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Do Impoverished Women Benefit from Microcredit 
in the Developing World?
Gary Seilheimer
Abstract: The problem of extreme poverty continues to exist for over one billion people 
around the world.  This article is a brief analysis of the literature and research reporting 
on charitable microlending activities.  These activities were originally developed in the 
1970s, and are meant to help impoverished populations develop economically and social-
ly.  I found that two forms of microlending have developed--charitable and commercial; 
while the charitable method is still successful at helping people become independent by 
developing businesses and personal wealth, the commercial methods often lead to con-
tinued oppression and abuse of the developing population.  Thus, it appears that chari-
table microlending activities are more beneficial to the economic and social development 
of impoverished people.  More research needs to be done to find ways to expand the use 
of charitable microlending practices.

Women are an especially vulnerable 
group in emerging economies for a 

number of reasons:  they live in poverty and 
raise children without the help of a spouse 
more commonly than men, and more often 
than men are targeted by oppressive soci-
etal elements.  Impoverished women that 
can build wealth can help themselves out 
of extreme poverty, but they need a way to 
build that wealth.  Entrepreneurship and 
other self-employment activities have been 
identified by economists as viable methods 
in building wealth and a route to self-suffi-
ciency and independence.   It is important to 
know if the best method for impoverished 
women to build personal wealth in the de-
veloping world is through microlending 
activities by charity banks.

The emerging economies in many parts 
of the world are still stagnant.  Business 
theorists Khavul, Bruton, and Wood (2009) 
indicate that the emergence of these econ-
omies relies on the development of busi-
ness, and the dominant form of business in 
many parts of the developing world is fam-
ily business (Khavul, et al, 2009).  Family 

business is often entrepreneurial and relies 
on strong family and community forces.  
Communities are formed through extended 
family relations, kinship ties, “clanship” 
identifications, religious groups, and the 
more formal relations with business, public 
and governmental agencies.  All of these 
ties can be enabling forces in either the 
success or failure of family business.  

Family business in some regions and 
cultures is informal:  family business op-
erators have no real legal tie to a specific 
plot of land, no real ownership of a place 
or tools to do work, or any formal agree-
ments or bonds to do work or produce a 
product (Khaval, et al, 2009).  This lack 
of legal standard represents the informal 
economies that many people reside with-
in, and this “informalness” is what defines 
and drives their entrepreneurial behaviors.  
These informal economies can abet the ex-
clusion of families and communities from 
society.   This exclusion leads to a disad-
vantaged socioeconomic condition making 
them vulnerable to differential treatment 
by larger regional social structures. 
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Any group of people that is in the best 
position to use family business practices 
needs a way to find success.  Because these 
groups reside within their own informal 
forms of society, they may respond best to 
informal business methods and practices.

One informal business practice is micro-
lending.  In microlending practices, a loan 
is given directly to an individual or group 
to be used to kick start their business.  This 
type of loan avoids the activities of credit 
checks and predatory lending/repayment 
practices used by traditional lenders and 
banks.  Borrowers must agree to certain 
provisions, such as positive social habits of 
children’s education and healthful practic-
es.  There are no written contracts between 
lender and borrower, and “solidarity lend-
ing” helps ensure loans are repaid.  Soli-
darity lending is defined as a group lending 
practice in which all members of a small 
group receive loans and each member en-
courages the others to repay loans on time, 
but no member is responsible for another’s 
loan repayment (Yunus, 2007).

Microlending has a long history of use, 
dating back to the 1700s in Ireland, in 
America during the 1800s, and was a part 
of the Marshall Plan for European eco-
nomic recovery and rebuilding after World 
War II.  In the more distant times of na-
tional and regional construction business 
was much less formal in how loans were 
promised and repaid.  In the times after 
World War II, economic reconstruction of 
Western Europe was more formal.  Fami-
lies, and the villages and towns in which 
they lived, were the beneficiaries of formal 
regional and international banking loan ac-
tivities, bringing the opportunity for them 
to start businesses.  This is an example of 
how lending activities can build personal, 

community, regional, and national wealth.
In contemporary times, appropriate fi-

nancial and banking services need to be 
available to the people in need of them.  In-
formal services and banking methods need 
to be available to the uneducated women 
living in impoverished conditions; in this 
way they are more likely to understand and 
take part in banking activities.  In many 
developing countries women are often the 
only money-earner of the family, either be-
cause there is no husband, or the husband 
is unable to work.  These women are raised 
in impoverished conditions, and without 
help live their entire lives desperately poor.  
They usually come from families that have 
no financial wealth and are in the lowest 
economic classes of their society.  They 
cannot borrow money formally from banks 
because they have no physical collateral 
to offer to secure the loan.  Without mon-
ey, these women cannot develop personal 
small businesses of any type and frequently 
rely on begging.  They never have enough 
money at any time to buy the things neces-
sary (seed and tools to grow crops or thread 
and fabric to make clothes) to start a busi-
ness.  Some form of money-lending would 
be beneficial to them.  Microlending activi-
ties through banks can be beneficial to im-
poverished women because it gives them 
the chance to develop small businesses and 
a chance at self determination and indepen-
dence. 

A contemporary version of microfinance 
was started by Bangladeshi banker and 
economist Muhammad Yunus. He founded 
the Grameen Bank in Bangladesh in the 
1970s.  In 2006 he and the bank jointly 
received the Nobel Prize for his work 
in economics.  As defined for use by the 
Grameen Bank, microfinance is the scheme 
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of giving very small loans to extremely 
impoverished people (initially women in 
Bangladesh) that are self-employed.  It is 
meant to generate income and build wealth 
as a way to ease personal poverty.  His 
goal was to find a way of helping specific 
people out of poverty, especially women.  
Rather than just providing very short term 
relief, he wanted a way for economically 
impoverished women to develop their own 
personal economy with lasting effect.  As 
a quasi-informal lending practice, his no-
collateral loans were small enough to make 
repayment possible but large enough to 
make a substantial difference.  He defends 
his continuing practice of this microfinance 
system as a policy that grows the economy 
of individuals and communities. 

V. K. Sapovadia, a business management 
professor in India, researches lending prac-
tices.  The recipients of these microloans 
are in such financially poor states that they 
cannot qualify for traditional loans from 
traditional lending institutions because 
they have no collateral to promise and no 
capital worth.  Because they have no vis-
ible wealth to offer, they are invisible to 
the stable economic parts of society.  Mi-
crocredit is distinguished from traditional 
banking and credit practices because of 
certain stipulations.  The microloans are in 
small amounts, and the lending terms are 
short in length and have certain social ex-
pectations attached to them.  Because these 
recipients are expected to encourage each 
other to repay their loans a collective at-
titude of positive peer pressure is created.  
The policy of microcredit is expected to 
build positive social habits such as entre-
preneurship, generation of employment, 
and trust (Sapovadia, 2006).  This research 
by Sapovadia supports the findings of Kha-

val, Bruton and Wood (2009).  
Research done in South Africa by academ-

ic public health and finance researchers for 
the University of California-Berkeley, Yale 
University and Dartmouth College (Fer-
nald, Hamad, Karlan, Ozer, Zinman, 2008) 
and poverty and development researchers 
from China (Xing, Fan Luo, Zhang, 2009) 
agree in their findings about the multiple 
benefits of microfinancial intervention pro-
grams to women in developing regions.  
These programs offer relief of immediate 
debt, provision of money to start small 
personal business, support of entrepreneur-
ship, and relief from mental and emotional 
stress of constant debt and poverty. 

From a holistic and health standpoint, 
continuous inability to adequately pay bills, 
or to “catch up”, creates significantly high-
er levels of stress for individuals and fami-
lies (Fernald, et al).  Even small charitable 
organizations (community food banks, or-
phanages) that are relied upon by people in 
financial need can experience stress if they 
are unable to adequately support the recipi-
ents of their services.  The stress becomes 
structural within the society.

Policies of large commercial organiza-
tions are driven by profit.  Administra-
tive costs in large charitable organizations 
can be high (Carver, 2005; Paton, 2002), 
reducing the amount that goes to the end 
recipient severely.  Donations by payroll, 
although providing the option of selection 
of charity, often have the highest level of 
reduction with some of the lowest yield.  
Donations by checks to large organizations 
often do not allow targeting the donation.  
Tithing goes into religious organization 
coffers and its use is directed by religious 
leaders; its direction can be limited and is 
mostly non-secular.  On the other hand,
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microlending institutions, because of poli-
cies related to helping the poor rather than 
earning profit, can pinpoint loans to very 
specific projects, events, or individuals in 
need, thus reducing administrative costs.  
There is also less waste of money because 
fewer hands handle it and no paperwork is 
generated before it gets to the beneficiary; 
therefore, the concept of microlending can 
be seen as a model of efficiency.  

Women in the lowest economic classes 
of a society were the original beneficiaries 
of microloans and, over time, this scheme 
has enlarged to include all impoverished 
(Yunus, 2007).  Even though the loans are 
small, the benefits to the women are great 
because they have a method of working 
their way out of poverty without incurring 
large debt.  This eases the burden and op-
pressive nature of market economies on 
these women.  Public health sciences and 
gender equity researchers at the Univer-
sity of the Witwatersrand in Johannesburg, 
South Africa, Kim, Watts, Hargreaves, 
Ndhlovu, Phetla, Morison, Busza, Porter, 
Pronyk (2007), find there is potential for 
empowerment of women by making them 
visible to an economic social structure.  
Microloans can be an effective way to em-
power individual women through self -care 
related to new business skills, improve-
ments in self esteem and self confidence, 
conflict resolution and self-decision mak-
ing, and expanded social networks (Kim, 
et al, 2007).

International microfinance banking con-
sultant and researcher at the Centre for Eu-
ropean Research in Microfinance, Jessica 
Schicks, finds that a failure of microfinance 
is that administrative costs can be high in 
relation to the amount of the loan (Schicks, 
2007).  The transactions are loans, and 

need to be repaid.  In for-profit commercial 
banks this creates a burden of paperwork 
and worker time.  According to Schicks 
(2007), another caveat of microfinance is 
that there can be competing entities trying 
to make loans.  Even though some microfi-
nance institutions start out as charitable or-
ganizations (and are often grant receivers), 
they sometimes become private business 
enterprises. As private enterprises they de-
velop their own ethical behaviors related to 
business and profit.

Policy theorist Miriam Carver (2005) 
points out that the program and adminis-
trative costs affect how efficiently money 
is handled in banks.  Carver suggests that 
donors pay closer attention to the “ends” 
of a donation rather than to the “means” 
when deciding which charitable organi-
zation needs donations.   In that way, the 
real “worth” of the donation is seen.  These 
granting organizations are often micro-
credit lenders, deciding who shall benefit 
from microloans.  If it can be easily deter-
mined by a donor which lending institution 
is most efficient with its lending practices, 
good decisions can be made. 

Administrative-costs-to-expenditure 
(ACE) varies widely between charities.  
Financial management and social enter-
prise analyst Rob Paton (2002) analyzed a 
funded research project that looked at ad-
ministrative costs of charitable organiza-
tions and tried to determine why there is 
so much variance.  He found through dis-
cussions with charity finance directors that 
different approaches to cost allocations 
caused wide variations in ACE ratios. The 
fundamental differences in the way chari-
ties use their money and the way decisions 
are made in relation to their accounts cause 
the variation in costs.  Paton reported that
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the trend is going toward lower ACE ratios.  
Smaller organizations are closing the gap 
between their higher ACE ratios and the 
lower ratios that large organizations report, 
both of which are good news.

Schicks (2007) gives background infor-
mation on microfinance and describes the 
recent discussions on the development of 
commercial banking related to microfi-
nancing.  Although this form of finance 
came about through charity banks, com-
mercial banks have been taking advantage 
of this type of loan to earn profit.  Chari-
table banks were originally partially fi-
nanced by donated grant money; commer-
cial banks that provide microloans use the 
interest gained to finance further loans, of-
ten cyclically to the same borrowers.  Even 
though the loan and repayment procedures 
(commercial banks require paperwork) are 
similar between the two forms of banks, the 
social consequences are not.  The charita-
ble banks put into use methods of socially 
reinforcing repayment of loans, and also 
potentially positively alter social structures 
within a community.  Commercial banks 
often are solely interested in repayment.  

Another problem with microfinance lend-
ing practices by commercial banks that are 
interested solely in repayment and profit, is 
that there have been reports of significant 
punishment for non-repayment of loans.  
Intimidation and physical abuse are com-
mon punishments for failure of women to 
repay commercial loans.  Women living in 
poverty are often vulnerable to coercion 
and abuse, and risk being ostracized from 
the community.  By not sharing the ethical 
policies and standards of charity banks and 
charitable lending practices, for-profit com-
mercial banks continue to oppress women.  

There is also indication from academic 

research done in South Africa that mental 
and emotional stress is not relieved equally 
among all recipients of loans (Fernald, et 
al, 2008).  Men show greater relief from 
stress after receipt of microloans than do 
women after a period (two years) of contin-
uous borrowing/repayment.  There is also 
the concern by some financial analysts that 
continuous borrowing/repayment does not 
actually relieve the condition of poverty, it 
just allays the condition of it by the contin-
uous use of borrowed money. The repay-
ment schemes of some commercial lenders 
make it impossible for some borrowers to 
reduce or relieve their impoverished life 
conditions.  

Harvard Business School management 
and accounting professors Datar, Epstein, 
and Yuthus (2009) report on a case example 
of one woman in Latin America who has 
benefitted from microloan activity.  There 
were two benefits which enabled her finan-
cial recovery and success--the practicality 
of the loan itself, and the small business 
methods she learned along with getting the 
loan.  Basic financial management tools 
were taught to her as she used the loan 
money to develop a business.  This training 
was vital in her ability to succeed at a faster 
rate.  This case reflects the original idea of 
the Yunus/Grameen Bank scheme. 

There have been negatives to the policy 
of microlending activities including abuse 
and oppression of individuals and small 
communities by higher economic levels of 
society, as well as the advent of for-profit 
microlending activities that are more con-
cerned with profit-making.  In spite of those 
negative activities, ethical microlending 
continues.  Women that have lived in ab-
ject poverty succeed as entrepreneurs and 
as head-of-households when they parti-
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cipate in ethical borrowing schemes.  That 
allows them to develop good business and 
social habits, which in turn build economic 
and social stability.  Ethical and responsible 
microlending activities can be driving eco-
nomic forces in regions affected for gen-
erations by poverty.  Through microlend-
ing schemes, impoverished women have 
become empowered by increasing their 
personal wealth, aiding in the develop-
ment of their community, elevating kinship 
and community strength, and have abetted 
healing from the long effects of poverty.  
Microcredit can be a successful activity if 
engaged in properly and ethically.  
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