on the choice of loan methodology (group or individual) and on the form in which the chosen methodology is implemented.

Secondly, participation in the decision making of the group may provide clients with skills that enhance their probabilities of success. As women were said to participate more successfully than men in group activities, women may acquire more skills than men when they participate in group loans. I had not previously emphasised participation in group decision making as an important component. On the other hand, participation in the decision making of the MFI was not utilized in the Mexican context, at least not in this exploratory study, nor did informants perceive this as having potential benefits.

Thirdly, two other concepts that have now been included in the conceptual framework are communication and learning, both of which are interrelated with other group-based concepts. Although I continue to consider collaboration to be a possible success factor in the group-based construct, this concept was not emphasised in the interviews, although it could be said to be intimately related to group participation and group support.
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Further reflection on the new conceptual framework revealed my conceptual model (Figure 3). The independent variable is loan methodology which can be divided up into large group loans of more than 15 clients, small groups of between 3 and 10 clients, and individual loans. In contrast to individual loans, group loans are expected to increase collaboration and peer-group pressure amongst clients and to increase community pressure on clients. Gender is expected to moderate loan methodology because women are expected to participate more in groups than men and peer-group pressure is expected to be greater amongst women. Gender is moderated by the pressure to fulfil basic family needs. Women dedicate a higher percentage of their income towards fulfilling their families’ needs and, therefore, are expected to be more motivated to spend their income on investments that favour satisfying these needs. Because women are more motivated to satisfy the basic needs of their families, women will be more motivated to continue in MFI programs and will register higher repayment rates than men. When collaboration is higher amongst clients, more learning will take place, which will contribute to more capital creation in the form of human capital which should in turn increase economic capital. Learning refers to knowledge or skills acquired from interactions with other clients. Social capital is also expected to increase with increased collaboration amongst clients before or while learning takes place. Cultural and geographical factors, mainly rural and urban environments, are expected to directly influence the type of loan methodology adopted. Cultural and geographical factors are also expected to moderate peer-group and community pressure because group and community pressure is expected to be higher in rural areas. Higher peer-group pressure should also increase community pressure and vice versa. Increased peer-group pressure and community pressure on clients should increase client repayment rates which in turn leads to increased survival in the MFI program, increased access to loans and increased capital creation, in this case economic capital. Increased economic capital siphons back into satisfying a family’s basic needs which once again moderates gender. When a family’s basic needs are being met, at a certain point the moderating effect of gender may not be so influential.
Progress in the literature review also brought to attention a new construct. This is pressure from the microfinance institution on clients outside of the defaulter’s group which creates greater community pressure. MFI staff have been known to threaten to withdraw all loans in an area, which means that joint liability may be practiced with all other lenders of a MFI in a certain area (Armendáriz de Aghion & Morduch, 2005). Those clients who are ready or almost ready for another loan are the ones most susceptible to this form of pressure. Therefore, MFI staff may pressure both the larger group of clients in an area and the defaulter’s loan group.
Figure 3: Conceptual Model
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Similar Research

Studies that are similar to my dissertation proposal test the relationship between the dependent and independent variables, but don’t test all the relationships between the constructs present in my conceptual model. Pitt and Khandker (1998) looked at the impact of gender on labour supply, schooling, household expenditure and women’s nonland assets in three group-based MFIs in Bangladesh. They found that female clients have a larger positive effect on households. This study, however, did not compare group loans with individual loans, did not take into account differences in environment, didn’t measure social and human capital (except children’s schooling) and provided a limited measurement of economic capital. Business profitability, for instance, was not included. A later study (Pitt, Khandker & Cartwright, 2006) utilized the 1998 study’s survey collected in 1991-92 and included a 1998-99 survey. Survey questions were designed to measure the empowerment of female clients, which is not the same as capital creation, but of interest were the thematic groups of mobility and networks (social capital) and activism, which included an awareness of law and politics (human capital). Although they found that women’s participation had a positive effect on their empowerment and that male participation had a negative effect on female empowerment in their households, this study did not compare the relative growth of the thematic groups for male and female clients. McKernan (2002) also used the primary data from the 1991-92 survey above to measure the total and non-credit effects on self-employment profits. She provides evidence for the success of group loans, but does not compare these with individual loans or between genders, nor does she measure the composition of non-credit effects.

Gomez and Santor (2003) set out to test the difference between group and individual lending in a Canadian MFI in two regions. They find empirical evidence that borrower default rates are lower with group lending. Furthermore, they point out that group loans benefit from both selection into the program and from incentives within the group, although these two channels are “inferred rather than measured” (Gomez & Santor, 2003, p. 18). They also found that borrowers in certain neighbourhoods outperformed others and discovered a negative coefficient in urban areas in contrast to suburban areas. They could have, however, provided a more extensive study judging from the data in their many tables, but may have needed more longitudinal data. They tend to emphasize repayment rates, but not profits, other measures of economic capital, nor gender. Also their study, although supportive of my argument concerning gender, loan methodology and environment, was not carried out in a developing country. There were also differences in the ethnic composition of group clients and individual clients with 10.4% more clients of African origin participating in individual loans and 17.4% more immigrants, probably from more traditional societies, involved in group loans.
Abbink, Irlenbusch and Renner (2006) set out to test the success of group size and social ties in a laboratory setting using German students as subjects. According to the experiment, group lending outperforms individual lending with social ties making no significant difference. Although the authors test groups of two, four and eight experimental clients, there are no statistics dealing with individual loans as such. Self-selected groups were formed before the experiments and monitoring between clients would have been superior in an authentic microfinance environment.
Finally, Giné and Karlan (2006) conducted a field experiment for one year’s duration with a bank in the Philippines to test whether group liability increases a client’s profitability and improves access to financial markets. Half of the “centers” of group liability, which were composed of around 20 female clients, were transformed into individual liability “centers”. The authors found that the new individual liability “centers” did not have lower repayment rates and that these “centers” had higher growth in size due to new clients. It would seem, however, that many individual clients had already experienced the benefits of group loans as far as the creation of human and social capital were concerned. Also, the individual liability “centers” still benefitted from group lending logistics, such as a common site and schedule for meetings and repayments. These are vital components of the group lending methodology.
Future Research

This exploratory study is part of a larger dissertation proposal that attempts to provide satisfactory answers to the debates surrounding gender, group loans, environment, and performance in the context of microfinance programs in Mexico. The research strategy of this proposal will be a multi-method study. Babbie argues that “ultimately,…you are on the safest ground when you can employ several research methods in studying a given topic” (1998, p. 274). If two research strategies are to be incorporated into one multi-method design, the sequence of strategies will include a case study strategy to examine why groups and females may or may not be able to create more capital (Yin, 2003). A second step will involve a quasi-experiment incorporating a survey and structural equation modeling to test whether clients that obtain loans in groups are able to create more capital than clients that obtain individual loans and whether females are able to create more capital than males (Campbell & Stanley, 1963; Fowler, 2002).

In regards to further research Santor and Gomez (2003) ask whether their results concerning loan methodologies can be generalized to other regions in which MFIs operate and also to workplace teams. There is a need to investigate the level below or above the poverty line at which group loans become less effective and whether group liability or group lending logistics can be applied at all to small loans provided by traditional banks. Possible key success factors that could be tested in the future are the provision of training and education services for clients in the program, of savings accounts and of other financial services, such as insurance, housing loans, and pensions (Armendáriz de Aghion & Morduch, 2005; Khandker, 1998). Other controversial topics that could be examined include whether microfinance has a social and economic impact on the poorest of the poor; whether successful programs can be replicated and to what extent; and whether the financial sustainability of MFIs should be given priority over their social and economic impact on clients (Khandker, 1998; Morduch, 2000; Remenyi, 1991).

Contribution

My dissertation proposal aims to address the gap in the microfinance literature that so far has not examined thoroughly peer-group pressure, group participation, and the influence of gender. Women may be influenced more by peer-group pressure and community pressure than men. Theory could be important in explaining the group processes operating in microfinance that may improve female performance more so than male performance. Armendáriz and Morduch state that they “would like to learn more about the relationship of gender and social capital in microfinance” (and) “about the impact of microfinance on skill acquisition, (and) education” (2005, p. 195). The theory of gender stratification is not emphasized enough in the microfinance literature. For example, Armendáriz de Aghion and Morduch (2005) briefly mention Blumberg’s findings from a 1989 study as evidence of the advantage of serving women clients, but not as an explanation for high female repayment rates or female business success.

This study offers to make a contribution by building up a more complete theoretical model to explain why traditional concepts about gender may need to be revised in the context of microfinance and the bottom of the pyramid. For the benefit of practitioners, it sets out to test which loan methodology and gender create more capital. Giné and Karlan claim that “despite being a question of first-order importance, empirical literature on group versus individual liability lending has not provided policymakers and institutions the clean evidence needed to determine the relative merits of the two methodologies” (2006, p. 3). Armendáriz de Aghion and Morduch state that “the best evidence (to compensate for self-selection and other program aspects) would come from well-designed, deliberate experiments in which loan contracts are varied but everything else is kept the same” (2005, p. 102). The influence of environment on loan methodology has not been given adequate attention in the literature. Environment’s influence on capital creation will also tested and this helps to determine what would be the most appropriate loan methodology in a given location. For example, what is the best loan methodology for large Mexican cities? Finally, this research sets out to address the Mexican context in relation to microfinance institutions and to carry out an economic and social impact study of MFIs. There has been a lack of recognised microfinance impact studies in Mexico. 
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