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Abstract

Identifying Successful Participation in Women's Lending Groups In
Nicaragua's Agricultural Frontier: The Community Bank "Hand-in-Hand” in
Waslala, Nicaragua

The core of this study was to identify those conditions and factors of women's
successful participation in order to guide lending programs that can effectively
target poor women in Nicaragua. The case study of the community bank “Hand-

in-Hand” showed that there were three kinds of relevant factors that affected

women’s successful participation.

First, the design of the lending program is more effective if the clients know that
loans will be available to those who repay. Likewise, women satisfied with loan

size and repayment plans were most successful.

Second, successful women belonged to groups whose coordinators were
democratically elected and all group members carried out monitoring and peer
pressure. Likewise, frequent group meetings and the strength of internal

communication in the group were determinants of women'’s success.

Third, this research aiso showed that certain social and economic conditions
affected the degree of successful participation. In particular, there was a break-
even amount of assets that allowed credit access to be more effective. Below this
cutoff, poor women are more concerned with survival than productivity. Likewise,

women living in isolated communities were less successful than those living in



more integrated locations. Isolation may be indicative of lack of access to

markets and public services as well as the women's marginality and poverty.

Finally, this study suggests some recommendations to improve the lending
services to poor, rural women. First, policy makers should promote strengthening
local organizations and democratic leadership in isolated areas. Second, rather
than being the determinant component, credit services should complement other
actions, such as infrastructure development and marketing. Third, credit
promoters with a background in community development and women's
empowerment should serve in remote areas. Fourth, group meetings should not
just be a mechanism for monitoring but also opportunities for discussion,

planning and learning for the group members.
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CHAPTER I: INTRODUCTION

1. The Research Focus

In Nicaragua, the functioning of the community bank and lending groups working
in the remotes areas of the agricultural frontier have not yet formally been studied.
A good portion of these microfinance initiatives focus their lending activities on
poor women. The degree of successful participation of women in these lending

experiences and the factors that determine this success are still unknown.

At the beginning of 90s, the private banking system was restored in Nicaragua
while the state-owned banks, which provided credit access to small producers,
were gradually being reduced. It was believed that the emerging private banking
system would supply credit services to those social sectors that were previously
served by the state-owned banks (IPC, 1997). However, the private banks did not
do so because the delivery of large loans to big companies and rich farmers
apparently offered lower operating expenses, less risk and easier credit

management (Gutierrez, 2000).

Conventional private lending approaches do not reach rural small producers
because both cost and risk is too high due to the additional efforts that need to be
made in order to screen and monitor people who are scattered throughout remote
areas (Zepeda, 2000). Aiso, many of these people do not have the proper

collateral to cover a potential default. In Nicaragua, the lack of both a secure land



titlte and a proper enforcement system make it even more risky to provide credit

under conventional lending approaches.

Alternative credit institutions have arisen to address the aforementioned
shortcoming. In Nicaragua, Community banks and lending groups are currently
providing thousands of micro-loans to poor rural people who do not have access to
the formal banking system (Gutierrez, 2000). Community banks are informal,
micro-finance institutions that are managed by a local board of directors that
oversees the delivery and recovery of the loans. The board of directors is
democratically elected by all the members of the community bank. This
arrangement encourages strong supervision of the bank’s operation by the
community, since the people are responsible for their own bank. If the community

bank goes into bankruptcy, they will no longer obtain credit.

The limitations of weak guarantees and asymmetric information are solved through
a broad network of solidarity groups. To this end, the community bank makes a
contract with a solidarity group through which the group, as a whole, is liable for
the loan payment of all its members. If one of the members does not pay, the other
group members have to pay for the defaulter in order to receive another loan. In
this way, the solidarity group must shoulider certain tasks of screening, monitoring,
pressure and enforcement that, under different conditions, would be executed by
the community bank. The reward to the group members for good repayment is to
obtain constant, affordable and timely subsequent loans that they would not obtain

otherwise (Wenner, 1995).



If community banks and solidarity groups fulfil a critical and unfilled role, then it is
important to understand what factors make them either successful or
unsuccessful. No formal research efforts have been conducted in this regard in
Nicaragua. However, experience shows that the performance of community banks

has been mixed in Nicaragua. Some have failed, while others have prospered.

Success or failure seems to depend on several contractual, methodological, social
and economic factors. Failure has been attributed to undemocratic decision-
making, imposition of the composition of the solidarity group and weak promotion
work, among other things. Success has been associated with self-formation of the
solidarity group, gradual increase of the loan size, mutual values and knowledge
among group members, and continuous encouragement and peer pressure

through group meetings (Soto 1996 & Pommier 1996).

This inquiry is more relevant if the community bank is supplying loans to women.
This is because besides providing sustainable credit access to poor rural women,
the community bank must create optimal conditions that empower these women
given their social and economic disadvantages. Under this concept, success is
measured by more than the financial sustainability of the community bank and

prompt payment of the solidarity groups.

In Nicaragua, many community banks and solidarity groups have been effective
and efficient means to provide credit access to poor, rural women (Gutierrez,

2000). The main reason behind this positive outcome is that these lending



approaches fit into the economic needs, social characteristics and human values of

poor, rural women (Agurto & Guido, 2000).

The effectiveness of these approaches is based on the following factors. First,
rural women have not historically had direct control over their household's
fundamental resources, such as land, equipment and tools. For instance, the
International Foundation for the Global Challenge (FIDEG) estimates that rural
women own approximately 15% of all land in the hands of the Nicaraguan
peasantry. Those few rural women who are landholders, usually own smaller
parcels in comparison with men (OTR, 1999). FIDEG's study reveals that 71% of
women landholders owned parcels whose sizes were less than 5 manzanas while
only 5% of these parcels were bigger than 50 manzanas in 1995'. The system of
credit risk management by the lending group allows credit access to those poorest
women, who do not have enough physical collateral, based on both their moral

prestige and the peer pressures exerted by their fellows (Soto, 1993).

Second, women play a variety of complex roles in the Nicaraguan rural economy.
Rural women are housekeepers, farm operators and traders, among other things.
Women and their children actively participate in the smali-scale production of corn,
beans, fruits and vegetables. Approximately 75% of the national production of pigs

and chickens is in the hands of women (PAINIM, 2000). Despite this, rural women

! A “manzana” in Nicaragua is approximately 1.73 acres or 0.7026 hectares.



remain neglected by conventional agriculture credit programs, which focus on both

men and large farms.

The community banks emphasize the need for providing rural women with financial
resources in order to improve their social and economic condition. in Nicaragua,
hundreds of community banks have been both formed and managed by rural
women. The small size of the loans provided by the community banks matches the
small scale operations of local rural women. Also, lending groups allow rural
women to gain self-confidence through the self-management of their groups, the
gradual progress of their small businesses and a sense of economic independence

(Sierra, 1996).

Third, women demonstrate different cultural and economic patterns from men.
Ordinarily, they feel more responsible for their home and their children than men
do. They usually allocate their income to consumption, reinvestment and savings.
In contrast, a significant portion of men tend to spend a part of their income in
drinking and gambling. Commonly, successful female farmers tend to improve the
living conditions of their family while some successful male farmers tend to

abandon their family to start a new home (Agurto & Guido, 2000).

These cultural and economic patterns make women a better social target for both
reducing poverty and attaining economic development. Also, credit risk is sharply

reduced when women are the borrowers due to their high level of responsibility and



commitment (Martinez, 1995). Thus, financial sustainability of the community bank,

social impact and women'’s empowerment are strongly linked.

Currently, men in Nicaragua still have greater control over both household income
and critical decision-making (Agurto & Renzi, 1997). Hence, studying how non-
conventional lending approaches allow rural women to have credit access and its
impact on their empowerment is extremely important. Thus, understanding the
factors that either promote or impede the successful participation of rural women in
the lending program must be carefully studied. Under a gender development
approach, successful participation includes, besides payment fulfilment, the social
and economic development of rural women obtained through their involvement in

the formation and operation of their lending groups.

2. Background on Nicaragua

Located in the central part of the Central American isthmus, Nicaragua has
borders with Honduras on the north and Costa Rica on the south. The Atlantic
Ocean is on the East and the Pacific Ocean is on the West. Nicaragua is the
country with the lowest population density in Central America, with a population of
almost 4,400,000 inhabitants (INEC, 1996). Its territorial extension is 130,668 kmz2,

of which 9,240 km? are covered by lakes and other internal water bodies.

The East Coast (known as the Atlantic Coast) includes about 30% of the national
territory. In this region, tropical humid forest is prevalent with extensive swampy

areas. The Bosawas reservation is located in the northern part of this region. Part



of this reservation belongs to the municipality of Waslala, which is the geographic
focus of this study. Progressive colonization in Waslala has begotten extensive
cattle raising, cocoa and coffee cuitivation, and some subsistence crops such as
maize, manioc, and beans. The infrastructure in Waslala is very poor and markets
for goods, finance, and services are poorly developed (Waslala Municipality Office,

1999).

In contrast with most Latin American countries in the last ten years, the
reconstruction and development process of Nicaragua has faced many
challenges. First, a complex post-war period (1990-1996) required solving some of
the countless economic and social consequences of the armed conflict in the 80s,
and transitioning from a war economy to a peace economy. Second, Nicaragua is
going through a slow and difficult process of promoting democracy in its
institutions. Along with this democratizing process, Nicaragua has taken very
significant steps to build a free market economy. This has required structural
adjustments that have caused strong impact on both public and private sectors of

the economy (BCN, 1996).

At the end of the armed conflict in April 1990, inflation reached four digits annualily.
Foreign debt was estimated to be about US$16 billion, which, according to many
analysts, was the biggest debt per capita in the world. Exports had dropped
dramatically from $646 million (1978) to about $330 million per year (1990), an

amount that is comparable to exports early in the 60s. Roads, ports, schools, and



hospitals were seriously damaged. Society had become polarized as a result of

the aftermath, destruction and death left by the war (BCN, 1996).

As a first measure, the armed forces involved in this conflict agreed to lay down
their weapons. The government promised to distribute state-owned lands without
charge to those soldiers and guerilla fighters who laid down weapons. Inflation
was gradually reduced. By the middie of the 90s, it averaged 12% a year, as a
result of restricting monetary issuance, closing down inefficient state companies,
curtailing public spending, rationing state loans and the receipt of financial aid from
the international community (BCN, 1996). In the 80s, loans were seldom indexed
to inflation, so expected real interest rates on both loans and deposits were
negative. Also, debt forgiveness by state banks was often given to government

supporters.

In 1991, the figures were still alarming. The growth rate of Gross Domestic
Product (GDP) was negative (-0.2 %). Exports barely came to $272 million,
whereas annual inflation and devaluation were 865.3% and 939.6%, respectively.
Starting in 1994, the Nicaraguan economy resumed an upward growth and macro-
economic stability. That year, the GDP grew 3.3% and exports increased to $360
million, while inflation and devaluation fell to 12.4% and 12.0% respectively. In

1999, the GDP grew 7.0%, exports added up to $543 million?, while inflation and

? This does not include exports from the so-called free trade zones, which increasingly are becoming a larger
part of the national economy.



devaluation fell to 7.2% and 10.0% respectively, in spite of the negative effects of

hurricane Mitch (BCN, 2000).

However, the Nicaraguan economy still shows serious constraints. First, imports
added up to $1,845 million, accounting for three times more than the value of
exports in 1999°. Meanwhile, the export structure has shown no restructuring
toward higher value-added products. Primary products such as coffee, sugar,
shrimp, lobster, gold, and bananas still are the bulk of exports. Foreign debt is still
untenable because of the country’s lack of ability to pay. Even after creditors
forgave much of the debt, the remainder is about $6,500 million, 13 times the

country’s total exports (BCN, 2000).

In spite of the relative macro-economic stability, low-income segments of the
Nicaraguan population endure high poverty levels, showing a high unemployment
rate, malnutrition, and housing shortages. The Central Bank reports that the
unemployment rate is 10.7% of the economically active population (BCN, 2000).
However, a high percentage of the population is underemployed in urban informal
economic activities*. According to the Urban Economic Directory published by the
Institute for Statistics and Census (INEC) in December 1996, there were 26,587
small enterprises in Nicaragua. The majority of them were woman-managed

micro-enterprises, whose managerial development was very low in terms of

3 It did not include raw materials for the free zones.
* Most of the unemployed come from the countryside. They are peasants who have migrated from rural areas
in search of better opportunities.
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technological expertise and business skills, in addition to their generally low

profitability (PAMIC, 1998).

Very poor Nicaraguans are almost 50% of the total population (BCN, 2000). This
means that 2.2 million Nicaraguans lack basic services in education and health as
well as minimum income to buy basic consumption items, such as food and
clothes®. Proportionally, the largest number of poor people is found in the
mountainous region of the northern part of the country and in the Atlantic Coast.
Waslala - the focus of this study - is located in the latter region. In 1996, a total of
224,661 citizens out of 348,649 inhabitants of the Atlantic Coast were very poor,
that is to say 64.5% of the total population in this region (Waslala Municipality

Office, 1999).

The 1998 annual report of the Central Bank of Nicaragua (BCN) states that
approximately 76% of the very poor population lives in rural areas®. Likewise, in
1995 the illiteracy rate was found to be 25%, among the population from age 10 or
older. In the countryside, 40% of the people do not know how to read nor write

(INEC, 1996).

This was processed and adapted from the Geographic Information System of the Ministry of Agriculture and
Livestock (MAG-FOR) based on the survey by the Ministry of Social Action, 1997. The "Method of Unmet
Basic Needs' was used to measure the poverty index.

¢ A wage for an agricultural worker is about $60 a month, whereas an urban unskilled worker makes about
$100 a month.
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3. Microfinance in Nicaragua

As a resuit of the structural changes that took place in Nicaragua over the last ten
years, the Nicaraguan financial system has experienced substantial changes. In
the 90s, the nationalization process of the financial system was reversed as part of
the new government's strategy for reducing involvement of the State in the
economy. Today, private banks again operate in Nicaragua. Meanwhile, a huge
flow of subsidies in the form of loans at negative interest rates and massive debts
forgiven by state banks, mainly the National Bank for Development (BANADES),
were suddenly suspended and BANADES was closed in 1998 (BCN, 2000).

Table 1

Agrarian Reform Titling in Nicaragua
(July 1979 - May 2001)

Period # of Hectares |% Area | # of Titles | % of Titles
July 1979 — April 1990 2,610,540 71% 54,886 59%
May 1990 - May 2001 1,072,071 29% 38,327 41%
Total 3,682,611 100% 93,213 100%

Sources: Rural Titling Office (OTR), May 2001.

Farmland also has been privatized. The Sandinista government handed over
2,610,540 ha. (3,715,543 manzanas) of land by granting about 55,000 Agrarian
Reform titles between 1979 and 1990 to peasants organized in agricultural
cooperatives. As of May 2001, the two governments since the Sandinista regime
have handed over a total of 1,072,071 ha. more through some 38,327 Agrarian
Reform titles. These individual titles were given to demobilized people of the

Nicaraguan Resistance and the National Army (see table 1).

On the other hand, the State laid off many of its employees, so thousands of ex-

combatants from both sides were seeking to enter the labor market or to start a
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small business venture. In general, public employees received a retirement bonus
as a compensation for their services. Many of these employees decided to set up
their own microenterprises with that capita’. The outcome of this whole situation
has been the proliferation of microenterprises and street vendors in almost every

city and village in Nicaragua (PAMIC, 1998).

Early in the 90s, state banks began to reduce considerably their loan portfolio
intended to fund cooperatives, individual small growers and urban-based
microenterprises. As a result of the closing of state banks, the soft loans provided
by BANADES and the Popular Bank, previously enjoyed by old agricultural
cooperatives and those demobilized from the war, are no longer available. The
new private banking system has begun rebuilding saving behavior, which was lost
in the 80s, by means of positive interest rates on the saving accounts and

certificates of deposits (BCN, 1994).

However, the private bank portfolio focuses on short-term consumption and
commercial loans that are considered less risky and more manageable (IPC,
1997). To apply for an agricultural loan, growers have to possess duly registered
property titles and enough land to apply for a loan big enough for the interest to
cover the bank’s costs®. Therefore, the agricultural credit of the banking system

focuses on large agricultural producers.

7 A microenterprise is managed by a single owner in Nicaragua. He/she may have one or two employees that
are usually close family members.

¥ Many small growers and coops have not legalized their property titles due to a complex property issue that is
beyond the scope of this study (see Strasma & Barquero & Fernandez, 2000).
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Another problem is that most branches of the private banks are located in the
country's main towns, particularly Managua. These branches do not have
experience or institutional capability to cover extensive geographical areas in order
to provide a range of savings and credit service for thousands of remote rural
communities located in the country's most distant regions (Gutierrez, 2000).
Therefore, many rural areas with great economic potential do not have any sort of
formal banking service, in spite of the fact that Nicaragua has an agriculture-based

economy.

In response to a high credit demand from urban micro-entrepreneurs and small
agricultural producers during the 1990s, a growing number of micro-finance
institutions (MFIs) started small scale lending operations with a reduced number of
micro-entrepreneurs and small farmers (Videa, 1996). In 1996, about 200 non-
governmental organizations - in Nicaragua - were providing some sort of credit
service for social segments without access to formal banking. Some of these
micro-finance organizations manage loan portfolios handling over one million
doliars while others are much smaller. Some local-based micro-credit institutions

manage less than fifty thousand dollars (Pommier, 1996).

By 1999, those institutions with the most institutional development formed the
Nicaraguan Micro-finance Association (ASOMIF), a network that includes the
twenty main micro-finance institutions in Nicaragua. Among them, some of the
largest are the Local Development Fund (FDL), the Association of Development

Consultants (ACODEP), the National Credit Union (CARUNA), and the Community
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Development Loan Fund (Prestanic). Most ASOMIF member-institutions manage
loan portfolios worth over a million dollars. Most of these MFis have offices in the
main departments of the country, such as Managua, Leén, Masaya, Granada,
Rivas, Jinotepe, and Esteli. There is an effort to serve rural areas where usually
there have been no financial services. For example, CARUNA has a branch in a
mining village, Siuna, while Prestanic is providing loans in Nueva Guinea, which is

in the southern part of the old Nicaraguan farming frontier (ASOMIF, 2001).

However, the MFIs’ extension into rural Nicaragua still is incomplete and many
small farmers located in the most isolated areas of the country continue without
credit and savings services (Lacayo, 2000). This is specially true for the northern
region and the Atlantic Coast of the country where a high percentage of smalil
producers grow coffee, corn, bean, and cocoa. Most ongoing microfinance
programs in these remote areas, such as Waslala, are community banks and
solidarity groups (Gutierrez, 2000). Their ability to meet the demand for local loans

is very limited.

Community banks are informal peasant-based associations that in general are
organized with technical and financial support from a development agency, which
usually provides a small amount of seed capital. Some of these associations
obtain their legal status in the form of credit unions. Development agencies
supporting these initiatives, in general, train community bank members in the basic
principles of accounting and credit management. Members, through a general

assembly, choose a board that supervises all community bank operations. As a
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rule, community banks offer small, low-interest loans to their members by means

of lending groups (Telleria, 2001).

Conceptually, the lending group is thought of as a credit tool. It enables the
community bank to have borrowers assume certain functions of screening,
monitoring, pressure and enforcement that would otherwise be carried out by the
credit institution (Huppi & Feder, 1990). To this end, the community bank makes a
contract by which the group will be responsible for every single installment of all
and each of the loans to its members. The incentive of the group, as a whole, and
every member, is to get a permanent, affordable, timely financial flow that
otherwise she/he would not obtain (Stiglitz, 1990). To such end, the group and its
members must assure that the amounts granted by the community bank are lent
out to responsible individuals able to generate enough earnings to comply with

their obligations in the lending group.

We hypothesize that this form of micro-credit can be viable under the following
conditions, even if the high poverty level does not allow borrowers to offer enough
collateral to reduce the risk of nonpayment. Loans are small sums spread among
scattered rural communities. Under this first premise, a lending group is
implemented due to high costs and risks, size of the loan, and lack of a viable

information system about the borrowers (Carroll, 1973).

Second, such lending groups will be viable provided that there is thorough

knowledge and peer pressure capacity as a whole on each of its members. Under
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this hypothesis, the lending group will be viable in those communities, usually
rural, where members of the community keep strong relationship bonds and
identify with appropriate cultural values (Wenner, 1994). The latter premise
facilitates a selection system, mutual cooperation and social pressure that assure

repayment by each one of the group members.

In general, the lending group appoints a coordinator that is in charge of
coordinating group meetings. in such meetings the members’ payment behavior is
assessed; corrective measures are taken; and admission of new members are
discussed, among other things. Granting increasingly bigger new loans, which is
done quickly with littie paperwork, rewards good payment of the lending group. In
this way a long-term cooperative relationship is encouraged between a community

bank and the lending group’s members.

4. Research Problem

Some research studies have tried to explain the degree of effectiveness of a
lending group as a device to provide loans to those segments without enough
guarantees or collateral for loans granted. On the whole, such research has
focused on analyzing factors that induce a lending group’s members to maintain a
strict discipline for payment. Such factors include the design of a loan contract that
insures timely approval of loans, whose amounts increase gradually in response to
positive payment behavior of a lending group and its members (Wydick, 1995). In
the same vein, the lending group can use a strong peer pressure - a form of moral

guarantee - on a likely slow-payer. This peer pressure involves loss of moral
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prestige among his/her partners and the local community if one member does not
make such payments (Mendoza, 1993). Some have stated that the group
formation process is critical since a highly cohesive group can trigger more
effective selection and control mechanisms on its members for making payments

(Stiglitz, 1990.).

A deep understanding of the mechanisms that lead a lending group and each of its
members to fulfill a loan contract is crucial to improve sustainability of this credit
device as an alternative to reach those borrowers that do not meet the basic
requirements demanded by formal banking. Obviously, the subject of repayment
by lending groups is fundamental, since without a high recovery level any credit
program would simply collapse. However, a single-minded focus on this approach
often prevents researchers from fuller examination of factors that drive borrowers
to be successful, not only in repayment but also in their economic and social

development.

In formal banking, a timely loan repayment is an essential part of any kind of credit
analysis. In the case of micro-credit programs, a loan is expected to be repaid on
time and to become a vehicle to begin a gradual process of integral development
for the borrower and his/her family. While providing loans to poor women in
remote areas®, a micro-credit program is expected to have positive effects not only
on their payment cuiture but also on their skill development to manage their

business. This last outcome helps both to increase their assets and gain a more
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advantageous social position within the community and family'®. Thus, financial

sustainability and women's empowerment go hand in hand.

The research problem of this study has two analytical phases. The first is to define
and measure successful women's participation in lending groups located in very
remote and hard to reach rural areas, particularly in the Nicaraguan farming
frontier — is the dependent variable. This study defines “successful participation” in
a lending group as the outcome of outstanding payment behavior, dynamic
involvement in making up and managing the lending group, and the social and
economic empowerment'’. In the second phase, having learned and weighed the
level of each woman's success selected in the sample, the essential
methodological task is to understand which factors involved - the independent
variables - have more bearing on “the successful participation” of women in such

lending group.

For the purposes of this study, there are three types of factors affecting women's
successful participation in lending groups. The first type of factors stems from the
policies, strategies, and actions of a community bank. The second type of factors
is associated with particular characteristics and management or operations of a

lending group with each woman-member. Finally, the last type of factors is

® In Nicaragua, a good percentage of women are widows or single mothers

' This does not mean that such loan program is part of an “integrated package”, but rather that the design and
implementation of a credit program should have effects on women'’s integral development.

'! In Chapter VI dealing with gathering and analyzing empirical evidence there will be further discussion
about the dependent variable, the independent variables and the design of this study.



19

correlated with the social and economic conditions that each woman brings with

her when joining a lending group.

5. Research Methodology
5.1 Research Objective
The overall objective of this study is to determine which factors are associated with
the level of women's successful participation as organized members of lending
groups located in very remote and distant rural areas in Nicaragua, particularly in

those lending groups in the country's agricultural frontier.

5.2 Products of this Research

A first product is to assess if there are statistical differences, due to particular
factors, between the group of women with the lowest percentage of successful
participation in comparison with the other two groups of women that had higher
percentages. A second product of this study is to identify those independent
variables that best predict the overall behavior of the dependent variable. Both
products will permit a clearer understanding of which factors and conditions favor
successful participation of women in lending groups in remote and distant areas in
Nicaragua. The last product is to write up specific recommendations intended to
strengthen policies, strategies, and activities that can be carried out to improve the
planning, constitution, and management of community banks and lending groups

in the Nicaraguan agricultural frontier.
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5.3 Research Hypothesis

The hypothesis of this study assumes that each woman's successful participation
in the credit program will depend on a) the methodological design of the
community bank; b) the structure and functioning of the lending group; c¢) and the
social and economic conditions that each member brings with her when joining the
lending group. Both successful participation and the categories of independent
variables include several indicators. Details of an indicator scheme will be spelled

out in the next section dealing with the variable system.

5.4 Variable System

The system of variables of this study includes a dependent variable and three
independent variables. The dependent variable is called “successful participation
of women borrowers” and consists of four continuous sub-variables. The first sub-
variable is “payment behavior’ and it includes aspects related to paying back on
time and in full. Payment behavior refers to the sum of five indicators: payment
attitude, compliance with instalilments, compliance with the total payment of loan,

payment promotion in the group and payment of other members’ loans if in default.

The second sub-variable of the dependent variable is called “group participation”.
This measures certain qualities of members to cooperate in managing the lending
group well. Group participation is the sum of seven indicators: compliance with the
rules of the group, personal relations in the group, working attitude in the group,
enthusiasm and motivation within the group, solidarity with other members,

promotion of new ideas and plans, and leadership in the group.
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The third sub-variable of the dependent variable is called “social development”.
This dependent sub-variable measures the degree of social development that
women have attained since they joined the lending groups. Social development
includes four indicators: psychosocial security, improvement of social status, new

knowledge and skills, and whether her status at home has improved.

The fourth sub-variable is called “economic prosperity”. This sub-variable ranks
the level of economic progress that women borrowers have achieved after
obtaining their first loan in the credit program. Five indicators form economic
prosperity: increase of assets, increase of income, increase of profitability,

increase of personal savings and improvement of family conditions.

The first independent variable is “the methodological design” of the credit program.
This variable measures the sums and loan terms provided, the relevancy of such
loan in relation to the type of members’ economic activity, incentives furnished by
the community bank for repayment and effectiveness of the promoters work.
Some of these indicators were directly acquired from the community bank portfolio
files, whereas other indicators reveal quantitatively the perception of lending group

members as to the quality of credit service. These last indicators are classified as

indicators of client satisfaction.

The second independent variable is “the structure and functioning of the lending

group”. Some of its indicators are size of the group, social pressure exerted by the
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group, member involved by economic activity, group’'s meetings and selection

criteria to be member of the group.

The third independent variable - “the social and economic conditions that each
member brings with her when joining the lending group” - comprises several
indicators on individual data of such lending group members. It includes age,
years of formal schooling, their locality and assets they had when joining the credit

program.

5.5 Methods for Gathering and Processing Information

This study combines qualitative and quantitative methods to gather information.
The first stage includes an extensive study of existing research, mainly relating to
economic theories in managing lending groups, the gender component in
microfinance and micro-credit institution management. Also, information was
gathered on the macro-economic situation in Nicaragua, particularly in relation to

development and current situation of its credit system.

The study included preliminary field trips to the locality of Waslala, where a case
study was done, in order to interview key informants and gather documentary
information about the local supply and demand for credit services as well as the
social and economic situation of local women. There were informal interviews with
municipal officials, rural development program technicians, coffee warehouse
managers and cooperative members. By the same token, there were on the

ground observations and informal interviews with some dwellers, particularly in
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very distant communities away from the village, in order to learn about the social,

economic, and political atmosphere of the municipality.

The formal qualitative study consists of two methods. The first method is an in-
depth, open-ended interview to be used with community bank board members,
promoters, and some members of lending groups. The second qualitative method
is an administrative and financial analysis of the community bank that allows
examining its organizational processes, its administrative structures, portfolio
statement, and its financial statements. To carry out this institutional analysis,
techniques developed by the Nicaraguan Credit Alternative Fund (Nica Fund) and

the Small Enterprise Education and Promotion (SEEP) were applied.

The final stage for collecting information consists of a formal survey to confirm
statistically the hypotheses of this study. The population of such research includes
all lending group members of the ‘Hand-in-Hand’ community bank that have
obtained at least two loans. This is a population of approximately 410 women. A
random sample of 110 group members was selected without statistical

replacements.

After selecting the sample, lending group coordinators, supported by credit
promoters, assessed quantitatively the “successful participation of women
borrowers” dependent variable by means of four dependent sub-variables:
“payment behavior’ “group participation”, “social development” and “economic

prosperity”. Assessment ranges on a scale of 0 to 100 points for each dependent
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sub-variable. This means that a woman borrower with a perfect successful
participation got a total of 100 points on each scale. Coordinators and promoters
were trained to assess each variable and indicator of the dependent variable using

very clear-cut criteria and through an evaluation instrument previously prepared'?.

The survey gathered all quantitative information on indicators of the independent
variables - “the social and economic conditions that each member had with her
when joining the solidarity group”, “the structure and functioning of the lending
group” and “the methodological design of the credit program”. Most data was
provided by the borrowers when applying the survey, while some data were taken

directly from the portfolio files of the community bank.

For processing and analyzing quantitative information collected, three statistical
techniques were applied: descriptive statistics, one way analysis of variance
(ANOVA), and multiple regression analysis. Firstly, a descriptive statistical
analysis left us to explore in general the whole database of the sample, intending
to detect and correct inconsistencies in such data. Likewise, with descriptive
statistics some charts were prepared to show the most relevant frequency and
percentages of variables and indicators including distribution, average and
standard deviation of assessment scale that were applied to measure the

“successful participation of women borrowers” dependent variable. This technique

12 Chapter VI provides specific details about the statistical framework.
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allowed ranking women borrower in three groups according to the number of

points attained for “successful participation”.

ANOVA allowed us to assess if there was a statistical difference between the
groups of women borrowers that had the lowest percentage of “successful
participation” in comparison with other two groups of women borrowers that
reached higher percentages. The statistically significant relationship between the
dependent variable and some indicators of the independent variables, such as the
role of credit promoter, size of the lending group and assets that the member had

upon entering the loan program, were examined by ANOVA.

The main product of regression analysis was to find a pattern to better predict “the
successful participation” of women in lending groups of the “Hand-in-Hand”
community bank “ in Waslala. Therefore, such analysis was applied to determine
those indicators of the three categories of independent variables with the biggest
statistical weight to predict the behavior of the dependent variable. The muitiple
regression model was chosen through the stepwise method, which provides
several choices for possible models with different combinations of indicators and

predictability degrees (R?).

6. Importance of the Study
This study attempts to verify empirically some of the most important theoretical
explanations for sustainable operations of a lending group. For example, it is

claimed that the community bank must make a contract with the lending group by
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which to transfer risks and costs'® in exchange for a timely and continuous loan
flow (Stiglitz, op. cit.). Also, some argue that good management of a lending group
requires well-trained and highly motivated credit promoters who facilitate
development by working together with lending group members (Hossain 1993,

Wahid 1993, Holcombe 1995).

By the same token, theoretical formulations have been prepared regarding some
characteristics that a lending group must have to accomplish fully its credit and
integral development functions. In this sense, it is inferred that lending groups
formed by individuals with the same social status show higher cohesion levels on
common values and goals. This condition keeps undesirable individuals —with
characteristics not accepted by most members- from entering such group (Wydick,
op. cit.) as well as creates favorable climate for strengthening the organizational

capacity of the group members.

This study also is important because it includes the analysis of critical managerial
operations of both the community bank and the lending group that may have
strong effect on the successful participation of women in the credit program. In the
light of these findings, the study will make specific recommendations intended to
improve policies, strategies, and applicable credit technologies for this type of

credit program.

13 A lending group has to monitor every member and cover any nonpayment of any member
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7. A Summary of the Subsequent Chapters

The remainder of this study is organized as follows. Chapter || comprises an
overall description and analysis of the microfinance development in Nicaragua.
This chapter also discusses the difficulties to provide sustainable lending services
in isolated areas of Nicaragua. Particularly, locally-based lending experiences

focused on poor women are broadly illustrated and analyzed.

Chapter Il is devoted to describing the main economic theories and credit
approaches of the rural micro-finance. This chapter begins with an extensive
analysis of the main theoretical framework argued by the structuralism school, the
neo-classic school and the neo-institutional school in regard to the macroeconomic
function of the rural credit and its impact on women empowerment. Next, micro-
finance theory and practices focused on women are broadly discussed in order to
provide relevant criteria to measure women’s successful participation in the

lending groups.

The economic theory pertaining to the lending group is examined in Chapter IV. A
formal conceptualization of the lending group, as a non-conventional, micro-
lending instrument, is in-depth developed. The complex interaction among the
lender, the group and the borrowers, as a result of the repeated game of financial
and non-financial incentives and punishment, is comprehensively discussed as
well. This analysis allows to uncover those factors that may have significant impact

on women’s successful participation in the lending groups.
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Chapter V begins with a general description of the geographical, social and
institutional characteristics of Waslala, which was the focal points of this study.
Based on a case-study approach, the community bank "Hand-in-Hand" is also
deeply analyzed. This case study allowed us to grasp the key organizational,

administrative and financial functioning of this community bank..

Chapter VI is focused on the processing and analysis of the empirical evidences of
the study. Firstly, simple descriptive statistics is applied to describe and analyze
the main characteristics of the community bank, the lending groups and the
borrowers. Then, one-way analysis of variance (ANOVA) and multi-regression
analysis allowed us to test both the hypotheses described in Chapter | and the
theoretical approaches formulated in Chapter IV concerning to those factors that

have significant effect on women'’s successful participation in the lending groups.

Finally, Chapter VIl is divided in two sections. The first section summarizes the
main theoretical and methodological findings. In the second section, we provide
specific recommendations to improve policies, strategies and applicable credit
technologies that may increase the financial sustainability and social impact of the

lending group approach.
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CHAPTER II: RURAL MICROFINANCE IN NICARAGUA

1. The Conventional Rural Credit in Nicaragua (From 1979 to 1999)

Based on both a broad land reform and the nationalization of the financial system,
Nicaraguan agrarian structures experienced deep changes during the 1980s
(Baumeister, 1998). The government established huge state-owned agricuitural
enterprises on land expropriated from the Somoza family and other private sectors
(MIDINRA, 1984). Also, the Sandinista regime distributed around 2.6 million
hectares to peasants who were organized by the government into agricultural
cooperatives and collectives (Office of Rural Titling, 2001). Women were viewed as
subordinate members of their households -according to the development
framework of this land reform- and ordinarily did not receive land (Agurto and

Guido, 2000).

During that time, the National Development Bank (BANADES) provided credit
services to the state-owned agricultural enterprises as well as to agricultural
cooperatives, individual peasants and big, export-oriented farmers (Groot, 1990).
From 1979 to 1986, a little more than 40% of BANADES agricultural portfolio was
allocated to the state-owned agricultural enterprises, which were mostly
unprofitable companies with large political and bureaucratic apparatuses (Videa,
1996). At the same time, BANADES increased its credit allocated to small farmers
from 28,000 loans in 1978 to 94,386 loans in 1986 (Visser, 1990). To do this, the
state bank opened branches and agencies in all regions of the country to provide,

in addition to credit, technical assistance.
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However, BANADES was neither efficient nor sustainable. It did not have effective
credit screening procedures, and political favoritism prevailed over technical criteria
(Videa, 1996). The subsidized interest rate, between 7% and 12% annually, did not
cover BANADES operating costs nor compensate for the hyperinflation
experienced in Nicaragua during the 1980s (Visser, 1990). BANADES portfolio at
risk sharply increased each year and was resolved through constant debt
forgiveness (Spoor, 1989). In 1989, BANADES total recovery of instaliments (both
interest and principal) was only 24% (Soto & Others, 1993). Thus, BANADES was
going into bankruptcy while rural people’s payment culture, particularly among

agricultural cooperatives and small farmers, was seriously distorted (Videa, 1996).

In 1990, a new government initiated deep structural changes based on reducing
involvement by the State in the economy (Vargas, 1992). Under this new
environment, the state banks gradually decreased their participation in the
Nicaraguan financial system while private banks involvement steadily grew (Medal,
1998). Along with stricter lending criteria and cessation of subsidies, the number of
BANADES borrowers declined from 86,467 in 1987 to 10,815 in 1993 (Fondefer,
1997).

From 1989 until 1996, agricultural cooperatives and small farmers were
progressively replaced by big ranchers and export-oriented farmers in BANADES

lending portfolio. in 1996, for instance, approximately 3000 BANADES borrowers,

! Amount lent in dollars is hard to calculate because hyperinflation and distorted prices make
misieading any kind of conversion.
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representing 14% of all its borrowers received about 85% of its lending portfolio
(Fondefer, 1997). This same year, around 200 borrowers, 1% of BANADES
borrowers- accrued about 50% of its portfolio at risk adding approximately $133
millions to BANADES contaminated portfolio (Pommier, 1996). Thus, the new
lending strategy focusing on medium and big farmers did not produce the expected

results. At the end of the 1990s, BANADES was finally closed.

Table 2
Comparative Lending Portfolio of the Nicaraguan Banking System
(Millions of Dollars
December 1992 September 1999
Economic | Private Banks | State Banks | Private Banks | State Banks
Activity uss % uUss % uUss % USS | %
Consumption 9.7 15 13.6 4 3215 32| 66.7] 61
Trading 30.6 45| 37.7 11| 258.0 25| 412| 38
| Agriculture 8.9 13| 237.7 69! 310.9 30 0.5 1
Industrial 18.4 27| 55.3 16| 129.8 13 - -
Total 67.6 100| 344.3{ 100]| 1,020.2 100| 108.4| 100

Adapted from Central Bank of Nicaragua’s reports (December 1992 and September 1999)

Table 2 shows that in December 1992 the private banks’' portfolio was still very
small ($ 67 million). Average loan size was almost $ 28,000 indicating that
microenterprises and small producers did not represent a significant portion of the
total borrowers of the private banks. Specifically, agricultural credit was only 13%
of this portfolio (around $ 9 million) mainly allocated to growers with large farms
and fully registered land titles. Thus, the emerging private banking system did not

occupy the market niches left by BANADES (IPC, 1997).

Table 2 also shows that in December 1992 the state banks still had a significant
lending portfolio in agriculture, which was nearly $ 238 millions (69% of their

lending portfolio). However, the average loan size (approximately $7,600 per loan)
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reveals that BANADES was not financing anymore small-scale food production

among the Nicaraguan peasantry.

By September 1999, the private banks’' lending portfolio had grown sharply from
around $ 68 million (1992) to $ 1,020 million (1999) while the state banks’ portfolio
had decreased from $ 344 million to only $ 108 million over the same period. The
state banks’ portfolio allocated to agricultural production was only $ 0.5 million. In
contrast, the private banks’ portfolio financing agriculture and livestock production
reached almost $ 311 millions (30% of the private banks’ total lending portfolio).
However, the average loan size of $ 5,701 per loan reveals that private banks were

still financing mainly prosperous ranchers and large farmers.

2. Emergence of Rural Microfinance

As credit contracted for small-scale agricultural production from the formal banking
system, microfinance institutions emerged as an alternative for those small farmers
and rural merchants that were formerly served by BANADES (Videa, 1996). A
broad variety of microfinance schemes came out during the beginning of 1990s
(Pommier, 1996). First, some non-governmental organizations (NGOs), dedicated
primarily to humanitarian activities, such as the Institute for Human Promotion
(INPRHU) and the Council of Evangelical Churches for Development Promotion
(CEPAD), implemented small-scale revolving funds and community banks in order
to meet the credit demand by agricultural cooperatives and small farmers

(Gutierrez, 2000). International organizations, such as the interamerican
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Foundation (IAF) and the International Agricuiture Development Fund (IADF),
provided seed capital and other types of subsidies to these incipient microfinance

institutions (Valdez, 2001).

Ordinarily, this first type of credit providers did not have well-developed lending
methodologies nor well-designed financial structures that allowed them to be
efficient and self-sustainable (Pommier, 1996). These institutions also normally
combined credit with humanitarian activities which severely affected their capacity
to recover loans (Aburto, 2001). Some of them managed lending portfolio of about
$ 5,000 while others handled credit projects of about $ 200,000 (Videa, 1996). In
1992, this first type of micro-finance institutions managed a lending portfolio of
approximately $ 5 million primarily allocated to remote, rural communities of the
country (Soto & Others, 993). During the first years of the 1990s, these institutions
suffered from both low levels of loan recovery and negative net results due to their
institutional weaknesses, political patronage and the distorted perception among
recipients, inherited from the state banks' experience, that credit is a donation

(FONDEFER, 1997).

Hundreds of revolving funds started and went into bankruptcy during the 1990s.
However, some of them became specialized microfinance institutions after a
difficult process of institutional transformation (Gutierrez, 2000). In 1991, CEPAD
founded the Nicaraguan Community Development Loan Fund (Prestanic) with a
loan of $65,000 provided by the Wisconsin Coordination Council on Nicaragua

(WCCN). By December 2000, Prestanic had a lending portfolio of $ 3 million
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allocated to almost 6,000 borrowers. By that time, around 4,700 of these borrowers
were small farmers organized in agricultural cooperatives or community banks
located in the West, Central and North regions of Nicaragua (Gutierrez, 2000). In
2000, Prestanic obtained its administrative and financial autonomy from CEPAD,
its parent organization. Currently, this microfinance institution has reached full

operating self-sufficiency (Prestanic, 2001).

Since their foundation in the beginning of the 1990s, other NGOs began to operate
uniquely as microfinance institutions. Some of them were local initiatives while
others emerged as members of international microfinance networks (Telleria,
2001). An illustration of a local initiative is the Association for the Development of
Rivas (ASODERI). It was founded in 1992 by a group of local leaders (ASOMIF,
2001). ASODERI initiated lending operations through seed capital of around
$50,000 granted by the Program of Micro-Enterprise Development (PAMIC). In
December 2000, it had a lending portfolio of a littie more than $1.5 million and
almost 2,000 borrowers organized in associations, community banks and lending
groups. ASODERI’'s rural credit is focused on plantain, dairy production, rice,

vegetables, fruits and rural commerce (Valdez, 2001).

Another local microfinance initiative is the José Nieborowski Foundation (FJN)
which is located in the central region of the country (ASOMIF, 2001). Founded in
1993, this institution initiated lending operation through seed capital of around
$57,000 provided by the Norway Agency for International Development (NORAD).

By December 2001, FJN had a lending portfolio of around $ 3 millions allocated to
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almost 4,200 borrowers. Since 1996, FJN administers a trust fund for the Finnish
International Agency for Development (FINNIDA) that is focused on dairy
production of local farmers organized around multiple services cooperatives.

Currently, FJN has branches in five of the main cities of Nicaragua (Reyes, 2001).

During the first part of 1990s, microfinance-specialized international organizations,
such as Accion International and the Foundation for Internationai Community
Assistance (FINCA), transferred their microfinance schemes that were previously
implemented in other countries to Nicaragua (Telleria, 2001). Since 1992, for
instance, FAMA began to organize lending groups focusing on ACCION
International model (ASOMIF, 2001). From March 1992 to June 2000, FAMA
lending portfolio increased from $373,000 to a little more than $ 6 million allocated
to more than 15,000 borrowers, from which a little more than 65% were poor
women (ASOMIF, 2000). Besides its credit service, FAMA has organized a well-
diversified, business-oriented training program, which charges affordable fees to

those borrowers who want to participate in (Telleria, 2001).

Accompanying this growing microfinance industry, the Nicaraguan government
created the Rural Credit Fund (FCR) in 1998. FCR is a second-tier lending
organization whose mission is to strengthen the financial and technical capacity of
rural finance in Nicaragua (Gutierrez, 2000). To do so, FCR provides credit to
those microfinance institutions and credit unions that are financially sustainable
and have a strong social impact on the rural society of Nicaragua. In 1999, for

instances, FCR had disbursed around $ 5 million to 8 microfinance institutions and
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10 rural credit unions in order to finance about 3,500 small farmers and rural

merchants in different regions of the country (Ruiz, 2000).

Also, the Nicaraguan government, in coordination with international organizations,
has implemented rural and agricultural development projects that usually deliver
their financial resources through locally-based microfinance initiatives. For
instance, the Project for Capitalization of the Small Farmers of the Dry Tropic
(Tropisec) provides credit to more than 6,000 small farmers through local
microfinance institutions and credit unions that operate in the northern region of the
country (Rodriguez Alas, 1997). This strategic alliance between some government-
administered rural and agricultural development projects and microfinance
institutions have sharply increased credit access for small farming and, at the same
time, improved the institutional development of the microfinance industry during the
last six years (Gutierrez, 2000). Ordinarily, the number of women in the lending
portfolio of these development projects is very limited because stereotyped image

of rural women as farmer wives (Verbruggen, 2002).

As a part of the increasing role of microfinance in the Nicaraguan financial system,
the major microfinance institutions established in 1998, with the technical and
financial cooperation of the Sweden International Agency for Development (ASDI),
the Nicaraguan Association of Microfinance (ASOMIF). Table 3 reveals that
ASOMIF’'s members handle a lending portfolio of around $ 50 million of a little
more than 125,000 borrowers with an average loan size of $398. A little more than

50% of this lending portfolio is allocated to small farmers and rural merchants.
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Currently, ASOMIF has introduced a legisiative proposal to the National Assembly
of Nicaragua to be regulated and supervised by the Superintendent of Banks (SIB).
The formal regulation of ASOMIF's members would allow them to capture public
savings and also to standardize methodologies, procedures and performance
parameters following universal practices of the microfinance industry around the
world (Gutierrez, 2000).
Table 3
Nicaraguan Association of Microfinance (ASOMIF)

Lending Portfolio and Number of Borrowers
(By June 2000)

Microfinance PortfolioinUS $ | # Borrowers | Loan Average in

Institutions Uss

FDL 8,433,000 14,228 592.7
FAMA 6,120,000 15,148 404.0
ACODEP 5,680,000 16,615 3419
CEPRODEL 3,719,000 4,008 928.0
CARUNA 3,334,000 5,159 646.2
PRESTANIC 2,648,000 5,723 462.7
PRODESA 2,437,000 2,119 1,150.2
FINCA 2,236,000 23,515 95.1

FIDESA 2,163,000 1,641 1,318.4
FJN 2,010,000 2,778 723.8
ASODERI 1,647,000 1,973 835.2
FUNDENUSE 1,568,000 5,143 305.0
LEON 2000 1,099,000 3,306 332.7
4i 2000 839,000 3,901 215.2
FUDESI 815,000 930 877.2
CESADE 575,000 1,361 4225
FONDEFER 304,000 1,393 218.3
OTHERS 4,135,000 16,116 256.6
TOTAL 49,768,000 125,057 398.0

Sources: Association of Nicaraguan Microfinance Institutions (ASOMIF), July 2000

3. Main Challenges of Rural Microfinance in Nicaragua

In Nicaragua, small producers of exportable agricultural commodities, grains, fruits

and vegetables play an important role into the Nicaragua agricultural production.
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Around 90% of beans and 80% of corn are produced on small plots (MAGFOR,
2002). Also, about 50% of coffee production is in the hands of small growers
(MAG, 1996). Empirical studies carried out by the International Foundation for the
Global Economic Challenge (FIDEG) revealed that in 1995 women were
responsible for around 24% of agricultural production and about 40% of livestock
production, who usually farmed small parcels (Agurto and Guido, 2000). However,
the financially and socially sustainable delivery of credit to women, especially on

small plots, is a challenge to microfinance institutions.

During the last decades, inflation and devaluation have gradually decreased.
Prices have been relatively constant and inflation has been less than 10% during
the last two years (BCN, 2002). This relatively stable financial condition has
permitted lending transactions to be established under a more transparent and
secure environment (Telleria, 2001). Also, all lending transactions include periodic
monetary corrections that revalue the lending portfolio according to inflation
(Gutierrez, 2000). Thus, interest rate and principal do not erode purchasing power

due to the daily variation of the exchange rate.

However, the macro economic environment still presents serious distortions that
jeopardize the sustainability of microfinance institutions. For instance, during the
past municipal and presidential campaigns a law against usury was promoted by
some political groups and approved by the Nicaraguan National Assembly
(Montiel, 2001). This law establishes an interest ceiling for microfinance operations

based on the monthly average of interest charged by the formal banking (Aburto,
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2001). As a result, microfinance institutions are charging an interest rate that is

lower than those charged by private banks and other formal financial institutions®.

As part of the populist movements during these same political campaigns, a
legislative proposal was broadly announced among rural borrowers and urban
merchants, in order to remit debts of borrowers affected by natural disasters, such
as drought and hurricanes (Gutierrez, 2000). Encouraged by this initiative, some
borrowers affected by the Hurricane Mitch, along with free riders, organized
associations of borrowers in some regions of the country with the aim of
intentionally defaulting (Flores Coca, 2001)%. This proposal was not approved by
the National Assembly because of the strong opposition by many economic
sectors. However, many microfinance institutions and private banks underwent a
sudden increase in their portfolio at risk, and credit supply for agricultural

production was sharply reduced during the years 2000 and 2001 (Telleria, 2001).

Legal insecurity of land tenure is another relevant constraint that impedes a better
functioning of rural microfinance (Strasma & Others, 2001). There are highly
productive regions, such as Rio Blanco in Matagalpa, where microfinance
institutions perceive high risk due to the numerous land-related conflicts (Prestanic,
2001). Microfinance institutions reject many loan applications because small

farmers still do not have a fully registered land title. Many of these farmers hold

2 In order to cover all operating and financial costs, microfinance institutions are charging, besides
the government-established interest rate, a commission for administrative and legal costs.

3 Microfinance institutions established exceptional lending treatment to those borrowers affected by
Hurricane Mitch and the Coffee Crisis based on specific analysis of each case.



40

informal documents of purchase and sale while others have land allocation letters
issued by former government officials. Also, the Office of Rural Titling (OTR) still
has to review many land reform titles, issued during the last months of the
Sandinista regime, whose authenticity and/or legality are uncertain (Strasma &

Others, 2001).

In remote areas, infrastructure , such as roads and telephone, makes it difficult,
more expensive and riskier to reach remote communities. Credit promoters spend
many hours reaching these communities and are often exposed to robbery while
attending their borrowers (Gutierrez, 2000). Also, consumption items and
agricultural inputs are more expensive in inaccessible communities, which sharply
increase both household expenses and production costs (Aburto, 2001). In
addition, farmers from these areas find it hard to sell their commodities or have to

negotiate with traders under disadvantageous terms (Flores Coca, 2001).

Ali these adverse business conditions make agricultural production less profitable
and increase the possibility of involuntary loan default (Gutierrez, 2000). Taking
into consideration these shortcomings, many microfinance institutions provide
credit services only to the more accessible communities of the agricultural frontier
of Nicaragua, accentuating the high degree of social and economic isolation of a

broad segment of the Nicaraguan peasantry (Strasma & Others, 2001).

Table 4 reveals that international prices of almost all crops and vegetables

produced in Nicaragua have sharply decreased during the last years. Along with
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that, yield of Nicaraguan agricuitural production has been traditionally very low in
comparison with international standards. For instances, Nicaraguan corn’s yield
per manzana was 52% lower than yield of Salvadorian corn production during
2001. Also, Nicaraguan rice and beans’ yields per manzana were 37% and 33%
less than yields of Guatemalan rice and beans respectively during this same

agricultural season (MAGFOR, 2002).

Table 4
Export Prices of Some of the Main Nicaraguan Agricultural Products
(1996-2001)

US $ per Quintal (46 kilos) US $ per Kilogram

Coffee | Sesame | Sugar | Beans | Onion | Melon | Tomatoes
1996 109.5 55.2 14.6 0.43 0.19 0.16 0.31
1997 141.0 37.5 11.2 0.88 0.23 0.15 0.31
1998 146.7 46.6 13.9 0.78 0.30 0.12 0.67
1999 107.9 44.9 11.1 0.89 0.32 0.13 0.60
2000 93.2 40.5 9.3 0.84 0.34 0.14 0.25
2001 58.3 26.3 10.7 0.49 0.32 0.11 0.23

Sources: Central Bank of Nicaragua, Economic Indicators, July 2001.

In the case of coffee, the situation is dramatic. Depending on the level of efficiency
and technology, coffee production cost fluctuated between $30 to $ 55 per quintals
in 2001 (MAGFOR, 2002). However, coffee price has fallen sharply since 1998. In
the last year, it was $58.3 per quintal, the lowest coffee price in two decades (BCN,
2002). Thus, depressed international prices creates serious economic problems for
thousands of small farmers, agricuitural workers and rural merchants whose main
income comes from coffee. As a result, default and roll over have considerably
augmented among those microfinance organizations operating in coffee regions

(Samper, 2001).
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Also, there are certain events and characteristics in the Nicaraguan business
environment that have had repercussions on the microfinance industry. During the
last two years, for instance, four banks went into bankruptcy as result of
mismanagement and corruption (Montiel, 2001). These incidents created
uncertainty among local savers and international investors Some of these
international investors, such as mutual funds and international development
organizations, reduced their portfolios allocated to local microfinance institutions
anticipating potential bankruptcy of the Nicaraguan financial system (Garcia,

2001).

The collapse of these banks reduced the already limited institutional capacity of the
banking system to reach rural communities because many bank branches were
closed (Montiel, 2001). Private banks not only lend money to relatively large
growers but also function as liquidity centers for almost all the lending transactions
of the microfinance institutions (Aburto, 2001). The lack of a bank in a rural
municipality may sharply increase financial and opportunity costs of microfinance
operations. For instance, some borrowers have to spend many hours to reach a
bank in order to change a check issued by a microfinance institution, particularly

when the loan is relatively big (Gutierrez, 2002).

Likewise, the liquidity management of certain branches of microfinance institutions
may be very complex if they do not have a nearby bank in order to deposit and
withdraw their funds (Flores Coca, 2001). Also, robbery may occur when branch

officials are bringing significant amounts of money from a rural community to the
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nearest bank, located usually in the main city of the region (Gutierrez, 2002). Thus,
the development of a rural financial system requires synergic efforts between

microfinance institutions and the formal banking system.

As mentioned, microfinance has demonstrated fast institutional development
during the last ten years. However, lending methodologies in rural sectors still
present obstacles and limitations (Pommier, 1996). One of these obstacles is that
some lending initiatives tend to encourage paternalism and/or political patronage
through negative interest rates, fragile screening procedures and weak collection
system, among other things (Telleria, 2001). These unsustainable practices
jeopardize the efforts of microfinance institutions to promote responsibility,

discipline and self reliance among rural people (Fondefer, 1997).

Inefficiency in the managerial and financial structure of some microfinance
institutions is another obstacle. For instance, the credit policies and operating
manual may be developed without a clear understanding of the potential
borrowers, their economic enterprises and the local environment (Flores Coca,
2001). This shortcoming may lead, among other things, to transferring certain
lending decisions to community members without detecting the authoritarian and
monopolistic structures of decision making that accentuates socially and politically

biased allocation of credit (Gutierrez, 2000).

Likewise, many rural microfinance projects are too small to cover all operating

expenses or expand their lending operations (Pommier, 1996). Thus, the sponsor
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institutions usually provide a monthly subsidy for administrative expenses of these
microfinance institutions, perpetuating a cycle of organizational dependence and
financial unsustainability (Montiel, 2001). Also, the continuous flow of funds from
money suppliers —development projects, international organizations and mutual
funds- is often uncertain (Romero, 2001). In this regard, some loan agreements
between microfinance institutions and their lenders are not renewed because the
latter have changed their social priorities or are short-lived development projects
(Flores Coca, 2001). Thus, liquidity management and lending projections may be

highly complicated.

The last but not the least, credit for rural women still represents a small portion of
the rural lending portfolio of many microfinance institutions. Commonly, loans for
rural women have both the smallest size and the shortest loan term (Verbruggen,
2002) Also, lending methodologies that fit the social and economic disadvantages
of rural women are less developed that those lending methodologies applied for
attending female microenterpreneurs (Gutierrez, 2000). The following section

illustrates and analyzes these critical issues.

4. Overview of Microfinance and Rural Women.

4.1 Statistics of Nicaraguan Rural Women

Unfortunately, few studies have provided reliable information about the social and
economic conditions of rurai women in Nicaragua. The most relevant of these
studies is a national-wide, longitudinal survey carried out between 1995 and 2000

by the International Foundation for the Global Challenge (FIDEG). This research









































































































































































































































































































































































































































































































