
  [image: ]


   

  Small Change,

  Big Deal

  Money as if people mattered


   

  Small Change,

  Big Deal

  Money as if people mattered

   

  Jennifer Kavanagh

   

   

   

  [image: ]

  Winchester, UK

  Washington, USA


   

  First published by Business Books, 2012

  Business Books is an imprint of John Hunt Publishing Ltd., Laurel House, Station Approach,

  Alresford, Hants, SO24 9JH, UK

  office1@o-books.net

  www.o-books.com

  For distributor details and how to order please visit the ‘Ordering’ section on our website.

  Text copyright: Jennifer Kavanagh 2011

  ISBN: 978 1 78099 313 3

  All rights reserved. Except for brief quotations in critical articles or reviews, no part of this book may be reproduced in any manner without prior written permission from the publishers.

  The rights of Jennifer Kavanagh as author have been asserted in accordance with the Copyright,

  Designs and Patents Act 1988.

  A CIP catalogue record for this book is available from the British Library.

  Design: Stuart Davies

  Printed and bound by CPI Group (UK) Ltd, Croydon, CR0 4YY

   

   

   

   

  
    We operate a distinctive and ethical publishing philosophy in all areas of our business, from our global network of authors to production and worldwide distribution.

  


   

   

   

   

  by the same author

  The Methuen Book of Animal Tales (ed.)

  The Methuen Book of Humorous Stories (ed.)

  Call of the Bell Bird

  The World is our Cloister

  New Light (ed.)

  Journey Home (formerly The O of Home)

  Simplicity Made Easy


   

   

   

  For Mike Jenn, who gave me the opportunity

   

   

   

   

   

   

  References in the text are to books listed in Further reading. When there is more than one work by the same author, they are distinguished in textual references by their date of publication.


   

   

  Betrice is 59 years old and was born in Gyetiase, as was her husband and all the ancestors she knows about. She left school at the age of 6, so can’t read and write. Her household consists of her husband; one grown-up son who works on the farm with her husband; one girl, whose husband died aged 35 of unknown causes and who has two children; one son at a local school.

  It’s a two-roomed house: one sitting room, where everyone sleeps except for Betrice and her husband, and one bedroom. Her husband is a farmer. Betrice stopped school because her parents wanted her at home to help, and anyway she didn’t like school. She’d like to learn to read if she could do it bit by bit.

  Pre-microcredit: in the morning, she’d find some food for the family – maybe corn dough with palm oil and chilli pepper, or whatever was in season. Then she’d go to the farm and fetch food and firewood, and also work on the farm. (She gets headaches and back pain from carrying). The wood is used for cooking.

  On market days, she goes to [the local town of] Nsuta and sells cassava etc, and buys fish and soap etc. She makes sure to get home before the grandchildren come back from school at 2.30 pm. Then she starts cooking and washes the children.

  Microcredit: she thought from the start it was a good idea, though she’d never considered raising a bank loan. One of her children bought the big shop near the place where cars turn off the main road to come to the clinic. The owner had previously gone bankrupt. It wasn’t hard for her to do a plan for her business, as she started by selling rice and oil, knowing that if they didn’t sell she’d use them for her own family. She was one of the first to go for a loan, and borrowed GNc95 (about £50). She paid back over 30 weeks at 3.5 a week and would like a second loan. She’s now selling tomato puree, fish, biscuits, toffees, and water.

  “My life has really improved. Now my husband does all the farm work and I just work at home. I just buy more of everything.” Her ambition is to buy national health insurance for her family. She’s already bought a mosquito net (though it’s got holes in it). She’s a member of the Grace Church.

  I asked what she did when she had a bit of cash to spare and wanted to give herself a treat. She said she’d buy herself a piece of cloth and pay for it to be made up into something.

  Gyetiase village, Ashanti region, Ghana, 2009


  Preface

  At the time of writing, microcredit, and the inspirational founder of the Grameen Bank, Professor Mohammad Yunus, have been very much in the news. An apparently orchestrated series of allegations, found by the courts to be ill-founded, have brought something barely understood by the general public into the public eye, although in a way that has muddied the pure waters of one of the most influential and transformative developmental models in the world.

  This is a book about personal experience, put in the context of the global economy.

  This is a book not about macroeconomics, or multi-million aid programmes, but about the beauty of work on the ground on a very small scale: local work, rippling out to a wider community.

  In the last ten years, with varying degrees of success, I have set up microcredit programmes in the East End of London, Madagascar, the Eastern Cape of South Africa, and in Ghana. But the prime inspiration for this book has been the creation and extraordinary influence of the Grameen Bank in Bangladesh, and the vision of its founder. The last ten years have seen a seismic shift in the world of microcredit, including many distortions of the original model and vision (cf Chapters 16–17). I wish to make it clear that in this book I am referring to the community-based, peer group model of lending and enterprise training initiated by Grameen.

  In exploring the world of microcredit, the book will look at the context of money, poverty and aid as well as some of the subjects at its heart: trust, hope and the potential of every human being. I will look briefly at the history of money, credit and usury, consider what has gone wrong, and look at some alternatives. At the centre is the Grameen model of microcredit, sometimes called Grameencredit to distinguish it from practices that are far distant from the vision and model created in Bangladesh in the 1970s.

  It has felt important to include, in recording personal experience, some of the mistakes that have been made, and lessons learned. This does not in any way detract from the power and beauty of the model itself, only on the fallibility of one of its practitioners.

  Some names have been changed.
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  Introduction: Beauty and the Beast

  Remember that the Beast was once – and was to become again – a handsome prince. What set him free was love.

  We are all too familiar with the beast. We have been living with him for a long time, even if it is only recently that he has emerged from his lair in all his terrifying reality. Living with the Beast, as Belle found, brought her sumptuous riches, exquisite food and servants to wait on her, but no lasting satisfaction.

  The Beast of our story may not have been a handsome prince, but was at least a reasonable character, working hard to provide a service. It is we, in the guise of the malevolent fairy, who from fear and greed have turned him into what he has become.

  And we have been too much like Belle’s sisters. They too were beautiful, but sought nothing but fine clothing and jewellery.

  Relationship is at the heart of all our dealings, including the financial; attempting to take the human out of our financial system has been its downfall. Money was created to be a tool: in allowing it to become sufficient unto itself, to feed upon itself like a cancerous cell, we have let loose its destructive qualities.

  In this book we look at a model of credit that taps into traditional relationship-based modes of behaviour: a model that has helped millions round the world. And one that has some lessons for the rest of us.

  In 2006 a Bangladeshi economist called Mohammad Yunus was awarded a Nobel prize. It was the prize not for economics, but for peace. The co-recipient was the organisation that he founded: the Grameen Bank, a “bank for the poor” and the founding organisation of microcredit. Peace, as has long been recognised, is inextricably bound up with justice and, in its recognition of the equality of human beings and the universality of skills, and by providing those in greatest poverty with the means of lifting themselves out of it, microcredit is an instrument of justice, and of peace.

  It is also significant that this powerful tool for poverty alleviation should have been given to the world by Bangladesh, one of the poorest countries in the world, and one whose name is synonymous for the newspaper-reading public in the West with floods and disaster. Its contribution in itself demonstrates the capacity of those who have least, and that we in richer countries have much to learn. The origin of microcredit shows that the relationship between developing countries and the developed world is not a one-way process; its implementation demonstrates that individuals who have least in material terms do not lack gifts, skills, determination, creativity or intelligence.

  Small is beautiful

  
    If economic thinking… cannot get beyond its vast abstractions… the rate of growth, capital/output ratio, input-output analysis, labour mobility, capital accumulation; if it cannot get beyond this and make contact with the human realities of poverty, frustration, alienation, despair, breakdown, crime, escapism, stress, congestion, ugliness and spiritual death, then let us scrap economics and start again. (Schumacher, 62)

  

  Now, nearly forty years after its publication, when events have moved on at a rate unimaginable at that time, this passage is as fresh and relevant as it was in 1974. Recent events have revealed the poverty of the current financial system, how money has been distanced from its source; how it no longer represents any kind of relationship. Beyond human scale, mechanised, money is increasingly for money’s sake.

  Schumacher also described the need for rural development to comprise millions of new workplaces in rural areas, where people use local materials, for local use. And, as if in answer, in that same year of 1974, something beautiful was born. In that year Mohammad Yunus also took a long, hard, critical look at his own profession. As a professor at Chittagong University, he looked at the women begging on his doorstep, and wondered why he was bothering with high economics. He lent a total of $27 to 42 local women to enable them to start their own businesses. The success of this gesture, and the impact it made on the women concerned, encouraged him to give up academic economics and set up an organisation that was to become the Grameen Bank.

  Thirty-eight years later, Grameen and similar organisations round the world have given out over 100 million loans: over 100 million families have been helped out of poverty. In the nearly forty years of its existence, Grameen’s model of peer group lending has been replicated in thirty-eight countries, and has been hugely influential all over the world.

  Despite its name, and the distortions to which it has been subject (see Chapter 17), microcredit is not essentially about money. But, then, money itself was not originally just about money.
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  Money: a moral tale

  
    I know of only three people who really understand money. A professor at another university; one of my students; and a rather junior clerk at the Bank of England. Attributed to Keynes, quoted in Ingham, 3

  

  The origins of money lie deep in the soil and culture of the societies in which they arose.

  The economist, Glyn Davies, points out that the English words “capital”, “chattels” and “cattle” have a common root. Similarly “pecuniary” comes from the Latin word for cattle pecus while in Welsh the word da used as an adjective means “good” but used as a noun means both “cattle” and “goods”. He also tells us that the words “spend”, “expenditure”, and “pound” (as in sterling) all come from the Latin expendere meaning “to weigh” (Davies, 29). The words indicate something tangible, connected to the land and the goods in question.

  There are other connections. The word to “pay”, we are told, is derived from the Latin pacare, meaning originally to pacify, appease, or make peace with – through the appropriate unit of value customarily acceptable to both sides. Although the origin of money is commonly seen as the development of a more convenient substitute for barter, Davies tells us that it was more to do with

  
    a requirement [in many societies] for a means of payment for blood-money, bride-money, tax or tribute and this gave a great impetus to the spread of money. Objects originally accepted for one purpose were often found to be useful for other non-economic purposes and, because of their growing acceptability began to be used for general trading also, supplementing or replacing barter.

    Thus the use of money evolved out of deeply rooted customs; the clumsiness of barter provided an economic impulse but that was not the primary factor (preface).

  

  Apart from the use of money as a means of payment, a primary use was for lending and borrowing.

  Credit

  Credit was one of the earliest uses to which money was put; indeed Davies considers it part of its definition: “Money is anything that is widely used for making payments and accounting for debts and credits” (29). Ferguson considers that “the central relationship that money crystallizes is between lender and borrower” (31). As does Ingham: “Some would go so far as to suggest that the true nature of money is best described as a representation of the credit-debt relationships that exist in society (pp 12–19).

  So, what is credit? It can be seen as any form of deferred payment, and depends on an expectation of future payment. From the beginning, the term has included a moral dimension: a willingness to believe in a borrower’s promise to repay. As Professor Costa said in his lecture on rebuilding trust in the financial sector: “credit is trust”. The origin of the word is the Latin credere, to believe, as in “Well, who would have credited it?” And credo itself, apparently, comes originally from cordo: “I give my heart.” The Oxford English Dictionary finds an early use of credit as meaning “belief, confidence, faith, trust” (1542). At the same period, the definition included confidence in someone repaying something in the future, and within a hundred years it had expanded to include a banking note “on security of which a person may obtain funds”. A UK banknote, after all, contains the inscription: “I promise to pay the bearer the sum of… .” In the US the inscription reads: “This note is legal tender for all debts, public and private.”

  It is striking how many financial terms originated in or acquired a moral or spiritual concept. Take the word “redeem”. Late Middle English usage was straightforwardly “to buy back, to make payment for (a thing claimed or held by another)”. By 1470 it had expanded to include “to recover (a person or thing put in pledge)”, “to save, deliver”, and by 1500 it was used to refer to God and to Christ, the Redeemer of our spiritual debts.

  Debt

  A natural concomitant of credit is debt and this, too, as Margaret Atwood points out, has a moral dimension:

  
    None of our many systems of debt and credit could exist without an innate human module that evaluates fairness and unfairness and strives for balance: otherwise no one would either lend or pay back. (Atwood, 162)

  

  Debt is a major encumbrance in the world. Nations, both in the developed and developing worlds, are weighed down by what they owe; companies often succumb to insolvency; the lives of individuals can be made a misery, especially if their debts are to “loan sharks”, charging interest of hundreds per cent per annum. Debt collection agencies bombard borrowers with phone calls and threatening letters. To compound the problem, whatever our financial situation, we are frequently invited to take out loans: unsolicited credit card offers are sent to those without a regular income, even to children.

  Fair Finance, a growing NGO in the East End of London, both gives out personal loans and a smaller number of loans for fledgling businesses, and also gives debt advice. Its director, Faisel Rahman, speaks of the double problem that hits people with the same demography: of those who cannot get access to credit and those who are struggling with unmanageable levels of debt.

  The word “debt”, of course, can refer to more than money. “Debtor and creditor are two sides of a single entity, one cannot exist without the other, and exchanges between them – in a healthy economy or society or ecosystem – tend toward equilibrium” (Atwood, 163). Where the lending/borrowing is all one way, an unhealthy dependency is set up.

  Despite the institutional encouragement to borrow – a mortgage to buy a house, a student loan to get through college – in many societies owing money is traditionally considered as inherently wrong, or at the least misguided: “Neither a borrower nor a lender be.” The word “mortgage” literally translates as “the grip of death”. In Aramaic the same word covers sin and debt.

  Debt is beginning to reclaim its association with “sin”. Recognition of how problematic it is is exemplified by the self-help groups that have sprung up along the lines of Alcoholics Anonymous and Narcotics Anonymous.

  Although lending within families has always been commonplace, it can be fraught with difficulty (cf Deuteronomy xxiii:19–20). It is hard to say no to family or close friends: people don’t want to spoil the relationship by withholding what is needed. But giving a loan can also spoil the relationship. Someone working on an inner-city financial education programme talked of the impact on the relationship of lending to a family member. For it not to cause problems, “you have to be OK with not getting the money back.”

  Interest

  The word “interest”, according to the OED, comes from the mediaeval Latin damna et interesse, meaning damages or compensation. Its meaning as money paid for the use of money lent dates from the sixteenth century.

  Every debt is time limited: a loan is for a specific length of time. Interest is the price paid for the use of savings over that period of time. Charging interest is almost as old a practice as using money and, almost since the beginning of its use, has been controversial. Aristotle, for instance, considered that usury (at that time simply charging interest) was incompatible with citizenship. On the other hand, as the historian, Paul Johnson, comments:

  
    Most early religious systems in the ancient Near East, and the secular codes arising from them, did not forbid usury. These societies regarded inanimate matter as alive, like plants, animals and people, and capable of reproducing itself. Hence if you lent “food money”, or monetary tokens of any kind, it was legitimate to charge interest. Food money in the shape of olives, dates, seeds or animals was lent out as early as c. 5000 BC, if not earlier… But the Jews took a different view of the matter.

    (Johnson, 172–3)

  

  Interpretations of the Old Testament’s view vary widely. One understanding is that Israelites were forbidden to charge interest on loans made to others of their race, but allowed to charge interest on transactions with non-Israelites. However, the Hebrew Bible itself gives numerous examples where this provision is evaded. In ancient biblical Israel, it was against the Law of Moses to charge interest on private loans. During the Middle Ages, time was considered to be property of God. Therefore, to charge interest was considered to be commerce with God’s property.

  For many periods in history, the Christian church too has opposed the charging of interest. The First Council of Nicaea in 325 forbade clergy from engaging in usury, and later ecumenical councils applied this regulation to the laity. The Second Lateran Council condemned any repayment of a debt with more money than was originally loaned and the Third Lateran Council in 1179 decreed that persons who accepted interest on loans could receive neither the sacraments nor Christian burial. Pope Clement V made the belief in the right to usury a heresy in 1311, and abolished all secular legislation which allowed it.

  St Thomas Aquinas agreed with the Jews about charging for the use of time. Writing in c. 1269–71 in Of the Sin of Usury, Which is Committed in Loans, he says, “To take usury for money lent is unjust in itself, because this is to sell what does not exist, and this evidently leads to inequality which is contrary to justice… ” (Wikipedia).

  He argued that the charging of interest is wrong because it amounts to “double charging”, charging for both the thing and the use of the thing. However, he accepts that “it is lawful to borrow for usury from a man who is ready to do so and is a usurer by profession; provided the borrower have a good end in view, such as the relief of his own or another’s need.” The church’s view of usury as a sin, however, was never strictly obeyed and the teaching gradually lost its authority. In 1545, the first Act to legalise the payment of interest was passed, the eventual confirmation, says Davies, of a widely accepted but hidden practice. At the time of the Renaissance, the greater mobility of people facilitated an increase in commerce and of new businesses. Given that borrowed money was no longer strictly for consumption but for production as well, interest was no longer viewed in the same way.

  In the sixteenth century, the School of Salamanca, considered by some as the founder of economics, gave various reasons to justify the charging of interest:

  
    	Benefit to the borrower and interest as a premium paid for the risk taken by the lender.

    	Opportunity cost, in that the lender lost other possibilities of using the loaned money.

    	Related to this, interest as the payment for the time the lender is deprived of the money.

    	The consideration of money itself as merchandise, and the use of one’s money as something for which one should receive a benefit in the form of interest.

  

  For much the same reason as that given by the Catholic Church, most Muslim scholars agree to this day that the Qur’an explicitly forbids charging interest. According to Sharia law, money is not a commodity that can be traded, nor does it have a value over time if left unused. Therefore interest earned is an unjust income. In general, the parties arrange a share of the profits or losses of an investment in proportion to the amount that they put into the transaction, and thus the level of risk they undertook. Brent Dalrymple, writing in the Journal of Finance and Accountancy, describes the difference between Islamic countries and capitalist countries in their attitude to credit. Whereas the former favour an asset-based economy, he says, the latter favour an interest-based economy. In capitalist countries ownership of the asset and the debt secured by that asset do not share proportionately in the gain or loss on the asset as they do under the Islamic concept.

  
    The main difference between an Islamic or interest-free banking system and the conventional interest-based system… is the Islamic banks focus on the return on the physical investment… rather than on whether the interest payments are made on time. (Mirakhor and Zaidi, 2007, p 49)

  

  In practice, there are other arrangements: some financial organisations in Britain that claim to be Sharia-compliant do not charge interest but ask for donations that are equivalent to the interest they would have charged.

  Interest rates

  The first recorded interest rates are from 3,700 years ago in Mesopotamia. These rates were capped at 20%. When the charging of interest was legalised in the UK, the rate was initially capped at 10%, although in 1621 any constraint on interest rates was dropped. Rates remain uncapped to this day.

  It is hard to understand why, when the rate of interest was initially tightly regulated, and even Adam Smith thought that interest should be no more than 5%, we in Britain (unlike other countries) still have uncapped interest rates, opening the way for extortionate, though legal, demands that keep swathes of people in poverty. A report by the Consumer Focus watchdog group in 2010 states that the number of people using costly “pay day loans” had quadrupled in the last four years in Britain. These short-term loans, which are supposedly intended to last until the next pay cheque, often “roll over” to the following months and accumulate enormous charges of up to, and even more than, 1000%. Faisel Rahman, writing in the Guardian, quotes a case in which he gave debt advice to someone who had been charged a perfectly legal interest rate of 750% APR. “It started off as a short-term loan, then a second was offered a few months in – and, before the person knew it, he’d paid twice the value of what he’d borrowed, and still had capital outstanding.” However, Faisel feels strongly that a cap on interest alone might lead to a shrinking of loans to the people on low incomes, those who are most in need and most excluded by the banks. A whole package of responsible lending needs to be set in place.

  Bond

  The word bond is used quite specifically in banking circles to denote a security given against a loan. Meaning something that ties people together, it is interesting to consider that the London Stock Exchange acknowledges a wider meaning in its motto: “My word is my bond” (although, according to the St Paul’s Institute report in 2011, only 14% of the financial sector workers interviewed were familiar with the motto). The word is used widely in another context of trust: the common bond held by people who work together, for instance, or belong to the same church by which membership of individual credit unions or microcredit groups is determined.

  Financial services

  
    For centuries, financial services in countries all over the world were disproportionately provided by members of ethnic or religious minorities, who had been excluded from land ownership or public office but enjoyed success in finance because of their tight-knit networks of kinship and trust. (Ferguson, 3)

  

  These minorities included, notably, the Jews and, later, the Quakers.

  As we have seen, by the Middle Ages, it was admissible for Jews to lend money and charge interest, as long as it was to non-Jews. The high tide of Jewish usury was before the fifteenth century, during which time “a great deal of Jewish legal scholarship… was devoted to making business dealings fair, honest and efficient” (Johnson, 272). In “The Jew as Money Lender”, a sermon delivered on March 11, 2005, Rabbi Barry H. Block explained some of the religious motivation behind money-lending: “When we help another person to become self-sufficient, sustaining that person’s dignity, we engage in the highest form of tzedakah, the greatest level of righteousness.”

  The Church’s ban on money-lending both gave an opportunity to Jews, and added to the disdain with which they were viewed. As the treatment of Shylock demonstrates, suspicion about Jews was heightened by the antipathy felt against their profession. As cities grew in power and affluence, and banking developed, the Jews were squeezed out from money-lending, and another excluded group rose to pre-eminence.

  Quaker bankers

  The predominance of the Religious Society of Friends (Quakers) in the history of banking (of the modern “big four”, Barclays and Lloyds have Quaker foundations) has surprised many. It was due largely to the exclusion of Quakers in the seventeenth century from other spheres of influence – from universities and from most of the professions – because of their nonconformist religious beliefs. With the restoration of the monarchy, a number of laws were passed in the 1660s to prevent those outside the Church of England from having positions of influence. By the nineteenth century, 4,000 Quaker families owned 200 companies and 74 banks, mostly small country banks, handed down from one generation to another. Quakers’ success in banking, as in business, was largely due to the fact that they earned a reputation for being trustworthy. Their refusal to swear oaths was based on the fact that truth was to be spoken at all times. They would not swear to tell the truth because that would imply that they didn’t usually do so.

  Quakers also had access to support networks that spanned Britain and the USA. As in the case of the Jews, such networks were reinforced by marriage.

  
    Barclays started life over three centuries ago as a modest Lombard Street goldsmith-cum-banker… The original bank was founded by Quakers. It was to be a hub of a wider Quaker banking network, with the Quaker values of honesty, integrity and plain dealing: “my yea is yea and my nay is nay.” The spokes were bound by local Quaker meetings, with bonds derived from years of strife in the 17th century that culminated in the appalling treatment meted out to Quakers under Charles II. Business life was hard. Wealth was accumulated slowly and could easily be lost. As John Freame, the founder of the 1690 bank, put it, the current generation had a duty to instil sound values in the next: “To implant in (young) minds a sense of piety and virtue, and to train them up in the best things. This would prove more advantageous to children than getting a great deal of riches for them.” Bank deposits were held from customers as a conditional trust, to help fellow men and women advance their businesses and improve their lives. Members were there to aid fellow businesses. (Richard Saville, Times Higher Education Supplement website, 3 May 2002, reviewing Barclays: The Business of Banking 1690–1996, by Margaret Ackrill and Leslie Hannah)

  

  Recent developments

  The worldwide protests that sprang up in 2011 pointed a finger at the inequalities of our current financial system, and have made a powerful impact. Figures as diverse as the Archbishop of Canterbury and Bill Gates have supported the call for a “Robin Hood tax”: a tax on financial transactions which would provide funding for those most affected by the current crisis. As John Pilger said, “The occupation movement has, in a few short weeks, put global capitalism in the dock and in the press in an unprecedented way.” Let us look at some of the issues.
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