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I Introduction

In international development, the concept
of microfinance has become increasingly
important over the last three decades or so.
Microfinance is defined as the practice of
‘supply of loans, savings, and other basic finan-
cial services to the poor’ (Consultative Group
to Assist the Poor [CGAP], 2003). Greene and
Gangemi (20006) place microcredit at the heart
of microfinance, where it is widely understood
as ‘the practice of offering small, collateral-
free loans to members of cooperatives who
otherwise would not have access to the capital
necessary to begin small businesses’ (Hossain,
2002: 79). Notwithstanding the importance
of other forms of microfinance innovations,
discussions on microcredit feature prominently
during the course of this article, with the
terms ‘microfinance’” and ‘microcredit’ used
interchangeably.

Recent literature has highlighted increas-
ing recognition of microfinance as a crucial
tool in the alleviation of poverty, via its creation
of employment opportunities and promo-
tion of rural development and fulfilment
of creative potential (Navajas et al., 2000;
Ahmad, 2001, 2002; Yunus, 2001; CGAPR
2003; Brau and Woller, 2004; Lashley, 2004;
Chowdhury et al., 2005). Interest in micro-
finance has been fuelled by its acceptance and
successful implementation in organizations
such as ACCION in the US; BancoSol in
Bolivia; Association for Social Advancement
(ASA) and Bangladesh Rural Advancement
Committee (BRAC) in Bangladesh; and
Bank Rakyat Indonesia (BRI) in Indonesia
(ASA, 1997; Navajas et al., 2000). One of
the most notable innovations in microcredit
is the Grameen Bank in Bangladesh which
was founded by Muhammad Yunus in 1983,
in response to the numerous challenges he
experienced in attempting to lend to the poor
via existing commercial banks. Microcredit
has since been replicated in more than 65
countries throughout the world. The year

2005 was declared the ‘International Year
of Microcredit by the United Nations’. The
clearest official recognition thus far of the
impact of microfinance has been the award of
the 2006 Nobel Peace Prize to Muhammad
Yunus and the Grameen Bank (The Nobel
Foundation, 2006). However, the numerous
accolades of microfinance have been countered
by heavy criticism in the literature with regard
to high interest rates, exploitation of women,
loan repayment, unchanging poverty levels
and failure to cater effectively to the target
groups (Holt, 1994; Dignard and Havet,
1995; Christen, 1997; Mallick, 2002; Brau
and Woller, 2004). As noted by Potts (2002:
352), ‘it is unfortunate if a flexible and useful
toolkit is completely discarded because some
of the tools in the kit are difficult to use. What
is needed is to use the appropriate tools at the
right time and in the right places.’

Little discussed in microfinance literature,
however, is the fact that, despite its enormous
success in tackling poverty, the applicability
of the microfinance system in formal banks
still remains a major challenge for developing
countries, where most of the world’s poor
reside without access to banking facilities.
Furthermore, poverty itself remains the
largest challenge to the social and economic
development within the Caribbean region
(Bowen, 2007) and currently, various micro-
finance institutions (MFIs) are attempting to
tackle poverty and promote sustainable liveli-
hoods in the Caribbean. This article, therefore,
aims to explore the applicability of microfinance
to the commercial banking system in Barbados.
The remainder of the article is structured as
follows. Section Il gives a brief overview of the
microfinance environment in Barbados and the
Caribbean. Section Il provides an empirical
and contextual examination of the relevance
of' microfinance to the Caribbean International
Bank (CIB), a well-known commercial bank
in Barbados. Finally, a presentation of the main
recommendations and conclusions is given
in Section V.
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Il An overview of microfinance

in Barbados and the Caribbean

For several decades, Caribbean countries
have struggled with poverty and related social
challenges, with the impacts of globalization,
including removal of subsidies and increasing
competition, slowly eroding the much-needed
agricultural sector (Ahmed, 2001; Bowen,
2007; Caribbean Development Bank, 2007).
Poverty remains the chief threat to the social
and economic development within the region,
despite thriving economies and improving
standards of living in the Caribbean (Bowen,
2007). Microfinance has therefore emerged as
a catalyst for entrepreneurship development,
poverty reduction and economic growth
throughout the region (Lashley and Lord,
2002; Lashley, 2004; Bowen, 2007). This is
particularly relevant due to the strong pres-
ence of micro and small enterprises in the
Caribbean, only 3-5 percent of which can
obtain adequate financing (Wenner and
Chalmers, 2001).

Barbados is the most easterly of the
Caribbean islands, with a population of
280,946 people (Central Intelligence Agency
[CIA], 2006). Information services and
offshore finance are the major foreign exchange
sources, resulting in the Barbadian economy’s
heavy reliance on financial services (Lashley
and Lord, 2002; CIA, 2006). However, lack
of access to finance has been revealed as one
of the largest hindrances to Barbadian small
businesses (Lashley, 2003). Poverty eradication
and development of an entrepreneurial spirit
have been identified as key goals of the National
Strategic Plan for Barbados 2005-25 (Ministry
of Finance and Economic Affairs, 2005). Yet,
despite the obvious demand for financial ser-
vices for the poor, von Stauffenberg (2000: 3)
observes that ‘microfinance is still in its infancy
in the English Speaking Caribbean’.

Barbados is home to four microfinance
institutions which provide access to credit to
entrepreneurs who otherwise would have been
unable to receive funding from commercial

banks, despite operating sustainable enterprises.
These are the Barbados Agency for Micro
enterprise Development Ltd. (which is more
commonly referred to as FundAccess), the
Urban Development Commission (UDC), the
Rural Development Commission (RDC) and
the Barbados Youth Business Trust (BYBT).
Loans are provided within the range of US$ 350
and US$ 50,000, via asset- or character-based
lending or a combination of the two, for the
purposes of increased employment, poverty
alleviation and business expansion. In addition,
several organizations provide technical support
and training to micro and small enterprises in
Barbados. These include the Barbados Small
Business Development Centre of the Barbados
Investment and Development Corporation, the
Barbados Small Business Association, the Youth
Entrepreneurship Scheme, the Central Bank of’
Barbados’ Credit Guarantee Scheme and the
Caribbean Technology Consultancy Services
provided by the Caribbean Development
Bank. Institutions such as the University of
the West Indies and the Barbados Institute of
Management and Productivity (BIMAP) also
offer specialized small business management
and business skills development programmes
(Lashley, 2006). Finally, the Small Business
Act aims to promote the growth of the small
business sector via the provision of funds and
tax incentives for the growth of businesses.
Despite this extensive support framework
for the creation of an enabling environment for
the growth of micro and small enterprises, there
is a lack of development of the microfinance
sector in Barbados and the Caribbean, which
has been attributed to several factors. First,
small population sizes in Barbados and other
Caribbean countries provide small portfolios
and markets that are limited, both in their
degree of expansion as well as in the potential
for the achievement of economies of scale (von
Stauffenberg, 2000; Wenner and Chalmers,
2001; Lashley, 2004; Westley, 2005). Second,
there is a heavy dependence on subsidies
from governments, donor programmes and
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alternative financial institutions (Wenner and
Chalmers, 2001; Westley, 2005). Additionally,
the provision of subsidized interest rates is
exploited by more bankable clients (Lashley,
2004), thus serving to exclude the poor and
to deter international funding. Third, the well-
developed financial sector in the Caribbean
provides strong competition with the micro-
finance sector, primarily as a result of the pur-
suit of wealthier MFI clients by commercial
banks (von Stauffenberg, 2000; Lashley,
2004). The higher levels of social and economic
development within the Caribbean region have
also provided alternative opportunities for self-
financing or funding from family members and
friends (Wenner and Chalmers, 2001). Fourth,
there is strong government intervention in
the Caribbean, particularly with regard to
delivery of microfinance and setting of interest
rates, which has distorted the market and
decreased the demand for microfinance (von
Stauffenberg, 2000; Wenner and Chalmers,
2001; Lashley, 2004).

These challenges have been compounded
by an over-emphasis on collateral as opposed
to willingness or ability to pay; a poor repay-
ment culture; high transaction costs; the need
for greater technical cooperation between
government, support and business organiza-
tions; divergent aims of microfinance; and
insufficient consideration of the Caribbean
context (von Stauffenberg, 2000; Wenner
and Chalmers, 2001; Lashley and Lord, 2002;
Lashley, 2004; Westley, 2005).

Nonetheless, the criticisms and chal-
lenges of microfinance have failed to lessen
its potential for future application. The 2006
Microcredit Summit highlighted the increasing
integration of microfinance into the operations
of the less limited mainstream financial insti-
tutions and markets (World Bank, 2006).
Such alternatives have also been explored at
the Sixth Annual Roundtable on Microfinance
in the Caribbean (Caribbean Microfinance
Network, 2007). Future developments in
the role of microfinance include household
savings as a potential fund resource, where

these savings can be utilized for the provision
of dynamic loans for the poor, as part of the
objective of financial intermediaries to supply
significantly essential deposit services. As
proposed by World Bank (2006), this will be
preceded by the development of large domestic
financial markets in which healthy and stable
financial institutions facilitate provision of
financial services to the poor throughout the
twenty-first century.

Il Empirical perspectives from
Barbados: a case study on the
Caribbean International Bank

| The relevance of microfinance to

Caribbean International Bank (CIB)

These considerations lead us to the following
case study of the CIB, a commercial bank
at which one of the authors was previously
employed. The aim of this case study is to
illustrate the attitudes of commercial banks
towards the introduction of microfinance
into their banking operations. It should be
noted that due to anonymity requirements a
pseudonym (i.e., the Caribbean International
Bank [CIB]) has been given to the studied bank
in Barbados.

The case study is based on the empirical
perspectives of various microfinance players
on the operations of microfinance in Barbados
and its relevance to commercial banking. The
study draws on recent research conducted at
the CIB, microfinance institutions and other
financial institutions in Barbados. The main
method of investigation was a mixture of struc-
tured and semi-structured questionnaires and
interviews, which allowed the participants to
provide insights into the practice of micro-
finance and the advantages and disadvantages
of its introduction in the commercial banking
sector. Investigations concentrated on the
Small Business Banking Department of the
CIB.

The CIB is one of the leading commercial
banks in the Caribbean, formed recently as
a result of a merger between the Caribbean
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operations of two major global financial
services providers. It is based in Barbados,
has branches in 20 Caribbean countries and
provides both financial services to residents
of these countries as well as offshore financial
services to non-residents. The CIB offers a
variety of competitive innovative products
such as internet banking and electronic wire
payments and transfers. A statistical profile of
CIB is given in Table 1.

The Small Business Banking and Corporate
Departments of CIB are involved in the pro-
vision of loans to banking clients and hence,
were selected as the most relevant areas for
investigations regarding microfinance. There
are several benefits for commercial banks in-
volved in microfinance, especially in providing
them with a competitive advantage in this age
of increased competition and liberalization of
markets. Rhyne and Christen (1999, in Bell
etal., 2002) list other advantages: management
expertise, appropriate physical and systems
infrastructure, ability to accept deposits and
accessibility to other sources of funding such
as equity capital. In addition, Westley (2005)
cites superior telecommunications and road
infrastructure and lower costs due to small
size as natural advantages of the Caribbean
for microfinance provision. Finally, as part
of CIB’s interest in the social and economic
development of its member territories, it has

provided donations to microfinance institutions
in support of the small and micro enterprise
sector. Despite this, although CIB is familiar
with the concept of microfinance, bank offi-
cials report that microcredit has not been
incorporated into its operations (Alexander,
20006). Like several other commercial banks,
the possibility of the introduction of a formal
microfinance programme in the banking sector
in Barbados is highly unlikely at this time (Millar,
2006). Such hesitation was anticipated by the
participants of the study and the rationale for
such reluctance will be discussed during the
course of the case study.

The various characteristics or prac-
tices of the Grameen (microcredit) system
(Chowdhury, 2001) are compared to those of
these two CIB departments in Table 2.

The results of CIB (see Table 2) are similar
to those outlined for traditional banks, both
in current literature (Chowdhury, 2001; Bell
etal., 2002; Valenzuela, 2002) as well as in the
Barbadian banking sector. Table 2 illustrates
increasing concern for the welfare of the poor
as one moves from operations in traditional
banking to those in small business and micro-
credit (Grameen banking). This occurs as the
focus becomes more concentrated on the less
wealthy end of the population.

While the best practices of commercial
banks are often similar to those of global

Table 1 Statistical data on the Caribbean International Bank
Number of countries served 20

Total number of branches 90

Total number of employees 3,200

Total number of customers 360,000

Total number of accounts 700,000

Total loans disbursed in 2006 (US$) 0.5 billion

Asset base (US$) 9 billion

Range in loan sizes (US$)
Total number of accounts
Total number of customers 500,000
Nominal interest rate (%) 12

Period of loans

2,000-50,000 (Small Business), More than 50,000 (Corporate)
690,0000

Dependent on purpose and size of loan, ability to repay, level of
risk involved

Source: Adapted by the authors.
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Table 2 Comparison between Caribbean International Bank (commercial) and Grameen Bank

(microcredit) systems

CIB corporate

Characteristics of banking  department

CIB small business
banking

Grameen bank

(Chowdhury, 2001)

Awvailability to client: Do
they go to the client or do
they ask the client to come
to them?

client

Maximum borrowers: men
or women?

Predominantly men

Collateral as a prerequisite
for a loan?

Yes; required by policy
and regulations

Relationship between the
bank and the borrower,
subsequent to provision of
the loan?

management and
support staff

In the event that the loan
is not repaid?

Proactive approach;
correspondence with
borrower

Financial status of
borrowers: above the
poverty line?

Above; usually high
income clients (large
organizations)

Fair; less than
80 percent

Loan repayment rate?

Concern for total human
welfare

No special initiatives

Group-based lending? No

Borrowers are not
shareholders

Borrowers as shareholders

As arule, they go to the

Relationship maintained
by means of relationship

Ideally, they would like
to go to the client but
are often restricted by
lack of human resources

Predominantly men

Yes; in approximately
90 percent of the cases
(case-by-case basis)
Relationship not always
maintained due to
limited resources

Case-by-case basis;
correspondence with
borrower

Cross-section of
clients; caters to smaller
organizations

Fairly high; approximately

80 percent or higher
No special initiatives

No

Borrowers are not
shareholders

They go to the client/
take the bank to the
people

Predominantly women

Collateral not required

Regular weekly and
monthly visits to ensure
correct utilization

of funds and timely
repayment of loans

Regular visits as noted
above

Initially below the
poverty line; aim is

to bring clients out of
poverty

High; approximately

99 percent

Yes; provision of credit

is accompanied by
promotion of welfare of
individual and family
Group-based and
participatory

More than 90 percent of
Grameen Bank borrowers

hold 90 percent share of
the bank

Source: Adapted by the authors.

microcredit programmes, the motives are
entirely different to that of microfinance.
The aim of commercial banking is profit-
maximization and hence, the CIB operations
are fuelled by competition, whereas in the case
of microcredit, the focus is on economic and
social development. Given this emphasis of the
former on profit, financial status (either in terms
of income levels or ability to repay) is crucial

to the loan selection process of commercial
banks, hence rendering the very poor or the
unemployed ineligible. In contrast to the
Grameen banking system, commercial banks
generally seek customers above the poverty line
and with a verifiable credit history, especially in
the case of the Corporate Department whose
clients are usually high-income and include
large corporate organizations. Although
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Chowdhury (2001: 71) notes that after loan
disbursement, ‘commercial banks completely
forget about the borrowers’, relationship
managers and their support staff within the
CIB Corporate Department are especially
responsible for maintaining relationships with
their clients. However, rather than reflect-
ing a general concern for the welfare of the
client, this is primarily a means of ensuring
future business with the bank, particularly in
the case of the wealthier clients. As with the
other Barbadian financial institutions, collateral
is usually mandatory for provision of a loan and
as observed by Millar (2006), even for compe-
titive campaigns where secure collateral is not
required for loan disbursement, eligibility is
strongly determined by the ability to repay and
the number of years in the workforce.

The CIB Small Business Department
caters to small businesses and entrepreneurs
of various financial backgrounds (Alexander,
20006). Although the Small Business Banking
Department generally follows specific guide-
lines, the results show that decisions are more
flexible and are often made on a case-by-
case basis, reflecting greater empathy for less
desirable clients than in the case of the Cor-
porate Department. Occasionally, the Small
Business Department provides small loans
in the range of US$ 2,000-50,000, which,
although smaller than the millions lent in the
Corporate Department, are still noticeably
larger than the US$ 50-1,500 (Holt, 1994)
range provided under microfinance. However,
the Small Business Banking Department is
limited by lack of resources and hence, is often
unable to fulfil objectives or best practices
to their satisfaction. For example, although
follow-up with the clients after provision of
a loan is normally encouraged, the specialty
of this department is portfolio management
rather than relationship management and
therefore, unlike the Corporate Department,
it is not equipped with separate officers for
the performance of full case relationship man-
agement. It is apparent that areas which cater
to high-income clients are not limited by such

challenges, again reflecting the importance
of profit maximization to the goals of such
organizations. Despite these obstacles, this
department appears to be an ideal starting
point for the expansion of banking services to
meet the needs of the poor.

Although the research has revealed a
high demand for microfinance in Barbados,
there are several factors that contribute
to the absence of microfinance in banking
operations. Alexander (2006) lists high level
of risk as well as the absence of collateral
security, increased information cost and asso-
ciated increases in interest rates as potential
challenges to the implementation of micro-
finance at CIB. She also emphasizes the lack
of resources in the Small Business Depart-
ment as a hindrance to the process. The
poor repayment culture in the Caribbean as
well as the highly interventionist nature of
Caribbean governments, especially in interest
rate setting (von Stauffenberg, 2000; Lashley,
2004), possibly compound these issues. Bell
et al. (2002) and Millar (2006) suggest several
other obstacles that are equally detrimental to
the incorporation of microfinance, including
significant resistance by banking employees to
the microfinance culture; potential disapproval
by shareholders; regulatory requirements
with regard to unsecured lending and interest
rates; and the need for specialized training.
Alexander (2006), however, downplays the
possibility of scepticism and negative attitudes
by banking staff, highlighting that employees
in both departments are well equipped with
necessary core skills in financial analysis as
well as communication and empathy, with the
latter two deemed important for interacting
with people of a lower social status in a way
that maintains their dignity and respect. She
observes that those in small business are
particularly attuned to the issues faced by
those in poverty due to the diversity of their
client base. For this reason, she dismisses the
need for specialized training or precautionary
measures such as separate facilities to avoid
friction, as suggested by Bell et al. (2002).
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Nonetheless, the reluctance of commercial
banks to enter the microfinance market has
been firmly established.

Finally, it must be noted that the issue
of gender does not play a major role in the
introduction of microfinance in traditional
banking in Barbados, demonstrating that atti-
tudes towards gender are affected by culture
rather than the nature of the banking system.
Although the results at CIB reflect that a
higher percentage of loans are disbursed to
men, the difference in percentage between
men and women is negligible. In addition,
whereas in many non-Western countries, the
role of the woman is still limited to the duties
of a subservient nature, there are several
female Barbadians holding positions of power
including bank managers, the Governor of the
Central Bank of Barbados and two former
Deputy Prime Ministers of Barbados, reflecting
a stark contrast between these countries in
relation to the status of woman in society.
Despite this, Lashley (2004) observes that the
characteristics of poverty in the Caribbean are
rural, young and female. Therefore, micro-
credit initiatives, which are targeted at women
in particular, must be tailored to suit the speci-
fic characteristics of culture and gender that
are influenced by the country context.

2 Prospects for change

Microfinance operations in Barbados and the
wider Caribbean would benefit greatly from
the recent successes enjoyed by relationships
between commercial banks and microcredit
organizations worldwide. Prominent examples
include ABN AMRO Bank which provides
microfinance in Brazil, India and the US,
both directly and via financial intermediaries
and has recently nearly doubled its number
of microfinance clients within a two year
period (The Information Company Private
Limited, 2007). This may be attributed, in
part, toits flexibility in tailoring its microfinance
operations to local operations and context.
Similarly, Barclays Bank has entered a formal
partnership with the Ghana Microfinance

Institutions Network (GHAMFIN) and the
Susu Collectors, one of the oldest forms of
banking in Africa for the needy, in order to
rapidly extend the microfinance provision to
the ultra poor in Ghana (Barclays Bank PLC,
2007).

In addition to its potential profitability,
Bell et al. (2002) indicate the need for the
involvement of private commercial banks in
microfinance as essential in the fight against
global poverty because of their domination
of the financial market. However, although
commercial banks possess electronic payment
infrastructure and other necessary resources,
the earlier discussions have identified several
factors that have reduced their willingness to
enter the microfinance market. Meanwhile,
although MFls are powerful in their outreach
due to their numerous one-on-one relationships
with their customers, they are challenged by
reduced accessibility to physical and other
relevant infrastructure present in commercial
banking. Moll (2005) anticipates that the
extension of MFI services will include a larger
proportion of the rural population, while com-
mercial banks may eventually compete with
MFlIs in their goal to reach a greater number
of the poor. Therefore, Visa International
(Al Bawaba, 2006) suggests partnerships be-
tween banks and MFIs as a means of uniting
the resources of commercial banks with the ex-
tensive community involvement of the MFls.

With regard to the Caribbean context,
Wenner and Chalmers (2001) recommend
additional research on the downscaling of com-
mercial banks as a means of understanding the
steps required to encourage their entry into
the microfinance market. Although there are
few formal MFls in Barbados, partnerships
between banks and credit unions would
achieve a similar objective as the latter possess
characteristics that are strikingly similar to
those of MFls (Magill, 1994; Lashley, 2003),
particularly in terms of targeting the lower
echelons of the population as well as the fact
that they are member-owned and not-for-
profit. However, as in the case of commercial
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banks, their willingness to participate is an
important prerequisite for the establishment
of such arrangements. In such a partnership,
the strengths of each institution can assist in
overcoming the difficulties encountered by
the other, and in doing so, would provide sev-
eral commercial opportunities to improve the
standard of living of the poor. Our research
has also revealed unanimous support for the
formation and strengthening of partnership
arrangements between the microfinance and
wider financial sectors in Barbados.

IV Concluding remarks

The success of microfinance should serve
as a lesson to those institutions and critics in
general that show scepticism in serving the
poor. The negative attitudes of commercial
banks to the expansion of services to the poor
are usually based on several preconceived
notions, chief among which is the view of
those in poverty as ‘high risk’. Despite this,
microfinance programmes, throughout the
world, have proven to be successful and
are often characterized by high returns and
high repayment rates and associated group
lending practices that have proven to be quite
efficient.

This shows that although the move into
microfinance requires a substantial amount
of time, resources and dedication and hence,
is presently quite rare, there exists a possibility
for profitability and financial sustainability
for all of the players involved, given that the
relevant practices are implemented. The situ-
ation is improving slowly due to increased
market pressure and despite varying levels of
success (Valenzuela, 2002), has proven to be
quite rewarding in many cases.

However, the movement of commercial
banks into the microfinance market must
be preceded by several interventions. First,
attitudes towards the poor must change
so that they are no longer considered to be
unbankable, while attitudes to repayment
(particularly in the Caribbean) must conform

to the example set by global microfinance
programmes. Partnerships with MFls and
similar entities must now be considered as
lucrative alternative methods for expansion
in the new market of the ultra poor. Target
groups must be clearly defined, their specific
needs identified and justification for any
special emphasis must be appropriate both to
the country and the culture. Finally, in non-
western cultures in which the concept of the
‘rural moneylender’ is fading fast as a means
of competition, high interest rates must be
revisited so that their attractiveness to the poor
is guaranteed. This must be accompanied by
strategic support by donors (Bell et al., 2002;
Lashley, 2004) as well as revision of traditional
regulations and policies that hinder unsecured
lending. Given that these criteria are satisfied,
the goal of poverty alleviation must remain at
the forefront of all proposed objectives in order
for microfinance to successfully achieve its
intended purpose and live up to its acclaim.
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