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1. Introduction

Poor loan repayment performance have been a major and at times overriding criticism
against earlier models of pro-poor credit interventions. Subsequent experimentations with
poverty focussed financial services (mostly credit driven) became one of the most
favourite ‘development projects’ in many parts of the developing world.

One of the most important reasons behind the overwhelming popularity of the
Grameen bank pioneered group credit model is due to its sustained high repayment
performance. Researchers attempting to explain this have emphasised the importance of
contract design (Stiglitz, J. 1990; Besley, C. and S. Coates, 1995; Varian, H., 1990;
Aghion, A., 1995; Wenner, M., 1996) which finds innovative ways in coping with the
problems of imperfect information that is germane in any credit transaction. These
constraints tend to be more severeifthe clients to be served are poor, cannot offertangible,
marketable collateral, do not have any formal credit history and do not have access to
farmal insurance arrangements,

Despite the general high repayment performance of Grameen Bank, repayment
‘problems’ have been mentioned in various studies. In one of the first comprehensive study
of Grameen Bank operations Mahbub Hossain (1988) finds a nevative relationship
between repayment performance and age of membership where older borrowers tend to
have higher arrears than their more recent peers. A very similar observation for BRAC'
borrowers is reported by Yaqub (1996).

In this paper, | provide further evidence of repayment problems in group credit
programme. Using survey data collected during 1994-85% in four villages of Madhupur
Thana, | model the determinants of repayment performance of Grameen Bank borrowers.
Moreover, | discuss the findings from in-depth interviews with the borrowers to have a
wider understanding of the repayment problem in the area. | argue that group credit
programmes can be vulnerable to default problem due to its operational structure and the
operating environment.

* The comments and suggestions made by Prof, Michael Lipton. Dr. Barry Reilley and Mr. Andrew Newell at the
University of Sussex and Dr. Martin Greeley at the Institute of Development Studies have been very helpful. |
particularly thank Dr. Martin Greeley for allowing me to use his data set. | also acknowledge the field work grant
provided by ESCOR.

1. Bangladesh Rural Advancement Committee, the largest Non-Governmental Organisation (NGO) in Bangladesh.
2. The household survey data was collected by Dr. Martin Greeley while the repayment performance related data
was collected by the author,
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2. The Grameen Credit Contract: Theory and Practice

The Grameen Bank provides formal collateral-free credit to the rural poor. Credit is
disbursed to individuals who are part of a 5 memeber group. About 6-8 credit groups are
federated ata centre whichis the basic unit of contact between the bank and the borrowers.
Weekly meeting are conducted by a bank worker in which the weekley instalment on
outstanding loans are collected. The first step of the loan sanctioning process begins here
where the loan proposal is raised by the borrower and agreed (or changed) by group and
centre members.?

To be eligible for membership, a borrower has to be from the target group defined by
the Grameen Bank as those households who have less than or equal to 50 decimal of
owned land at the time of membership. The bank carries out eligibility test of the household
butthe group formation decisions are largely left to the group members. The bank however
reserves the right to award formal recognition to the group. Though the bank is officially
supposed to provide intensive group training to members before group recognition, in
older areas where new groups typically join old centres rather than form yet more new
centres, the training is largely left to the old group members of the centre®

The borrowers also need to set up acommon group fund account before they can have
access to credit. Each group member saves tk.2 every week (changed from tk. 1/week
since 1.10.95) and the accumulated fund is kept and managed by the bank ad the group
fund. This contrinution to the group fund is known as own contribution. In addition to this,
a 5% deduction from every loan disbursed is put in this fund. This is known as group tax
1. Until recently, borrowers could only withdraw the own savings component of the group
fund contribution when s/he decided to cancel membership.

3. My field survey, however, did not find much evidence on in-group credit rationing. Moreover, the capacity of the
centre members to enforce in-group credit rationing seems to decrease with the age of the group and centre. The
mast impaortant criterion used in loan size determination seemed to be membership period. The violation of such
implicit notion of membership age based fairness' by the lender is perceived by members as ‘unfair'. All this has
important policy consideration for credit institutions,

4, The pivotal role in the process of group formation is usually played by a few old centre members acting mostly
as ‘agents’ of the lending institution. Though | did not find over cases of favouritism or corruption in this process in
any significant scale, there were a few cases where the powerful centre member(s) took cuts from the first loan
disbursed to the new intake(s). Another interesting observation in the dynamics of group formation was the growing
tendency of taking in increasingly ‘better-off entrants. This tendency has also been reported by several others (Todd,
H. 1996; Montgomery, R., 1996),
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As in-depth interviews with the borrowers in the area suggests that the issue of access
tothis fund and confusions around the recent changes that have been made since October
1985 is considered to be an important in aggrevating the repayment problem in the area,
| discuss this in detail to set the background for later discussion.

Borrowers can take interest free credit from this fund upon the appraval of other group
members. This is Group Fund Loan. The group fund was created to provide interest free
loans to members at times of emergency, so that a borrowers do not have to erode the
capital base or resort to local money lenders. The fund was planned to be operated by
members of the group who were also to decide the terms and conditions of the loan
(Hossain, M., 1988: 42).

My observation in the study area however suggests that the final decision of allowing
access to this fund rests with the bank. Interviews with bank officials suggest that though
the original idea behind the group fund was to allow group memebrs to operate their own
little bank’, the problems in the ground like bad repayment of group fund loan which
created barriers to others in the group to have access in time of need. a few powerful
members in the group monopolising access etc. have forced the bank to make changes
to the original idea.

Access is determined firstly by membership period (at least 5 years)®. Group memebrs
often do not know the accumulated fund in their ‘little bank': the bank worker tells them the
total borrowable amount in the group fund. This is usually half of the total accumulated
fund. The group members then usually allows the interested group member to take out a
group fundloan which is roughly 1/5th (assuming that the group is 5-membered) of the total
borrowable fund.*

Thus, despite the 'pooled' nature of the fund, the loans taken are regarded as
withdrawal of individual contribution by the borrowers which probably explains the
relatively poor repayment performance of group fund loans (ibid:33), Moreover, the
informal practice of using group fund repayment to cover other group/centre members'
instalment shortage also gives a false impression of group fund loan repayment record
(Tood, H., 1996: 123).

5. As a new entrant whose child was ill and had to borrow tk. 500 from infarmal sources for his treatment said to me
when | asked as to why she had not taken a group fund ioan. 'l can only become a malik {owner) of group fund once
| have completed atleast 5 years of membership”

6. Most of the group fund loans. we were told by the members are disbursed on this principle. Only in exceptional
casesare borrowers allowed to take out a group fund loan which is greater than 1/5th of the total borrowable amount
in the fund. This has recently been incorporated in the changed rules an access 1o group fund (Circular Letter No.
17/95, dated 26.08.95)
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The first strategy employed by the bank in restricting access via membership period
and allowing a fraction of the accumulated group fund balance to be loanable is to manage
default using group fund contributions. This is a form of de-facto collateral. Hossain reports
that by the end of 1986, the balance in the group fund was about 38% of the outstanding
loans which 'shows the strength of Grameen Bank in handling potential situations of bad
debt’ (:34)

The strategy employed by the borrowers, on the other hand, to ‘individualise’ the group
fund loan is to avoid risking one's individual savings and to have access to it even when
some other memberin the groupis not repaying the group fund loan. The problem however
is that the bank requires that the group fund balance after disbursement of a group fund
loan be brought to an ‘acceptable level before another group fund loan is disbursed. There
seemed to be no clear definition of this ‘acceptable’ level.” All these together had created
major access barriers to this fund (Wright G., M. Hossain, S. Rutherford, 1996), This
probably answers the apparent puzzling question that Hossain asks that, “It is difficult to
understand why a large proportion of Group Fund remains unused. since experience
indicates that the poor tend to be in constant need of credit” (:42).

Allthese ‘ambiguities  over access to group fund loan and the restriction that the group
tax 1 cannot be withdrawn when a member cancels membership created major protest
among Grameen Bank borrowers in 1995. This has resulted in important changes that
have been made to group fund access since October 1995 by Grameen Bank.

According to the new rules (Circular Letter No. 17/95, dated 26.08.95):

1. Afterten years of membership and if the borrower intends to continue membership, the
individual contributions of the borrower in the group fund (including group tax 1) will be
transferred into an individual account. Any arrears and/or overdue that the borrower
might have has to be cleared before the transfer. Borrowers have full access to this
individual account.

2. Ifamember cancels membership, s/he canwithdraw all contributions in the group fund.
Any arrears and/or overdue has to be cleared before the withdrawal.

3. These changes will not apply to borrowers who have cancelled their membership
before Oct. 1, 1985

7. Mos! barrowers reported that atleast a third of the outstanding group tund loan has to be repaid before another
group tund loan can be disbursed. This they considered 1o be animprovement over the previous rule where no new
group fund loan could be disbursed betore the outstanding loan was repaid. When this rule was in force, one member
in the group used to withdraw all the borrowable amount in the group fund and then distribute it amongst other
members Obwviously. the repayment was poor and the practice created quarrels and tension among members
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4. In general situations (except in cases of natural disaster), members as a whole can
take out up to 50% of the accumulated fund in the group fund as loan. No member can
however individually take more tha 1/10th of the accumulated fund in the group fund
as loan.

We will discuss the implications of these changes and the ways in which it has affected
repayment performance in the study area later,

All Grameen Bank loans are of one-year duration (except housing loan which is a long-
term loan) payable in weekly instalments. Until recently, the instalment on a loan was 2%
ofthe loan size and the principal was due in 50 weeks. The interest was to be repaid in the
S1stand 52nd week. In practice, however, interest charges were paid (or recorded) only
when the borrower decided to take up another loan.

This practice created two problems: firstly. the lump sum interest charges at times
forced the borrower to take out informal loans to repay it which was repaid using the new
loan taken from Grameen Bank. Todd in her excellent ethnographic review of Grameen
Bank operations reports:

“Only about a third of these sums come from cash
savings. Most borrowed to make the interest payment and it
was easy to borrow because people knew that it would be
quickly repaid and so most of these informal loan were
without interest. Some members, like the widow Noorjahan,
who had poor relations with their kin group were forced to
borrow from moneylenders” (Todd, H., :136).

The second problem is that the bank worker might not record the payment of the
interest charges at the time when it is paid and the branch manager cannot spot a delay
in recording this payment. Todd reports an interesting incident where the bank worker's
desire to maintain regular repayment records gave rise to a 'private arrangement’ which
backfired:

“...amember had left the centre totake a jobin Chittagong.
She had paid the principal amount of her loan but the interest
payment was still outstanding. She had sent the interest
payment to her brother who gave it to another centre mem-
ber to be handed over to the bank worker during the weekly
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centre meeting. Three members were short on their repay-
ment that week, so the interest charges was used to cover
their shortfall and was not recorded as interest paid by the
bank worker. Those members who were helped in this way
did eventually repay, most from their new loans. This seemend
to be a neat solution. There was the ‘clean’ record of the
centre to be maintained. This was important to keep the
centre eligible for special types of loan like housing loans. It
was also important in the promation prospects of the bank
worker. But the practice got out of hand. Loans were being
delayed for several members because their interest had
been paid but not recorded.” (Todd.H., 1996 : 123-24).

On loans disbursed after Oct. 1995, the weekly instalment has been revised to include
both principal interest. The weekly instalment on a tk. 1000 loan for instance now is tk. 22
as against tk. 20 before. This constitutes tk. 20 of principal and tk. 2 of interest. This is
expected to combat both the problems discussed above.

According to the pristine model, all Grameen Bank loans are backed by joint liability
whichis defined as a form of collective responsibility where failure to repay by one member
results in sanctioning by the bank. In this model, this sanction takes the form of denying
further credit to all members of the collective forum.

In case of the Grameen Bank model. however, there are two intertwined collective
forum: the group and the centre. My field investigations suggests that the sanction is
directed at the centre rather that at the level of the small group for the simple reason that
peer pressure from a larger peer group is deemed to be more effective than that from a
smaller peer group (see Montgomery, R., 1995 for a similar point).

Moreover, the sanction by the bank seldom takes the form of denial of future credit to
other members. This however does notimply thatjointliability is not being enforced in other
forms®. Indepth interview with bank workers, group and centre members suggest that the
bank's sanction does not take the form of denying access to future credit to other members:
the bank worker when faced with a weekly instalment default or irreqularity takes steps that
increase the transaction cost of other centre members. Such actions include, for example,

B, Jain {1996} tor example conciudes from the observation that no member is denied credit due to another members’
delault or irregulanty that joint iability is not enforced.
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making all centre members wait for longer periods in the centre meeting until a solution is
reached, not accepting other members’ instalments until the due is cleared. delaying
sanctioning new laons of other members, reducing or not increasing the loan size of other
centre members, not disbursing loans like housing loan, group fund loan in that centre etc.
As will be discussed below, the effectiveness of all these strategies are very sensitive and
are likely to be ineffective as more borrowers start becoming irregular in repaying weekly
instalment.

3. Madhupur: The Data Set

Grameen Bank has been in operation in Madhupur area since 1981. Four villages were
surveyed in this area in which there was a total of 14 Grameen Bank centres. The
population of current members in these centres was 430 during the survey.

Besides Grameen Bank, Madhupur has a very intensive presence of credit and other
service providing NGOs. All the major NGOs in Bangladesh (ASA, BRAC, Proshika,
Caritas, BRDB, CARE, ADRA etc.) have operations in Madhupur. Moreover, there are
many local (some Tangail district level, like Buro Tangail. SDS, SSS and many thana level)
NGOs working in the area. My survey identified as many as 34 such interventions.

If we categorise households on the basis of their current NGO participation, we can
think of four groups:

Giroup Dascription Drsenption
Group A Grameen Bank Housaholds Households having at least one Gramean Bank participant Grameen
Bark is the oldest NGO in the area (operating since 1581) and all the

households having Grameen Bank and some other NGO participa
tioh was found to have joined the other NGO after Gramesen Bank
Thus, in case a household has some othar NGO membership
besdes Grameen. we treated them as Grameen Bank households

Giroup B Other NGO Housaholds Househalds having some other NGO participation but not Grameen
Bank parncipation

Group C Elhgible Non-Partcipaling Househalds hat had less than or equal to 50 decymal owned land but
Housenolds nad no NGO partcipation at the ime of survay As most NGOs use
this as a common targetting critenon, we use this to define eligible
non-parcipanng households.

Giroup O MNon-algible Non-participating Housenolds that hag mare than 50 decimal owned land and had no
Households NGO panicipation at the time ol survey.

Group A and Group B based on the NGO eligibility criterion be further divided into
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eligible and non-eligible groups. We call these sub groups as A1, A2 and B1 and B2
respectively.

Group Number of HHs in Madhupur area % of Total in Madhupur arsa®
Group A 354 14%

Group A1 264 75%a

Group A2 9% 25%a

Group B 762 0%

Group B1 643 84%a

Group B2 114 16%a

Group C 1064 42%

Group D 386 15%

Total 2566

" Percentages o! total do not aod up 10 100 because ol rounding
* Percentages of subgroup population to total population of the relevant group

The household level data used in this study is a comprehensive data set collected by
Martin Greeley over 1994-95 under the project titled, “Poverty and Well-being in Bangla-
desh”. All the households in the four villages were included in the sample. The data on
1994-95 loan repayment of Grameen Bank borrowers in the study villages was collected
by the author.

4. Rupture of Joint Liability: The Unzipping in Madhupur

All the centres in the study area were having repayment problems during the survey.
Repayment problems in Madhupur study area seem to have worsened in 1995. This is
illustrated by a comparison of repayment performance of loans in 1994 and in 1995. Two
records prepared by Grameen Bank branch is used for this purpose. These are Centre
wise Shal Tamami (end of year statement) 1994 and 1995. They record information on all
bank loans outstanding by the end of a year.

Repayment rates for overdue loans are straightforward as the interest charges due on
the loan is recorded. According to Grameen Bank repayment schedule, this is due after
the 50th week of the loan by which principal falls due. Thus, the repayment rate for loans
that are overdue in 31.12.95 is : amount paid/(principal+interest)*100.

The repayment rate calculation of loans that are not due by the end of a year is not fully
precise. This is because Shal Tamami does not include information on the numbers of
weeks passed which is essential to calculate the repayment rate of such a loan. Short of
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this information, | used the date of loan disbursement of such loans recorded in the Shal
Tamami to calculate the approximate numbers of weeks passed for a loan that is not due
by the end of a year. Thus repayment rate for loans that are not due in 31.12.95 is:
(amount paid/amount due)* 100
where amount due=(loan size/50)" (months passed’4)
As we shall see below, ingnoring the repayment rate of loans not due in any given time
could give rise to a misleading picture of actual repayment performance.
Loans have been categorised into three types where
Type | Loans that are in overdue by the end of the year For these types of loans, even
the principal has not been fully repaid.
Type Il Loans that are overdue by the end of the year. For these loans. the principal has
been cleared but the interest remains due
Type lll Loans that are not due by the end of the year.
All the general and seasonal loans recorded in the 1994 and 1995 Shal Tamami have
been included in the following analysis

Loan Type 1984 Shal Tamamy 1995 Shal Tamam

Number Rep Rate (% MNumber Rep Rate (%)
Typa | B2 64 az24 a1
Type Il 15 K| 12 a0
Type 558 a1 324 53
Overa 655 B1 G50 A7
ignaning Type 11 97 3] 136 66

As is clear from the above table, overall repayment has worsened in 1995. A large
number of loans in 1995 remained overdue. While in 1994, only 17% of outstanding loans
were overdue, the corresponding figure in 1995 is about 50% More worringly, while the
repayment rate of the not due loans in 1994 was 83%, in 1995, it is only 53%. This is the
reason why ignoring not due loans in calculating repayment rate at any point in time can
give misleading results as can be seen from the table above : while the overall repayment
rate in 1995, including the repayment performance of not due loans is 14% the figure
increases to 66% if the not due loans are excluded. This is specially a problem if the
repayment performance of not due loans is 'bad’. Comparing the mean repayment rate of
type | and type Ill loans in 1995 show that in fact, the mean repayment rate of these two
types of loans are not significantly different. This gives us some idea about the magnitude
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and deteriorating trend in the repayment performance in our study centres.

We followed up the repayment performance of our study centres up until July 1996. We
could obtain figures only for 343 loans in July 1996”. Out of these we found about 67%
(corresponding figures in 1994 and 1995 was 17% and 53% respectively) loans to be of
type |. It was not possible to calculate the repayment rate of these loans as we did not have
information on interest charges on these loans. Instead, for these loans we constructed
a variable (RMK) which takes the value:

0 if total payment made on the loan as of July 1996 is equal to the corresponding figure

as of 31.12.95, i.e. if nothing has been paid on the loan since 31.12.95.

1 if the difference above is positive. i.e. if some payments have been made on the loan

since 31.12.95

We found that of 230 type | loans in July 1996, an astounding 83% of them took the
value of RMK=0, that is no additional contribution has been made on the loan in 1996.
There seemed to be no sign of improvement in the repayment performance in 1996.

The problem of trying to establish a relationship between default and borrowing
household characteristics using cross-section data from an area where default becomes
the ‘norm’ is that there is a lot of underlying demonstration effect. This makes the
distinguishing characteristics between households very noisy. On the other hand, in a
‘typical' Grameen Bank area, there are very few irregularities and almost no overdue.
There may be an opposite demonstration effect in operation in such areas which makes
repayment the ‘norm’. Such bimodal distribution of loan repayment behaviour across
areas and periods is evident in my survey. For example, in the 1993 Shal Tamami
statements, we find only a few cases of overdue loans and all these loans are ‘bad debts’
inthe sense that they have been disbursed more than 2 years ago. Similar pattern is found
in Chandina, the other study area. In 'ideal’ centres, any tepayment problem is dealt with
immediately and in extreme cases, the defaulting borrower is barred from further access
to credit. The bank worker and centre members together devise strategies to ‘solve’ any
repayment irregularities. Centre members in a Grameen Bank centre in Chandina area
reported such an incident:

“‘One of our members left the village for work in Chittagong.
Her father managed her instalments for some time as he was
using the credit and it was because of his guarantee that we

9. We collected the loan information or July 1996 from the weekly collection sheet of bank warkers of the relevant
cenlres
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took her in the centre. She returned after a few months but
did not repay her instalments for a few more weeks. We
visited her house, but she refused to listen. Then, we told the
bank worker to come with us and tell her that if she cleared
her dues, a new larger loan will be given to her. Of course,
this was just a trick to make her repay. She cleared her dues
and her loan proposal was not sanctioned. We told the bank
worker to tell her that the loan was not sanctioned from the
area office. She ‘voluntarily' cancelled her membership after
a few weeks”

(personal interview by the author)

Such swings in repayment behaviour 1s not uncommon Iin group credit programmes
Grameen Bank. Todd reports:

“Our education into the workings of the Grameen Bank
centres began with a strike. All 30 women in the Rotnogram
centre simultaneously stopped repayment on all their loans.
In the same week, the male centre in the same village also
came out on strike in support of the women's action. The
catalyst was the bank worker's refusal to process a mem-
ber's loan proposal on the grounds that interest on some
other member of the centre was due. When members
protested, the bank worker threatened to stop all seasonal
loan of the centre. The men's centre, which also had loan
proposals delayed decided to join them. In a few days, the
branch manager arrived in the village and met with the
centres. The loan and some other delayed loans were
sancitoned. The centre members resumed repayment” (ibid:
122).

Gibbons. the founder of the first Grameen replication in Malaysia found in his detailed
case study of default problems in Projek Ikhtiar that,

“Despite their (group and centre members) pledge to
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take collective responsibility, a pattern had become appar-
ent with defaulters: if they were of short duration, say one or
two weeks, fellow group and centre members would pay on
behalf of the defaulting member. But if the default continued
for say 4 to 5 weeks, other group or centre members became
unwilling to continue their support, regardles of the reason
for the default. Just when we needed the continued support
of other group and centre members, it collapsed. There
seemed to be a norm in Malay villages that one shouldn't
intervene in a neighbour's business, eve, if others would lose
privileges subsequently because of default” (Gibbons, D.
and S. Kasim, 1994),

In an interesting paper, Yaqub (1995) argues that the repayment success of group

credit programmes is driven substantially by the borrowers’ lack of alterantive sources of
credit and social powerlessness. As these condition change through ‘individual empow-
erment’ and/or 'social transformation’, repayment might be undermined.

In-depth interviews with centre members in the area suggest that the repayment

problem in Madhupur area is due to the following reasons:

Large loans to borrowers who had no ability to bear the debt burden.

Special favour to more recent borrowers who were better-off, more favoured by the
bank staff as they could absorb large loans. These borrowers got large loans despite
being ‘new’ members, which according to old borrowers is ‘unfair’.

Large loans made the whole system very fragile as the capacity of other centre
members to support irregularities when forced by the bank worker became increas-
ingly difficult. Quarrels and acrimony between centre members increased.

When centre members with relatively smaller loan were asked to pay for the
irregularities of those with much larger debt, it was seen as unfair.

The changes in the group fund access rules exacerbated the problems as the bank
workers made promises that raise expectations. They could not keep their promises.
For instance. the centre members were told by the bank workers that members who
were more than 10 years old would get back their group fund contributions. Nothing
was mentioned regarding the requirement that all outstanding arrears need to be
cleared before the arrangement.

When this was clarified, borrowers demanded that their outstanding arrears and/or
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overdue be cleared with their group fund contributions. The problem, seemed to be that
for many borrowers this could not be done with their savings in the group fund. The bank
was also reluctant in doing this as a general practice. There were rumours that the bank
was using other group members' contributions in the group fund to clear the arrears of
those whose individual contribution in the fund was not enough to clear their debt.
Moreover, the time required to calculate individual members' group fund contributions was
not taken into account while making verbal promises to centre members. In most cases,
the time within which the borrowers were expecting to get a lump sum cash remained
illusive.

The bank workers, however, had good reasons to perk up the hope of the borrowers;
as most of the centres had repayment irregularities, the bank workers assumed that the
news of more ‘lenient’ group fund access would attract irregular borrowers back to track.
The strategy however backfired: the regular borrowers started to become irreqular as well.

5. The Default Model

This section will look into the borrower characteristics and explore their relationship
with repayment behaviour discussed in the section above.

We collected household and individual level information on 246 current Grameen Bank
borrowers in our study area who had an outstanding loan according to the 1995 Shal
Tamami.

Based on the information obtained from the 1995 Shal Tamami, we categorised
borrowers into two groups: borrowers who had overdue loan in 31.12.95 (DEFDUM=1)
and those who did not (DEFDUM=0) have any overdue loan in 31.12.95."" This was used
as the dependent variable in the logistic regression.

The mean repayment rate of DEFDUM=1 borrowers was about 41% against 66% for
borrowers with DEFDUM=0. The mean difference is statistically significant (1=8.37).

A simpler way of modelling the repayment problem could be using the repayment rate
as the dependent with OLS. This was not used as the calculation of repayment rate for
loans that are not due, as mentioned above is not fully accurate. Moreover, as Grameen
Bank loans are one-year loans, using repayment rate as the repayment performance for
not matured loans is too strict a criterion. Lastly, as defaultin the area under study seemed

10. This however does not imply that these 'not overdue’ loans were not in arrears. The mean repayment rate of
such loans were 66%
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to be very widespread. repayment rates would be very sensitive to the underlying
demonstration effect.

We excluded borrowers who did not have any outstanding loan in 1995. Given that the
waiting period between repayment of a loan and getting a new loan is not more than a
month and that there are at least two loans that aborrower can get (general and seasonal),
itseems very unlikely that a borrower will not have an outstanding loan at any point in time.
We identified 46 such cases.

Interviews with some of these borrowers, the bank and relevant centre members
suggest that these borrowers had been very irregular in their loan repayment in the past.
As the bank was very strict with such irreqularities then, it created problems for other on-
time borrowers. In most of the cases, the outstanding loans were long overdue and was
settled by the bank using the borrower's group fund contributions. They are in effect ‘drop-
outs'and their names remain on records as they have not withdrawn their personal savings
from the bank. The centre members made it clear that these borrowers will not be given
any further loan.

The above explanation is strangthened by using our data to compare the depth of
membership between these borrowers (inactive) and those that had an outstanding loan
(active)in 1995. The variable depth of membership is computed by dividing the cumulative
loan amount ever taken from Grameen Bank by the membership period. Both was
calculated using the branch records.”” While the depth was tk. 1558 for the inactive
members, it was tk. 6839 for the active members. The difference between the mean
yielded a very high t value of 9.03.

11. 5% of every loan disbursed by Grameen Bank is deduced and deposited in a common group fund called the
Group Fund and this contribution. is called Group Tax 1. Grameen branches which are more than 10 years old have
recently (since October 1995) been instructed to calculate the individual member's group tax1 contributions as it
has now been decided (after a protest by Grameen Bank borrowers demanding access to their group fund
contributions) that each member's all group fund contributions will be returned 1o an individual account should the
borrower decide to stay on as a member after 10 years This contribution will be returned to the borrower in case
she decides 1o cancel her membership, irrespective of her membership penod. It must be noted that, until this rule
came into force, members were not allowed to withdraw their individual group tax contributions upon membership
cancellation. They could only withdraw their personal savings (tk1/week) contributions. Before this rule, it was
virtually impossible to calculate the total loan amount ever taken from Grameen Bank by a borrower. Multiplying the
individual group tax1 figure {available now in branches more than 10 years old) by 20 gives the total loan amount
ever borrowed from Grameen
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The regressors used were:

Varable Descrption
EDDUM Educanocn Dummy
1 It borrower and/er heusehald head nad any education
0 atherwise
HL Housing loan Dummy
1l botrower had a housing loan
0 otherwise
MPDGE Membership period of the barrawer in Grameen Bank measured in years. A square af this vanable

wis used 10 account far possible nan-lineanty
OP-LAND Area of the operated land in decimal A sguare térm is used 1o account for possibla nan. inearity
TNGO A NGO Participation durmimy
1 if borrowar household nas other NGO membership
0 f borrower househokd has no other NGD mambership
Village Dummies with the wilage that is most inaccessible used as the base village
' Same

Same

Other regressors of interest like total income, sex of the borrower, current loan size
were used but were not found to effect the dependent variable in any significant way. This
is contrary to much of the findings on repayment pertormance of rural credit interventions
which finds a significant positive relationship between borrowing household's asset/
income position and its loan default status. The fact that current loan size does not affect
the dependent variable is apparently surprising as one would expect default status on the
current loan to be positively associated with its size. This suggests a very strong
demonstration effect where borrowers having relatively small loan sizes behave in the
same way as those who have larger loans. The sign of the coefficient (not reported) is
however, as expected positive but not significant at 10% level. Total adjusted per capita
income and sex were both positively associated with default but had very small Wald
statistics (less than 1). Female borrowers have been found many studies to be better
repayers than their male counterparts, but my results do not suggest such a relationship.

The comparison of means and other descriptive statistics between the two groups are
given below:
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Total 239 borrowars
Borrowers not having overdue loan 81 cases
Borrowers having overdue loan 1 58 cases
Educaton Dummy
No 164 cases
Yas 74 cases
Housng loan
No 122 cases
Yes 117 cases
Total NGD membership in Household Dummy
Not more than one 178 cases
More than ore 61 cases
Membership Langth
mean length for the whole sample B.92 years
mean length for not overdus loan group 7.9 years
mean length for overdue loan group 9.45 years
Operatng Land
mean size for the whole sample 124 23 decmals
mean size lor not overdue loan group 169 47 decimals
mean size lor overdue loan group 101 .04 decimals

Comparison of Maan
(base group is borrowens having no overdus loans)

Vanabie 1 value significance
Education Dummy 2.97 003
Housing Loan Dummy -4.13 oo
Total NGO Participation Dummy -2.75 006
Membership Length 241 016
Cperating Land 297 003

The result of the logistic regression is given below:

Vanable Coatlicient Wald Significance
Education Durmmy 507 02
Housing Loan Dummy 717 0a7
Mambership Langth 418 04
Squared Membership Length a8 05
Operatad Land 9.98 001
Squared Operated Land 599 014
Total NGO Dummy 7.56 006
V& 75 386
V6 1.24 26
V7 1.10 29
Constant 1 316
Percent Predicted Correctly 72%

Mc Fadden's R squareo 24
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If we compare a base case (where all the dummy variables above ake the value of 0
and the continuous variables take their average values), with cases adding each of the
dummies subsequently, we can compute the impact effect of each dummy on the
probability of default.

Case Prabatiiity of Defaulf Ditterential
Hase (no dummy) 55

Including Education a6 18
Ineluding Housing Loan 77 22
Including Total NGO Dumimy B0 +. 25

The marginal etfects of the continuous variables at the sample mean are

Vanable Margina! Effect
Membaership Lengtr + 07
Operated Lang 006

The education variable has been defined as a binary where it is 1 if household and/or
the borrower has had any schooling. The impact effect computed above suggests that the
probability of default by an "educated’ borrowing households is on average 17.4% lower
than an 'uneducated’ borrowing household, This effect remains almost unchanged (14%
reduction) after the income position of the household measured by adjusted per capita
income is controlled for (not shown here). This suggests that the education status of the
household has strong negative effect on detault status irrespective of the household's
income position.

The total operated landholding of the household is the other variable negatively
associated with default status of the borrowing household but is positively associated with
default after a certain level. This threshold level in the data set turns out to be very high,
about 400 decimal. As there are very few (18 borrowing households) having such a
operated land size, the marginal effect at the sample mean turns out to be suggesting a
small negative relationship with operated land. This quadratic relationship between
operated land holding and default status is consistent with other studies on default in rural
finance (Lipton, M., 1976)

Housing loan as discussed above is a long term loan of large value given to members
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who are 'ideal’. The eligibility criterion of this loan has many dimensions including ‘need’
but the most clear dimension is membership period. Borrowers have to be have more than
5 years of membership with ‘proven’ improvement in their economic status with loan use
and in‘need' for housing. The centre is also expected to be ‘proper’ in attendance and loan
repayment. The role that the borrowers take in solving repayment problems in the centre
and the cooperation they provide to the bank worker is also taken into account by the bank
in defining housing loan eligibility. One would expect that the positive relationship between
the bank and the borrowers who have had a housing loan would act as a negative force
in the default decision of the houseold. This however does not seem to be the case. My
results suggest thathaving a housing loan increases default probability by about 22%. This
could either reflect the increased debt burden that such a loan imposes on the borrower
or could be due to ‘default-empowerment’ nexus proposed in Yaqub (1995).

The next important variable positively affecting default probability is membership
period. It is interesting to note that membership period has a quadratic relationship with
default probability reaching its maximum at membership period 9.75 years. As the average
membership period of borrowers in the sample is less than the critical level, on average
an one year increase in membership period increases probability of default by about 7%.
This finding is consistent with earlier studies on default in group credit programmes
(Hossain, 1984; Yaqub. 1995) where membership period is shown to be positively
associated with default. However, the finding that the relationship is non-linear suggests
the existence of some critical membership length which is required to build the ‘optimum’
level of trust between the borrowers and the bank. Another reason that could possibly
explain the non-linearity in the variable is the recent changes in the Grameen Bank rules
regarding access to group fund where borrowers who have been members for 10 years
or more will be allowed to withdraw all their group fund contributions.

The last variable that positively affects default probability is the NGO participation
intensity of the borrowing household. This is a measure of household's ability to access
other sources of ‘cheap’ finance as measured by the total credit NGO participation of the
household. A value 0 implies that the borrowing household has only Grameen Bank
membership while a value 1 implies that the borrowing household has other credit NGO
membership.

In Madhupur area. where this part of the data set is taken from, there is a heavy
presence of credit NGO interventions. Moreover, the level of coordination and cross-
checking of membership overlap among NGOs is ill developed. There seems to be a
consensus that as long as the same household member does not have multiple NGO
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membership, multiple NGO membership at the household level is acceptable. This means
that it 1s relatively easy for borrowing households to have membership in several credit
NGOs.

Interviews with such borrowing households revealed that newer NGOs often actively
encourage Grameen Bank borrowers and other members from the household to join their
organisation as these members are more likely to act as motivating agents for others who
might shy away from joining a relatively new NGO. Moreover, these borrowers would be
more likely to understand and motivate other borrowers in the formation of ettective group
and centres. From the Grameen Bank borrower's perspective, it makes more sense for
some other member of the household to join some other NGO rather than Grameen Bank
because information sharing within Grameen Bank s strong. This means that two
Grameen Bank members from the same household (which is against the official regula-
tion) might be held responsible for each other even if they do not belong to the same group
or the centre. Thus, the household, given the option, would prefer to have membership in
several credit NGOs.

This however has negative consequences for Grameen Bank loans, specially when
default problem becomes widespread. As our results suggest. having multipie NGO
membership at the household level increases probability of default by more than 23%.

This finding lends strong support to Yaqub's ‘default-empowerment’ argument where
he suggests that having alternative sources of finance could impair the repayment
performance of borrowers (Yaqub, 1995 : 5-13). Another study (Zeller, M. and M. Sharma.
1996) finds a significant positive relationship between default and the number of self help
groups in the village. In general, they find that default seems to be negatively related with
local economic buoyancy. Due to placement bias, one might expect credit NGO interven-
tion intensity to be positively associated with local economic buoyancy which in turn may
adversely affect repayment performance of older NGOs in the area.

6. Conclusion

The greatest succes of group credit contract pioneered by Grameen Bank is its ability
todevelop atemplate that can use local level information to offset the imperfect information
constraints. The efficiency of this template, however, appears to be sensitive in adynamic
context as the underlying state-of-affairs like loan size, membership period, access to
other sources of finance change

This study suggests that NGO competition be managed and monitored in ways that
do not impair each other's repayment performance. The products offered by all credit
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NGOs in Bangladesh is remarkably similar (Rutherford, 1996). Intensive competition in
very similar products would not only make the borrowing households indifferent between
them but could also lead to the strengthening of NGO preferences for certain types of
households. This calls for more product differentiation in the services offered.

Another important point that emerges from the in-depth interviews is the importance
of finding alternative and complimentary ways to support larger loans disbursed. The
group collateral approach seem to be most effective when loan sizes are relatively small.
As the centre grows in age, some members will inevitably demonstrate greater potential
for credit. Moreover, there would be expected turn over in the centre as some old members
leave and new members join. The present practice of making all centre members
collectively responsible for each oter's loan and basing the loan size decision almost
exclusively on membership period would create tensions in the centre which could
snowball into a situation of 'normalised default’. As membership period is a rough measure
of borrower credibility, completely abandoning the relationship between loan size and
membership perod might be seen to be 'unfair' to the barrowers. In view of this, aminimum
ceiling on loan size based on membership may be considered while larger loans may be
considered on a more sound project appraisal basis.

Group credit programmes have been remarkably successful in providing access to
micro-credit to a large number of formal credit-by-passed poor. The contract and other
design features that make this possible, however, can have its limitations as the underlying
factors change. It seems, based on the analysis above that as programmes and their
clients mature, mere reliance on peer based mechanisms might be inadequate.
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Abstract

This paper looks at the question of loan default under group credit arrangements based
on data collected during 1994-95 in four Grameen Bank villages in Madhupur area in
Bangladesh. Besides using a formal econometric model to delineate the factors associ-
ated with loan repayment behaviour of borrowers, the paper uses in-depth interviews to
emphasise the ways in which the template of group credit contract might be vulnerable.
More specifically, the paper draws attention to the need for information sharing among
creditinstitutions operating in an area, the need to diversify the services offered and finally
the need to find ways of financing ‘joint-liability graduate’ borrowers beyond the conven-
tional group collateral approach.

LA PERFORMANCE DE REMBOURSEMENT DES EMPRUNTEURS CHEZ LES
GRAMEEN BANKS

Sommaire

Cet article considére la question de non-repaiement de dettes dans le cadre
d'arrangements de credit de groupe. Celte étude est absee sur des données collectees
dans la periode 1994-19595 dans quatre villages de la region de Madhupur au Bangladesh.
ou la Grameen Bank est presente. En plus dun modele econometrique servat a
determiner les facteurs associes au comportement de repaiement de leurs dettes par les
emprunteurs, cette etude utilise des entretiens approfondis pour souligner de quelle
maniére un modele preetabli de contrat de credit de groupe peut étre poser probleme. Plus
specifiquement, cet article fait remarquer la necessite de partage d'information par les
institutions de credit opérant dans cette région, l'importance d'une diversification des
services offerts. et enfin le besoin de trouver un moyen de financer les emprunts
fonctionnant sous un systéme de responsabilite de groupe, au-dela du nantissement de
groupe.
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