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Summary

Since professor Mohammad Yunus created micro-credit in 1976 in
Bangladesh for the poor, especially poor women, Grameen Bank has
made a great achievement: a journey from one village to 71 thousands
villages, from 42 poorest borrowers in 1976 to 6.05 million borrowers
(Women borrowers: 96.45% ), From first disbursement of Tk. 856
(US$27) to cumulative disbursement of Tk. 290. 03 billion ( US §5. 716
billion) . GB has become a replication model of microfinance for the
whole world, especially the developing world. MF has been adopted as a
main and effective development tool.

China has achieved a rapid economic growth since its opening to the
outside in 1978. But a big population of the poor has benefited little from
the economic achievements, especially in the remote areas. In mid
1990s, GB model was introduced to China by the support from Grameen
Trust. Since then, many international development agencies have
launched many MF projects in China to assist poverty reduction. The for-
eign assisted MF has become one important part of the effort to reduce
the poverty in China. Under international projects, many microfinance
institutions ( MFIs) have been established, most of which are in the
form of nongovernmental organizations (NGOs).

Internationally, MFIs are organized in different forms: NGO, sav-



el TR 2 SO

ings and loan cooperative, credit union, governmental bank, commer-
cial bank, or nonblank financial institution. In Bangladesh, Professor
Yunus’s pilot developed into Grameen Bank; in Mongolia, UN projects
turned into Xacbank. But within the present legal and policy framework
in China, MFIs cannot fund their loan portfolios with client, member
deposits or commercial loans, and have almost no opportunity to become
an authorized formal financial institution in market, although the central
bank launched a policy allowing small scope of pilot of micro credit com-
pany in rural areas.

Which type of organization should Chinese MFIs go to? Some inter-
nationally assisted MFIs tended to move to be commercialized, in terms
of organizational behavior and purpose. And in some MFIs, the interna-
tionally donated fund has been misused.

The author of this book tries to answer the above question by analy-
zing the nature of the assisted fund, ownership and governance of MFIs.

The book started from analyzing the nature, ownership and govern-
ance of donated funds, with the theory of institutional economics, soci-
ology of organizations and law. In the institutional economics, a transac-
tion is the basic unit of economic analysis, and any transaction occurs
with a positive cost. When transaction cost increases to make the transac-
tion impossible, an organization will appear to replace the transac-
tion. But an organization has its own boundary, because the internal
transaction cost will increase to an extent to stop its extension. In this
case, a network of organizations appears. The exposition of the formation
of organizations and networks is called efficiency process. From the point
of view of sociology of organizations, an organization has been connected

with other organizations in a network, where it plays its own role. The
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reason why organizations form a network is because they have common

goals. This is common goal process. All organizations and their networks
must have legality to survive in the social environment. The legality in-
cludes the conformity with law, moral, customs, and other social con-
cepts. This is the legality process.

The author argues that donated funds should be governed in the
form of a network of organizations, which is public-interest-oriented,
that includes donor, receiver, beneficiary and supervisor. The network
is formed through the above three processes, to reach all parties’ the
common goal, i. e. the public interests.

In the book, the nature of any property can be symbolized by its
purpose of usage. There are two purposes of a property: private or pub-
lic. With different purpose i. e. different nature, of their property, or-
ganizations can be divided into two types: for profit and non-prof-
it. Public donated funds should be managed in form of non-profit organi-
zations and non-profit networks.

In the view of law, an operational public donated fund is a public
interest trust, that is, the donor trusts the fund to receiver, and the re-
ceiver uses the fund to service the beneficiaries for public purposes. The
donor is the settler of a public interest trust, and the receiver is the trus-
tee. A public interest trust is governed in a network with different par-
ties. A foundation is a legal person form of a public interest trust when it
needs to serve the public interests permanently. Donated funds are trus-
ted property, being legally independent from the property of all parties
in the trust.

The author concludes that the nature of the foreign assisted MF is a

public interest trust, which should be governed in form of a public-inter-



n PSR 5 AR ISHEMBIISE

est-oriented network; the donor agencies are settlers of the trust, the
implementing agency of the assistance and MFIs are trustees, and targe-
ted clients of MFIs are beneficiaries. MF funds are public interest trust
property, not the property of any party of the network, or even state-
owned assets; the assisted loan fund should be used to serve the
poor. As a legal person and the trustee of MF public interest trust, MFIs
should be granted the legal title of the assisted funds, only in this case,
the interests of the staff of MFIs will be guaranteed and therefore the staff
has incentives to manage the fund properly.

The author suggests reconstructing the governance framework of the
foreign assisted MFIs, according to the principles of public interest trust
and Trust Law; formulate bylaws of the Trust Law to provide guidance to
build public interest trust institutions. For the sustainable development of
the MF for the poor, there should establish a trust fund, like Grameen
Trust and PKSF of Bangladesh, as whole sale funds for the MFIs that
are in good performance, and establish a MFIs’ association as a supervi-
sor to regulate and provide technical support. So the public trust system
will provide institutional framework for China’s MFIs to serve the poor in
a sustainable way.

China now is at a key stage of its development to modernization,
where the gap between the rich and the poor is becoming wider and wi-
der. Therefore the society is threatened by the potential social con-
flicts. The central government of China raises the scientific development
outlook, makes “building a comprehensive Xiaokang Society” the top
on its agenda, especially with a stress on the development of “harmoni-
ous society” . China needs more public welfare undertakings, which are

damper and lubricant for the society. But recent news reports shows that



