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Abstact

The United Nations declared 2005 the International Year of Microcredit.
Arising in the Third World in the early 1970s, microcredit developed as a
means to provide extremely poor people, especially women, with access to
credit and an alternative to charity. Commenting on the significance of the
resolution, Mark Malloch Brown, Administrator of the U.N. Development
Program, noted that sustainable access to microfinance is a central
strategy in the United Nations’ goal to “help extreme poverty and hunger
by 2015.” According to Secretary General Kofi Annan, such access
“helps alleviate poverty by generating income, creating jobs, allowing
children to go to school, enabling families to obtain health care, and
empowering people to make the choices that best serve their needs.” By
the end of 2001, the number of people in extreme poverty who benefited
from microcredit programs rose to 26.8 million.

This marks a fourfold expansion in microcredit since 1997. The goal
for 2005 is to have helped 100 million poor people start their own
business. This number encompasses about one-fifth of the world’s
population living in poverty. The thirty-four largest microlending
programs serve a total of 7.5 million people, of whom seventy-seven
percent are female. Thus, microcredit also serves as a means to combat
the “feminization of poverty.” Esther Ocloo, the founder of Women’s
World Banking, a non profit lending institution that has expanded into
fifty nations in Africa, Asia, Latin, and North America since its founding
in 1979, stresses the importance of female involvement: “Credit for
women is our right and we must fight for it.” This Note explores

applications of microcredit in the United States and suggests an approach



to extend the benefits of such programs to a wider clientele by means of
a program that is both novel and traditional: equity lending based on
Islamic banking models. By effectively sharing the profits of fledgling
businesses, microlenders who adopt an equity lending model can lower
interest rates without substantially increasing lender risk, offer their
services to more microentrepreneurs, and support their infrastructure
through an influx of capital from their clients. This final benefit, in turn,
allows the microentrepreneur to give back to the group of people who
had the faith in her to make the original loan.

The stabilization and increased profitability of MFIs that can be achie
ved through commercial partnerships will allow the microfinancing industry to
move into a new stage of significant growth and scope expansion that wil
| likely make a significant impact in development finance. These partnershi
ps seem to be the perfect way to combine the benefits of the unique exp
ertise of specialized MFIs with the greater funding capabilities, structure,
security, and technological advances of private industries. While MFIs an
d commercial banks will clearly be the leading actors in this effort, in or
der for it to be successful, governments, international development banks,
and international organizations must cooperate with these primary actors t
o create economic incentives, financial assurances, technical assistance, an
d regulatory and legal tools that facilitate the implementation and manage
ment of such partnerships. In order to achieve this goal, there are a num
ber of strategies that should be implemented by the government and inter
national actors.

First, there must be an effort by the governments of developing countries
to create a legal and regulatory environment that allows commercial banks

to enter into such partnerships. Several countries have already undertaken



such initiatives. For example, in Pakistan the government introduced, in 2
001, the Microfinance Sector Development Program, a package of legal r
eforms and initiatives designed, in part, to facilitate the regulation and de
velopment of commercial bank-MFI partnerships. Such efforts are also bei
ng undertaken at the international level. For example, in 2004 the Group
of Eight Countries announced an action plan to increase access to microfi
nance, which will focus on identifying the regulatory and legal barriers to
the establishment of commercial bank-MFI partnerships and work on refor
ming the applicable laws to facilitate and encourage such initiatives. Cou
ntries that wish to promote commercial bank-MFI partnerships should foll
ow this model in identifying the tax, interest rate regulation, and financial
regulation barriers to partnerships and in introducing regulatory reforms th
at will address the unique challenge of integrating the microlending practi
ce into a commercial framework.

In addition, the international development banks and organizations, such
as the World Bank, the Asian Development Bank, the InterAmerican
Development Bank, the U.N. Capital Development Fund, and others,
should make a concerted effort to offer commercial institutions, that are
considering entering into such partnerships, extensive technical assistance
and advice to help them chose the right MFI partners and partnership
structures that allow both parties to derive the greatest benefit from the
others’ competitive advantage, while maintaining their unique strengths
and mitigating risk. These organizations should invest in exploring the
best contractual arrangements for such partnerships in order to provide
potential partners with the best advice on the structure that best fits their
particular context. These large organizations would be in the best position

to provide such advice and guidance due to their extensive resources,



relationships with the MFI world, and developed expertise on the special

financial environments of different regions.

% Key words : RCA, microcredit, microfinance, low-income class
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224) Darren Keyes, “2006 International Law Review Association Colloquium on Law,
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226) Beatriz Marulanda & Maria Otero, The Profile of Microfinance in Latin America in
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f=23 [hereinafter Profile of Microfinance].

227) International Monetary Fund, Microfinance: A View from the Fund(2005), p.4, http:/
/www.imf.org/External/np/pp/eng/2005/012505.pdf [hereinafter IMF Microfinance].

228) Ramirez, op.cit., p.2.

229) Profile of Microfinance, op.cit., p.5.
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233) Robert Peck Christen, Occasional Paper No.5: Commercialization and Mission Drift:
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234) Littlefield & Rosenberg, op.cit., p.39.
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