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Abstract

More than half of human population in developing countries lack access to financial services from institutions, either for
credit or for savings. Providing the poor with access to financial service is one of the ways to increase their incomes and
productivity, therefore reducing poverty from the basic point of wiev (Robinson, 2001). Poverty in developing countriesis
resulting from different impacts such as low economic growth, high population growth, unequal distribution of recourses,
diseases etc. Therefore it couses low productivity and unemployment of the poor. To increase the productivity of the poor by
creating employment means to improve access to financial services in developing countries. In many low-income countries
there is more than 70 percent of the people working in agriculture. This mostly sdf-employment of the poor couses rural
poverty in the case of seasonal agriculture or natural disaster. Therefore also lack of savings and capital is a big problem for
poor people in developing countries. Providing a credit seems to be a way to generate self-employment opportunities for the

poor. And the successful way to bring it into effect is microfinance.
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INTRODUCTION

More than half of human population hasno accesgo
financial sevices. At presert there is big competition
among providers o financial services all around
us. Banks till offer new and new products to win
customers. Lending money still bring a profit by way
of interestsfor bank so how is possilde that there are
so many people with a lack of financial services in
developing countries.

First basicrea®nis posgble to findin apolicy of banks
— bankscan’t profit from somebaly who regads few
ddlars as a fortune Simply becouse banksgenerally
assumehat providing smallloans and deposit services
would ke unprofitable. It is a questio but let say this
opinion has keengenerally receved Ly banks.

Than there is a questim of locaion of banks. For
many poor people living in the villagesis just the long
distance to the bank one of biggestproblemin issueof
financial services.

Certain importance is also possilde to addto distrust
and fear of low-educaed people from processrelaing
to taking aloan ett. And d course quaranteerequired
by the bank can’t be forgotten as one of the most
important deeminat of lack of financial services.
For those poor people in developing courtries who
would like to take a loan and s@rt their own little
busines but they can”t read the classicloans, there is
anotherway to read it —microcredit.
Microcredit is the name given to small loans madeto
poor people who are regaded as badfinancial risk, by
convertional banks as they have insufficient savings
or asets to oltain a loan. Despte the diversity of
definitions the world microcredit generally means:

e smallsizeloans

e shaterrepaymen periods

e flexible and easy to undestand reguldions

andloans

» smallscaleadivitiesbasd on local conditions
and needs

e clients and small erterpreneairs and low-
incomehouseholds

e Joans used to generde income develop
enterprises and used b the communty for
social services such a health and educdéion
(Bliss, 2005)

Microcredits are provided ty Micrdfinance hstitutions.
They can be formal, semiformal a informal. However,
providing credt to the poor is often consideredrisky,
the number d MFIs in developing countries is till
increasing. Microfinance asa integral part of financial
market, is dtill dewloping. The presernt trend is
transformation the informal untranspaert MFi which
are often non profit, social motivated, co-erdive
or depended ro donas to the formal traspaent
MFIs which are profit and suséineble. Though it is
consideratte that in someareas the informal MFIs will
stay the mainfinancial help to the local poor people.
For a variety of rea®ns - such as the problens of
imperfed informations and imperfedt enforcement,
covariate risk of agicultural production, and political
interference- many countriesfindit diffi cult to develop
sustinable rural financial institutions. However, the
recert experience o micrccredit and rural credi
programs in several countries suggestthat sustaineble
financial institution may be posside to develop in a
rural setingsif certain conditions are met:

e« the governmert does not see financia
institutions asa public transfer medanism a
interferwith themin any way excet to provide
prudert reguldion and supervision

» financialinstitutions are allowed to set interest
ratesthat refled market forcesand adust with
infl ation rates
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e financial intermedidion that includessavings
mohlization is an integral pat o credt
delivery to targetedsedors or groups, so that
targeted programs learn to degendon marlkets
ratherthan solely on donarsfor fundirg

e loan contractsare enforcedtrough social and
ecaiomic incetives or other means such as
group pressue

e grants a subsidiged funds are given as seed
cepital for a limited period of time to sipport
institutional developmert. (Khandler, 1998)

There are many countries supporting micrdinanciry
which is using asan antipoverty tod becouse it helps
to decease unempoymert, therely increasing income
conneded with consumption and therefore reducing
poverty. In modly islamic countriescan micrdinanciry
improve the situation naot just for the poorest but also
for the womengenerally. Therefore many MFIs provide
specialprograms for women.

MATERIAL AND METH ODS

Data for casestudy in Jordan were picked up during
the research stay in Jordan in summer2006. Most d
information proceedfrom interviews and consultations
with expertsin relevant institutions (MFIs in Jordan,
experts in Microfinance the privat sedor, clients @
MFIs) esgecially in region of Karak. Information about
various MFIsin Jordan were also gaheredfrom internal
materials and presertations of MFls.

The baclgroundfor the pat - Rotational systens- was
gaheredfrom interviews with heads binformal MFls
in the area closethe Dead Sea (Ghars4fi).

RESULTSAND DISCUS3ON

Casestudy in Jordan

One d the islamic countries where micrdinancig is
wide-spead is Jordan. There are many MFi formal
sud asinformal Islamic countrieshave to faceto some
specialties resulting from the religion. One of themis
the fact that lendirg mone is prohibited for muslims
accading to the religion rules. Therefore there is alack
of taking a clasicalloan for radicalmuslims.

MFi in Jordan are dfering special approad for this
people. For example National Microfinance bak works
on the principle called“MURABEHA" “MURABEHA’
is the principle of granting credit. Becaise of religion
impad in Jordan lending moneg is prohibited for
muslims. Therefore there is another possilility to take
a credt for radical muslims. Those people can buy a
goods by invoice and the bank pay diredly to the sha.
So thereis noinfraction aganst theislamic rules.
National Microfinance bak is a Jordanian private
shae-holdirg non-profit company, dedicded solely to
the delivery of sustinable financial servicesto micro
and smallerterpreneusin Jordan, particularly woman.
National Microfinance bak wasestdlishedin March
2006 and during the first four month hasprovidedits

servicesfor more than 5000clients and this numberis
still increasing. Discounting the fact of high interest in
micrdfinancirg generally in Jordan the succesgesuls
from undestanding of needs bthe people.
According to the suivey madein 2006 in Jordan the
mod important reasns for taking micrdinanceloans
are
1) shat period for recieving money

with the guaantee mosthighly 2 weeks

whereasin commexcial bankss it around

2 months
) issueof loan size
) lack of guaantee
) term of exgration
) interests
According to this research the focus is putted an loan
size guaranteeand processof mong lendirg.
The next issue in the research was related to the
guestian: Where doyou preferto take aloan?
Here is the resulting sequence:
micradfinance bank
islamic bank
commecial bank
People werealso asked for therea®n of their preference
if they have evertakenaloan in acommecial bank and
in caseof answering NO, why?
Here are the mog frequertly answers:

e worry about complicated processof lendirg

g wiN

moneg/
e religious rea®dns
e disaggreeable

e higherinterests
e loansize

All this asppds male than the MFIs create services
better available to people. For exanple guaantee
required in commecial bank means lack of financial
servicesfor most ¢ the poor. What the MFIs do offer
for improving acces to the financial services? There
are diffrent ways of quaranteein various MFIs. Mostly
there are no quaranteerequired usualjust the fact that
the client can get arrestedwhile defaulting (accading
to thereligionsis it for muslim unpossble). SomeMFIs
use just confidencein the client asatoadl of quarantee
(e.g. Middle East Micro Credit Company).

Of course there are some conditions which have to
be fulfilled for taking a micracredit. For exanple
for Developmert and Enploymert Fund (Fig. 1) is
necesary condition presentmen of project by people
askirg for a loan. Therefore lendirg moneg/ by DEF
are conneded just with improving enploymert in the
area and developmert of business.Every applicant for
loan is also valued accading to Credit Scoring System
(Tab.1). If there is a project which is beneficial for
whole area than there is possble to take a bigger loan.
All projects are underscreenirg control. In casethat
moneg are usedfor another function than for projed
than the interest risesfrom 5% up to 10%.

Between(1991-1/6/2006 DEF total lendirg amounted
to JD (75,2) million to finance more than 30700
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projects, created 36984 sea®nal and permanert job
opportunities.(DEF presertation, 2006)

This number is still increasng. This fact refleds the
growing intres in microcredit.

Lending Operations (1991-1/6/2006)

No. of Projects

m Direct

@ Indirect

Direct

Indirect

Source: presentation of DEF, 2006

Value of Loans

(JD)
2 E2Q onnNnNnNNN
60000000
12 688432 40000000
20000000
- 0
W Direct Indirect Direct
@ Indirect

Source: presentation of DEF,2006

No. of job opportunity

10382

26602

m Direct

@ Indirect

Note: Diredt means lendirng money dired to the people
in the area

Indired means lending mone to ather organisations
in the areas where are no DEF branches.
According to the latest survey more than (67.2%)of the

projects financeddiredly from DEF during 1991-2004
still operaing. (DEF presertation, 2006)

Every project is sypervisedto know if themoney is used
the right way for project. IRADA - one of the sypervising
organization- provide together with supervising also
swpporting keneficiaies by giving informéions,
making orientations and worksh@s. IRADA send a
training expert in the areas where neededFor exanple
in Rakin (area closeto Dead Sea) there produce local
people rubber kids toys thanks the project. Becaise
this people didn"t have many experiencesin this field,
IRADA hasarranged for the semina to improve skills
of local people for higher productivity. An Expet has
taudht those people how to manufacture efficiertly the

rubber

All this adivities are very uful for helping people
increase their incomeand therefore to improve their
living standard.

Rotati onal systems

Through all that facts there are areas where nofinancial
organizations are available for local people. This people
usedto help each other by rotational system of lendirg
mone. This sydem is also widespead in some areas
where is no problem with availability of financional
institutions. This informal Micrdfinance hstitutions
work on sygem of rotation of lendirg moneg/ among
the local people often with minimal @ no interest.
The basiccapital is mosty provided ty dona's sudh as
Ministry of Planning, NGO a foreign donas.

Oneof the areas where rotational sydem is widespead
is Ghasdfi — area on the coastdf Dead Sea. In this
diffi cult conditions living people are usirg many kind
of this sygem. There is also rotational systen specially
for womenproviding by WomenAssociation. Ministry
of Planning grants this Association by 20 000JD. Than
this money rotate among the local people. Beneficiaies
are sypposedto service the paymen monthly with the
smallinterest. Term of expration is one year than this
mong are lendedto somebaly else.

Anctherrotational sysem-— providing by TheJordanian
Hashemte Fund for Human Developmern — designed
for manufacturing. Size of loan is 500-5000JD and
term of expration is 30 and 12 months. This rotational
systam is used lg 500families. The paymeinis servised
monthly with 0-1% interest (urtil year 2006) and 9%
payable within 5 years (since2006).

Ghasdfi  Association for  Social Developmert s
providing more programs. Manunight is rotational
systen for manufaduring projeds.

Habitate is program for housirg. Size of loan is 300-
4000JD with term of expration 1-7 years. Interest is
lessthan 1%. But there is one necesgbusrequiremert
for taking a loan. The beneficia is sypposed to take a
part in building. It is not possilde to pg a construction
company with this moneg.The loan can be usedjust
for material or skilled labour. The local people that
are usirg or are about to ue this program are helping
with building grais. After finishing of building the
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beneficiar is supposed to help by building a house for
another beneficia. There have beenbuilt up 45 houses
through this systam in Gharsafi urntil summer2006.
National Agricultural Uhion is providing another
rotational system for smallfarmers.4000JDis devided
among 10 farmers. They pa back monthly with 0%
interest and with discount 25%. That means that
National Agricultural Union recewe backjust 75% of
loanad moneg. This amount of money is than again
devidedamong the farmers. Themoney rotate urtil the
amount of themwill read 0.

For the poored familiesis designeda progran ISRAA.
Each family receives 3 sheepsThey supposedto give
first lamb from this sheepsto another family. For all

the time the family hasto save the number d 3 sheeps.
After years it is possille to sell the redundant sheeps.

Presertly this sygem is found in second level in
Ghaors4fi.

CONCLUSION

The effediveness of micrdinance prograns as tools
for poverty reduction dependsamong other things,
on whetherand how successilly they addessthe real
constraints faced by the poor. The main contribution
of micrdinance - savings, credt and insurance - is
to help people to overcome financial constrains. The
main assisénce of micrdinancirg may be gaheredas
follows

e promoteinvestmer in assets

» facilitate adivitiesto earn alivelihood

e proted against income shoks
Support of local privat sedor by micrdinancirg helps

to develop smalland medum enterprices,and thereby
to ecanomic and social growth in local area which
approve globally in national ecanomic growth in last
consequence

The micrdinancial secbr is sdtill deweloping and
extendirg. The conditions suted o the poor help
those people to get ketteraccesto financial services.In
those areas where is worse accesdo financial services
are often usedvarious informal MFIs sud differert
kind of rotational sygems.
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Tab. 1.:

Credit Scoring System
Criterions | Details Ans Point
First Criterion IndividualCharacteristicof Applicantg5 pointeach)
1-1 Age
1-2 M arital status
1-3 Occupationastatus
1-4 Educationalevel
1-5 CreditHistory with(DEF)
1-6 Jobexperience
SecondCriterion ProjectCharacteritic(feasbility study)(5pointeach)
2-1 ProjectSector
2-2 Location
2-3 Beneficiary contribution
2-4 IRR
2-5 Bay Backperiod
2-6 Jobsopportunitiesto by
Third Criterion Collateral (40pointsfor 3.10r3.2)
31 Salary
32 Mortgage

Fourth Criteri

on weightedcriterion (5pointeach)

4-1 Projectshare(localmarket)
4-2 No of similar projects(same
4-3 Dependents

4-4 Resdenceownership

Total (100 points)

Source: presentatiorof DEF,2006
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