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ABSTRACT 

With the backing of major donor agencies and non

governmental organizations, microenterprise development 

programs (MDPs) continue to proliferate throughout the 

world. These have the intention of harnessing the 

entrepreneurial skills which have been identified in the 

informal sector in order to improve standards of living. 

Making financial credit accessible is the primary method 

used by MDPs in order to reach their goals. From an 

anthropological perspective, this bid for social change 

raises issues concerning the suitability of a credit-

centered mechanism that neglects the implications of social 

innovations which have endemically addressed the same issue 

of inaccessibility to capital resources. Most importantly, 

associational relationships which go beyond credit will 

determine the viability and appropriateness of such a 

program - especially when a group lending approach is used. 

Anthropologists can greatly enhance the effectiveness of 

MDPs by identifying the group dynamics of prospective 

program participants and by emphasizing a "people-centered" 

approach in general. 
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INTRODUCTION 

With the backing of major donor agencies and non

governmental agencies (NGO's), microenterprise development 

programs (MDP's) continue to proliferate throughout the 

world. These have the intention of harnessing the 

entrepreneurial skills which have been identified in the 

informal economy in order to create jobs and increase the 

monetary incomes for participants and, consequently, improve 

standards of living. Most MDP's which focus on working with 

the poorest microentrepreneurs use access to financial 

credit as the primary method for reaching this goal. 

Furthermore, the practice of group lending is often used so 

that loan defaults are minimized and, by way of reduced 

costs, project viability is enhanced. 

From an anthropological perspective, this bid for 

social change raises issues concerning the suitability of a 

credit-centered mechanism that neglects the implications of 

economic and social innovations which have endemically 

addressed the same issue of inaccessibility to capital 

resources. Most importantly, the use of new and existing 

associational relationships which go beyond credit (as 

anthropologists have identified their varied manifestationc) 

makes the institutionalization of credit accessibility more 

complex than has hitherto been identified by policy makers 

in development circles. Therefore, it is necessary to 
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incorporate many of the criteria implied in these social 

inventions into MDPs in order to justify the appropriateness 

of the programs. In addition, anthropology can have a 

salutary effect on the programs as a whole. 

In this paper, I aim to establish that the 

understanding of social networks among beneficiaries is 

essential to the success of group lending MDPs. I also will 

suggest some ways in which anthropologists can contribute to 

this development effort. First, I describe MDPs, what their 

goals are, and who they target with their programs. In 

addition, I draw on my experience with an MDP in order to 

provide an example of how MDPs are implemented. The 

subsequent sections are dedicated to establishing the 

importance of social networks among the marginalized poor 

and how anthropologists can play a key role in the programs 

at all levels. 



MICROENTERPRISE DEVELOPMENT PROGRAMS 

Microenterprise development programs are based on the 

assumption that there is a skilled work force in the 

informal sector which would benefit from outside assistance. 

This assistance can consist of a mix of credit, technical 

assistance, training and/or social promotion. However, the 

focus is on providing financial credit because it is 

believed that the paucity of credit is the primary 

constraint on the ability of a microentrepreneur to improve 

his or her quality of life. For instance, by obtaining a 

small loan a microentreprenuer could presumably buy supplies 

or inventory in bulk and save on costs per unit. He might 

improve the caliber of equipment used in his work and thus 

improve business efficiency while reducing costs. Moreover, 

ownership might become viable and preclude the necessity to 

make unreasonable payments for renting factors of 

production. 

The MDP movement is historically linked to the post-

World War II effort to stimulate small-holder rural 

agriculture in Less Developed Countries (LDCs). Using 

similar tools of assistance including credit. Western NGOs, 

government agencies and bi-lateral and multi-lateral 

development agencies have been focusing on non-farm activity 

in the informal sector since the mid-1970's. This change of 

focus can be attributed to the recognition that the results 

of growth and output oriented development policies had been 
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somewhat disappointing and that it would be necessary for 

development entities to expand employment and earnings 

opportunities rather than attempt to rapidly industrialize 

LDCs. (Lycette, 1984) Most importantly, the socioeconomic 

problems created by massive urbanization warranted methods 

to help the "peasant in the city" who was new to 

modernization or, at least, did not benefit from it. 

What makes the MDP different in methodology is that it 

is heavily dependent on NGOs to implement programs. It is 

believed that NGOs are well suited to understand the needs 

of the microentrepreneur and to induce the necessary trust 

and cooperation which is essential in any credit 

arrangement. NGOs are often located in the rural and urban 

slum areas where microenterprises function. In addition, 

they usually have a dedicated staff who have lived and 

worked for many years with the people they seek to assist. 

(Carr, 1989) 

Another distinctive feature of MDPs is the contention 

that active economic agents in the informal sector are 

entrepreneurial in spirit and ability and will know the best 

ways to invest factors of production (credit in this case) 

if they are only made accessible. This approach is 

consistent with the recent change in perception of the 

informal sector as a whole from an undesirable and 

increasingly threatening part of society to an opportunity 
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for harnessing valuable skills and initiatives in order to 

improve economic and social standards. 

The objectives for the programs range from helping the 

individual microentrepreneur with his day-to-day operations 

to more long-term goals which would have an effect at local 

or even national levels. These goals are: 

- make credit accessible 

- promote group solidarity 

- improve microenterprise efficiency 

- expand microenterprises in terms of size and ambition 

- provide alternative to informal sources of credit 

- generate increased incomes 

- alleviate poverty 

- create jobs 

- promote self-employment/help 

- strengthen democratic institutions 

- develop the financial sector 

The beneficiaries or target groups of MDPs are those 

microenterpreneurs who conduct their economic activities in 

the informal sector while falling on a continuum somewhere 

between survival strategies and informally-run small 

businesses. On the one end of the spectrum are the poverty-

stricken people at the bottom fourth or fifth of a 

population in a LDC. MDPs believe that these people have 

the ability and desire to work their limited assets 
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productively even though it might be at such a rudimentary 

level that it could be viewed as an opportunity of last 

resort (Wines, 1985). Conversely, microentrepreneurs are 

considered by some to be those entrepreneurial entities who 

cater to larger markets while using more sophisticated 

technology and skills. Several employees may be involved 

and backward economic linkages may be created. 

Nevertheless, all of those considered share some of the 

following traits; 

- poor sector of society 

- multiple occupations 

- proximity of business activity and family 

- concern about risk and insecurity 

- invisibility and elusiveness 

- territory and territoriality 

- patron-client ties 

- little experience/access with/to formal institutions 

- easy market entry 

- use of traditional institutions 

- lack of labor benefits (especially from government) 

- labor intensive 

- ubiquitous 

- highly competitive with low profit margins 

- highly flexible 

- small-scale 



- indigenous technology 

Many of the MDP's which focus on the poorest of the 

microentrepreneurs use the mechanism of group lending in 

order to disperse credit and meet their institutional 

objectives. Because of my personal experience with an NGO 

that uses a version of group lending, and my interest in 

this attempt to combine characteristics of informal lending 

practices with elements used by formal institutions 

(Reichmann 1984c & B), it is this type of MDP which I 

address below. 
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FOUNDATION FOR INTERNATIONAL COMMUNITY ASSISTANCE: FINCA 

Founded in 1984, FINCA is a U.S. based non-profit 

private voluntary organization which provides credit 

assistance to poor women in Latin America and the Caribbean 

so that they may establish self-run "village banks". By 

focusing on women, FINCA believes that any income generation 

will, more than likely, go directly to meet the most basic 

needs for the family - especially nutrition and health care 

for children. 

In the fall of 1990, I was able to spend several weeks 

in Sonora, Mexico visiting many of these communal banks, 

witnessing their meetings, and getting to know their 

members. Drawing from this experience, I will describe the 

methodology used by FINCA in order to provide an example of 

how microenterprise development is being implemented. I 

will also use this experience as the basis with which to 

raise questions regarding the appropriateness of MDPs as an 

attempt to promote social change and improve standards of 

living. 

FINCA will take the role of an outside organization 

which is willing to provide financing and support to a group 

of women who have replied with interest when made aware of 

the possibility of obtaining credit. When entering a 

community for the first time, a FINCA representative will 

make contact with apparently strong women with leadership 
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qualities and have them form a prospect group of 15-50 

women. Word of mouth and homemade leaflets are used to get 

the word out. The women will elect a bank committee among 

themselves consisting of a president, secretary, and 

treasurer. This committee will provide the mechanism 

through which the money will be dispersed to each individual 

bank member and, simultaneously, constitute the 

administrative body which will run the operations of the 

bank (usually at the home of one of the officers). 

The FINCA representative will emphasize that the 

communal bank is a separate entity from FINCA. The communal 

bank is owned by its members and these are free to decide on 

membership and other policies. Most importantly, the 

success or failure of the bank lies in the responsibility 

and dedication of its members. The FINCA methodology allows 

for start-up assistance other than the actual loans but the 

intention is that, as more loan cycles are completed, the 

banks will become increasingly independent and FINCA's role 

will progressively decrease. 

In addition, FINCA will, in the form of cheerleading, 

try to promote a "can do" frame of mind on the individual 

members and the newly created institution as a whole. In 

fact, the primary goal which FINCA strives for is to break 

the cycle of poverty by providing the means for people to 

feel confident in themselves and optimistic. Loans, savings 
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creation, and social solidarity groups are the specific 

tools with which to accomplish this goal. (Hatch, 1989) 

If and when a group is formed to start a communal bank, 

FINCA will provide the seed money for the initial loans by 

making a lump-sum loan to the bank. As an "owner" of the 

bank, each member signs to her consent and obligation on a 

simply written and short loan agreement which is read aloud. 

The members agree that they are all equally responsible for 

the repayment of the loans and that it is to their benefit 

to work the money productively and make their payments on 

time. Typically, the initial loan given to each member is 

for fifty dollars although she may decide to borrow less. 

Therefore, if a bank started with twenty members and each 

borrowed fifty dollars, the communal bank would receive one 

thousand dollars in cash from FINCA which, in turn, would be 

dispersed to bank members by the committee. The borrower is 

free to use the money as she wishes although it is customary 

to explicitly declare the intended use to the bank members 

when the payment is received. 

In northern Mexico, the women who work their loans 

become involved in various economic activities. For 

example, in border towns they are able to receive their 

money in dollars. This allows some of them to become local 

distributors of clothes and household items that they buy 

across the border in Douglas or Nogales. Although they 
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might only buy a few items at a time, they can generate an 

increased income by supplying these items to their neighbors 

who might not have the chance to go to a central store or 

across the border. Furthermore, the profit margins can 

increase if a few of the bank members joined their loans to 

buy larger quantities at lower unit costs. Another popular 

activity is to prepare food that can be sold to school 

cafeterias or maquiladora workers. This allows women to 

work at home while they look after their family. 

After the loan disbursement, the loan cycle continues 

with small repayments of the principal amount plus interest. 

These are made in weekly installments for sixteen weeks and 

allow the borrower to add a savings deposit to her payment. 

Therefore, given a fifty dollar principal with a two percent 

monthly interest rate and a fifty cent savings contribution 

per week, the borrower would need to make a payment of $3.88 

(3.13 principal, .25 interest, .50 savings) at the weekly 

collection held by her bank. These calculations would be 

made at the time of the loan disbursement and would be 

written down in each member's bank card as well as in the 

treasurer's ledger. After sixteen repayment periods, one 

loan cycle would have been completed. The principal and 

interest would have been paid in full and the borrower would 

have saved $8 which she could leave in savings or withdraw 

in full. 
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At the end of the first four month cycle, all bank 

members would congregate for an end-of-cycle meeting. The 

total interest of eighty dollars would be paid to the FINCA 

representative, who probably would have come to town 

especially for this occasion, and the repaid principal of 

one thousand dollars would be used to start a second loan 

cycle. At this point a member would have the option of 

withdrawing her savings and accepting a new loan for a 

maximum of fifty dollars or, she could leave her savings in 

the bank and accept a loan no larger than the amount of her 

savings plus fifty dollars. Using the previous example, the 

borrower could now receive fifty eight dollars in a new loan 

and still have eight dollars in savings. This mechanism 

allows members to increase the amount of their loans at a 

pace which is consistent with their proven ability to repay 

them. It also gives the option to withdraw the savings at 

the end of the cycle if the money is needed by the borrower. 

However, if everybody in the bank qualifies for higher new 

loans, there will not be enough funds in the bank to make 

the new larger loans and maintain savings in a separate 

internal account. In this case, FINCA will provide the 

difference and include it in the new loan agreement, again, 

to be signed by all bank members participating in the new 

loan cycle. 

As savings accumulate in aggregate at the bank, it is 
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suggested that they will be used as an additional way to 

generate funds with any profits to be distributed in 

proportion to the savings for each holder. These additional 

funds could be made by making additional loans to members in 

need of more credit, or, to worthy non-members who would pay 

substantially higher interest rates. In addition, the 

savings could be used to invest in a collective venture in 

which all members participated. For instance, a booth could 

be rented at a local market to sell a product in high 

seasonal demand - Christmas toys for example. In any case, 

use of these savings would have to be discussed and approved 

to the satisfaction of those with savings. This is 

necessary because a loss incurred would mean a loss of 

savings whether as a result of poor judgement or just bad 

luck. The stakeholders would have to be willing to take the 

risk. 

The process of gradual loan increases continues for 

each member until she becomes eligible for a three hundred 

dollar loan; that is, she has accumulated at least two 

hundred and fifty dollars in savings. This occurs because 

three hundred dollars is the ceiling which FINCA is willing 

to loan out per individual. It is reasoned that any greater 

amount would indicate that the money was being targeted too 

high on the social scale. Also, FINCA believes that if 

members are successful enough to save such large sums they 
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will be able to run their bank independently by working the 

savings account. For the same reason, FINCA commits itself 

to the banks for three years or nine loan cycles. This 

amount of time will give banks enough time to understand the 

methodology and, through savings, allow it to "graduate" 

into self-sufficiency. 
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FINCA OBSERVATIONS AND THE VALUE OF ANTHROPOLOGICAL ANALYSIS 

It is clear to me that the FINCA methodology 

understandingly has room for improvement in many areas. 

Concerning the mechanics of the program, cash management 

among village bankers was a serious problem. For instance, 

there was one case where a bank treasurer had used her 

bank's funds (in excess of US$2000) in order to pay for her 

child's hospital bills. She had also given her husband some 

money for a trip that he had made to the United States in 

search of employment. Consequently, her bank was terminated 

by FINCA and she suffered great emotional pains in dealing 

with her loss of honor in the community. Furthermore, some 

thefts of the treasury funds occurred. This not only led to 

the dissolution of a bank (or a costly recapitalization from 

FINCA), it also heightened accusations of dishonesty and 

severed personal ties. 

Nevertheless, most of the problems which I witnessed, 

are only symptomatic of an inability to achieve the greater 

need for a group of bank members that is willing to work 

effectively while ensuring that responsibilities to the 

credit institution are met. This is the primary challenge 

for FINCA as for most MDPs which use group lending. 

Therefore, I contend that the effectiveness of an attempt by 

an outside agency to implement a credit mechanism in the 

informal sector is heavily dependent on the multi-varied 
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and, primarily pre-existing associational relationships 

among beneficiaries. It is these relationships which 

constitute the crux of economic activity in the informal 

sector while establishing the extent of willingness and 

ability to engage in communal activity. 

It is precisely this area of the dynamics of 

associational relationships in cultural context which is 

well known to anthropologists, especially those studying 

peasant and complex, urban societies. In addition, 

anthropologists have been learning about the day-to-day 

informal routines of people in their households and family 

units, through their social networks and exchange practices, 

and by studying many other social inventions. That is why 

it would be salutary to include a discussion of the 

contribution of anthropology into any analysis of group 

lending by MDPs. 
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ANTHROPOLOGY, GROUP LENDING, AND MDPS 

MDPs which use group lending can significantly enhance 

their effectiveness by using anthropological input in their 

design, implementation, and evaluation. This improvement is 

possible by studying the ethnographic record concerning the 

sociocultural behavior of populations in which prospective 

beneficiaries live. A participant-observation approach 

should also be used by MDPs to approximate an authentic 

understanding of how people could use an MDP - or if it 

would be appropriate in the first place. Anthropologists 

could also assist in the evaluation of MDPs by studying the 

benefits to the participants of a MDP from their own 

perspective. Moreover, the aim of such investigation should 

not be to find a uniform scheme for MDPs but rather to 

become familiar with the diverse manifestations of economic 

activity in the informal sector (which exists in economic 

and non-economic behavior) and, consequently, have MDPs 

perform more effectively by being able to be more responsive 

to the microentrepreneurs needs and their own limitations. 

Design -

By being development institutions that promote self-

help and community participation, MDPs are often based on an 

egregious premise. That is, "that Third World rural (and 

marginalized) communities are a homogenous, unfactionalized 

mass of cooperative persons who need only an outside 
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motivator to initiate their communal development 

activities". (Stone, 1989) However, there are many cases in 

which the concepts of self-help/reliance in an individual or 

collective effort are not cross-culturally meaningful. This 

is a simple but crucial lesson which MDPs should pay heed to 

by accepting the complexity of relations which exist among 

those who they intend to assist. 

Group lending MDPs believe that, by lending to groups 

instead of individuals, MDP operation costs will be reduced 

while ensuring repayment from borrowers by way of 

"solidarity" - peer pressure and mutual responsibility. 

While it is true that, in terms of reducing costs, the MDP 

could spend fewer resources on promotion and administration, 

it is of utmost importance to realize that groups of 

borrowers may be as likely to default on their loans as 

individuals are. 

For instance, out of the six FINCA banks which I saw, 

two of them were in the process of going "out of business" 

because of defaulting members. As the FINCA representative, 

two local promoters and I went door-to-door to members• 

houses, many said they would not pay their outstanding loan 

because one of the committee members was skimming the 

groups' funds. Accusations of dishonesty later led to 

apathy and most members began to believe that repaying the 

loan would be like throwing money away since they could not 



benefit from the bank in the future. 

In the other village bank, members apparently had no 

incentive to repay since their supposed "comadres" were 

little known and therefore undependable. A "take the money 

and run" attitude was prevalent in this newly started bank 

and the loans became an easy $50 handout with no obligation. 

Both of these instances suggest that more attention 

should have been given to the group dynamics of the village 

banks before money was lent out and promises were made. 

There is little doubt that the participants were aware of 

how the MDP worked and, therefore, how it could potentially 

benefit them. Thus, the failures occurred because the 

banks' members did not have a vested interest (in the form 

of associational relationships) in perpetuating this 

impersonal form of attaining credit. 

Subsequently, MDPs can learn from anthropologists who 

have identified important features of behavior in the 

informal sector. For instance, in the context of 

marginalized people in Mexican shantytowns, Lomintz (Sanyal, 

1986) recognized that people have organized a system of 

social security based on social networks. This system 

relies on confianza (trust), loyalty, and kinship and 

"constitutes the social and cultural capital of people". 

This phenomenon occurs because people have found that formal 

institutions in their culture are unable to provide the 
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basis on which to form long-term strategies to improve their 

lives. 

Furthermore, Velez-Ibanez (1983) has heavily 

scrutinized these "bonds of mutual trust" as they are used 

in a Mexican version of informal finance. In the context of 

the Rotating Credit Association (RCA) as an adaptive social 

invention, he found that, even though from the outside the 

RCA appeared to function primarily as a savings, lending and 

borrowing association, in fact, "without a willingness to 

engage in generalized reciprocal relations based on mutual 

trust, the associations could not function". That is, 

without a mutuality of intimate knowledge and personal 

relationships which go beyond economic motives, the RCA as 

an economic institution could not survive. 

The implications of these findings should show MDPs 

like FINCA where their focus should be in order to maximize 

the possibilities of having successful operations without 

introducing destructive elements into a community 

unnecessarily. Their priority should be to identify the 

social dynamics among the members of the community. This 

endeavor will provide the necessary clues to decide on what 

groups, if any, are appropriate to target. 

Implementation -

When an MDP is contemplating the idea of establishing a 

communal bank, it must be committed to the long-term 



interests of beneficiaries. If an NGO has not already 

demonstrated an ability to be part of the "social capital" 

of potential borrowers, the MDP should be responsible for 

finding another suitable way to introduce its services - for 

example, by way of a religious organization or local 

cooperative. Otherwise, the MDP itself should be committed 

to a significant local presence (knowing prospective members 

first-hand) in order to establish, not only that there is a 

need for credit, but that it can gain access to and become 

part of a network shared by prospective members. 

Evaluation -

As in many development programs, the evaluation 

criteria which are primarily used by MDPs have little to do 

with how the program has impacted the people that are 

targeted. Therefore, anthropological and social analyses 

should be adopted to enhance the measurements used to find 

out whether or not a program is successful. 

Most evaluation techniques which I found in the 

microenterprise literature focused on indicators that told 

more about the success of an MDP as a viable bank rather 

than as a method for improving the lives of beneficiaries. 

For instance, programs are judged by criteria similar to; 

size of loan portfolio, average amount of loans disbursed, 

total number of recipients, rate of repayment and the cost 

per loan. 
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When gauging the effectiveness of an MDP, how 

significant is the statement that a program is successful 

because it has a repayment rate of 95% and has a large 

number of beneficiaries? What does this mean in terms of 

the effects on the community and it members? Did the loans 

lead to an actual improvement in the lives of beneficiaries? 

If so, was this at the expense of a further stratification 

of the community? There is no way of having an accurate 

idea of a program's effect unless those who have 

participated in it are directly solicited for information. 

The contribution of an anthropological evaluation would be 

just that. 

An indication of the need for such feedback is given in 

several outside evaluations of group lending MDPs throughout 

Latin America and Bangladesh. (Adams and Pablo, 1980; 

Ahmed, 1982; Ladman et al, 1985; Heinzen, 1986; Meyer et al, 

1988; Poyo, 1989) All of these identified programs that 

were hampered by failed attempts to identify the suitability 

of a group's participation. 
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CLOSING COMMENTS 

Since the early 1980's, there has been a significant 

increase in donor agency support for microenterprise 

development programs. This is exemplified by the fact that 

the Inter-american Development Bank has established an 

entire division for MDPs and that the United States Agency 

for International Development's funding for MDPs has 

increased many times over. 

Therefore, now more than ever, a concerted effort must 

be made to assure that the quality of MDPs is a priority so 

that the destructive aspects of such a development 

intervention are avoided. The promise of MDPs lies in their 

capacity to directly help the poor with credit and other 

assistance by having the commitment and flexibility to work 

effectively with the local cultural context. This 

possibility should not be compromised for the sake of 

allocating donor funds swiftly. 

In particular, the design, implementation, and 

evaluation of these programs should be guided by the 

principles that have been articulated by Cernea and others 

in Putting People First. "People are - and should be - the 

starting point, the center, and the end goal of each 

development intervention...It means making social 

organization the explicit concern of development policies 

and programs and constructing development projects around 
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the mode of production, cultural patterns, needs, and 

potential of the populations in the project area." (Cernea, 

1985) 
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