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Review Article
Creation of Microfinance Banks in Nigeria:-Whathgir Main Object?

ABSTRACT

This paper recognises the Central Bank of Nigeria’$CBN) reference to Microfinance Institutions (MFls)
as “Banks” and notes that this appellation connotea meaning, which is liable to misinterpretation;
hence, microfinance practice has been misconstrueshd extended by some Nigerian practitioners, as
synonymous with conventional banking practice .Thezfore, we have examined the operating functions of
Microfinance Institutions(MFIs), vis-a-vis conventional banking practice to ascertain the differencedn

the main, both are depository financial intermediafes, but their objectives are different. While MFls
create social capital which transforms into wealthconventional banks create wealth primarily via

lending of money and other core banking activitiesAdditionally, MFI operations are limited to micro
credit and micro deposit while target population isthe poor; and their relation with clients is guidel by
social traits of trust, norms and networks. Converibnal banks have no banking limitations; and banker
customer relation is guided by conventional bankingthics. These differences have tended to throw
serious doubts on the appropriateness of the appation of “Bank “as a proper nomenclature for an

MFI.. Therefore, the conclusion is made, that MFIsare not banks; at best, they can be described as asi-
financial institutions, which are liable to financial regulation. Hence, as social institutions, theimain
object should be crafted to reflect the objective focreation of social capital. The paper recommendthat
existing and up-coming Nigerian MFIs should be comglled by the CBN to adopt the Grameen Bank-style
of management.

KEYWORDS , Objects; Microfinance, Bank; Financial Intermediation; Social Capital.

JEL Classifications.-G2; G3; M2.

(DIntroduction

The term, “main object” refers commonly to themltite objective or goal towards which all effort amrgy
is focused; and legal requirements demand an éxpladement of main objects; which in practiceyssially
made as the first statement, among other Objeeissgs, to define the company’s powers in the Manthrm
and Articles of Association of every incorporatedity (see BOFIA 1991; Part 1 section 2(1) andisact
38(1)), As defined in CBN (2012), a Microfinancarik (MFB) “shall be construed to mean any company
licensed by the CBN to carry on the business ofiging financial services such as savings and depdsans,
domestic fund transfers, other financial and noaricial services to microfinance clients”. Thusngen

incorporated entity, each MFB in NigeHa has a nahjects clausbf@gef CAMA 1990, section 27(c &hdsa - -| Comment [DOE1]: This phrase is repeated in
main objects clause; which in the technical paasfccompany secretarial practice is describeti@s t line 34; what for?

“substratum of the company”; and it connotes thenftation on which the company is built; as welitas
intents and purposes. Objects Clauses define thensmf the company and serve as guide to ewvaigyp
step or action taken by or on behalf of the compaegause deviations and inconsistencies are ysegtrded
and adjudged aslltravires’ (i.e beyond the powers of the company).

(1.1)The Problem of Microfinance Practice in Nigeria

Profit maximization is the dominant objective of Banks, (Oyejide, 1986). Thus, like other business
organizations, Banks attempt to maximize their proits over a period of time. This is done by managm
their assets and liabilities in such a way that théotal sum of interest payments on deposits and thest of
servicing their loans, advances and deposits, fdlelow the interest income on loans, advances ancher
investments (Oyejide and Soyode, 1986). However @ (1994) sees management of banks’ portfolios as
being concerned with the selection of the best mof banks’ assets and liabilities for the attainmenbf the
objectives of liquidity, solvency and profitability; and these objectives usually conflict.
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The operating system of Microfinance Banks (MFBs)n Nigeria is consistent with the operating paradigm
of conventional banking. They charge interests orolns and advances, because it is imperative to meet
the cost of purchased funds; and this is in additio to other administrative and operating expenses. 180,

it is prudent management to have an annual surplui the form of profit, for institutional sustainabi lity,
growth and to reward proprietorship.

According toMacFaquhar(2010), whose report is very critical orinterest rates and other charges by
Nigerian Microfinance Institutions (MFIs); “Rates vary widely across the globe, but the ones that draw
the most concern tend to occur in countries like Njeria and Mexico where the demand for small loans,
from a large population, cannot be met”; and he (MaFaquhar) adds that global average interest and fee
rate is about 37%, and rates can be as high as 70# some markets The report states further that
“drawn by the prospects of making hefty profits, araft of banks and financial institutions now dominae
the field (of MFIs), with some charging interest rdes of 100% or more”. Additionally, the report
comments that microcredit was created “to fight theloan sharks”- and not to “encourage new loan
sharks”.” In effect, the argument is very unequivoal, that excessive profit maximization effort of may
MFIs, is inconsistent with the averred intents ancpurposes for which they were established; the intes
are summarised in the statement, which is reportegimade by the founder of Grameen Bank in the name
of “Mr Yunus” (in a gathering of Finance Officials at the United Nations) that “Microcredit should be
seen as an opportunity to help people get out of perty in a business way, not as an opportunity to ake
money out of poor people” {see MacFaquhar, 2010)

(1.2)Requlatory and Supervisory Framework of MFIs Nigeria.

In Nigeria, the formation and operation of Micrafirce, is regulated and supervised by the Centralt B&
Nigeria (CBN); whose policy framework is stipulat@dCBN (2005 and revised by CBN,2012). The 2005
policy document is specific in its recognition ofdvbfinance, which it defines as being “about pdivg
financial services to the poor who are traditiopalbt served by the conventional financial inst@ns”; and
that three features distinguish microfinance frafreo formal financial products. These are statetthiénpolicy
framework as (i) the smallness of loans advancedoasavings collected; (ii) the absence of asaset
collateral, and (iii) simplicity of operations. Alsthe framework justified the need for regulationts statement
which avers that in “Nigeria, the formal financsgistem provides services to about 35% of the ecaradiyn
active population while the remaining 65% are edellifrom access to financial services. This 65%0&en
served by the informal financial sector, througmN&overnmental Organization (NGO)-microfinance
institutions, moneylenders, friends, relatives, aretlit unions. The statement adds further, the tfton-
regulation of the activities of some of these tugitbns has serious implications for the CBN's ipiio exercise
one aspect of its mandate of promoting monetatyilgtaand sound financial system”. Thus, the mferance
policy gave recognition to existing informal inations, with the view to bringing them within teapervisory
purview of the CBN, to enhance monetary stabilitgd @xpand the financial infrastructure of the copand to
meet the financial requirements of the Micro, Sraall Medium Enterprises (MSMESs). The essencedsdate
a vibrant microfinance sub-sector, which is adegjyahtegrated into the mainstream of nationalficial
system that provides the stimulus for developmadtgrowth. Hence the policy aims at presentinij&sional
Microfinance Policy Framework for Nigeria that wdignhance the provision of diversified microfinance
services on a long-term, sustainable basis foptiwe and low income groups”; and in particular;deate a
platform for the establishment of Microfinance Bar{MFBs); improve the CBN's regulatory and supeukys
performance in ensuring monetary stability andiliégy management; and provide an appropriate mactifor
tracking the activities of development partnerthie microfinance sub-sector in Nigeria.”

(1.3)Objectives of the Sudy

This study, recognizes “Microfinance” as an impottol for poverty reduction and socioeconomic
development in many developing countries; andiinisortant because it highlights the new trend ahyn
MFIs that have shifted and compromised their sauiakion of reaching the poorest of the poor; fier profit
maximization craze,

In the main, the paper notes one of the main objestof the CBN's policy framework as creation of a
platform for the establishment of MFBs; and it idertifies this as the crux of the matter with micro fnance

Comment [DOE2]: The shift by MFIs from their
“expected” objectives of “social mission” to “profi
maximization craze” appears to be the kernel of the
this review article.. If this is so, | suggest you

empirically show how _this shift has manifested and
proceed from there. Mere anecdotes may not fill the
bill!
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practice in Nigeria; because, the description of ME, with the [appellation of “bank’, connotes a meaing,
which is liable to misinterpretation; hence, microfnance practice has, in most cases, been misconstcu

Moruf, 2013); which although inconsistent with the intents and prposes for their establishmentjs intra \
vires their main objects(i.e. within the powers of tloenpany),, because the objects clauses in theiowgri

Memorandum and Articles of Association, have désttithem as “banksin other words, to some operators of\\

MFBs, the microfinance licence is tantamount tovemtional banking licence; and the effort to projec
themselves as universal banks, may have compsligadoperating expenditures; necessitating the higrest
and other charges on their facilities. This is @a&n from the original intents and purposesvidnich MFIs
were created, worldwide. Therefore, the questidirdsight to the fore, on the proper definition dmactions of

It is pertinent to note that there is no consemsuan acceptable definition of the term Bank. Aslaned in
Adekanye (1986; P.226 ), “Several attempts have besde to offer a comprehensive and acceptablaitiefi,
starting from the time of J.W. Gilbbart who defirethanker as ‘a dealer in capital, or, more prgpesldealer
in money. He is an intermediate party between treolwer and the lender. He borrows from one panty a
lends to another’. Apparently, this definition hdaced emphasis on the two traditional functionbaniks (i.e.
the mobilization of deposits and the granting @inle and advances); hence MFIs and ConventionalsBank
qualify to be called Banks in this context. Thigpgabelieves in the existence of the need to malkistamction
between a conventional Bank and an MFI, to rembeeobvious loophole, being exploited by some MFB
operators.

Therefore, we have made a scholarly effort, at éxation of the functions of an MFI, in comparisoitwthose
of a conventional bank vis-a-vis objectives flobgl creation of MFls, in relation to MFBs in Nigg2 This
way, the differences between an MFB and a conveatibank, would be made apparent; gusd facto(i.e. by
that fact), provide the CBN with the necessary base for funtbeexamination of their regulatory and
supervisory framework.

Thus, the purpose of the paper is to draw the tatrenf the CBN, to the need for a review of therent
regulatory and supervisory framework for Microficarpractice in Nigeria; and to urge them to formeihew
regulations, which give encouragement and recagnttv organisations that emerge With Grameen Bayike
and indeed, to compel existing MFls to adopt then@®en Bank-style of operating model, in line viittents
and purposes for global creation of Microfinancagpice. Additionally, the paper contributes to gnewing
literature on MFls.

(1.4)Methodology

This paper believes in the need to make a distincih between a conventional Bank; and an MFI and to
highlight the loopholé, currently being exploited ly some MFB operators in Nigeria. The methodology is
qualitative; and it applies comparative reasoning ia examination of the main objective of conventiona
banking; in comparison with the main objective forglobal creation of MFls; in relation to operation o
MFBs in Nigeria. It abstracts from existing literature on financial intermediation, as well as the corept

of social capital in relation to MFI objectives; The relevant empirical studies have created the baser
drawing conclusions; and to make appropriate recommndations.

In this Methodology section, you are
expected to : State the study area (is the stuslgcban a section or all the geographical areadcligeria);
Data collection (State the method you used in dalfection, the spatial and the temporal boundasfebe data
and the nature of the data. In this case the damib of secondary nature. Right?). Next is Datalysis, here
you state the analytical techniques used in aahiettie specific objectives.

The remainder of the paper is organised as followsSection two is the review of the relevant literatte.
Section three states the conceptual framework; wtel section four discusses the paper. Section fivette
conclusion and recommendation.

(2)Review of the Literature

-| Comment [DOE3]: Does the problem lie with the

with you?

appellation and to that extent change in appetiatio
the solution or have you identified and unlawfuifts|
from the constitutional and statutory mandate ef th
MFIs? When you say “misconstrued”, can you
convincingly show how? When you say “some
practitioners”, can you name them so that we flo

Comment [DOE4]: Thank you for saying
“compete” and not “rival”. Bye the way, what is the
nature of the attempt to compete? What are the
names of the MFBs responsible for this “attempted
competition”?

| Comment [DOES]: | answer that the proper

definition and functions of Nigerian Microfinance
Banks as well as the main object for their fornratig
are as enunciated in the instrument establishing
MEBs. Is there any evidence that the MFBs have
exceeded their functional statutory limits? If yes,
show this empirically. Is your concern with the
appellation MFBs as opposed to MFIs? How will &
change in name be better than making a case to
intensify supervisory activities by the relevant
authorities to ensure compliance of MFBs to
statutory guidelines?

-| Comment [DOEG6]: | suggest that you do a

comprehensive review of the Gameen Bank-style!
and _highlight areas you feel should be adopted b
Nigeria.

-| Comment [DOE7]: The idea expressed here

should be taken to the Objectives of the Study
section. Bye the way, you should clearly state the|
loophole and state how it is being exploited and wh
actually does the exploiting.
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(2.1)Revisedrequlatory and Supervisory Framework foe MEBs indtiria.

In an apparent effort to correct observed pitfallsin the 2005 framework, a revision to the supervisgrand
regulatory framework was made in CBN (2012).The rei¢ed framework is revolutionary and more
specific in its definitions of MFB target client, Micro-enterprise and Microfinance loan. Additionally, it
specifies permissible and prohibited activities imn MFB; and other details such as ownership and
licensing requirement. Other matters that are addresed include the Board and Management of MFBs;
funding, accounting and related matters etc. The iportant provisions are summarized viz:

(a)The definition of an MFB is rephrased in sectiorl.2.1 as “any company, licensed by the CBN to carr
on the business of providing financial services shas savings and deposits, loans, domestic fund
transfers, other financial and non-financial servies to microfinance clients.”

(b)Section 1.2.2 defines an MFB client to includettie economically active low-income earners, low
income households, the un-banked and under-serve@pple, in particular, vulnerable groups such as
women, physically challenged, youths, micro-entre@meurs, informal sector operators, subsistence
farmers in urban and rural areas.”

(c)A microenterprise is defined in section 1.2.3 dsa business that operates with very small start-p
capital. The management is often built around theae owner or micro-entrepreneur. It provides
employment for few people mainly the immediate fanfiy members and does not often require formal
registration to start. “

(d) Section 1.2.4 states that “A microfinance loars granted to the operators of micro-enterprises,&h as
peasant farmers, artisans, fishermen, youths, womesenior citizens and non-salaried workers in the
formal and informal sectors. The loans are usuallyinsecured, but typically granted on the basis of &
applicant’s character and the combined cash flow athe business and household.”Additionally, a tenure
limitation of 180 days (6 months) is imposed on aMFB loan; while tenures longer than six months ar¢o
be treated as special cases. “In the case of agriitwre or projects with longer gestation period, hovever, a
maximum tenure of twelve (12) months is permissibland in housing microfinance, a longer tenure of
twenty-four (24) months is permissible. “ This sedbn specifies the maximum MFB loan and limits it to
NGN500,000; “or one (1) per cent of the shareholderfund unimpaired by losses and/or as may be
reviewed from time to time by the CBN.” Also specitd is the requirement for joint and several
guarantees for one or more MFB loan beneficiariesand that “repayment may be on a daily, weekly, bi-
monthly, monthly basis or in accordance with amortzation schedule in the loan contract.”

(e) Section 2 specifies the” Permissible and Prohtbd Activities” of MFBs.

The permissible activities , which are defined inection 2.1(a-w) include acceptance of various types
deposits; provision of credit to its customers; pranotion and monitoring of loan usage; issuance of
redeemable debentures; collection of money or proeds of banking instruments on behalf of its
customers; acting as agents for provision of mobileanking and micro insurance services; payment
services such as salary, gratuity, pension for emp}ees of various tiers of government; loan disburseent
services; ancillary banking services such as dont&sremittance and safe custody; “Maintenance and
operation of various types of account with other baks in Nigeria.”; investment of its surplus funds n
suitable instruments; “Pay and receive interest asay be agreed upon between the MFB and its clienis
accordance with existing guidelines”; “Operation ofmicro leasing facilities, microfinance related hie
purchase and arrangement of consortium lending as &l as supervision of credit schemes to ensure
access of microfinance customers to inputs for theéconomic activities;” receiving of refinancing @
other funds from CBN and other sources; provision bmicrofinance related guarantees; “Buying , sellig
and supplying industrial and agricultural inputs, livestock, machinery and industrial raw materials to
low-income persons on credit and to act as agertd &ny association for the sale of such goods or
livestock”; investment in shares or equity of a bog corporate; investment in cottage industries; proision
of services and facilities to hedge various riskeetating to micro finance activities; professional dvice to
low-income persons, regarding investment in smalldsinesses; mobilization and provision of financial
and technical assistance and training to microente@rises; provision of loans for home improvement,
housing and consumer credits; and performance of mobanking functions relating to microfinance.

The “Prohibited Activities” are specified in Sectim 2.2(a-l); and it states specifically that “no MFBshall
engage in the provision of” financial services whit are listed viz:

Acceptance of public sector deposits; “Foreign Exa@nge transactions; International commercial papers;
International corporate finance; international eledronic funds transfers; Clearing house activities;
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collection of third party cheques and other instrunents for the purpose of clearing through
correspondent banks; Dealing in land for speculatig purposes; Dealing in real estate except for itse as
office accommodation; Provision of any facility forspeculative purposes; . Leasing, renting, and
sale/purchase of any kind with its directors, offiers, employees or persons who either individuallyran
concert with their family members and beneficiariesown five per cent (5%) or more of the equity of tle
MFB, without the prior approval in writing of the C BN; and Financing of any illegal/prohibited activities
such as gambling, drug-trafficking, and firearms.”

(2.2) Smilarities in Microfinance and Conventional BamksBanks

_In philosophic terms, Microfinance Institutions afidnventional Banks are similar, because both are __ -~ - Comment [DOES8]: All MFBSsare MFIs; not all

depository financial intermediaries that channeldsifrom savers to those who need the funds faredes
activities. In specific terms, Pierre (2001) hagedd that a classic example of a financial interiargds a bank
that consolidates deposits and uses the fundsansforms them into loans. Gurley and Shaw(1966j) that
this channelling process, transforms assets, fuattbbth parties of the financial exchange, rectieg
preferred terms; and the process of transformdtambeen classified into three distinct categorvies,

(1) Conversion of short-term (long-term) liabil&iéo long-term (short-term) assets. Since shont-teposits
are unlikely to be withdrawn all at once, banks enldnger-term loans, using the funds that are placéheir
short-term deposit accounts i.e Maturity Transfdioma (2) Conversion of
risky investments into safe investments. Banks lzeiired necessary techniques and expertise hagchave
designed routine operating procedures that endteletiee engagement in a variety of risk management
activities; i.e. Risk Transformation.

(3) Matching small (large) deposits with large (#)rlaans. For example, the mortgage extended bgrk to a
borrower is likely to be larger than the typicapdsit received by the bank, i.e. Steansformation. In the same
vein, MFIs are established to collect small saviauggd deposits from the poor for on lending in aggted
format, to their clients.

Other functions that are common to MFIs and coriveat banks have been classified as Provision of
Liquidity; Transaction Costs; and Delegated Mornitgrof borrowers. Firstly, provision of liquiditefers to the
major role of banks in money creation by lendinpgatsts. As stated in Bryant (1980), the centrad afla bank
is to create and enhance liquidity; and banks darwarily, by financing relatively illiquid assetgth more
liquid liabilities.(see also Diamond and Dybvig,889.

Secondly, Transaction Cost is the same as Contgp€ost; and as explained in Smith & Jerold (19i#93,the
reason for existence of financial intermediatioecduse individual contracting costs between theéde(saver)
and the simultaneous user (borrower), can res@harmous amounts when aggregated. The argumiaitis
economies of scale is achieved to reduce averagséction costs; and this is enabled by financial
intermediaries who have acquired necessary faslfior large savings mobilisation, in additionhe tequired
lending skills to enable efficient intermediatidrreduced average costs between providers and afeapital.
Thirdly, Delegated Monitoring refers to the centi@k of banks, in monitoring the borrowers, whodfg from
their facilities (see Diamond, 1984). Banks and $iFlonitor the use of loans and advances to ensapep
utilisation, non diversion; and that repaymentdsiaved. In sum, financial intermediation is a reseey
attribute for existence of both Microfinance anch@entional banks; hence; it is the basis for thimilarity.
Gorton and Winton assert that “financial intermédiais a pervasive feature in all of the Worldtoromies”;
and that it “is the root institution in the saviriggestment process”; and they posit that “thersgsdinvestment
process; the workings of capital markets; corpdiiance decisions; and consumer portfolio choicaanot be
understood without studying financial intermediaf{see Gorton & Winton, 2002).

(2.3)Brief Historical Perspective of Microfinance Ingtitutions

The historical perspective of MFIs is inextricabiyertwined with their operating models; henceeitamination
is important for the purpose of a clear appreaiatibthe intents and purposes or objectives far treation.

The literature traces the origin to the practidaionaries, from th&ranciscarmonks who founded the
community-orientegpawnshopsf the 15th century, to the #@entury founders of thEuropean credit
unionmovement; identified as F W. Raiffeisen; as welMashammed Yunus and Al Whittaker who are
credited with formation of the microcreditovement in the 1970s. The latter tested practices and buil
institutions to bring the kinds of opportunitiesdaisk-management tools that financial servicesprawide, to
the doorsteps of poor people (see Helms, 2006).

According to Feigenbergt.al (2011) “Microfinance is a broad category of seegicwhich includes micro-
credit”; and as defined in Microfinance Gateway12)) it is “financial services for poor and low-ome

clients, offered by different types of service gowmrs”.

The operating model of the Bangladesh based MEheamame of Grameen Bank, that won a Nobel Peaze P
(see Grameen Bank,2011), is theeus Classicus(i.e. authoritative exampleand widely regarded as the grand

MFIS are MFBs. Have you ever thought about th

)
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norm of the microfinance industry. Thus, as show@Giameen Bank (2011), the Bank was created in b976
Professor Muhammad Yunus, who was Head of the Figahomics Program at the University of Chittagong
He “launched an action research project to exanhiegossibility of designing a credit delivery systto
provide banking services, targeted at the rurat;pwith the objectives of (1) extending bankingifities to
poor men and women; (2) eliminating the exploitatd the poor by money lenders; (3) creating opputies
for self-employment for the vast multitude of undayed people in rural Bangladesh; (4) bringing the
disadvantaged, mostly women, from the poorest Hmlds, within the fold of an organizational formetich
they can understand and manage by themselves5anelversing the age-old vicious circle of "low amee, low
saving and low investment”, into virtuous circle'lmfw income, injection of credit, investment, maneome,
more savings, more investment, more income" (GranBamk, 2011). It is stated that the sixteen densiand
resolutions of the founding members, were the dgvbrce behind the success of the Bank; and airaptd
Yunus, “ the first decision has become extremelgvant. It says: Our lives will be moulded arotinelse four
principles — Discipline, Unity, Courage and Hard \/&(Yunus, 2011); The literature identifies two ima
operating mechanisms, through which the Bank dediite financial services as: (i) “Relationship-eds
banking for individual entrepreneurs and small besses”; and (ii) Group-based models, where several
entrepreneurs come together to apply for loansoéimel services as a groupfh sum, the social traits of
trust, norms and networks, are important attributesin the organization and management of Grameen
Bank.. For the sake of clarity, let us see where you expiily stated the “loophole some MFBs exploit”
in relation to the Grameen model which does not havthe loophole. If the loophole is in the interestate
charged, what new rates do you advocate and why?itfis in terms of group lending, are you sayinf tiat
the MEBs do not practise group lending?

However, the Bank has been criticized on account dffie interest charges on loans extended to their
members. In the words of Sharma (2010) “The man whstarted Grameen Bank, which is a pioneering
institution for organised money lending, and is mking tonnes of money by exploiting the poor, is now
howling. The problem is that bigger 'loan sharks' tave taken over and that is worrying Mr Yunus.” The
implication of the foregoing is that the widely actaimed achievement of Grameen Bank is being faulted
because it is seen in some quarters, as making mgrfeff the poor”.

In Nigeria, micro savings and microcredit are as al as the use of money in various rural and semi-udn
communities. In the words of CBN (2005); the “pradte of microfinance in Nigeria is culturally rooted
and dates back several centuries”; and that the trditional microfinance institutions provide accessa
credit for the rural and urban, low-income earners.They are mainly of the informal Self-Help Groups
(SHGs) or Rotating Savings and Credit AssociationEROSCAs) types. Other providers of microfinance
services include savings collectors and cooperatigecieties. As noted in Nwankwet al (2013),
cooperative societies have been closely identifiedth provision of financial services in the rural aeas of
Nigeria. They are organised or formed to facilitatehe financing needs of productive activities, suchs
agriculture, general commerce and other monetary deands of the members, CBN (2005) states further
that “the informal financial institutions generally have limited outreach due primarily to paucity ofloan
able funds.” SHGs refer to activities of communitis who organize themselves into social groups, fdne
purpose of contributing funds to a pool, from wheremembers are able to obtain loans to finance
execution of personal projects and/or investmentsind this is complemented by existence of money
lenders. In the same vein, ROSCAS (a.k.a. osusuigusu) is a process of capital accumulation, which
involves the coming together of a group of friendavho embark on mandatory savings for a period,
usually one year. The process is described in Duk@g2014) in the following words ‘if there are ten people in
the team, (say) “A” through “J”, they would raisay, ngn 50,000 each to make a pool of ngn 500y006igh is
disbursed to the first person “A” in the first mbnsay, January and by October, while in the temhth, the
last person “J” would collect his own ngn500, 00@ ¢éhe rotation continuesAt the end of the collection
period, the total capital of each member is returné with commensurate share of interest.

Ilganiga &Asemota (2008), have stated that these adties are classified into Informal Rural Financia
Institutions (IFRI) and Formal Rural Financial Inst itutions (FRFIs). The IFRIs have been explained in
Soyibo (1994, ), as covering all financial transaicins that take place outside the functional scopd o
banking and other financial sector regulations in he country; however, their activities, are often
“unrecorded and unregulated” but legal; hence, refeence is made to them as unorganized financial
institutions. This classification include activites of professional money collectors, money lendepart-
time money leaders such as estate owners, tradesspallholder farmers, relations and friends: esusu o
isusu collectors; credit unions and cooperative saies, etc. Some of them are community or group
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based, while others are organised around individual (see for instance, Aryeetet al, 1994, Soyibo 1994,
Bagachwa & Naho 1994, Akanji 1998, Iganiga & Asemat2008). In all of these activities, compliance wit
repayment terms for borrowed money is achieved vohtarily; through peer pressure; or as is common
with professional money lenders, through realisatio of pledged security items.

Early efforts of the Nigerian government, to promog urban and rural credit, included implementation d
various schemes to stimulate rural employment andrpductivity. Institutions were established, to
implement top-bottom finance-led development stratgy, through processes that channelled government-
supplied funds to urban and rural entrepreneurs (se Yaron, 1992; Iganiga & Asemota 2008). The
channelling was done through Development Finance $titutions (DFIs) which included the Nigerian
Agricultural and Cooperative Bank; Nigerian Bank for Commerce and Industry; and Peoples Bank of
Nigeria; all of which operated mainly in the urbanareas. The rural areas had the CBN's rural banking
scheme and community banks to cater for normal barnkg needs of rural dwellers; while the CBN’s
Agricultural Credit Guarantee Scheme Fund facilitated credit to rural farmers. Others were the Family
Economic Advancement Programme (FEAP) and the Natiwal Agricultural Land Development

Authority. These institutions, except the CommunityBanks, operated as government parastatals; and the
efforts did not alleviate the difficulty of rural d wellers’ access to credit. In general terms, they eve not
designed to function as proper financial intermedides and they did not operate under financial viality
constraints, nor were they driven by commercial peiormance criteria. Hence, as stated in Yaron (1992
several factors, including chronic dependency on gernment funds, the absence of competition, limited
accountability and bureaucratic obstacles, led to &d loans, inefficient operations, loan recovery
problems, political patronage; and the result was nsustainable credit facilities and eventual collaps(see
also Eboh 2000; Iganiga & Asemota 2008) . In therfal analysis, the effort of the CBN to incorporatehe
IFRIs into the FRFIs is what is considered here a&Simplistic Approach” by mere conversion of the
community banks, (which were formed with initial oective of profit maximisation) into Microfinance
Banks; and this is captured in their regulatory andsupervisory framework (see 1.2 above).

(2-4) Operating Model of Microfinance Institutions

The operating system in Grameen Bank is regarded tgely as highly successful; hence it is always cite
as the paradigm for microfinance operations. The pitosophy is predicated on the concept that the poor
have skills that are under-utilized and that, withincentive, they can earn more money. The bank accep
deposits, provides other services, and runs severdvelopment-oriented businesses including fabric,
telephone and energy companies.

The credit policy is designed to support under-serd populations; thus women have been attracted ake
overwhelming majority (96%) of borrowers. The bank’s exclusive focus is on “the poorest of the poor”;
and as stated in Grameen (2011), exclusivity is amed by (1) establishing clear eligibility criteria for
selection of targeted clientele, using screening-bmeasures. (2) Priority, in credit delivery is asgned to
women; and (3) a delivery system that is designed meet the diverse socio-economic needs of the poor
Borrowers are assigned into small homogenous groupand this is a characteristic that facilitates graip
solidarity, as well as participatory interaction. Each group is made up of five members; and the growp
are clustered into “Federating Centres” which are tinctionally linked to the Bank, who sends field
workers to attend weekly meetings of each centre.dans are granted, under terms which are designed to
be suitable for the poor; and they are specified a@) very small loans, given without any collateral(ii)
Loans are repayable in weekly instalments, spreadver a year. (iii) Eligibility for subsequent loan
depends on repayment of first loan. (iv) Self chosencome generating activities, which employ the dls,
possessed by the borrower. (v) Close supervision lmbrrower by the group, as well as Bank staff. (vi)
Emphasis on credit discipline and collective borrowr responsibility.(vii) Special safeguards through
compulsory and voluntary savings. (viii) Transparemry in all bank transactions, most of which take plee
at Centre meetings.

The foregoing defines the organisational format aGrameen Bank; and one of the case studies in
Feigenberg,et.al (2011), which reported experiments at a typical Graeen Bank-style MFI, in the name
of Village Welfare Society at the Indian State of Vst Bengal, has given further insights into the iner
workings of the operating model. The report state¢hat after “clients are screened and groups approw
by loan officers, members choose a group leader whose home, the loan officer will conduct weekly
repayment meetings for the duration of the loan cyle. The first two meetings are for group nurturing
and training; and loan repayment starts in the third week. During each meeting, clients take an oath,
promising to make regular repayment, after which tre loan officer collects payment from each member
individually and marks passbooks. Loan cycles lador forty four weeks and all clients must attend
meetings for at least twenty weeks, after which pot, they may repay the remaining balance in a singl
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instalment.” | am still looking for the loophole you earlier mentioned so that we plug it together! What
are the features in the Grameen model that are noh the Nigerian MEBs that you are now advocating
their inclusion.?

(2.5) Some Findings of Empirical Studies

Olukotun (2008) studied a Nigerian rural communityin an effort to capture the social life-style and
behaviour of rural communities in Nigeria; and in particular, their response and attitude to community
based projects. He avers that there was “a para-saitific response of a community, lacking all relevat
trappings of modern technology, capital and manageent resources to the media and exigencies of
development”. He defined para-scientific, as” attempt by the communities to use approaches and methods
that are not exclusively rural or scientific but ablend of rurality and science”; as an apt descriptn of the
level of cooperation that characterises the sociéfe-style of typical Nigerian rural dwellers. In the words
of the paper’s abstract, “Rural communities (in Nigeria) have over the years lived together and do thgs
in common. They eat and sleep together; they go tbeir farms together, help the weak on the farm,
during marriage and in home construction. In fact,the way their houses are built gives room for the
sharing of ideas and for consultation. They havepf their common benefits, constructed roads, schos)|
health centres and also made bridges through manu&bour and personal contributions. Having lived a
life of togetherness and of sharing of ideas overlang period of time, it sounds strange, if not
unacceptable to some of them that they will find pojects in their communities without the slightestdea
about it either in conception or in implementation”. The paper drew inspiration from (Okafor, 2005) wio
believes that the participation of a community in heir own project can lead to (i) community
empowerment and improvement in efficiency; (ii) beter projects and better outcomes from local
participation; (iiij) enhancement of service delivey with greater transparency and accountability (iv)
emergence of local private contractors and servigeroviders as a consequence of community
participation; and (v) encouragement of donor harmaization. The paper concludes, amongst others that
the “participatory approach creates prosperity andsustainability by empowering communities”.

In Article Base (2011) the recent conversion of Negian community banks, to microfinance banks is
recognised; and the author avers that microfinancservices help families to start and build micro-
enterprises, which it describes as “the very smallusinesses that are important sources of employment
income, and economic vitality in developing countgs worldwide”. It opines that, “salaried or wage-
paying jobs are scarce in many developing countrigdience most citizens make their living through sél
employment by creating and operating their own tinyenterprises; and that this can be vitiated, when
financial services are not there to fuel productivy- a situation which prevents the businesses of ¢hpoor
from growing into businesses that help them escapmverty. As stated in the article, the “microfinarce
movement was born to ease the suffering caused bgyerty, and to awaken the global economy's sleeping
giant: the under-capitalized productivity of the wald's working poor”; and that efforts by successive
Nigerian government “to solve the problem, throughseveral rural finance and development programmes,
have met with unsatisfactory results. This was dut the lack of a mechanism, which would encourage
the mobilization of savings among people at the gsaroots level and at the same time simplify the
disbursement of funds through loans and advancesHence the author proposes the concept of “Village
Banking” which is described in the following words“By providing very poor families with small loans to
invest in their micro enterprises, Village Bankingempowers them to create their own jobs, raise their
incomes, build assets, and increase their familieg/ell-being. Here's how it works. Neighbours come
together in financial support groups called "Village Banks." Individuals borrow working capital for th eir
micro enterprises, and because they have little wifer for collateral, the group guarantees those lans. As
businesses grow, families earn more, purchase monetritious foods, and parents are better able to s&
their children to school. After a year or more, maty Village Bankers make significant improvements to
their businesses, their homes, and their lives. Baase neighbours support each other while growing #ir
businesses, Village Banking helps invigorate entireommunities. Village Banking is designed to reacthe
poorest of the working poor”.

Realizing that the financial system in Nigeriariactured into formal and informal markets, |ganageal
Asemota (2008) conducted an empirical investigaitibm operations of the various institutions; ahd extent

of financial intermediation in different social 8egs. The results indicated that traditional sgsiand credit
associations, which are patronised by traders,iledland semi-skilled workers, are prevalent imsarban
and rural areas, while Daily Saving EnterprisesEB)Sand Professional Money Lending Schemes (PMLS) a
patronised by artisans, traders and skilled workersemi-urban and urban centres. The performanadysis

of the unorganized financial market, pointed tdrarsy savings habit in the populace; and existaficebust
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lending activity. This indicate that most ruraldircial intermediation programmes of government Hailed.
Therefore, they recommended an extension of firsudevelopment activity, to rural economies of Nige

Oji (2008) conducted a study, to determine thecat$f of Microfinance institutions’ policies on the
technological capabilities of micro-borrowers irgliiia. Nine (9) Microfinance institutions and 25GHeir
clients were surveyed in 2005 and 2006. The finslstgpwed that between 2001 and 2005, there were
significant growth in the clientele, as well asisgg, and loans made by the MFIs; and that thasriflection of
increasing demand for microfinance services. Tlgeession results showed that the technologicallibiyeof
micro-borrowers were affected by the number of eygés/workers, duration of their loans, age of majo
machinery/ equipment utilised by the respectivegmise, and the appropriateness of the machieeuipment
to skills possessed by the workers; as well adablaiinfrastructure. The operators’ length of eigrece, and
interest rate on MFI loans negatively influencezhtelogical capability. He recommended that forghepose
of giving to technology accumulation through midieancing, MFIs should increase the moratorium and
duration of loans granted to their clients. Thitaéda spreading repayment over a longer periocugher
recommendation of the study is that the rate @rédt on loans granted for acquisition of technpkiypuld be
low.

Feigenberg,et.al(2011), had a conjecture that social capital “candparticularly valuable in low income
countries where formal insurance is largely unavadble and institutions for contract enforcement are
weak. They realised that “a number of developmentssistance programs, promote community interaction
as a means of building social capital”’; and noteshat “despite strong theoretical underpinnings, therole
of repeat interactions in sustaining cooperation heproven difficult to identify empirically”. They noted
the submission in Manski (1993; 2000) that “While darge body of research finds a positive correlatio
between social interaction and cooperative outcomgggorous empirical evidence on this subject remais
limited, largely due to the difficulty of accounting for endogenous social ties”.

Thus, they conducted the first experiment, to ascéain the economic returns to social interaction irthe
context of microfinance. The result provided overwklming evidence, that random variation in the
frequency of mandatory meetings across first-time drrower groups generate exogenous and persistent
changes in clients' social ties. The experiment sgested “significant benefits to MFIs from buildingSocial
Capital. However, these benefits do not come freevgn non-trivial transactions costs of meeting four
times as often”. These transaction costs are offidgy improved repayment achievement from more
frequent meetings of Group members. In other wordstepayment defaults were found to be lesser when
frequency of Group meetings was increased from bi-gekly, to weekly. The results showed further that
“the resulting increases in social interaction amog clients, more than a year later, are associateditiv
improvements in informal risk-sharing and reductions in default”. A second field experiment gave restd
which indicated that group lending, without collateral, is successful in achieving low rates of defaiiinot
only because it harnesses existing social capithlt also because it builds new social capital among
participants.

If you have made any point to the effect that MEBempt to compete with conventional banks, if iave
presented any evidence that MFBs have loopholésiteanot in the Grameen model, | am afraid | have
seen them.

(3)Conceptual Framework

The operating mechanism of an MFI, as exemplifiechithe Grameen model, provides a perfect fit, into
the concept of social institution, which, Harre (279, P. 98) defines as an interlocking double-struge of
persons as role holders or office bearers and thiké; and of social practices involving both expresee
and practical aims and outcomes. Also, Turner (1997 states that a social institution is “a complexfo
positions, roles, norms and values lodged in partigar types of social structures and organising refavely
stable patterns of human activity, with respect tdundamental problems in producing life-sustaining
resources,---, and in sustaining viable societalrsictures within a given environment”; and accordingto
Giddens (1984), social institutions are “the morereluring features of social life”. Further explanation of
what constitutes a social institution is given in &tt (2001) who asserts that “Social institutionsra often
organisations”; and that many institutions are sysems of organisations. Stanford (2011), has provided
additional clarification, that “the term “instituti on” connotes a certain gravity, not connoted by théerm
“organisation”; so arguably, those institutions tha are organisations are organisations that have aeatral
and important role to play in or for a society. Beng central and important to a society, such rolesra
usually long lasting ones; hence institutions areypically trans-generational”.

In effect, the distinguishing characteristic of anMFI, as a distinct financial intermediary, from a
conventional bank is that, while the former is a scial institution within a social organisation, with profit
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maximisation as a secondary objective; the lattesiestablished with primary orientation and organiséion
structure that emphasises profit maximisation as th dominant objective ab initio. |

Secondly, economic theory suggests that” repeatedactions among individuals can help build anéhtain
social capital” (Krepst al., 1982) and encouraging interaction can be an éffetbol for development. Thus
we recognise the definition of sociatapital in Putnam (1993) as “features of social o@nization, such as
trust, norms and networks that can improve the fficiency of society by facilitating coordinated actins”.
Social capital catalyses collective and economicrfits, derived from the preferential treatment and
cooperation among individual and group membership o one hand, and the MFI on the other (see for
instanceFeigenberget.al, 2011), Ultimately, the social norms and values, to whicthe entire membership
has subscribed, enable a transformation of the ecomic benefit, into wealth; and in cumulative terms;t
enhances economic growth. Therefore, we posit thah MFI is a social institution that promotes the
attributes of social capital; and organized as a me@ment in the context of the definition of Microfinance
in Robert et al, (2004) i.e. "a world in which as many poor and neapoor households as possible have
permanent access to an appropriate range of high @lity financial services, including not just creditbut
also savings, insurance, and fund transfers”

(4)Discussion of the Paper

It can be argued that as a depository financial irermediary, a microfinance institution qualifies to be
described as a bank; and this is reinforced by thabsence of a consensus on the propend precise
definition of what is; and what is not a bank; howeer, some characteristics of MFIs, that are inextigably
linked to them, as a direct consequence of intengd purposes for their creation, have tended to trow
serious doubts on the appropriateness of that apdation.
The first is limitations in scope of MFI operations which include the following:-

(i) They are created to accept micro-deposits anatgrant micro-credits only. The revised framework n
CBN(2012) is very specific in limiting permissibleMFB loans to a maximum of NGN500,000.

(i) Their target audience is the poor and “economially active low income earners. low income
households, the un-banked and under-served people,particular, vulnerable groups such as women,
physically challenged, youths, micro-entrepreneurspformal sector operators, subsistence farmers in
urban and rural areas”. (CBN, (2012) .

(ii) They do not perform the function of clearing. The cheques deposited with an MFI, are usually séeto
the Clearing House through a conventional bank thahas clearing capabilities. This is confirmed in
sections 2.1(e) and 2,2(f) in the revised CBN (20Ir2gulatory and supervisory guidelines.

(iv)Local and foreign transfers of money by MFIs, ae made through conventional banks.

(v) MFIs have their accounts with conventional bank; not with the Central Bank; thus, they cannot
borrow directly from the Central Bank.

(vi)Banking ethics imposes certain obligations onanventional banks e.g. secrecy etc, which are not
applicable to MFls; for example, most businesses difieir clients’ are openly transacted during group
meetings. In fact, most businesses of MFI clientare openly transacted during group meetings; and M
rely on this openness as a mechanism for buildingeial capital, peer pressure and to whip-up/motiva
performance of clients who are identified or perceied as laggards.

Further limitations have been defined in specificerms by “Prohibited Activities” in section 2.2(a-i) of
CBN(2012); and it is pertinent to note that these hibitions draw a clear line of demarcation betwea
MFIs and conventional banks- who do not suffer thesame kind of prohibition or limitation.

The second is the question of Banker-Customer relianship. While the Banker-Customer relations in a
conventional banks is guided by conventional bankip ethics, and pronouncements of Court
judgements; that of MFI is guided by social traitsof trust, norms, networks, honesty, hard work etc,all

of which are enforced by personal conviction of thendividual client; - cultural underpinnings and peer
pressure. These are important attributes for buildng social capital; and they define the organising
mechanism, which is patterned after that of a “Movenent”. A movement is characterised by common and
unified mind-set about defined objectives that musbe achieved jointly and severally i.e. collectivelby

the organisation and individuals in the organisatia. In other words, in conventional banking, the

-| Comment [DOE9]: What is the basis for this

argument? Can you quote your source. MFIs and

conventional banks are both going concerns. Profit

maximisation objective is present in both
institutions. The volume of profit is tied to the
statutory sphere of their respective activities.

-1 Comment [DOE10]: What are the specific

objectives of this review article? Your discussion

must be organised around the specific objectifes.
you have stated any specific objectives call them

here for discussion. If you have not, please do the
needful.

-| Comment [DOE111]: There you go again! Is the

issue that of appellation or loophole? Assuming it
both, how can a change in name bring about a
change in the way the institution operates?

Comment [DOE12]: What does this mean? What

are that common objectives of MFIs with their
clients'? What are the different objectives of
conventional banking with their customers'? Give

examples.




550 The policy and supervisory framework of the CBN, $ very unambiguous inits recognition of
Microfinance, which it defines as being “about pdivg financial services to the poor who are triadially not

| served by the conventional financial institutio®@BN, 2005); and that three features distinguish microfinance
from other formal financial products; which the Frework identifies as (i) the smallness of loansamded and
or savings collected; (ii) the absence of assetdasllateral, and (jii) simplicity of operatiortdowever, the
inclusion of Small and Medium Scale Enterprises (SHs), within the financing purview of MFBs in
Nigeria, by the 2005 framework is a paradox, which negates the very essence foeation of MFIs
because, SME finance and banking requirement invoks some element of wholesale operations; their
loans are not small; and in most cases, their fadikes require collateral, all of which are outsidethe
purview of MFIs; hence it is very appropriate thatthe CBN has cured the paradox via the 2012 revised
guidelines which has removed SMEs and MSMEs from the financingurview of MFlIs.
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implications. They are/now placed in a limbo; andd compete with the big companies and conglomerates _ - { Comment [DOE13]: What do you mean by this

who, traditionally, are the Blue Chips of conventimal banks. SMEs and MSMEs, constitute the engine If according to you the SMEs and the MSEMEs afe

room of the real sector of the economy. They prodgcgoods and services and generate employment for a removed from the mandate of MFIs do you have

- - . . . evidence of their being financially incapacitatsd
vast majority of the populace, thus they deserve thspecial attention of the financial system ﬂ:f; removal? E— '
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The CBN has acknowledged the fact that the “practie of microfinance in Nigeria is culturally rooted ad
dates back several centuries”; and that the traditbnal microfinance institutions provide access to edit
for the rural and urban, low-income earners (see CR, 2005). This acknowledgement is consistent with
empirical findings in Olukotun (2008) and the submssion in Article Base (2011), In effect, micro-savgs
| and micro-credit:-, enabled by social traits of trust, norms and netwdks, which are catalysed by deep-
rooted moral precepts of the three dominant religias (Christianity, Islam and African Traditional
Religion), have always been ingrained in the tradibnal life-style and socio-cultural configuration d the

the appropriate operating paradigm, for the IFRIsthat were converted to FRFIs in Nigeria. In other model is lacking in the Nigerian MFBs and how d
words, the simplistic approach of the CBN, in mergl converting Community Banks into Microfinance you propose its adaptation to the Nigerian situi
Banks, did not solve the intended problem of the resl to promote grass-root financing of the poor and

low income earners in Nigerian rural and urban area. The implication is that the governments’ dese

to stimulate rural employment and productivity, is yet to materialise.

\Grameen Bank-style mode\l of microfinance, as applieby the Indian MFI (see Feigenberget al; 2011),is _ _ - | Comment [DOE14]: What special feature of th?
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It is noted that successive Nigerian governments dappropriately recognised the need for provision b
grassroots finance to the various self help effortsf the economically active low-income earners, low
income households, the un-banked and under-serve@pple as well as rural dwellers in general; and
efforts were made to solve the problem through sexa rural finance and development programmes, but
the government efforts were met with unsatisfactoryesults. This failure of government efforts can be
explained in the context of empirical findings in Qukotun (2008) whose submission, indicate existenoé
high level of cooperation (describable as esprite corps.e. a sense of unity and of common interests and
responsibilities, as developed among a group of m@ns closely associated in a task, cause, enterpretc),
as a characteristic of the social life-style of tyipal Nigerian rural dwellers. Olukotun posits that it will be
“strange, if not unacceptable to some of them (i.the rural communities) that they will find projects in
their communities without the slightest idea aboultt, either in conception or in implementation”. The
implication of the foregoing is that the establishrant of an institution (e.g. an MFI) in a rural commnunity,
without active participation of the dwellers, during conception/or implementation, is doomed for failee
in the sense that the MFI objective may remain largly unachieved; because the initial objective at
formation is inconsistent with the MFI objective ofbuilding social capital. In other words, the conveed
community banks are likely to remain as mere depostakers, as opposed to the social mission of
grassroots business finance because their originabjective of profit maximisation, is inconsistent vith the
social mission of MFls.

Evidently, the scenario in Olukotun (2008), is constent with the scenario that existed i in rural
Bangladesh when Grameen Bank was formed; hence ongthe objectives was crafted to reflect and
promote inclusiveness of the rural populace i.ebringing the disadvantaged, mostly women, from the
poorest households, within the fold of an organizainal format which they can understand and manage
by themselves”.Even at retirement, Professor Yunus was careful ichoosing his words during his written
communication with the MFI members. As stated in Yumus (2011) Our lives will be moulded around
these four principles ”. In the statement of Objedies, and the communication from Professor Yunus,
terminology usage, reveals application of esprile corpswhich is a bonding principle for inclusiveness.
Esprit de corpss an essential ingredient in a Movement and an MEMwhich lacks this bonding among its
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membership, may not be successful in its social rsisn. The same bonding is indicated in the Village
Banker concept, proposed in Article Base (2011) nal it is indicated also in the operating mechanismf
the Village Welfare Society at the Indian State o¥West Bengal.

Is spirit de corps now the issue? Please maintainfacus.

It is noted alsothat the desired quality ofesprit de corpswhich is required to transform the group into a

“Movement”, cannot be attained overnight, becausehe behavioural traits of individuals will need to ke
harmonised in an evolutionary process that developgroup norms and trust; and this requires time.
Hence, it is appropriate that an MFI should evolvdrom a cooperative society that has a build-up ofczial
capital elements.You are at it again! Are you proposing that MFIs $iould evolve from cooperative
society? Is this your initial argument?

The implication of the foregoing is that the simplstic approach, adopted by the CBN a fiat conversion of
Community Banks into MFBs, did not automatically transfam theminto MFls. They are MFBs in name,
but it is doubtful if they operate as true MFIs, shce they did not undergo the evolutionary proces$at
transforms them into a movement in the manner of Gameen Bank; and especially, as their motive for
starting the business is profit maximisation, thraigh the instrumentality of bank lending and other ore
banking business as Community banks.

Our argument is predicated on our conceptual frameork (see 3 above), which recognises the operating

mechanism in Grameen Bank with further clarification in Feigenberget.al, (2011). Thushaving regard to
microfinance limitations, we posit that an MFI is rot a bank in the strict functional requirement of
conventional banking. This position is necessary bause| it seems that the MFI appellation as Banks i
creating an imaginary high pedestal for the operatrs; which alienate them from their social mission b
grassroots financial intermediation; and as importaat economic institutions for poverty reduction, aswell
as catalysts for socioeconomic development. Alsbseems to shift the focal point of their primary

objective, from the intents and purposes for theiformation, to conventional banking objective of prdit

intermediation function; and ipso factq it falls within the ambit of financial regulation.

{ 5)Conclusion and Recommendation
(5.1) Conclusion

nomenclature that bears that appellation can be deptive as to its intentions because, the name of an
incorporated entity, is an indication of its purpo® and occupation; and this is usually reflected ithe
main objects clause of the Memorandum and Articlesf Association.

Though [the first MFI (Grameen Bank) bears the appdhtion of “Bank’ because of its financial
intermediating activities, its operating model is mconsistent with normal conventional banking parad"qn{. B
Also its purposes, and the organisation structurehtat applies the group approach in provision of serees,

purpose of microfinance, which, as defined in Robert al (2004) is“a world in which as many poor and
near-poor households as possible have permanent ass to an appropriate range of high quality finanal
services, including not just credit but also saving, insurance, and fund transfers” .

The implication is that the profit motive of an MFI, should be secondary; and regarded as a necesdity
institutional sustenance and growth; in other wordsbeing a social institution, they should not be wed|
to behave like conventional banks i.e. profit maxinsation should not be pursued as a primary objectie,

in MFls.

The adoption of the appellation “Microfinance Bank” in the Regulatory and Supervisory Framework of
the CBN, to describe financial intermediaries thatare characterised by (] “the smallness of loans
advanced and or savings collected; (ii) the absehesset-based collateral, and (iii) simplicityopferations”;
has succeeded only, in creating a paradox thaiatidddress the intended problem of Microfinandeities of
IFRIs in Nigeria; hence as noted in Iganiga & As&an@008), the unorganized financial activities stit:
thriving in rural areas because of the “failurdinfncial intermediation programmes of government”.

« | relevant authorities?

-| Comment [DOE15]: Assuming but not
conceding that MFIs are not Banks, how would a
change in name bring about a change in grassrog
financial intermediation as opposed to advocatarg
stricter and closer supervisory activities by the

-

Comment [DOE16]: Whether you call it primar
or secondary objective, MFBs/MFIs have profit
maximisation as an objective? If not what is irr¢he
for those who are engaged in it?.

- { Comment [DOE17]: What are those reasons?}
n?

What are the empirical bases for such postulatio

Comment [DOE18]: Have you now shifted the
attack from the bank in MFBs to the bank in
Grameen Bank?

is a means to an end not an end in itself.

- = { Comment [DOE19]: The social capital concept}

-| Comment [DOE20]: Who should not allow

who? Are you not now talking about strengthening
supervisory role by the relevant authorities as

opposed a renaming?
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Therefore, we posit also, that the main objectrol|, being a social institution, should be crdfte properly
reflect the intents and purposes for its formatierto create social capital that ultimately tramsfs into wealth
for the organization and its clients.

(5.2)Recommendations

Following from the conclusions, the following recommendations are inevitable:

(i) A clear distinction should be made between th&vo financial intermediaries. While an MFI should be
seen as a social institution that is organised asnaovement of the poor and low income earners for th

purpose|of building social capital an MFB should ke classified as a commercial bank that transacts - { Comment [DOE21]: Social capital buiding is
conventional banking business. not an exclusive prescription for the so-calledpog
(ii) MFBs should be allowed to operate as seconceticommercial banks for the purpose of meeting the and low income earmers. In felation (o the finaheia
3 It L X . r . p .
fmanua! |nterm§d|§tlon needs _of SMEs MSME_smd cher busnesses /clle_ntele in that _categ,onyth _ seems to me that MEIs embrace MFBs. MFIs tha
appropriate capitalisation requirement that befitstheir status as second tier Commercial BanksT his offer bank services no matter the scope and coeefag
means that a séLimitations” that is commensurate with level of capitalizatioris to be imposetly the should flourish as such within the limits of their
CBN on this second tier commercial bank whielill be allowed to offer services in all commercial kiag Efr:ﬁtﬁmgb“ ationssinelsamelislalsoisaitiaizng
products; and they willequire a separate regulatory and supervisory framesork. L —
(iii)The 2005 and 2012 supervisory and regulatoryramework for MFBS should be reviewed and | { ?mme(;‘t D?ﬁ?z : This 'S'S?meWhat outside
streamlined to target MFIs (not MFBs). The streamlned document will serve as the reference regulation - | femandate of this review article.
to guide MFI operations as social institutions; ad it should contain appropriate provisions, which ’| Comment [DOE231: The requlatory framework
compels existing and up-coming Nigerian MFls todopt the Grameen Bank-styleof management. %ﬁgggi‘;&iﬂ;‘gisa‘)#ésvacr:g;ig’rffﬁd |
Qv) Deliberate policies are required to encourag®Fls, that are organised in the style of Grameen Bak, . .| that extent outside the purview of the MEBs.
in rural and urban areas. ~

Comment [DOE24]: Remember that this

Grameen Bank style that you are recommending was

criticised by you see lines 640-641.
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