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1. Introduction 

The first issue for consideration when discussing Microcredit, is that which relates to the source of capital for the credit allocation. The classical approach to this question begins with the savings of individuals, allocated as credit for income-generating projects, thus enabling the beneficiaries to reimburse that credit at an appropriate rate of interest, as well as enabling the poor to continue saving. An alternative method concerns the existence of a source of funding from donors or others, and such funds are credited to small-scale producers would then repay this credit with the product of their activities. With both approaches, some problems exist which will be analyzed. 

2 The Problem of Reimbursement

a. One of the biggest problems of credit allocation is related to credit reimbursement.  Many national development banks failed due to the fact that, after the allocation of credit for development projects, especially to small producers, dues cold not be collected.   We can identify some reasons for these failures, and one of them is no doubt the inefficiency of the existing guarantee method, a problem to which the Grameen Bank has successfully responded, but we are not aware to what extent this method has successfully been applied in other developing countries. 

b. When considering the traditional moneylender and his ability to collect debts, we witness that in many cases the moneylender is, at the same time, the middleman.  This enables him to collect the debt by deducting it from the produce sold. 

c. This brings us to the basic notions about the necessary conditions needed for successful production.  This is the Essential Triangle of Production  (ETP). This triangle exists around any process of production.  The triangle is made up of the following sides: The Credit side, the Supply of Inputs side, and the Marketing side. Many developmental projects failed, since the complete triangle did not exist, or it existed partially but was not “sealed” in particular, the angle between the marketing side and the credit side, not being joined up and the two sides remained disconnected throughout the project.  The moneylender “closes” this angle when he serves as the middleman. 

d. A sound project is one which enables the small producer to acquire the appropriate credit, and thus enables him to acquire cheap necessary inputs, as well as market his produce with the highest possible monetary return for it.  This can be achieved through various options.  One of them, when done correctly, and cooperatively, is efficient to complete and to close the triangle for the benefit of the small-scale producers.

3 Savings and Credit Structure

In order to enable poor people to acquire credit, we need to construct an efficient technique, which enables them to obtain it and repay it.  The essential triangle, which always exists, is not always producer-owned, and as such does not always function to his advantage. One solution is by reverting this triangle to belong to the poor.  This can be done by the creation of socioeconomic structures, which will enable the poor to receive credit, to utilize it to the best of their interests, and to reimburse it as well.  This socioeconomic structure may be translated, when the need arises, to become a cooperative.  This simple cooperative created then is the property of its members - the poor people - the producers.  This cooperative contains the savings and credits function, the supply of input function and the marketing function.  All these functions in one cooperative should belong to the members - the poor producers. 

a. The savings and credit structures  - the cooperatives - exist in order to provide the best possible service for their members.  What is the significance of the best possible service to members?  The members create the cooperative when the individual is unable to acquire the necessary service for himself, or the price he should pay for it is too high. Thus, he is ready to concede up part of his “individuality”, cooperate with other individuals, who are facing similar problems, who are also ready to concede part of their “individuality”, in order to enable them to acquire this service at the lowest possible price, with the highest possible satisfaction level. In the savings and credit cooperatives the best possible service is divided into two aspects:

· The highest possible return (rate of interest) on the fixed deposits.  This is translated, generally, by a rate of interest paid to members on their fixed deposits which is higher than that offered by other financial institutions, and at the same time safeguards their real value compared to the rate of inflation in any given country, where this cooperative exists.  In most saving and credit cooperatives this policy does not exist. 

· The lowest possible price (rate of interest) charged on credit allocated to members.  This rate should naturally be above the rate of inflation in the given country. 

b. This brings us to our discussion of the question: for what purpose does the cooperative exist?  The international cooperative movement preaches the notion everywhere that a good cooperative manager is one who, at the end of the financial year presents the members a balance sheet which shows high surplus or as it is usually referred to as - profits. 

The surplus in any cooperative is created, generally, by the difference which exists between the total annual income of the cooperative and the total of its total operation expenses and what was paid to members for their participation. Now, if we are able to present a big surplus, it means, in most cases, a lower payment to members for their participation - not the best possible service to members. 

In a saving and credit cooperative, this means that the cooperative has paid its members a lower rate of interest than what it could have paid, in order that this surplus could be created.  I believe that a member of a cooperative seeks higher rate of interest than the at-the-end-of-the-year surplus, when generally a large portion of this is not divided up at all, and when part of it is distributed, it is usually many months after the end of the financial year, when there has already been an inflationary erosion as well. 

4. Why Savings and Credit Cooperatives fail 

There are various reasons for such failure, but I would like to discuss in this paper only one, and this is the issue of education, or in more clear-cut term: cooperative education.  In many cooperatives, cooperative education does not exist at all.  If it does, it should have been provided to existing members, to potential members, to managers and leaders of cooperatives, to employees of cooperatives, as well as to the public.   Cooperative education contains various aspects of what a cooperative is, but it should contain, first and foremost, the understanding of the relationships between members and their cooperative with regards to ownership and pricing. 

a. The member is the co-owner of his cooperative.  This ownership should be manifested by the ownership title which he holds - the share capital holding.  This is expressed as well by the democratic structure of the cooperative.  The member has one share capital in a cooperative, and only one.  The value of this share capital expresses the real value of the total fixed assets (which may include as well some abstract assets such as brand names etc.) of the cooperative at any given moment, divided by the number of members in the cooperative at the same given moment.  The value of the share capital is not fixed but rather variable, and depends on how many members there are in the cooperative at a given point in time, and what the real value of the fixed assets of that cooperative is at that given moment.

b. In most cooperatives around the world, but not in all of them this notion does not exist.  Members of saving and credit cooperatives possess in what is referred to professional cooperative jargon, share holdings, which in practice are long time fixed monetary deposits, and these do not express the value of the fixed assets of the cooperative.  Most of the time, the members are not practically the owners, not legally, nor in reality.  Saving and credit cooperatives throughout the world possess huge amounts of fixed assets, which do not constitute the property of members, but to which much financial investment has been devoted, and for which members derive almost no benefit.  This then is the reason why they do not “benefit” from their cooperative in the receipt of the “best possible service”-  the initial reason why they joined their cooperatives in the first place. 

c. The pricing policy of the cooperative, the cost of participation for the member in his cooperative, is generally expressed through a very simple formula.  The formula states:- The purchasing cost of the article or the service bought by the cooperative, plus the total operational expenses, plus a margin of security - the famous “surplus”, equals the price of the  article/service for the member.   

In a saving and credit cooperative the same formula is expressed as follows: Interest paid by the cooperative on members fixed deposits, plus the total of the operation expenses of the cooperative, plus a margin of security - “surplus”, equals the interest charged on credit allocated to members. 

When applying this formula in the cooperative we are able to render members the “best possible service”.  Unfortunately, most savings and credit cooperatives are not rendering their members the best possible service.  This is a major reason for the failure of these cooperatives. 

5. Rural Development and Microcredit

The third world, which has need of microcredit facilities for its development, is characterized mainly by the fact that most of its population lives in rural areas. 

a. This population is made up of people who live in a situation of a vicious circle of poverty.  These people earn their living through agriculture, in all its forms.  This production is characterized by a situation of underemployment, which is the outcome of very low productivity of all factors of production, namely, land, water, labour, know-how.  This situation leads to a very low level of annual income, a level that leaves nothing but basic living standards.  This situation does not enable any form of saving, which in its turn could bring investment in the process of production, and thus improvement, and escape from the vicious circle. 

b. Many of the international development project in the last four decades have concentrated on the attempts to break out the vicious circle by raising the productivity level of the farmer producer, the beneficiary of the project.  These projects in their initial philosophy targeted small groups of leading farmers, whose development and advancement, is was believed, would convince their neighbours to follow their example.  In most cases, this policy does not bear fruit.

c. These farmers, in most cases, live in traditional society, in which the extended family has an important role to play.  When a farmer, thanks to the project, is succeeding, and is able to accumulate some money, which may lead to savings and to investments in his production, his money, in most cases, goes to feed his extended family who are still unemployed. The outcome represents his inability to exit the vicious circle. 

d. This approach contains a contradiction in itself.  Supposing that this policy will succeed, does that mean that seventy percent of the population will become modern farmers?   Who is going to eat all their food produce, considering especially that if this policy is successful, it will succeed everywhere, and the extra food production will not find a market. 

By observing the experience in many countries, we know that the more agriculture is modernized, fewer farmers are needed for production.  The outcome of this policy is more people who have nothing to do in the rural areas, who will move to the urban areas, where they are not welcome for various reasons. 

e. One of the more efficient ways to develop rural areas, is the introduction of the notion of Non-Agricultural Employment (NAE) in the rural area.  Microcredit should therefore be aimed not only at the advancement of agriculture, but also the creation of NAE by the promotion of Small Scale Enterprises in the rural areas of the developing world. 

6. How to Create Microcredit for the Poor

The allocation of credit to the poor by itself is not sufficient to create the appropriate conditions, which will help them out of their situation, toward a better one.  

The Microcredit project should contain the following components:

The Cooperative Component, Production and Production Management Knowledge as well as Extension and Cooperative Education work.  These three components should go together through the project.  The project should follow the Essential Triangle of Production, and as a consequence should follow the following stages: 

The Production stage followed by the Credit and Saving stage, then the Supply of Inputs stage, and followed by the Marketing Stage.  This will lead to a successful, beneficial, productive and useful project, which will be the property of its beneficiaries and promote their welfare as well as the welfare of their communities. 

