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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.

Advisor's Signature: -///// A

Prefessef Lydia Zepeda




iii
ACKNOWLEDGEMENTS

Many people have supported the successful fulfillment of this dissertation. The list
of professors, colleagues, and Nicaragua peasants is so large that it is difficult to
mention them all, in spite of the fact that | owe gratitude and respect to all of them.

it has been an extraordinary experience to work with professor Lydia Zepeda, my
advisor, who with kindness, patience and wisdom has inspired and supported me
in the course of writing all the chapters. No less praiseworthy was the total support
| received from Professor John Strasma, who in spite of his multiple tasks in the
field of international development, offered me wise suggestions, which made the
culmination of this thesis possible. Each day at the side of Dr. Strasma has been a
refreshing learning experience. Thank you. Many thanks, Professors.

| would like to express my deepest gratitude to Professor Robert Ray, who in the
years of my mastership studies inspired me with his teachings in the hard work of
community development. He always had the courtesy of offering some of his time
despite his delicate duties as Assistant Dean of the School of Agriculture and Life
Science. Another Committee Member, Professor Robert Cropp, was always
motivating me and ready to offering me the best of support. in a special way | want
to thank the support offered by Professors Jean-Paul Chavas and Jane Collins,
prestigious academicians in the areas of agricultural economy and rural
development sociology, who in spite of their cramped agendas decided to be part
of my Doctoral Committee. Thank you very much, Professors.

My Teacher and friend, Professor Brad Barham deserves a very especial mention.
He introduced me to the wonderful world of Applied Economics and Microfinance.
With all patience, during my Master Studies, he offered me the necessary
knowledge so that | would be understanding the economic behavior of individuals
and society in general. Brad was always available for teaching and advising me.



Brad was determinant during the initial stage of this dissertation. Thank you,
teacher and friend.

Chris Elholm, Student & Visitor Services of the Land Tenure, went beyond her
duties and generously supported me in a great many tasks, which would have
been impossible for me to carry out because | was away from Madison. With her
optimism and a smile on his lips, Chris always encouraged me to go on with this
work.

| also want to thank professor Lin Compton, who was my advisor during my
mastership studies. He offered me the great opportunity to begin my studies in the
University of Wisconsin. He had confidence in me, in spite of the fact that on my
arrival to Madison my command of the English language was limited. With him |
learned many aspects of rural development, which are included in this thesis.
Thank you, teacher.

Likewise, | want to thank all my colleagues in Nicaragua, whom | interviewed, and
they offered me valuable inputs for my thesis. Among them, Edgard Fernandez,
Armando Gutierrez, Victor Telleria, Julio Montiel, Jenny Reyes, Julio Flores Coca,
Nicolas Valdez, Armando Garcia, Manuel Aburto, Julio Samper, Julio Mendoza,
Pablo Garcia, Alden Jirén, Lissette Gonzalez and Valinda Sequeira. Thank you,
colleagues and friends.

To the women from Waslala, my admiration for their unselfish work in favor of their
families and their community. Their effort building a better world is the core of this
study. | want to particularly thank Eugenia Espinoza and Marlene Garcia, local
visionary leaders who working shoulder to shoulder with the other women have
made possible the operation of a financing service for poor women in Waslala.

Lastly, | dedicate this dissertation to my beloved and now deceased parents:
Francisco Barquero and Evangelina Guerrero. My father with his effort was able to



support and love our family until the Lord took him away with him when | was just
seven years old. My mother a disabled but heroic woman knew how to give me
enthusiasm and discipline in my childhood and youth years, which reached its peak
in this thesis. May God bless you, my dear parents.



Table of Contents

Abstract
Acknowledgements
Table of Contents
List of Tables

List of Maps

CHAPTER I: INTRODUCCION

OrON=

The Research Focus

Background on Nicaragua

Microfinance in Nicaragua

Research Problem

Research Methodology

5.1.Research Obijective

5.2. Product of this Research

5.3. Research Hypothesis

5.4.Variable System

5.5.Methods for Gathering and Processing Information
Importance of the Study

A Summary of the Subsequent Chapters

CHAPTER IlI: RURAL MICROFINANCE IN NICARAGUA

hop-

The Conventional Rural Credit in Nicaragua (From 1979 to 1999)
Emergence of Rural Microfinance

Main Challenges of Rural Microfinance in Nicaragua

Overview of Microfinance and Rural Women

4.1. Statistics of Nicaraguan Rural Women

4.2.lllustrations of Credit for Rural Women

4.3.Engendering Finance in the Local Development Fund (FDL)

. Summary of Chapter Ii

CHAPTER Ill: GENDER AND MICROFINANCE

1. Overview of the Rural Credit Market in Developing Countries
2. The Economic Schools of Thought and the Rural Credit Market

in the Developing Countries

vi

iii
vi

1
16
19
19
19
20
20
22
25
27

29
32
37
44

46
51
54

58
59



3. Microfinance Development in Developing Countries
4. Microfinance and Gender

4.1. Gender and Development

4.2. State of Engendered Microfinance

4.3. The Successful Participation of Women in a Lending Group
5. Summary of Chapter Ili

CHAPTER IV: THE LENDING GROUP SCHEME

1. Conceptual Description of a Lending Group
2. The Design of a Lending Group Project
2.1.The Contractual Relationship
2.2. The Managerial Strategy of the Micro-Finance Institution
3. The Structure and Functioning of the Lending Group
3.1.Group Formation
3.2. Structure of the Lending Group
3.3. Functional Properties of the Lending Group
4. The Social and Economic Conditions of the Individual Borrowers
4.1.The Social Endowment of Group Members
4.2. The Economic Endowment of Group Members
5. Summary of Chapter IV

CHAPTER V: WASLALA AND THE COMMUNITY BANK
“HAND-IN-HAND”

1. General Description of Waslala
2. Women and Credit Market in Waslala
2.1.Women in the Local Economy
2.2.Women and Credit Access in Waslala
3. The Community Bank “Hand-in-Hand”
3.1.Institutional History
3.2.Balance Sheet
3.3. Portfolio Structure
3.4. Financial Results
4. Credit Methodology and Women Empowerment in Waslala
5. Summary of Chapter V

vii

62

67
70
74

80
81
82

85
86
88
91
91
93
93

96
101
101
103
106
106
108
109
111
113
115



CHAPTER VI: EMPIRICAL RESULTS OF THE RESEARCH

1. The Research Focus
2.
3. Description of the Variables

Methodological Issues of the Survey

3.1. Design of the Dependent Variable

3.2. The Index for “Successful Participation”

3.3. Key Social and Economic Characteristics of Women

3.4. Structure and Functioning of the Lending Group

3.5. The Design of the Credit Program

One-Way Analysis of Variance (ANOVA)

4.1. Effect of Social and Economic Characteristics of Women
on Successful Participation

4.2. Effect of Structure and Functioning of the Lending Group on
Successful Participation

4.3. Effect of the Design of the Credit Program

The Multiple Regression Analysis

5.1. The Factor Analysis: Procedures and Results

5.2. Predictors of the Dependent Variable “Successful Participation”

Summary of Statistical Results

CHAPTER Vil: CONCLUSIONS AND RECOMMENDATIONS

1.

hon

Conclusions

1.1. Unbiased Credit Access and Women Empowerment

1.2. The Design of the Lending Institution

1.3. The Structure and Functioning of the Lending Group

1.4. Women's Specific Conditions

Recommendations

Contributions of this Study

Limitations of this Study and Further Research Questions

REFERENCES

ANNEXUS

Annex I: The Survey
Annex iI: Evaluation Instrument of Successful Participation

Annex lli: Criteria of Stratification for Land, Montly Income and Total Assets

Annex IV: ANOVA: Statistically Non-Significant Indicators
Annex 6: One Factor Analysis: Lending Efficiency

viii

118
119

121
126
131
133
136
139
139

141

145
149
150
152
155

161

161

163
166
167
168
174
175

178

189
194
202
203
206



Table 1:
Table 2:
Table 3:

Table 4:

Table 5:
Table 6:
Table 7:
Table 8:
Table 9:

Table 10:

Table 11:

Table 12:

Table 13
Table 14:
Table 15

Table 16:
Table 17:

Table 18:

Table 19:
Table 20:

Table 21:

Table 22:
Table 23:
Table 24:
Table 25:
Table 26:
Table 27:
Table 28:
Table 29:
Table 30:
Table 31:
Table 32:
Table 33:

Table 34:
Table 35:
Table 36:
Table 37:

ix

List of Tables

Agrarian Reform Titling in Nicaragua (July 1979-May 2001)
Comparative Lending Portfolio of the Nicaragua Banking System
Nicaraguan Association of Microfinance (ASOMIF): Lending Portfolio
and Number of Borrowers (By June 2000)

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

Comparative Balance Sheet

Lending Structure by Economic Activities (March 2001)
Comparative Income Statements

Weight of the Dependent Sub-Variables

Weight of the Seven Indicators

Paired Sample Test

Dependent Variable “Successful Participation of Borrowers”
Sub-Variable “Payment Behavior”

Sub-Variable “Group Participation”

Sub-Variable “Social Development”

Sub-Variable “Economic Prosperity”

Key Social Characteristics

Key Economic Characteristics

Structure of the Lending Groups

Operation of the lending Group

Lending Structure

Indicators of Client Satisfaction

Effect of Geographical Position on Successful Participation
Effects of Assets Owned on Successful Participation

Effect of Group Formation on Successful Participation

Effect of Coordinator Election on Successful Participation

Effect of Monitoring Function on Successful Participation

Effect of Type of Pressure

Effect of Meeting Attendance on Successful Participation

Effect of Internal Communication on Successful Participation
Effect of Incentives for Repayment on Successful Participation
Effect of Instaliment Suitability on Successful Participation

Effect of Loan Size on Successful Participation

Effect of Perception about the Credit Promoter on the Successful
Participation

KMO and Bartlett's Test

Initial and Extraction Commonalities

Total Explained Variance

Predictors of the Behavior of the Dependent Variatle



List of Maps

Map 1: Waslala Geographical Position
Map 2: Waslala Communities



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.

































































































































































































































































































































































































































































































































































































































