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ABSTRACT
OF THE THESIS OF

Nader Ahmad Ahmad for Master of Arts
Major: Sociology

Title: Microfinance and Strong Ties in Lebanon

At the heart of today’s global financial system is the central belief that the world will be
a fairer place if we were given the full freedom to pursue our economic self-interest in a
global marketplace. The microfinance movement has recently joined the fleet of
international institutions promoting this belief, promising to extend this freedom to
unbankable poor and rural populations in low-income countries through income-
generating microcredit, which is believed to set individuals to capital accumulation
strategies and liberate them from the shackles of poverty. This thesis is a story of how
microfinance institutions (MFIs), NGOs, private banks, and the central bank collaborate
to create this imagined world in Lebanon, and the obstacles confronting this project vis-
a-vis social credit and other forms of informal surplus exchanges and transfers — derived
from redistributive norms within networks of strong ties and trust-based communities
prevalent in Arab and other low-income countries. Previous research showed that MFIs
struggled to expand the microcredit market in Egypt due to competition with these
forms of informal surplus-sharing activities. Influential economists, developmental
anthropologists and microfinance promoters argued that the financial pressures and
obligations generated by redistributive norms were a burden on individuals, and posed a
constraint to individual capital accumulation because they depleted individuals’ surplus.
This competition threatened not only the liberal utopia of a “fairer” developing world,
but also the microcredit market itself. These threats were countered by disciplinary and
surveillance mechanisms (e.g., group loans) to accumulate social and financial
information on participants and gradually make more attractive and low-risk loans to
individual, ultimately removing them from their informal credit and exchange circles
and gradually weakening networks of strong ties.

This thesis confirms these findings in several ways. But what it brings to the table is the
ways in which the class structure in Lebanon (the major position occupied by bankers,
and to a lesser extent, NGOs and civil society elites) made poor and rural populations
more visible and subject to MFIs’ debt manipulation and disciplinary mechanisms,
giving the latter more weapons to fight informal surplus-sharing activities and to create
demand for microcredit. The influence of these classes since the 1950s translated into a
relatively higher financial inclusion rate compared to the region, and a deeper
penetration of urban and rural communities by regular banks, international agencies,
and NGOs, in turn generating a large repository of information which MFIs exploited in
their attack on redistributive norms. This structure, produced a steeper asymmetry of
information and power in favour of MFIs, and more broadly the creditor class, allowing
Lebanese MFIs to make individual loans without depending solely on the high-cost
strategy of group-to-individual loan graduation, and to recycle bankable borrowers and
employees by offering them microcredit as they reached their credit limits in regular



banks — a phenomenon I labelled as financial re-inclusion. This thesis also provides
evidence that what borrowers experienced as a burden to their individual freedom was
more likely their inability to support their family and friends rather the pressure of
redistributive norms. This thesis is an attempt to re-problematize MFIs, and more
broadly the attack on trust-based communities, as a political project enhancing political
control and state despotism, and enforcing class structure, rather than an innocuous
developmental “breakthrough”. The attack on redistributive norms via MFIs gradually
generated sustainable mechanisms of informal surplus depletion, which created indirect
means for preventing redistribution — eliminating informal social insurance against
starvation, increasing social isolation and dependence on credit and labour, and forcing
individuals to internalize self-interest as an imperative morality. The attack also made
poor and rural populations more visible and vulnerable to state surveillance and
oppression. Therefore, progressive political projects cannot ignore the role of MFIs, and
more broadly financial institutions, in weakening the social solidarity of poor and
vulnerable communities and in exposing them to market manipulation and institutional
control.
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CHAPTER I
INTRODUCTION

From 18" century European nation state-building to 20" century liberation and
national movements, one major concern remained intact: the transition from informal
networks of strong ties — kinship and trust-based relations — to the networks of weak
civil ties of the state and market economies. Following the near complete disappearance
of dense networks of strong personal ties in the Euro-American world, strong ties are
now blamed for many of the ills in Arab countries, i.e., sectarianism, violence,
corruption, patriarchy, and poverty. Liberal and secular politicians, academics, activists
and ordinary folks often invoke strong ties as a threatening relic of the past and a
pathological cultural quality, preventing the development of political institutions, and
inimical to national identity, citizenship and market economy. To reformulate this
concern in the words of French-Tunisian writer Albert Memmi, Arabs and colonized
peoples suffered from a “cultural lethargy” and a “sick society”” which they could
escape only if they restrain their retreat into the warmth of family, community and
religion — the essence of their sickness and the reason why Arabs lacked national
consciousness and civil liberties (Memmi 2006: p.105).

Against this attack on strong ties, prominent Lebanese sociologist Samir Khalaf
contended that these ties should not be seen as “pathological or intrinsically subversive”
or necessarily impeding to national political unity and rational secular institutions. In
Primordial ties and Politics in Lebanon, which he wrote after graduating from
Princeton in the late 60s, a few years before the Lebanese war, he argued that the
Lebanese society assimilated a successful “metamorphosis” of political commitments to

both national institutions and kinship, emerging in a happy marriage between the two.



Moreover, the institutionalization of sectarian ties prevented the transition to a modern
state from coming at the expense of individual liberty and pluralism, and kept the dark
side of ideological and hegemonic national institutions in check. Instead of pitting the
modern state against kinship and sectarian ties, he pitted it against “petty and personal
rivalries, the absence of civic responsibility, low motivation and financial rewards,
individual incompetence and lack of training...” (p. 262). What is peculiar about this
view is an understanding of the cultural and the material/economic — values and value —
as two separate spheres, whereby the change in the material does not affect the cultural.
This understanding rested on a social theory that reduced morality and sociability to the
logic of self-interest and reciprocity. “Filial piety is almost a sacred norm; a debt one
owes one's kin, and a prerequisite for gaining approval and support.” (p. 246). This cold
calculation and conditionality is not only at the heart of family, community, and friends,
but also the relation of fealty which “is sustained by personal commitments and a
system of political obligations in which a powerful local leader or zaim is owed the
personal loyalty of followers and servile dependents” and leader’s “political assets are
those typical of most personal relationships — namely, reciprocal loyalties and
obligations.” (p. 253-257). But, what does it mean to frame morality and social
relations in the language of reciprocity?

While Khalaf was trying to dodge hegemonic national ideologies, which he saw
in places like Egypt and Syria at the time, he was caught in Smithian and Hobbesian
assumptions — self-interest as a guiding principle of economic activity and the
propensity to kill as a state of nature — which were not so much describing the real
world as much as they were a way to tame and break from an imagined savage and

barbaric state of nature. The logic of reciprocity assumes that any transfer or service, act



of solidarity, affection or benevolence, is aimed primarily at incurring debt on recipients
— for him, repaid in absolute loyalty to one’s family or political leader. It reduces human
psychology to self-interested calculation and tit-for-tat exchange, and taint it with debt,
sin and crime. From this imagined suspicious view of human nature emerges an urgent
sense of necessity for an authority to restrain human propensity for self-love and self-
gratification — a belief that harkens back to the theology of Reformation, which in the
language of classical liberals like Adam Smith and Thomas Hobbes, translated
respectively to the notions of self-interest and the propensity to kill. Therefore, the
legitimacy of the punishing power of the state assumed in the theory of social contract
or in neo-Keynesian primordial debt theories — which maintain that governments
legitimately control, punish, and create money through taxes because they embody the
debt we owe to our society, in the same way we owe our life to gods — is derived from
the logic of reciprocity (Graeber, 2011). This intimacy between Smithian postulations
and the Hobbesian social contract explains why treating reciprocity as an imperative
morality led Khalaf to the conviction that the institutionalization of sectarian ties and
the modern market economy — the state/authority and the market with their
predictability of outcomes — will discipline and restrain the frivolous nature of kinships
and communities.

The limitations of the logic of reciprocity emerge when we turn our attention to
non-reciprocal informal surplus sharing and redistributive norms, particularly in
networks of strong ties, where the line between the affective/moral sphere and the
material/economic is too blurred to be divided by the neat and scientific language of
interest. From social credit — informal social lending and borrowing and interest-free

credit associations such as informal rotating credit associations (ROSCAs) — to various



forms of material affection/solidarity — remittances, forgiven loans, boycott movements,
unconditional aid in adversity or disaster, sharing food and shelter, gifts, compliments,
marriages and celebrations, as well as spending on recreation and on “temptation
goods” and shared pleasures. These economic activities are often derived from
affection, norms, habits and customs often not calculated to incur debt on recipients and
return personal gain, but to redistribute love and resources, maintain relations of trust,
and provide social insurance against starvation. This collective management of informal
surplus is what creates and maintains strong ties in dense communities of trust. The
logic of reciprocity compels us not only to overlook these informal economic activities
and the systems of values that govern them, but also to limit our political imagination to
state and market institutions as the ultimate forms of human association and sources of
justice.

Because the creation and maintenance of strong ties depend on the circulation of
informal surplus, the modification of individual economic behaviour — setting
individuals to capital accumulation strategies and changing their relation to their surplus
— have consequences on these ties and the normative structures that govern their
collective surplus-management. Some might argue that this is too broad of a claim
because informal economies are insignificant compared to formal market economies.
However, these informal economies are very significant and sometimes larger than
national economies in many parts of the postcolonial world. For example, alongside the
prevalence of ROSCAs and social credit, the official rate of remittances alone —
according to the WB estimates — made up more than 20% of the national GDP in
Lebanon. Moreover, the expected remittances and social credit circulating away from

institutional eyes are expected to be much higher, especially after the 2019 financial



collapse. In other words, the health of communities in Lebanon is owed in many ways
to moral economies, not the economy of interest.

My aim in this paper is to demonstrate that the modification of economic
behaviour through institutionalized debt comes at the expense of strong ties and
material affection/solidarity over time — weakening networks of strong ties and creating
dependence on institutions and the networks of weak ties of the modern state. In other
words, the Lebanese marriage between contractual/impersonal and non-
contractual/impersonal commitments isn’t as happy as Khalaf contemplated. To do so, I
chose microfinance as the site of my research. Microfinance is a financial institution
that claims the role of modifying the economic behaviour of poor, rural and peasant
communities, in order to prompt them out of their informal economies and into formal
national markets in the developing world — to create the financial citizen contemplated
by both proponents and opponents of strong ties, albeit in their sectarian and non-
sectarian versions of the Lebanese civil state. The institution promised to achieve these
goals by distributing income-generating microcredit credit, which was believed to set
individual members of poor and rural and communities to capital accumulation
strategies, and to re-establish their social position as successful microentrepreneurs,
rightful consumers, and honourable contributors to national growth. The project was
wrapped in the language of justice and human rights.

MFTIs introduce new and competing impersonal financial commitments to
communities of trust. By introducing an alternative to social credit and by drawing
members of the community into institutional credit and formal banking, more of the
community’s surplus gets converted into interest or locked in bank accounts. My main

hypothesis—following Michael’s (2014)—can be outlined thus: microcredit promotes
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individual management solutions to surplus, which transcribe in the erosion of social
credit and redistributive norms — the separation between the socio-affective and material
spheres — and in the process promotes weaker ties for borrowers. In turn, this process
increase dependence on impersonal state and market institutions, and on interest-based
networks of weak ties. Thus, making the world look more like the state of nature that
classical liberals contemplated — a world of suspicious and self-interested strangers.

In the following chapter, I will delve deeper into the history of microfinance and
its manifestation in Lebanon, and try to situate my reading of microfinance within a
historical and theoretical framework. I do this mainly by analysing economic papers and
institutional documents on microfinance in Lebanon and other countries, then I try to
interpret this literature through the lens of economic sociology and anthropology.
Following this discussion, I will move on to elaborate on my research methodology

before finally discussing my research findings.
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CHAPTER II
MICROFINANCE FROM EUROPE TO LEBANON

The first modern MFI, the Grameen Bank, was initially conceived as a
development intervention in Bangladesh during the 1980s, with claims to lift the poor
out of poverty through the distribution of income-generating microcredit. In the words
of its founder Nobel laureate Mohammad Yunus, microfinance aimed to “put poverty in
museums”. The project centred around the notion of self-help and individual
entrepreneurship, which blended well with the neoliberal impetus pushing for market
instead of state solutions to poverty at the time. Since then, the Grameen model has
been replicated in many developing countries — largely promoted by the Consultative
Group to Assist the Poorest (CGAP), a donor consortium at the World Bank, the
USAID, and the UNDP. In the 1990s, celebrities joined the afficionados of
microfinance worldwide as it attracted private financial investors and philanthropists
like Bill Gates and Pierre Omidyar (Bateman and Chang 2009, 2012). The source of
poverty is found in the lack of capital preventing the poor from generating income,
therefore, the democratization of credit will allow poor and rural communities to grow
their businesses and generate more income, and eventually emerge as successful
entrepreneurs. Microfinance was initially justified as an issue of justice — i.e., with its
poverty-reduction claims — and as a microeconomic and macroeconomic development
model — with claims to set individuals into capital accumulation strategies, and to
contribute to national growth.

The microfinance movement stood on a theory of unmet demand for credit.
MFTIs were presented as non-profit institutions with a “social mission” aimed to fill the

gap generated by banks’ reluctance to lend poor households due to the high risk and
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costs involved in lending rural and poor populations with no assets to secure against
loans and no traceable financial records and savings. Economists and promoters of
microfinance insisted that poor households need and want financial services, but regular
banks fail them (Cohen, 2002; Littlefield and Rosenberg, 2004), and notorious informal
lenders manipulate them into high-interested loans and debt peonage (Adams and Von
Pischke 1992; Cull et al., 2009). MFIs were also presented as a solution to older forms
of state-subsidized banking (e.g., farm credit), considered to be fraught with high risks,
high default, and politically-driven preferential distribution. These non-commercial
projects were considered financially unsustainable and unable to improve the
creditworthiness and productivity of their customers. But how did early models of
microcredit institutions avoid the risks pertaining to lending to untraceable rural and
poor dense communities living in rural areas and poor urban areas away from the state’s
eyes?

To answer this question, MFIs needed to overcome two main problems: the high
risks involved in making loans that are unsecured against fixed assets, as well as poor
and rural communities’ reluctance to borrow from formal institutions. Group lending
methodology or “solidarity groups” was Yunus’s solution. These loans are made to a
group of strongly-tied borrowers (e.g., family, neighbours and friends) who co-sign a
joint-liability contract with the MFI, holding all members responsible for repayment. In
the words of its promoters, it was meant “to induce sanctions that help discipline
borrowers. The sanctions may be fairly subtle, induced by peer pressure from fellow
villagers rather than by the direct actions of the institution. The sanctions may involve
the loss of an errant borrower’s reputation in the community, social isolation,

restrictions on access to inputs necessary for business, or, in rare cases, the use of
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physical force.” (Armendariz De Aghion & Murdoch 2000: 404). By converting
relations of trust and community members’ knowledge of each other into financial
liabilities — the financialization of strong ties — borrowers were incentivized to monitor
and put pressure on each other in order to enforce repayment on behalf of the
institution. This surveillance technology allowed MFIs to overcome earlier asymmetry
of information with poor and rural communities, and gave them an advantage over
regular banks for whom rural and poor communities were invisible and untraceable.
Risk was also reduced by what economists call “dynamic incentives”, which boils down
to exploiting non-refinancing threats of cutting off future loans in case of default, or by
“progressive lending” — promising endless graduation into larger loans — or by using
regular weekly repayment schedules to screen out undisciplined borrowers early, and
maintain a stream of information on borrower’s behaviour (Littlefield and Rosenberg
2004).

As Michael (2014) has shown, group lending methodology harkens back to 19"
century European credit cooperatives such as Schulze-Delitzsch and Raiffeisen which
were promoted by European nationalists in the name of extending credit to those who
were too risky for conventional banks to lend. The ultimate end of these cooperatives
was to eliminate informal surplus circulation and to discipline borrowers into
accumulative behaviours in order to allow for the creation of national markets (I will
discuss this project in more details later). These cooperatives also used group lending
which was particularly important at earlier stages not only to manage risk but also to
draw reluctant individuals into microcredit through their neighbours and community
members (Guinnane, 1997). The collective nature of surplus-sharing within a group —

which resembled existing familiar normative structures of surplus sharing within the
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community, e.g., social credit and ROSCAs, and were as common in Europe as in the
majority of the developing world today — is precisely what drew community members to
it, and in return allowed 19™-century cooperatives and modern MFIs to dodge
community’s reluctance to take institutional credit. Thus, like MFIs, European
cooperatives were “piggy-backing” the strong ties of dense communities or what Robert
Putnam called “social capital” in order to access and accumulate information on
members of the community (ibid). The idea that social capital can contribute to poverty
alleviation, growth, and democracy had been notably promoted by Robert Putnam and
has since inspired Yunus, the World Bank, development movements and NGOs (Rankin
2002: 3).

By the late nineties, it was becoming clear that the poverty-reduction hypothesis
was failing — poor microcredit borrowers remained poor. Moreover, borrowers who
bought into microcredit borrowers used it as a form of liquidity to facilitate
consumption or alleviate economic shocks (Banerjee et al 2015; Morduch 2020).
Confronted with this wide disinterest in income-generating microcredit, the persistence
of the Grameen model — its conservative approach to lending exclusively for income-
generation — meant that microfinance was heading towards yet even lower demand,
which posed an existential threat to the entire market. The “win-win” Grameen promise
— poverty reduction for the poor and profits for MFIs — was not working. This is when
the debate on microfinance started to shift from the Grameen model towards a more
liberal approach to microfinance, calling for the diversification of microcredit services
and lending methodologies (see Cohen 2002; Copestake 2019; Littlefield and
Rosenberg 2004). Supporters of the liberal view replaced the language of poverty-

reduction and financial depth — greater lending to industry in order to set the poor into
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entrepreneurial capital accumulation strategies — with the language of financial breadth
— increasing the total number of bankable populations. This meant tolerating loans for
consumption, introducing individual lending, and lifting restrictions on group and loan
size. Whereas, conservatives contended that the transition indeed increases MFIs’
profitability, but it runs the risk of ignoring the “social mission” and tends to exclude
the poorest as well as women (see Cull et al. 2009; Hermes and Lensink 2011).
Economists and microfinance practitioners divided between supporters of the
paternal/ethical Grameen model with its selective income-generating lending, and
progressive practitioners who tolerated lending for non-income generating purposes.
This debate often settled in favour of the liberal approach in many developing countries
including Lebanon.

Microfinance did not find traction only among state and market actors but also
among left-wing opposition and protestors. Assumed as “empowerment debt”,
microcredit emerged as a solution to a series of debt crises in the US, Russia, Asia and
other places during 70s and 80s, as well as the following anti-globalization movements,
which criticized the World Bank and the IMF for its destructive role in places like
Africa. Bottom-up microloans instead of the top-down structural adjustments were the
World Bank’s answer, leading to “a paradoxical consensus between bankers and
protestors.” (Elyachar 2005, 196). Left-leaning supporters of microfinance promised
help to the undeserved, especially women, and supporters on the right promised more
incentive for work (Morduch 1999). Therefore, the move from Keynesian to neoliberal
policies was reflected in the shift from state to market and donor-mediated solutions to

poverty.
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A. The Lebanese context

The academic literature on microfinance in Lebanon is still scarce. However,
Lebanese microfinance is quite sumptuously documented in institutional reports
published mainly by the WB and its subsidiaries such as the International Finance
Corporation (IFC), and the Consultative Group to Assist the Poor (CGAP), and by
agencies such as the UNDP. Therefore, Lebanese microfinance was predominantly
documented by its promoters. However, there is ample international literature on
microfinance around the world, which I also discuss in conjunction with the Lebanese
context. Before digging into the main discussions of these institutional reports, I will
provide a brief introduction to the microcredit market in Lebanon.

As the Grameen model was gaining traction in the developing world during the
eighties, it was adopted by NGOs and UN agencies in Lebanon, Palestine, and Jordan.
Backed by the WB, the USAID and UNDP, small-scale microcredit programs were
launched as subsidiaries of existing local and international NGOs and agencies in the
late eighties and early nineties. In Lebanon, these programs initially sourced cheap
credit from international donors or from the Lebanese government, accessed through
subsidized lines of credit to banks under the Kafalat program, and the Credit Guarantees
and the Reserve Requirements Exemption Program launched in 1999 (IMF & WB
2016). But they remained insignificant in size and outreach until the late 1990s, when
not more than ten small programs were active with less than 3000 customers, and the
majority were selling income-generating group loans with interest rates ranging from
15% to 30% mainly for very small businesses (Grace and Saad 1997). The insignificant

size of the microcredit market in Lebanon is comprehensible at the time, given the low
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demand and disinterest in income-generating microcredit that microfinance was facing,
and which was lamented by economists and microfinance promoters around the world.

The WB and USAID actively encouraged US-based NGOs — most notably Save
the Children — to develop microcredit programs in Lebanon, Palestine, and Jordan.
Several programs were eventually established and coordinated with local banks in 1994
under a program called the Group Guaranteed Lending and Saving Program. By 1997,
this program alone shared more than half of the microcredit market in Lebanon (ibid).
In the same year, the CGAP granted Save the Children $250,000 to facilitate the
separation of its three subsidiary microcredit programs into independent institutions
(Dhumale et al 1999). The three independent MFIs that separated from Save the
Children were the JWDS in Jordan, AlMajmouaa in Lebanon, and FATEN in Palestine.
While JWDS and AlMajmouaa registered as independent NGOs at the time, FATEN
registered as a shareholding financial institution. AlMajmouaa is still the biggest player
in the Lebanese microcredit market today, and it is one of the few institutions that
retained its NGO status, as opposed to the majority of current competitors who
registered as joint-stock financial institutions (e.g., Vitas in 2007, Emkan in 2011, and
Ibdaa in 2012).

Increased encouragement and support from the aforementioned donors and
international promoters of microfinance, and the separation of AIMajmmouaa from
Save the Children into an independent NGO, promoted this new type of “social”
financial institutions, starting a trend that caught the attention of many business and
political elite. Late in the 1990s, powerful Lebanese state and market actors found new
MFTIs with support from private banks and with privileged access to state-subsidized

credit. For example, supported and funded by the USAID, the WB and OPEC, business
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and political elite such as Hariri and Makhzoumi founded Ameen and Makhzoumi
foundation (Abbassi et al 2009; IFC 2008). As new players joined in, the microcredit
market witnessed an expansion over the following decade, and by the late noughties,
CGAP estimated the total number of active borrowers between 38,000 and 55,700
(Abbassi et al, 2009). Following these developments, the Lebanese Microfinance
Association (LMFA) was founded in 2015, and according to its website, its executive
board members (e.g., former consultants at the Lebanese central bank Banque de Liban
(BDL), bankers, entrepreneurs, former casino managers and NGO directors) were
celebrating an outstanding portfolio of USD182,924,579 in 2019 with a total of 146,792

poor borrowers and 23 MFTIs.

B. Unmet demand and ownership

As microfinance was faced with the existential threat of disinterest in income-
generating credit globally, all documents and reports published in the 1990s show that
microcredit programs in Lebanon were also initially struggling. Limited outreach
persisted until the mid-1990s, when a debate emerged on the problems of low demand
and high dropout rates — customers taking loans only once and refusing to take another.
By the time, NGO practitioners selling microcredit were themselves doubtful of the
“usefulness” of microcredit, and believed that people were not interested in these loans
because their sizes were too small and charged high interest rates. However, local
economists and microfinance promoters were not convinced by practitioners’
observations. Instead, they insisted that microcredit programs were failing to meet
demand — to get to borrowers and offer them the right financial services (see Grace and

Saad 1997). One of the first reports published by the UNDP stated that microcredit

19



programs were failing to reach out to the “economically active poor”, because they
focused on small industry while ignoring larger sectors such as trade and agriculture, as
well as other potential exploitable mediums of demand in poverty pockets and in
problems such as drug addiction and displacement — solving addiction with debt and
financing Lebanese and Palestinians to re-establish fixed assets destroyed by war and
displacement. The report concluded that unmet demand was a by-product of “chronic
subsidization” which could not be eliminated without transforming NGO practitioners
from “interventionists” to “just financiers” in order to “get out there and, in effect,
create the market for this unique type of service.” (ibid: 4). In the majority of following
reports, the discussion on the lack of demand for microcredit boiled down to the
question of ownership and governance structure.

The majority of reports published by the UNDP, the WB and its subsidies,
insisted that programs in Lebanon, Palestine, and Jordan were unable to meet demand
because they were lodged in charitable and social parent organizations, which rendered
them financially unsustainable and unable to grow and diversify their financial
products. In 1999, a WB and UNDP joint report was published under the title Spinning
Off for Sustainable Microfinance calling for restructuring the programs — to change
their ownership from an NGO to a share-holding financial institution. The programs
must be liberated from what they called “institutional schizophrenia” — being a socially-
oriented NGO with commercially-oriented goals that involved competition, interest and
profit-making. While they endorsed the separation of the subsidiary microcredit
program from Save the Children into an independent NGO — AlMajmouaa, it
maintained that this wasn’t enough to become fully sustainable, attract capital, and

achieve higher transparency and accountability against fraud — in reference to the frauds
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that plagued and threated to destroy JWDS and FATEN in the 1990s (Dhumale et al.
1999). They argued that NGOs should restructure into shareholding companies because
they “do not have identifiable owners who can be held personally or institutionally
liable”. Restructuring and corporate culture were seen as tools to “to instil a sense of
ownership in new boards of directors” and “to separate ownership and control” in order
to achieve higher accountability and growth (ibid: 19-1-20). Although virtually all
reports published in the nineties showed concern for disinterest in microcredit, the
theory of unmet demand has never been questioned.

The emphasis on restructuring was influenced by many economists and
international microfinance promoters who pitted the problem of unmet demand against
lack of ownership. For example, while some perceived non-shareholding MFIs as
inefficient, wasteful, and lacking incentive, others argued that non-shareholding
managers are not interested in controlling credit supply, and as a result they lend
excessively with little screening, and eventually reiterate unsustainable state-owned
financial institutions (see Cull et al. 2009; Servin et al. 2012; Adams & Von Pischke
1992; Morduch 2000; Littlefield and Rosenberg 2004). These calls for restructuring
were also part an overall attempt to liberate microfinance from the stringent Grameen
model and diversify services in order to attract rural people into the microcredit market
(Mosley 2001). This liberal movement within microfinance was rooted in the
assumption that managers are motivated by self-interest, thus, they have no interest in
the success of the institution, which in turn invite the risk of mismanagement and
unsustainability (Bateman 2012). Therefore, creating a financial interest for managers in
the institution — transforming them into shareholders — will link their self-interest to the

success of the institution. In other words, institutional ownership was assumed to
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discipline managers into accumulative and accountable behaviours aimed at growing
and sustaining the institution and attracting private capital.

In Lebanon, the debate quickly settled in favour of the restructuring argument
and the more liberal approach to microfinance — to tolerate loans for consumption,
introduce individual lending and lift restrictions on group and loan size. However, while
almost all MFIs abandoned the Grameen model and adopted a liberal approval
microcredit, some of them did not restructure their ownership. Ameen — now Vitas —
restructured into a joint-stock financial company in 2003, and became a major
competitor for AlMajmouaa throughout the noughties. It was one of the first MFIs to
introduce this type of commercial institutions — registered as Non-Bank Financial
Institutions — paving the way for other players to join the market as commercial MFIs
(Abbasi et al 2009). Registration as a commercial institution automatically places MFIs
under BDL supervision and regulation, but also allows them to benefit from the BDL’s
Public Credit Registry (PCR) and Credit Risk Unit (CRU). The majority of large MFIs
today, with the exception of AlMajmouaa and Qard Al Hassan, are registered as joint-
stock financial institutions. It is important to note that I will leave Qard Al Hassan out
of this analysis because, by definition, it is not an MFI. It did not start as a subsidiary of
an international NGO or receive funds from the aforementioned donors, and it isn’t a
member of the LMFA. According to its website, it follows Sharia law and doesn’t
charge interest, and it makes loans against collateral such as gold. And more
importantly, it doesn’t make micro and macroeconomic claims and never used the
language of capitalization or entrepreneurship. Interestingly however, although these
two NGOs are registered as non-shareholding NGOs, they are the largest players in the

market today, which indicates that MFIs’ sustainability and growth throughout the
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noughties was more the result of the transition from the Grameen to the liberal model

than restructuring ownership.

C. Disjuncture of moral and economic universes

The concern over unmet demand continued throughout the noughties, and the
Lebanese market never seemed to hit the penetration rate estimated by the WB and its
subsidiaries — the IFC and the CGAP. In 2008, IFC published an authoritative market
study which surveyed 539 microenterprises and small enterprises — respectively defined
as enterprises with four or less paid employees or with 5 to 50 paid employees (IFC
2008). The large majority of the survey participants were banked microentrepreneurs
who used bank accounts or other banking services. The results showed that 64% of
these owners and managers were not interested in microcredit. IFC experts projected
this result onto an estimated total number of 680,000 small and micro enterprises in
Lebanon, and argued that 247,020 (the remaining 36%) potentially want microcredit.
Their estimations were based on an 11-year-old figure published in 1996 by the Central
Administration for Statistics which reported 180,000 formal SMEs in Lebanon, added to
an estimated 500,000 informal enterprises (e.g., household or one-person enterprises).
The report concluded that only 11.5% (approximately 29,420 microcredit borrowers at
the time) were being served, leaving significant room for growth before reaching market
saturation. But unlike informal household or one-person business owners, the
microentrepreneurs IFC sampled were not the poor unbanked communities that MFIs
were designed to target, they were already banked and running relatively larger
businesses with 5 to 50 employees. Thus, the ratio of microentrepreneurs who expressed

interest in microcredit (36%) is not representative of the majority of farmers,
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shopkeepers, artisans, and other informal small and household businesses. To this day,
the WB and microfinance promoters refer to the IFC’s results and the theory of unmet
demand remains unquestioned (see Abbassi et al., 2009; CGAP and SANAD 2017).

Although the theory of unmet demand lacked evidence, other understated
findings in IFC’s own survey were telling another important story about the prospects of
demand for microcredit in Lebanon. Its results showed that while 28% of the sample
borrowed microcredit, 24% borrowed from family and friends, who ““are often the
source of credit for microenterprises and appear to offer reasonable transaction costs
and compliance guarantee requirements” and virtually all of these loans were interest-
free and with unlimited terms and no schedules (Ibid:34). Many other reports confirm
the preponderance of social credit including a recently published study by the CGAP
showing that in a sample of 1200 microcredit borrowers, the main sources of credit
were family, friends, retail stores selling on credit, and ROSCAs (CGAP and SANAD
2017). However, all of these documents never mention that demand could potentially be
very low because microcredit could be unattractive compared to the free loans of family
and friends. This neck and neck competition between institutional and social credit is
completely dismissed from the conversation on demand.

The Financial Inclusion Index (FINDEX) report, regularly published by the WB
and the Bill & Melinda Gates Foundation, confirms this competition and shows that
while it is fierce in the developing world where financial inclusion is still relatively low,
social credit has almost completely disappeared in high-income countries where
financial inclusion has been almost completely achieved (Demirgiig-Kunt et al, 2020).
For example, the majority of individuals in developing countries send or receive

remittances, and were approximately 4 times more likely to rely on social credit and
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twice more likely to save in ROSCAs compared to those in high-income economies
where the majority of individuals borrowed and saved in formal financial institutions
(Michael 2014). Despite this disjuncture of economic universes between developing and
high-income countries the FINDEX report, like the IFC report, insisted that the poor
need credit and other financial services as these services help them generate more
income and savings, access lower transactions costs, and reduce their overall poverty.
Virtually all reports published by microfinance promoters ignored that the mutual aid of
social credit and surplus-sharing potentially freed members of poor and rural
communities from dependence on institutions and credit.

Egyptian sociologist Marc Aziz Michael was the first to link this disjuncture of
economic universes with the question of demand on microcredit. In a forthcoming book
titled A Debt of One’s Own: Financial Inclusion and the making of homo-economicus,
he compellingly argues that MFIs were grappling with low demand in Egypt and the
developing world due to the widespread social credit and surplus-sharing activities that
stemmed from the “redistributive norms of material sociability” governing networks of
strongly-tied poor and rural communities (Michael, forthcoming). He adds that this
resistance against institutional credit and the financialization of surplus stems from
“fragile normative ecosystems” — as opposed to a sense of class or gender consciousness
— which are still ubiquitous in developing countries, though to various degrees. Because
these ecosystems meant that surplus circulated within communities of trust — was
neither converted into interest and private profit, nor stored in a bank account — they
insured members of the community against starvation and dependence on institutions,
and allowed for higher risk-taking, solidarity and political resistance. Whereas, in high-

income countries, where financial inclusion was nearly fully achieved, and where
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informal surplus-sharing is virtually non-existent, dependence on state and market
institutions emerge from the lack of informal surplus circulation and its normative
ecosystems, which remain in fierce competition with institutionalised credit in places
like Egypt, Palestine and Lebanon, where financial inclusion rates are relatively lower.
To understand what led to this disjuncture, I will provide a brief story of the origins of

microfinance.

D. The political nature of microfinance

The story of microfinance begins in the 17" century. Between the Thirty Years
War and the Napoleonic Wars, European rulers’ quest for amassing large armies in
places like England, France and Prussia culminated in a transition from reliance on
limited coercive means — aristocratic warriors, retainers, mercenaries, and private
armies — to large professional standing armies. The war-making strength of the state and
its ability to amass these armies depended on taxes and borrowing, and on the other
hand, the protection of economic elite interests depended on the state. From this
intersection of interests emerged a relationship between rulers and the
financial/merchant elite who became the ultimate creditors of the state — financing its
war-making preparations in exchange for interest, protection of economic interests
locally and overseas, and exclusive privileges in the form of royal and parliamentary
charters such as issuing of paper notes and acquiring trade monopolies (Carruthers
1996; Helleiner 2003). This relationship disposed merchants and financiers to acquire a
financial interest in the political stability of the regime. However, as the expansion of
armies gave rise to national debts, state budgets and taxes, administration and

bureaucracy grew during 18" and 19" centuries as an unintended by-product to manage
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these new tasks (Tilly, 1990). And since soldiers often interact with strangers outside
the realm of trust-based economies, the creation of impersonal national markets and
labor also became necessary to provide for the large armies (Graeber 2011). Therefore,
War-making and the protection of privilege and hierarchy became a matter of running
and maintaining the new state apparatus and national markets. European state
institutions and national markets were not so much the product of a conscious and
intended state-building project, but the by-product of rulers’ extractive strategies to
purchase the means of war between earlier forms of nation-states, and to protect local
major classes’ interests (Tilley, 1990).

One of the major challenges for this apparatus was the material sociability of
local communities of trust where members did not depend on cash or labor for
subsistence. While cash was used almost exclusively between strangers such as the
landed gentry and wealthy merchants, and by rulers to purchase soldiers and arms, the
majority of transactions within networks of strong ties were cashless and based on
redistributive norms and social credit. These trust-based economies were perceived by
their members as mediums of mutual aid rather than competition, and they were weaved
in their affective and communal life (Graeber, 2011). More importantly, the
redistribution of resources and the insurance against starvation provided by these
normative structures freed their members from dependence on cash and from being
reduced to soldiers or cheap labour — the lubricants of national market economies —
which posed an existential threat to the new social arrangement between rulers and
market actors. By liberating members of the community from dependence on capital

and labour, these moral economies of strong ties posed an existential threat to state-
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building and national markets. From this normative/material resistance to political
control emerged the motivation to control surplus circulation.

The state and the market were never antithetical or independent entities. To
prompt peasant and rural communities out of their trust-based economies and into
impersonal national markets, informal surplus circulation had to be controlled.
Individual economic wellbeing had to be separated “from the former pressing need to
strictly observe 'public' communal standards of behaviour, required to maintain one's
credit within a multiplicity of face to face, emotionally resonant economic bonds of
trust and dependence.” (Muldrew 1993: 183). One of the most important ways in which
state and market actors waged the attack on informal surplus exchange was through
financial institutions. In this context, the 19" century European financial inclusion
movement emerged with the objective of integrating populations into the formal
financial sector. The attack began with the monopolization of money-issuing in the form
of national currency, and the criminalization of transactions based on private currency —
i.e., redeemable tokens and trade-checks used between non-strangers (Helleiner 2003).
Moreover, credit cooperatives — e.g., the Raiffeisen banks which were heavily
subsidized by Bismarck’s government — emerged as a “joint-surveillance technology”
between state and market actors, collecting data on peasants and rural communities and
monitoring suspicious financial behaviour, with the aim of transforming strong ties into
the weak ties of the state (Michael, forthcoming). National currency and
institutionalized credit were seen as powerful mediums to transform local economies
and systems of values, and instill new norms of individual surplus management that
facilitate political control. As the concern for financial inclusion re-emerged in

developing countries in the 1980s, it has disappeared in western Europe and the US
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where near total financial inclusion was achieved, and where informal surplus — and its
redistributive norms of material sociability — has been almost completely eliminated.

It is these earlier attacks on moral economies in 19" century Europe that led to
the disjuncture of moral and economic universes. Michael eloquently describes this
disjuncture by arguing that “while teaching a poor Briton how to save was a matter of
double-entry bookkeeping — a purely technical, informational issue — teaching a
Marie from Rwanda or Kenya how to save involved her isolation from a community of
material sociability, and strong ties. It involved reconfiguring her relations to her
husband, extended family and neighbors.” (Michael, forthcoming: 22). However, the
disciplinary and transformative effects of the institutionalization of credit on the norms
of surplus management and on strong ties can also be observed in the developing world
today — closing the gap between the two universes. In a survey of 300 female
microcredit borrowers in Egypt, he showed that there is a strong negative correlation
between engagement in institutionalized credit — measured in terms of the length of
individual credit history/bankability — and engagement in redistributive norms of
material sociability. In his words, the effects of institutionalized credit expressed itself
in “a dematerialization of sociability, a separation between the socio-affective sphere
and the economic” culminating in a “generative process dis-embedding financial
citizens from credit communities” to the detriment of the networks of strong ties and
their normative ecosystems (ibid: 8-101). Therefore, individuals with longer credit
histories and higher dependence on institutions were less likely to engage in
redistributive norms of material sociability.

To my knowledge, anthropologist Joanne Randa Nucho was one of the very few

who observed these erosive effects of institutionalized credit on the strong ties of
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communities of trust in Lebanon. By observing the transition from ROSCAs to formal
banking in Bourj Hammoud, a dense neighbourhood of mainly Armenian communities
in the suburbs of Beirut, she showed that higher penetration of formal banking since the
1970s translated into the “narrowing of networks” of strong ties. Moreover, reluctance
to borrow from formal banks when they were first introduced stemmed not only from
the access to material goods that ROSCAs facilitated, but also from the meaning and
social relations they derived from informal surplus sharing. She also argued that the
desire to formalize credit stemmed from “political actors’ long-standing fear of
women’s informal networks as a potential site of crosscutting relationships that defy
narrow sectarian logics of social relations and are therefore threatening to the sectarian
social order” (Nucho, 2016; in reference to Suad Joseph 1983). Aware of financial
institutions’ erosive effects on familial and communal ties (see Banerjee and Jackson
2017), and that state-sponsored credit systems in India were unofficially aimed at
weakening relations of patronage (see Copestake et al 2016), promoters of microfinance

celebrated this erosion as a positive sign of the emergence of the homo economicus.

E. The dark side of social capital

The attack on the redistributive norms of the material sociability and the
egalitarianism of networks of strong ties can still be traced in the language of
microfinance promoters today. In Kinship Ties and entrepreneurship in Western Africa,
Michael Grimm and others economists described redistributive norms in terms of
“forced redistribution” or “forced solidarity” or “dark side of social capital” which was
assumed to bog down individuals’ motivation to maximize profit. These “interpersonal

norms of reciprocity can be activated unilaterally by giving to someone a gift, for
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instance, to obligate him or her to reciprocate in the future” and therefore they cause
“adverse incentive effects”. Whereas weaker ties, greater distance from home and
impersonal credit help borrowers “overcome the dilemmas of collective action” and
protect their savings against interpersonal “abusive demands” (Grimm et al 2013: 127-
145)!. Similarly, economist Jean-Philip Platteau describe these norms as “parasitic
behaviour” (Platteau 2000), and others argued that excess borrowing was due to
borrowers’ attempt to escape the pressures of solidarity with their families, friends, and
neighbours — since taking a loan camouflaged their savings (Baland et al. 2011). This
attack mixed well with feminist notions of empowerment redefined in terms of financial
independence, self-reliance, and self-policing (Nikolas Rose 1996 in Elyachar 2005:
193). For example, microcredit can be used to punish “regressive [...] forms of
associational life” and reward “progressive” ones (Rankin 2002: 18). Microcredit can be
used as a weapon to protect women against their husbands’ predisposition to polygyny,
helping “Alia” to prevent “her husband” from using her money “to marry a second
wife” by investing her profits instead (Dhumale et al. 1999: 17). This moral argument
for microcredit is what Michael labelled as the “dignity of debt” hypothesis — debt as a
guard against the humiliation of dependence on family and community (Michael C3:
22-44). Therefore, microcredit was portrayed as a double-edged sword aiming to
discipline borrowers into accumulative behaviour and restore their dignity.

Microcredit was also portrayed as a weapon not only against material sociability
and what was deemed as regressive culture, but also against material affection —

spending on gifts, celebrations, recreation and temptation goods — which was deemed as

! For similar concerns see Coleman 1990; Fafchamps 1996, 2001, 2002; Kranton 1996; Woolcock 1998,
2001; Minten and Fafchamps 1999; Platteau 2000; Hoff and Sen 2006; Knorringa and van Staveren 2006)
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sinful consumption. Economists and international promoters of microcredit pitted the
failure of the poverty-reduction hypothesis and borrowers’ disinterest in capital
accumulation against the latter’s consumption and spending habits, particularly on
celebrations, gifts, recreation, and temptation goods (Banerjee et al, 2015; Buchenrieder
et al. 2019). Similarly, behavioural economists described these habits as wasteful and
unproductive “hyperbolic discounting” tendencies and “present-biases” (Bauer et al.
2012; Collins et al, 2009). However, the majority agreed that debt — with the
disciplining pressures of interest — can potentially eliminate these habits as it changes
borrowers’ relationship with time. Debt stress will force them to subjugate their present
to future investments and pay back their loans. These “transformative effects” of debt
were expected to prompt thrift measures, self-reliance and self-discipline, and freedom
of choice (Banerjee et al 2015). Therefore, debt was not only expected to have
transformative effects on networks of strong ties but also to have disciplinary effects on
individual behaviour in relation to her surplus.

Against condemning material affection as a form of sinful consumption, and
against the assumption that social credit is experienced as a burden, anthropologist
Isabelle Guérin rightly argued that individuals put up with social credit to maintain their
relations, and because, unlike institutions, social credit provides financial discretion and
accepts material affection. She warns that this form of consumption is not wasteful or
unproductive because it “strengthen or even create social status and social relations”
(Douglas and Isherwood 1979 in Guérin 2014). Moreover, as sociologist Maryann
Bylander argued, debt-manipulation and “lending practices are often creating need and
desires as much as they are responding to borrower needs and desires” (Bylander et al.

2019: 156). Therefore, MFIs can be equally blamed for wasteful consumption and over-
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indebtedness. Similar to Guérin, anthropologist David Graeber argued that redistributive
norms create and maintain social relations, and they are not only derived from a sense
of obligation but also the pleasure of sharing basic necessities such as shelter, food,
drinks, and drugs. What economists and the aficionados of financial inclusion want us
to believe is that “only those who are willing to see the world as pillagers who deserve
access to the resources required to pursue anything in life other than money” — to create
and maintain social relations and exercise material affection (Graeber, 2011: 387-389).
Spending on shared pleasures as well as engaging in social credit have a social meaning
far and beyond the cold rational calculation and bookkeeping of reciprocal exchange.
Commodities, how we share and exchange them, implicate meaning and not only use-
values.

To start from the premise that the logic of reciprocity and self-interest governs
all social relations, it is inevitable to conclude that sharing surplus and resources, mutual
aid, and spending on mutual pleasures are tainted with sin and injustice, and therefore,
experienced as a burden. But reciprocity is not an imperative morality particularly in
kinship and communal relations. This is why In Debt: The first 5000 years, Graeber
argued that reciprocity is irrelevant in interpersonal or unequal relations. It is only
specific to market relations between equal strangers who perceive their relations as
temporary, and want nothing to do with each other after the exchange is complete.
Boycott movements are classical tactics to resist reciprocal exchange in unequal
relations. On the other hand, in interpersonal unequal relations (e.g., between parents
and children, or rulers and citizens) obligations are generated by habit and custom, not
reciprocity. Whereas, communal obligations emanate from “the knowledge that the

other person would do the same for you, not that they necessarily will.” (ibid: 100).
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Similarly, anthropologist Maurice Bloch argued that kinship relations derive not from
reciprocity but from the principles of “unconditionality” and “high tolerance of
imbalance” which constitute the morality of kinship and personal relations. It is these
principles that generate the potential for adaptability, for engaging in rational short-term
relations in order to maintain and protect long-term relations. Calculating short-term
relations — economic or political — are not essential but traded off for long-term security
and the maintenance of strong relations, especially at times of relative peace (Bloch
1973). However, Bloch acknowledges that the use of maximizing short-term relations
often have long term unexpected and detrimental consequences because their
adaptability becomes so specific and short-term that they would be no longer able to
adapt to a sudden change in the environment.

The logic of exchange is not an imperative morality, but a by-product of the
violence of the “military-coinage-slavery complex” — the apparatus I briefly described
above — which rebranded chattel slavery into plantation slavery and under the rubric of
racism, depleted informal surplus, severed individuals from their social commitments
and obligations, and produced endless frenzy bubbles, in order to extract labour and
material goods and fund wars and colonial ventures (Graeber, 2011). It is this violence
that encouraged rational calculation and the pursuit of profit by transforming moral
economies into impersonal economies of interest, and making credit increasingly
abstract, institutionalized, and less dependent on individual morality. To assume that the
logic of exchange and self-interest is an imperative morality is a teleological mistake
which assumes that “the cause of social facts is the result of the uses to which they are
put”, leading us to think that “the advantage gained by an individual is his motive.”

(Bloch 1973: p.75). It ignores that the internalization of reciprocal exchange and self-
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interest as an imperative morality is the effect of the violence of state and market
institutions. This is why Craig Muldrew argued that Marx and Gauthier’s condemnation
of markets as an amoral medium that breeds self-interest ignored the embeddedness of
markets and their cultural meaning, and fell to Smith’s assumption — that self-interest is
the imperative morality of markets rather than an effect of the institutionalization of

credit; the centralized control of surplus (Muldrew 1993).

F. Methodology and Limitations

I carried out 16 interviews with employees in 4 major Lebanese MFIs —
Almajmouaa, Vitas, Ibdaa, and Emkan — to explore how the claims and theories made
by economists and promoters of microfinance hold up in the daily experiences of
Lebanese microfinance practitioners — the poverty-reduction, macroeconomic growth
claims, the dignity of debt, and debt-discipline. I also asked employees about their daily
occupations and concerns with regard to their work — managing the risk of indebtedness
and default, enforcing payments, and collecting information. And most importantly, I
tried to inquire into their perspectives on borrowers’ motivation for taking microcredit,
and why the latter chose institutional credit over social credit or borrowing from their
families and communities. Interviews were an hour-long on average, partly carried out
in person and partly on the phone due to COVID restrictions. To complement these
interviews and provide a statistical ground for my hypothesis on the erosive effects of
microcredit on the redistribute norms of material sociability, I carried out a quantitative
survey with 75 microcredit borrowers in all four MFIs—inspired by Michael’s Egyptian
microfinance survey (Michael 2014). It is designed to examine whether there is a

correlation between engagement in institutionalized credit — measured in terms of the
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length of borrowers’ institutional credit history and appetite for credit — and the degree
of engagement in social credit and redistributive norms of material sociability —
measured in terms of borrowers’ density of material transfers with their family,
extended family, neighbours, and friends. I will elaborate on this survey in details when
I discuss its findings. In the following, I will start discussing the findings of my
interviews.

This research has several limitations, the most important of which are due to the
fact that it was carried out while Lebanon was sinking into an unprecedented economic
depression, and while the world was moving into COVID-19 lockdowns. The
compounded financial and economic crisis first emerged in the banking industry and
quickly spread to almost every other sector. It was accompanied by a steep devaluation
of the Lebanese Lira and increased restrictions on withdrawal from bank accounts
which was later described as the “unofficial capital control”. With circulating rumours
about banks’ preferential treatment — allowing wealthy customers to transfer their
money abroad — while restrictions were growing tidier, came a general anger against
bankers which translated into protests and the sabotage of the central bank and private
banks across the country. In this context, I tried to reach out to several microfinance
CEOs and members of the LMFA without any success. I either received no responses or
promises of future interviews. Therefore, one of the limitations of this study was that I
couldn’t schedule any interviews with CEOs or LFMA members. It is likely that the
general anger against banks and bankers during the course of this study led the latter to
receive my interview requests with suspicion. However, this is not to say that, like
banks, MFIs were met with distrust during the collapse. In fact, the majority of

microcredit borrowers perceived microfinance institutions as charities and believed that
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banks charged higher interests (Salhab and Abu Ali 2015), and therefore, unlike banks,
MFTIs were not condemned during the collapse. Moreover, due to the ramping up
inflation and unemployment, as well as the increasing gap between income and
spending, many microcredit borrowers started defaulting, and others became desperate
for credit to cover basic necessities, especially during the lockdown in 2020. Therefore,
it is important to note that my interviewees’ work and perceptions were influenced by
these exceptional times. In addition, the economic stress could have influenced
borrowers’ perceptions of microcredit and norms of material sociability in ways that are
beyond this examination since these norms depend on the availability of surplus.
Because the design and time framework of this study doesn’t allow for a reliable
analysis of the changes pertaining to the economic depression, my interviews focused
predominantly on the pre-2019 period. On the other hand, this situation allowed several
loan officers to freely express their perceptions as they resigned from their jobs during
the course of this study due to the increasing default and job-demands, as well as other
reasons that I will discuss later in the findings. I kept contact with this group of loan
officers and rescheduled a second post-resignation interview where they were relatively
more comfortable expressing their critical views since they did not run the risk of facing
retaliation from the institution.

I used two methods to reach out to microcredit borrowers who participated in the
survey, first a snowballing method which proved to be difficult and time-consuming,
then used customer contact lists from MFIs, which I obtained from the managers I was
interviewing. Participants were randomly selected for one-to-one 45-minute interviews
in urban and rural areas including Beirut and its suburbs, Mount Lebanon, Bekaa, and

the South. I communicated with a random selection of participants to explain the
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purpose of my research, and scheduled interviews with those who were interested and
gave their consent to participate. The interviews were partly conducted in person and
partly on the phone due to COVID-19 restrictions. There are a few important limitations
to this survey. Because it did not account for time or for a control sample, it cannot be
used to test for any causalities. Moreover, the sample is not representative of the entire
microcredit community. It has a bias for group loans and female borrowers which
respectively make up 46% and 73% of my sample. Whereas, the ration of group to
individual loans and of female to male microcredit borrowers is estimated to be lower in
the entire population.

The geographic distribution of my sample is divided between 53% urban areas
such as Beirut and Mount Lebanon, and 47% rural areas such as Beqaa and the South.
Borrowers were between 19 and 62 years old; 73% female and 26% male; 82% married;
26% reached high school and 15% with university education; and 40% were employed
compared to only 36% running a very small business — ranging from private tutoring,
artisan work and household businesses, to small shops, bakeries, or cafes. The ratio of
employees to respondents running small businesses is expected to be higher if the
sample was not skewed towards group loans. My respondents spent an average of 6.5
years in debt with 45% who have taken more than four microloans, and with 37% who
have taken at least one loan from a regular bank. Moreover, 12% of participants had a
bank account. Confirming the high cross-borrowing and over-indebtedness levels that I
mentioned earlier, up to 46% took microloans to pay off older debts, and many
borrowers were simultaneously indebted to banks and MFIs. Therefore, the level of
over-indebtedness of my respondents seems to be higher than the WB’s estimation in

2017 (30%). Other uses of debt were primarily associated with spending on family and
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friends, house and auto maintenance, as well as social events and celebrations such as

marriages and funerals.
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CHAPTER III
BANKS, NGOs AND INFORMATION

Following the transition to individual loans and consumption lending in
Lebanon, the noughties witnessed a gradual increase in the number of microcredit
borrowers. But how did microfinance eventually overcome the problem of lack of
demand? Part of the answer seems to lie in the liberal approach to lending, particularly
the use of hybrid lending methodologies. In Egypt, for example, Michael showed that
group loans initially succeeded in drawing members of unbanked communities, but over
time, group friction and tensions emerged due to the “money and timeliness” — the
calculation, mutual surveillance, and awareness of time and payment deadlines — that
this method introduced to these strong interpersonal ties, which eventually translated in
a decreased demand for these types of loans. But the initial use of this methodology
allowed MFTIs to accumulate credit information on members of these groups and their
communities. The possession of this new knowledge, or what Michael calls “the
primitive accumulation of social capital”, allowed MFIs to make more attractive
individual and larger loans to low-risk customers (Michael, forthcoming). Therefore, the
diversification of services and lending methodologies would’ve been impossible
without the initial use of group loans as information technologies which allowed the
manipulation of further populations into debt. This process gradually manipulated
creditworthy members of the community — on whom the community mostly depended —
into debt, and effectively removed them from their social credit circles, depleting
informal surplus, and in turn increased dependence on institutions. The notion of the
primitive accumulation of social capital explains not only the initial success of group

lending which was most notably used by AlMajmouaa (literally means “the group”) in
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Lebanon, but also how this particular institution was able to transition to individual
lending while keeping its NGO status which prevented it from benefiting from the
BDL’s credit information bureau. AIMajmouaa’s information advantage over other
shareholding institutions, and their disinterest in benefiting from BDL’s credit bureau

was confirmed by managers from AIMajmouaa. As this senior manager explains:

There is no major difference in terms of operations. However, the major
difference is their ability to access the credit bureau at the Central Bank, which
we as an NGO are not allowed to access. Instead, we rely on our own due
diligence and investigation to have a better understanding of the credit history of
our clients. But the problem remains that registration and regulation in its
current form (i.e., non-banking financial institutions) only allows access to the
credit bureau but does not allow other financial services such as deposit-taking
and savings accounts. So, the bureaucratic costs of being regulated outweigh its
benefits. (2NFS12810)

My interviews with microfinance employees confirm that the timeliness and
calculation group loans brought to strong ties caused significant frictions and tensions
between group members, which translated in a decrease in demand for microcredit.
When asked why group lending became an insignificant part of their operation, the
majority of my respondents described its disadvantages in terms of its insignificant size,
high managerial cost, and borrowers’ aversion to retake it due to the tensions it created
between them and other members of the group when one of them defaulted, which
translated in a decreased interest in these types of loans. A senior manager from
AlMajmouaa sums up these problems by explaining that group loans “are very small,
and they don’t exceed $2000, while our individual loans can reach up to $20,000. The
other problem is that they are complicated to manage because they often start with
solidarity and end with complete separation between group members. I witnessed many

serious clashes and eventual separations between siblings and neighbors...”
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(1RM10909). Another loan officer explains that “people no longer have mutual trust to
engage in group loans. When I started to work 10 years ago, they used to engage in
group loans and were keen to introduce their friends and neighbors to each other, but
they no longer do this. [...] they don’t want the headache of chasing others to repay on
time” (2L0O91210). On the other hand, when asked why they never sold group loans,
respondents from another shareholding MFI — Ibdaa — also expressed similar concerns,
and argued that they wanted to avoid the managerial complications and costs of
managing group loans so they chose to make only individual loans from the beginning.
The transition to other lending methodologies became necessary to create demand for
microcredit.

While the primitive accumulation of social capital explains the initial success of
Lebanese microfinance and their growth following the diversification of lending
methodologies and services, it doesn’t fully explain the fast transition to individual
lending in Lebanon compared to Egypt. After spinning off Save the Children,
AlMajmouaa quickly introduced individual lending methodologies in 2000 — now more
than 80% of its operations — and almost none of the institutions that emerged afterwards
used group loans. Aware of the experiences of earlier MFIs and the difficulty to sell
group loans, they used only individual lending methodologies (IFC, 2008). But how
were MFIs able to make low-risk loans, particularly those that didn’t use group lending
at all? And what does the quick success of individual lending tell us about social
relations in Lebanon?

As I discussed earlier, shareholding MFIs that registered as financial institutions
fell under the BDL regulations and benefited from its credit information repository —

including that which has been accumulated by regular banks — which allowed them to
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assess the creditworthiness of large populations, particularly that of banked guarantors.
WB, and IMF experts repeatedly encouraged MFTIs to feed information into the BDL
and enforce data collection mechanisms, and to delegate these mechanisms to private
credit bureaus (Abbassi et al., 2009; IMF & WB 2016). This access to the Central
Bank’s repositories of credit information explains how shareholding MFIs were able to
make low-risk individual loans without any prior use of the group methodology. All my
respondents reported heavily depending on the BDL’s credit bureaus, alongside the
private credit records institutions themselves accumulated and shared among each other.
And in a country where the banking class were very powerful, and regular private banks
had already reached close to 50% financial inclusion and relatively higher urban and
rural penetrations rates compared to the region, MFIs were able to access financial data
on large populations and to exploit it in conjunction with the group lending
methodology?. The asymmetry of information shareholding institutions gained over
communities through the BDL not only made individual loans possible, but also gave
shareholding institutions the advantage to more effectively enforce payments. They
were able to use refinancing threats against defaulting borrowers, their guarantors, and
their families and communities — to mark them as high-risk at the BDL which would
deny them future loans from both MFIs and banks. The benefits of this asymmetry of
information and power is summed by this loan officer describing her strategy to put

pressure on guarantors of borrowers who defaulted on individual loans:

2 Since the 1950s, the power of bankers emerged from its function as a national agent for the protection of
national and transnational capital in an import economy. This power is channeled through the Association
of Banks in Lebanon (ABL)’s which is the main creditor of the state, and thus, it has a financial interest in
the political stability of the regime, Bank shares and voting rights in the ABL brought not only profits but
also political power to its board brought. Therefore, financial markets in Lebanon were also political
spheres and far from impersonal and indiscriminate. For more on this, see Safieddine (2019).

43



They are particularly intrigued when we remind them that they will be marked
as bad credit at the BDL in case they were not able to push the borrower to pay
or pay on the borrower’s behalf. I personally like to use this trick because it
delegates some of my responsibilities to the guarantor, who starts to put pressure
on the borrower on my behalf. (1LO601102020)

These non-refinancing threats worked well with many guarantors who were
effectively squeezed between their loyalty to the borrower and their insurance against
probable future emergencies or economic shocks, for which they might need credit.
This led to frictions and separations between guarantors and borrowers similar to those
that group loans induced, particularly in cases where borrowers and guarantors had a

strong relation. Describing their impact on the relation between guarantors and

borrowers, a loan officer explains:

Guarantors feared that they will be reported as bad risk to the central bank which
will prohibit them from taking loans in the future. This is why they became
furious with borrowers. It made them feel that the borrower injured them. I had
to use this fear against guarantors in the early stages of default in order to avoid
long-term default. (4LO1016102020)

The story of this asymmetry of information between microfinance institutions
and borrowers does not end here. There seems to be more equally important factors
contributing to the success of individual lending, which can also exploit weaker ties
such as those between employees and employers in order to enforce repayment and its
data-collection mechanisms. When the guarantor-borrower relation was impersonal,
e.g., between employer and employee relations, or simply when borrowers were

themselves employed, MFIs cooperated with employers to collect data on borrowers

and their community members, and to enforce repayment in case of default. This
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cooperation translated in a general sense that loans made to employees were less risky

among the majority of my respondents. As this respondent from Ibdaa explains:

You know the saying Ana w khaye A’a ben A’ami w Ana w ben A’ami A’al
gharib? The closer they are to each other the more likely they will bond against
me. They’d prefer to support each other. If they know each other but have no
strong relation, such as colleagues, and employers at the workplace, they are
more likely to be self-interested and care more about their reputation than the
borrower. Plus, we can ask their employer to cut the payment from their salary
and send it straight to us. (1ILO1U266).

Therefore, when borrowers and or their guarantors were employees, they were
more visible and predictable to the institution and subject to its threats, ranging from
damaging defaulting borrowers’ reputation in their workplace and putting their job at
risk to agreeing with employers to cut loan payments straight out of borrowers’ salaries.
In addition to enforcing institutional disciplinary mechanisms, employee-employer
relations allowed institutions to quantify borrowers’ income, and in turn make more
attractive and targeted individual loans to employed customers. As this loan officer
explains that “it’s enough to be employed to take up to 40 times your salary in
microcredit, and when you pay off, they’ll raise up to 80 times. It’s enough to call a
loan officer and he’ll immediately show up at your house, fill your application, and
make the process very quick.” (3L0O42208). The difficulty to accurately measure

borrowers’ income and make targeted loans when they are not employed is best

described by this loan officer from Vitas working with peasant and rural communities:

I will be honest with you since you won’t mention our names. We don’t buy into
any of the questions we ask borrowers to understand their finances. When we
ask borrowers about their income, they tell us that it ranges from nothing to
$1000! How can I calculate their monthly income in these cases!? Here in the
villages, you make money this month and others you don’t. For example, some
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borrowers are very poor farmers selling Molokhiyah only during 3 months every
year, and others run grocery stores that also don’t make consistent income. So,
we deceive ourselves if we think that payment enforcement is owed to the
information we collect. Despite this information, people will do their best to pay,
especially those who seemingly fail the due diligence process. (4L052309)

Therefore, employed borrowers and guarantors were more visible and subject to
institutional disciplining and data collection mechanisms compared with small artisans,
farmers, or small informal business owners in networks of dense and strong ties. What
this means is that weaker forms of professional and impersonal economic or political
ties can be more effectively disciplined at times of relative stability. In other words,
networks of weak ties are more penetrable, and their members can be easily set against
each other.

Finally, another peculiar aspect of microfinance in Lebanon which contributed
to the fast transition to individual lending, which saved the microcredit market as of the
noughties, is its roots in subsidiary small programs in NGOs and UN agencies — similar
to the situation in Palestine and Jordan. Many employees who worked in these programs
were later transferred to the institutions that split off from these NGOs. Senior managers
saw these employees as the institution’s “greatest assets” and encouraged their retention
(Dhumale et al. 1999: 23). Selected from the community to work with Save the
Children, UNRWA, and other NGOs, these employees have built relations with the
communities they worked with, and processed a valuable credit knowledge of
community members — albeit through an “NGO face” and without the community’s
knowledge that the data will be later transferred to a financial company to be used
against its members in the form of debt manipulation and payment enforcement. It is
important to note that the data collected by these programs was transferred to separating

institutions, and by proxy to, the BDL and private banks the Lebanese, since the law
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does not prohibit an NGO from selling or transferring its assets to a company (Abbassi
et al., 2009). The proximity between loan officers and the community can be observed
in the context of my discussions with their data collection and disciplinary tasks where,
for example, one respondent emphasised that “I find this task very easy because I work
with my community/neighborhood [Mantaqti]”, and another stated that borrowers
“repay because they care not to disappoint me, not the institution [Byedfaa’o karamti]”.
Therefore, alongside the group lending methodology, the initial NGO face and
recruitment methods, as well as the legal policies that allowed the transfer of
information from NGOs to banks, seemed to allow microfinance institutions to exploit
NGOs’ knowledge of the community and the relations and mutual-trust between

employees and communities to their own advantage.
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CHAPTER IV
BETTER INDEBTED THAN DEAD

All my respondents, managers and loan officers, expressed disenchantment with
the Grameen model and the poverty-reduction hypothesis. This disenchantment
reflected the current operations of MFIs which involved only a small reported minority
of borrowers who were actually running small businesses and taking income-generating
loans — roughly estimated by loan officers between 3% and 15% and confirmed by loan
officers and senior managers. It was difficult for the majority of loan officers to estimate
an exact percentage because many of those who borrowed under the pretext of
generating income ended up spending credit on non-income generating activities. The
disillusionment in the Grameen model can be felt in this high-ranked regional

manager’s response when asked if he believed in the poverty-reduction hypothesis:

I disagree with the assumption that capital will lift people out of poverty. Let’s
judge the outcomes of the Grameen model in Bangladesh after all these years.
Did it work? no. The outcomes of this initiative showed that microcredit keeps
you poor but not completely dead! (1RM10909). Many people who already
have capital do not necessarily become entrepreneurs. Entrepreneurship is about
ideas not money. Once you have a good investment idea like Anghami,
Facebook etc., you will easily find many investors for it. But it doesn’t work the
other way around. I know this from my experience in microfinance. I personally
invested in L.L. 500,000 which now make me L.L.100,000/day, and this was
due to the market study and feasibility of the idea, not to the size of the
investment capital. The character/personality of the person is equally important.
They must be rational, quick-witted, analytical, and they must also know how to
bargain and motivate themselves. Unfortunately, not everyone can be like that
because it depends on their environment.

Therefore, microfinance can at best keep the poor from being “completely
dead”. Similar views were expressed by many of my respondents who were also highly

sceptical of the link that the Grameen model drew between capital and poverty. They
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saw that the bridge to entrepreneurship and capital accumulation passes through ideas
and rational behaviour first, not capital. This is why this senior manager of non-
financial services asserted that “not everyone is an entrepreneur. We have to break with
the myth that all Lebanese are entrepreneurs” (2NFS12810). This resentment and
wariness against economists and behavioral economists’ claims — of the transformative
effects of capital and debt on economic behavior — has been also expressed by other
managers who were fed up with the WB and microfinance promoters’ insistence that
there is an unmet demand for income-generating microcredit which MFIs were failing
to meet. Therefore, microfinance practitioners were not convinced with the theory of
unmet demand for income-generating microcredit, and neither did they believe the

IFC’s demand estimation that I discussed earlier. As this operational manager explains:

Yunus’s objective to put poverty in museums is overestimated and far from
modest. Microfinance, alone, will never eliminate poverty, let alone that it is
now heavily commercialized! We relied on an IFC study published in the
noughties and which estimated approximately 300,000 potential
microentrepreneurs. But it turned out that not all of those necessarily want
microcredit. [...] We only support and follow up with a very small group of
individual borrowers running VSEs and taking large loans between $15000 to
$20000. But we don’t put this much effort in small loans. Whether borrowers
spend them on consumption or income-generation, it won’t impact them in any
significant or threatening way (20M11310).

When probed on the nature of the failure of income-generating credit, the
majority of managers and some loan officers blamed it on what could be described as
character-deficiency and an overall problem with culture. This character — suffering
from hyperbolic discounting tendencies, a lack of rational management of money, a lack

of motivation to accumulate capital, as well as a general lack of confidence and aversion

to risk — emerged during the interviews as an innate individual quality that only a few
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gifted entrepreneurs are not plagued with. For example, targeted communities were
believed to be “not interested in planning their future”, scared “to fail and lose their
money”’ and looking for “comfort zones”. Their present-biases and resistance to
bookkeeping and rational management of money is best described by the same

manager:

The problem is in borrowers’ unworldliness and more generally in culture —
A’aysheen A’ala alsobhaniyah. They mismanage their finances; they make a
hundred today but never calculate cost, revenue and profits, or systematically
save up for further investment and recapitalization. Had they not been
unworldly, our borrowers should, at least in theory, not return to us for more
loans since the first loans should’ve allowed them to grow their businesses and
produce enough surplus to sustain recapitalization without having to borrow.”

(20M11310).

Ironically, while this manager hinted that he was himself sceptical about
microcredit as a mere value proposition, a loan officer asserted that microcredit is in
fact not a value proposition and that it is precisely borrower’s character deficiency that
makes this proposition appealing to them. In her words, “highly motivated individuals
won’t take small microcredit loans. Why would they take a loan with monumentally
high interest rates? they range from 24% in a year up to 30% in 18 months!”
(1LO60110). However, a few loan officers and branch managers, closer to the lives of
borrowers, disagreed with this character-deficiency theory and argued that
entrepreneurial success cannot be reduced to individual will and qualities. They
described borrowers’ non-entrepreneurial behaviour as a reaction to structural
conditions such as market saturation as well as the domination of large capital and
monopoly. These respondents were often working in rural villages or in the camps. For

example, a loan officer working in the villages of Marjayoun describes the absurdity of
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chasing investment and growth in a saturated market by arguing that “the local market
here in the village is small and does not necessarily need all the services or products
introduced to it through credit incentives. Also, loan sizes are insignificant to make any
real change” (4LO101610). Another loan officer working in Palestinian camps points

out similar concerns:

Here the majority are painters, electricians, tilers, plumbers, bakers, small shop
owners and don’t make enough income for mere subsistence, and they were
taking loans to fill this gap, and I don’t think they could do more than that. How
realistic is it that small businesses in the camps can outgrow themselves and
expand!? You find a grocery shop every other house! How many do we need?
The same goes for barbershops, butchers and others. Now during the lockdown,
everyone started selling hygiene and sanitation products! People can’t grow their
businesses here, let alone in this residential environment; small alleys and
houses are cramped next to each other. There are only two big traders supplying
most of the market inside the camp with foodstuffs, and their stores are placed
outside the entrances of the camps where its more spacious (2LO91210).
Therefore, the majority of my respondents were not convinced by the notion of
income-generating microcredit and the poverty reduction hypothesis. Instead, they were
predominantly invested in paternalistic proximity banking — focusing on the close
relation between the financial institution and the customer via the loan officer — in order
to manage risk and enforce repayment (I will elaborate on this form of banking in the
following section). For the most part, however, the task was as simple as collecting
information on income and matching the maximum size of loan to offer with endless
renewal. The triumph of the liberal approach to microcredit was reflected by the large
majority of loan officers who reported creditworthiness, rather than entrepreneurial

motivation, as the sole criteria for loan eligibility. Unearthing potential entrepreneurial

poor from enclaves of poverty seemed to the majority as a complete farce. Therefore,
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microfinance practitioners from all ranks in Lebanon seemed to suggest that it was not
poverty but rather the Grameen model itself that was put in museums.

But if microfinance practitioners were highly sceptical about the poverty-
reduction and debt-discipline hypotheses, how do they justify the lavishly interested
loans they sell to poor customers? What makes them different from the notorious
informal lender the microfinance movement has long been lamenting about? One
of the main justifications that the majority of my respondents gave to microfinance is its
ability to facilitate consumption and re-establish the poor’s position in the market as
rightful consumers. Some senior managers argued that financing consumption helped
customers keep their business capital and savings intact. However, probing them on this
matter showed that tolerance for consumption was not derived from a concern for
communities’ purchasing power, but a strategy to address the problem of widespread
disinterest in income-generating credit, and to enforce data collection mechanisms. As
this manager argues, “why not lending employees for consumption, especially that their
incomes are stable?! In fact, consumption loans are less risky than loans made for

microentrepreneurs (1IRM10909). The following manager sums up this strategy:

People were not interested in generating income but in spending on their needs
and family members. When we denied them loans for these purposes, they sold
part of their capital or business to spend on these things. Because this behaviour
is counterintuitive to our mission, we decided to start financing these things in
order to help borrowers keep their capital intact. We extended our definition of
productive lending to what we now call social lending, which finances social
events, education, health, and household maintenance. Had we not adapted to
this type of demand, people would’ve kept giving us inaccurate information,
which invited the risk of losing control over them. We made this adaptation as a
trade off with higher borrower transparency and more accurate information on
their needs and financial behaviour. (20M11310)
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Therefore, financing consumption was a strategy to create demand for
microcredit and enforce information collection mechanisms. The liberal approach to
lending translated in a philosophy of financial breadth with aggressive distribution of
credit to the largest possible number of borrowers. This aggressive lending policy was
best conveyed to me by this loan officer who asserted that “You have to understand that
growth for us means retaining existing customers and attracting new ones... We don’t
care much about what our customers do with their money and their loans. Our main
goal, especially now, is the sustainability of the institution and its services.”
(1LO2R0109). While high-rank managers believed that their liberal approach to
microfinance is a win-win solution — giving creditworthy individuals what they want
(unearmarked credit) and making profits for the institution — incurring no injury or harm
on both parties, some loan officers and a branch manager who were from borrowers’
communities and closer to their lives and social realities, had a different take on the
matter. Many lower-ranked respondents, saw that debt is not seemingly harmless, and
can potentially have negative effects which ranged from addiction to debt and
consumption, to over-indebtedness and higher dependence on the institution. Although,
like their managers, they believed that microcredit can alleviate borrower’s poverty by
facilitating consumption, their concern partly stemmed from genuine care which
stemmed from their relations to the community, and partly from the risk of default, for
which they were met with punishment (e.g., salary deductions or dismissal).

When I checked the problem of multiple lending with loan officers working in
Beirut, Palestinian camps and Bekaa, all of them confirmed that a significant proportion
of their customers were taking loans to pay off older ones for other banks or MFIs. This

seems to be particularly true for employed customers who, according to some loan
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officers, preferred bank loans but resorted to MFIs when they were already indebted to
banks and reached their credit limit. Moreover, many borrowers were reported to have
been taking loans to pay off their debts to members of their family and community.
Therefore, the vast majority of microcredit borrowers were trapped in a chain of debt
between banks and MFIs. Some loan officers also raised concerns over what they
described as widespread “addiction to loans”. According to several respondents, the
extent of these problems prompted some borrowers’ family members to intervene and
stop the institution from renewing loans to their family members in an attempt to protect
them. As this loan officer explains, “some guarantors would secretly tell us not to
accept the application and beg us not to tell the applicant.” (3L0O42208). The following

manager tells a similar story:

[...] one day one of our borrowers, a van driver guaranteed by his brother, who
was an army soldier. The next day, his brother came to me and asked me to
cancel the loan for the borrower because he wasted his retirement pension
recklessly. He had agreed to be the guarantor earlier out of embarrassment of his
brother. But he was concerned about his brother’s financial mismanagement
which can put him in trouble if he takes more loans. We cancelled the loan. This
happens frequently with many of our customers (2BM114092020).

By lending populations who were already banked, Lebanese microfinance
seemed to be heading towards what could be described as financial re-inclusion — re-
banking the banked. Even the WB and the IMF warned of high rates of over-
indebtedness and cross-borrowing in recent reports — estimated at around 30%. — and
called for more coordination and monitoring of the levels of over-indebtedness (IMF &
WB 2016; CGAP and SANAD 2017). In a report under the title are microfinance

borrowers in Lebanon over-indebted? the CGAP showed that a large number of

microcredit borrowers in Lebanon were employees and didn’t run any businesses, 19%
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were already banked and a third spend over 50% of their income servicing debt (CGAP
and SANAD 2017). This suggests that MFIs did not use BDL’s credit information only
to assess the creditworthiness of guarantors, but also to lend to employees and other
populations that were already banked. However, the CGAP report argued that the
microcredit market in Lebanon is half way through towards saturation (5.7%) — which
was measured against a 10% estimated demand — thereby ignoring that the estimation
was meant to represent only unbanked populations running small businesses. In other
words, if the notion of unmet demand depended on an estimated number of potential
unbanked microentrepreneurs, how can we talk about meeting 5.7% of demand when
the majority of microfinance institutions are selling loans to banked employees and for

consumption?
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CHAPTER V
DIGNITY, INTIMIDATION, AND TRUST

While respondents justified microcredit in terms of consumption smoothening,
another justification emerged in the context of discussing why borrowers resorted to
microcredit instead of social credit from their family or community members. The
justification was along the lines of the dignity of debt hypothesis. However, this
hypothesis was predominantly adopted by middle class managers and a few loan
officers who argued that making loan requests to family and friends made borrowers
feel small and humiliated which led them to resort to impersonal credit and explicitly
ask loan officers to keep their loans and financial conditions secret. Microcredit gave
borrowers financial privacy which acted as a double-edged sword re-establishing their
position as rightful consumers and retaining their reputation within the community. As
this manager explains, borrowers “don’t want to beg their family for money or be in this
weak position. They are wary of being portrayed as someone who receives money from
others.” Many of my respondents were strongly convinced of the dignity of debt
hypothesis and argued that credit allowed borrowers to escape the humiliating feeling of
riding free on others’ resources, and gave them the ability to hide their weaknesses,
indebtedness and spending. Despite this conviction, all these respondents attributed this
sense of humiliation to an increase in the language of calculation and squaring of
accounts between members of the community. This loan officer describes this sense of

gradual transformation of norms of material sociability:

People are changing both here [Bekaa] and in Beirut. They no longer want to
owe anyone anything [Ma Badde Erbah Jmeelet Hada], and they increasingly
calculate and remind each other of favors [Fi ktir menan bein alnas]. It’s
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humiliating to make a request these days. Dignity [Ezzat Al-nafs] is the only

thing that’s left to people” (ILO2R0109).

On the other hand, the majority of loan officers who were closer to customers’
lives and communities had a different take on the dignity of debt hypothesis. They did
not agree with the dignity of debt hypothesis. Their accounts showed that while there is
indeed a gradual increase in the language of accounting in networks of strong ties, it is
misleading to reduce borrowers’ motivation to take credit to an attempt of defection
from their families and communities or a sense of humiliation in making requests to
family, friends, and community. Many borrowers were motivated to take credit for
reasons antithetical to the dignity of debt hypothesis. They took microcredit not to
escape humiliation, but to support their family and exercise material affection, relief
their family members from their burden in case they needed financial support, or escape
communal protective interventions. For example, for many borrowers, credit was the
only available means to support their family, friends or neighbours, or to share gifts, and
spend on celebrations and recreation with them, so they took credit to have the means
for these forms of material affection and solidarity. Moreover, knowing that their
families had very little savings, some borrowers took microcredit and kept their
financial status hidden from their families because they didn’t want to be a burden or
incur any injury on them. They knew that their families would’ve offered support
despite their conditions. Thus, they wanted the privacy of credit out of social

consideration and not as a guard against humiliation. As this loan officer explains:

Soldiers’ wages are often insufficient to meet their families’ basic needs. Their
average salary is 1,500,000 ($117 in mid-2020). Soldiers and many other
borrowers take credit for basic needs or to build a house over a long period of
time, but they prefer to keep it hidden from their families and community to give

57



the impression that they are doing well. They used to talk to me about this. [...]

they don’t want to be a burden on their family. They are aware that if their

family knows about their financial condition, they will offer help despite their
own dreadful conditions. This is why borrowers value self-reliance.

(4LO101610)

Many loan officers also reported that borrowers preferred microcredit because,
given their unstable conditions, they were not certain they will be able to repay their
debts to family and friends in the future. In other words, they preferred to incur the
injury on the MFI rather their family members in case they defaulted for whatever
reason, especially that MFIs often allowed endless renewal of loans and paying in small
instalments and over a longer period of time — taxing poverty and over-indebtedness
with more interest. Finally, some respondents stated that borrowers used credit to evade
communal care and protective interventions against self-harming activities such as
addiction, over-spending, and losing oneself to indebtedness.

On the other hand, in the case of borrowers where the dignity of debt hypothesis
applied, the moment they defaulted, microcredit became itself the source of their
humiliation. A closer look at the payment enforcement mechanisms and the corporate
culture of MFIs showed that defaulting customers were met with threats to reveal their
financial records and sometimes their most intimate secrets, and damage their reputation
within the community. Loan officers knew so much not only about their borrowers’
finances but also about other aspects of their lives, which could be used against them in
case of default. For example, threatening borrowers to disclose their secrets to their
family and community, particularly with borrowers who explicitly asked loan officers to
keep their loans or other aspects of their lives secret. This loan officer’s account

explains where the line between dignity and humiliation crumbles: “we do respect their

privacy only insofar as they repay on time. Otherwise, we have no choice but to expose
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them to their family members, and this is when tensions and problems arise between
them.” A few loan officers used this method retrospectively and proactively in the sense
that they encouraged borrowers, particularly women, to share their secrets with them in
order to use it against them in case of default. A loan officer explains to me the

effectiveness of using this method:

We can use it [financial privacy] against the borrower in order to put pressure on
them to repay. I personally prefer to deal with wives or daughters who take loans
privately and without informing their family members, [...] because the
customer in this case is constantly worried. Women and daughters, for example,
would beg me not to tell their husbands, fathers, or brothers for fear of scandal,
punishment, or divorce. I have many of those cases. (1ILO2R0109)

The pressure loan officers exerted on borrowers ranged from pushing their
family members to pay on his/her behalf to reaching out to local officials such as Al-
Mukhtar or the head of municipality to put pressure on the borrower on their behalf.
Other loan officers reported using microcredit to get local crooks or political parties to
help them intimidate and discipline defaulting customers. As this loan officer explains,
“I called one of my customers who carries a gun on his waist to help me push two of my
defaulting customers to pay, and indeed both paid the next day.” (1ILO60110). Another
loan officer similarly emphasises that “you wouldn’t be able to work there if you have
no authority behind you and powerful connections to do you favors and put pressure on
the borrower or his/her family. (1LO111710). To get a sense of an interaction between a

loan officer and a defaulting borrower, here is a loan officer regretfully describing her

colleague’s attempt to force a borrower to pay:

He was shouting and threatening her (his customer): *you will have to pay
whether you like it or not’ he said, ‘if you don’t pay, I will do this and
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that’...you know! This doesn’t work. [...] You’d see another loan officer

pushing a borrower to sell their television at home to repay! You’d also hear

women shouting at LOs: ‘I can’t repay you and I won’t make a prostitute of
myself to get you the money’!” (2LO122209).

Not all loan officers relied on these methods. Many were aware of the
significant damage they were causing to relations between family and community
members. As a result, they tried to avoid infringing on the financial privacy of
defaulting customers, and to follow a low-risk selection strategy which didn’t always
work. For example, loan officers reach out to borrower’s family, thinking that the latter
knew about the loan but only to be surprised that they didn’t, causing serious. tensions
between them. According to many, tensions increased to a degree where finding a
guarantor became very difficult, and many potential guarantors became more reluctant
to guarantee anyone except if they highly trust the borrower. Guarantors became a
scarce currency and the price of trust increased. Endless stories of these tensions
between family members, friends, and community members were reported in loan
officers’ accounts, some of which leaving behind serious damage, distrust, or even

complete separations. Here is one of many loan officers describing some of what they

witnessed when collecting a payment from defaulting borrowers:

I went to their house and talked to my borrower’s husband about the defaulted
payment. I didn’t know at that time that he had diabetes and other chronic health
issues. He started yelling at me and pushing me out of his house, when his wife
said ‘I’ll give you the money soon’. He then started yelling at her and slapped
her on the face. In another instance, a father started yelling and cursing his son
in front of us. These tensions are very common. It even happened today
(1LO1U266).

My conversations with most respondents who were closer to the business of

payment enforcement and debt manipulation show that their jobs came at a very high
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psychological or moral cost. When asked how they felt about the risks and tensions their
jobs brought to borrowers’ lives and relations to their communities, many respondents
described having undergone a process separating their emotions from their work, or
“removing your heart and using your brain” and “thickening up” as some loan officers
put it, in order to accept the consequences of their work as a normal cost borrowers have
to pay for their individual decisions. This process is summed up by this branch

manager:

When I first started working in this field, I was oversensitive and not tough
enough for the job. But soon I learned that I cannot involve my emotions in my
work because it’s my responsibility. I brought this borrower and approved
his/her loan and I have to take responsibility for it. I have to do whatever it takes
to fulfill this responsibility and return the money to the institution. Over time,
you toughen and thicken up and develop an immunity against your own sense of
sympathy. You start to prioritize your responsibility and borrowers’
responsibility for anything else and you start pushing the latter to live up to their
liabilities. You took the loan, it’s your duty to repay it. My duty is to secure
them a loan and theirs is to repay it (2BM11409).

“Thickening up” meant reimagining the debtor as sinful and deserving of
intimidation and punishment, and the creditor as a right bearer. With this rearrangement
of sins and virtues, the definition of responsibility shifted from an obligation towards
the borrower to an obligation towards the creditor.

However, other respondents had a different take on the notion of responsibility
and obligation. They argued that it is the institutions/creditors that bear most of the
responsibility for default because they pushed loan officers to make bad loans —e.g.,
loans made to indebted populations, or seductive consumption loans — through their

aggressive debt manipulation and high targets forced on loan officers. The institution

implemented a reward and punishment policy whereby salaries, commissions, and
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deductions were calculated based on a set of high targets and retention rates, which
forced loan officers to take high risks and make as many loans as possible to reach these
targets. While most institutions in theory prohibited bad loans and blackmailing
defaulting borrowers, the corporate culture that governed the everyday life of loan
officers made the evasion of these disciplinary methods almost impossible. This
paradox is best described by the following loan officers, one of whom later resigned

from her job:

MFTIs hold you responsible for more than you can tolerate. They hold you
accountable for bad loans, and when you avoided the risk of lending to
untrustworthy people or to those who might sink into deeper indebtedness, they
hold you accountable for failing to reach this target! It was stressful and a big
responsibility, and I couldn’t bear it anymore! more people started to default
during the crisis, and I didn’t want to keep pushing people to pay knowing their
dreadful conditions [...] It is embarrassing and unacceptable to force them to
pay knowing that they can’t! But if I don’t do that, I will bear responsibility for
their default. [...] I can’t tell you how difficult it was for me. At the end of the
day, I am also from my borrower’s community, and I didn’t want to embarrass

myself among them [Otlaa bsawad alwajeh]. We live together and see each
other every day! (4LO101610)

It is my responsibility if I make a bad loan, and not the borrower’s fault. When I
know in advance that applicants are already indebted and I sell them a loan, I
bear the responsibility for the consequences of their over-indebtedness. [...]
Otherwise, it is a sin [Haram, ma bisir]. I need to work, but I also want my
income to be good money [Halal Aalaye} and I don’t want to work against my
conscience. (2L0O30909)
In these accounts, sin is thrown back into the court of the creditor, and is
redefined in terms of debt manipulation rather than default/indebtedness or bad
spending habits. This group felt that their jobs came at a very high psychological and

moral cost, a price not everyone was willing to pay. Those often eventually left, some

during the course of this research. I kept contact with four of them and organized
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follow-up meetings to understand the reasons behind their decision to resign. In our
follow-up meetings, some told me that they resigned because they felt that they were
defaming and slurring members of their community, and damaging their relations to
them. These moral and social considerations were weaved with feelings of shame in
having to humiliate borrowers, and a strong belief that the outstanding debt of poor
borrowers should be forgiven. Several loan officers expressed not only feelings of
sympathy, but also a sense of shame at having to keep breaking promises; to be
deceitful, exploitative, and untrustworthy. Here is a loan officer explaining why having
to frequently use borrowers’ vulnerabilities against them — e.g., their secrets, their
financial privacy, their relations to their families and employers — was the main reasons

why she eventually resigned from her job:

The MFI forces us to use all possible weaknesses and vulnerabilities of
borrowers to the point of humiliating them [7bahdelhom]. This is wrong! |
reached a point where I stopped doing this and preferred having my salary
deducted instead. I don’t want to be involved in these ugly measures! Borrowers
beg me to wait a few days, and some are genuinely suffering unexpected
conditions or accidents or one of their family members suddenly fell ill. It is
wrong to force those people to pay. All of this wasn’t the MFI’s concern! What
they cared about is target and repayment the third day of each month. [...] we
break our promises to borrowers. Imagine you promise someone to hold their
secret and then you use it to humiliate them and force them to repay! You’re not
only humiliating them but also disrespecting yourself. I had to repeatedly do this
and this is why I decided to leave (1LO80710).
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CHAPTER VI
MATERIAL SOCIABILITY

Although the majority of respondents did not believe in the poverty-reduction
hypothesis, senior managers in Lebanese MFIs — like economists and the international
promoters of microfinance — were convinced by the dignity of debt hypothesis, and
pitted borrowers’ disinterest in capital accumulation and income-generating credit
against the material sociability and affection of networks of strong ties in poor and rural
communities. My conversations with managers about their theory of character-
deficiency boiled down to what could be described as material exchange and affection
within networks of strong ties. These normative and affective commitments were seen
as the major impediment to the more desired behavior of the homo economicus,
understood as moving away from personal ties and moral commitments and into
interest-based networks of impersonal market relations governed by the logic of
exchange. Here is a senior non-financial manager describing her frustration with
trainees placing a higher value on economic activities with their communities over
engaging in networks of impersonal ties (e.g., to diversify their suppliers, reach out

beyond their localities, and cooperate with formal institutions):

When you ask female borrowers about what they consider as their network, the
majority would point to their families and friends. We repeat our question and
they insist that this is their network! They don’t work with suppliers outside
their personal networks and they have no idea the Chamber of Commerce and its
role and services! They use social media to talk to their family members and
friends abroad instead of using it to expand their network. The concept of the
group loan was not only meant to solve the problem of collateral, but also to
instill change in borrowers’ behavior with regards to their networking activities.
These loans were also aimed at pushing individuals out of the house to meet new
people, suppliers, and our employees on a regular basis. We know that the more
borrowers were exposed to networking and interaction with different groups, the
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more they were projecting themselves into the future and the larger their loans

were. Expanding one’s social network is necessary to grow a business and

access finance (2NFS12810).

This statement shows that the dignity of debt hypothesis is inseparable from
debt-discipline in that debt was expected to dematerialize the sociability of poor and
rural communities and prompt them to engage in looser networks of ties and accumulate
capital. In other words, debt was hoped to function as a disciplinary technology which
will loosen strong ties, create individual financial preferences, project borrowers into
the future change their behaviour and network patterns, and redesign culture. However,
this manager’s frustration stemmed from trainees’ material sociability and their
resistance to separate their economic and affective/communal life — from the fact that
money, technology, and things were not seen as ends in themselves, but as means to
create and maintain long-term relations with family, friends, and community. Similarly,
all managers complained that, instead of using loans to set themselves to accumulation
strategies, borrowers gave the money to their spouses or other family members, or to
pay school or hospital fees, and house maintenance, as well as to spend on celebrations
or recreation, marriages, gifts, and compliments. For example, this manager brought
down the problem to its most microlevels, and pitted entrepreneurship straight against

unconditional parental material affection:

I believe that it depends on how people were raised in their families. When I was
at school, my parents sent me to summer and after-school jobs although I didn’t
need to. Children should be moulded (Lezem Yenda3ako). 1t is these jobs at this
early age when the roots of entrepreneurial character and attitude foster and
develop. If children were given everything they want and without making any
effort, they will graduate from academia and expect to be employed without
acquiring any entrepreneurial skills. Perhaps this is a generational problem as I
myself do not push my kids to find a job and often give them what they want.
(20M11310)
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Many of these views were brimming with cultural essentialism and a strong bias
against rural and suburban poor communities, and with a great fondness for an imagined
western entrepreneurial culture. Another manager attributed these anti-entrepreneurial
rearing practices to an “infested” culture — a sociability replete with interdependence in
poor, suburban and rural communities. He asserted that in order to accumulate wealth,
poor individuals should remove themselves from their poor communities, and instead
identify with and engage in wealthier networks of weak ties and incorporate their values
and practices. They must let go of their trust-based commitments and surround
themselves with the right people. This is a duty the poor owe to themselves in order to

escape their miserable conditions. His take on the matter is worth presenting at length:

When your parent’s upbringing emphasises the importance of financial
management and saving, as well as taking risks and stop fearing failure, and you
also learn these practices in your neighbourhood and school, you will succeed.
But if you live in poor communities, you won’t learn these practices...I’m sorry
to say, but if your school was in Hay El-Sellom (a crowded poor neighbourhood
in the suburbs of Beirut), you’re most likely going to be different from those
who were schooled in Shweifat (a nearby wealthier neighbourhood with a well-
known middle-class school). The latter are surrounded by people who have good
ideas and make good decisions. Of course, those who live in Hay Al-Sellom and
Sabra can improve by surrounding themselves with these people even if they
were born in these neighbourhoods. Don’t misunderstand me! It could be Sabra
(a nearby Palestinian camp) and not only Hay El-Sellom...If you live with
infested people (Mawbou2in), you will most likely be occupied with their
problems and financial issues, and you also won’t be rational or able to save. In
those places, your perception of life will be limited by neighbourhood, family,
and religion. But you should know where to go and how to improve yourself,
and you should take responsibility for yourself. You are to be blamed if you
don’t take these opportunities, especially given that the state won’t support you
here...It’s different in Europe. kids are upbrought and educated to do these
things. (1IRM10909)
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To avoid reducing sociability and human psychology to the binaries of
material/de-material or selfish/selfless, I assume that the microcredit population is in
fact distributed on a spectrum of sociability — a transition from a material to a
dematerialized sociability. And as I discussed at the beginning of this paper, my
hypothesis is as follows: institutionalized credit has an erosive effect on norms of
material sociability that renders into a separation between the socio-affective and
material spheres, and promotes weaker ties for borrowers. To test this hypothesis here, 1
conducted a survey with 75 microcredit borrowers focusing on questions about their
credit history, their network types, their perceptions of and level of engagement in
norms of material sociability, and their general experience and perception of
microfinance. The survey included background questions on gender, education,
occupation, and economic situation. Questions on network types focused on the amount
of time spent with siblings, extended family, friends, and neighbours, as well as the
number of received invitations for weddings and degree of engagement in social events.
Questions on institutional credit history focused on the length of time borrowers used
microcredit, and the number of loans borrowers received from MFIs and regular banks.
Borrowers’ level of engagement in norms of material sociability was examined through
questions about the number and size of borrowers’ informal material transfers (provided
and received) with their nuclear and extended family, as well as their neighbours and
friends; engagement in gifts, compliments and ROSCAs; and perception of social loans
and formal interested-loans.

To understand the relationship between institutionalized credit and the
redistributive norms of material sociability, I examine the relationship between credit

history — measured in terms of the time a borrower spent in debt to banks and MFIs, and
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the number of loans she/he took from both institutions — and social credit. Analysis
shows that there is a negative correlation between credit history and engagement in
social credit (with a correlation value of - 0.395 and a significance of P=0.001). This
means that borrowers with higher credit history were less likely to prefer social credit
and informal borrowing. This group of borrowers were also more likely to borrow from
loose connections such as friends (with a correlation of 0.348 and a significance of
P=0.003), and to prefer individual loans (with a correlation of 0.240 and a significance
of P=0.047). And those who preferred to borrow from looser ties were much less likely
to make financial requests to their family in emergency situations (with a correlation of
- 0.402 and a significance of P=0.0003). While 43% believed that interested debt is
haram or sinful, borrowers with longer credit histories were less likely to think of
interested loans as sinful (with a correlation of - 0.236 and a significance of P= 0.04).
On the other hand, those who borrowed from members of their networks of strong ties —
siblings or extended family members, or even a small group of long-term friends seen as
indistinguishable from siblings — were more likely to participate in ROSCAs
(correlation = 0.344 and P=0.003).

The data also shows some correlations between credit histories on the one hand,
and network size and density on the other. For example, borrowers who had taken loans
from regular banks were less likely to spend time with their siblings and family
members (correlation of — 0.292 and a significance of P=0.011). Moreover, those who
spent less time with their family reported fewer financial transfers with their family
members (- 0.244 and P=0.036) and with their neighbours (- 0.325 and P=0.005). They
also tended to receive less invitations for weddings and other social celebrations, and

showed higher signs of addiction and appetite for debt — an inability to stop making
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requests for credit, and a higher preference for individual loans. Moreover, 34% of
borrowers taking group loans reported experiencing frictions and tensions with other
members of their group, and many of them stated that they preferred individual loans
because they “don’t want to take responsibility for anyone”. This also confirms that the
group lending methodology, with its introduction of the logic of reciprocity to strong
ties — money, calculation, and timeliness — was subtly loosening these ties and creating
individual financial preference. In other words, the data shows that institutionalized
credit introduced new preferences for individual surplus management and promoted
weaker ties to credit customers. While these findings point to some important
correlations between institutional credit and social “isolation”, they cannot determine
any causalities between the two. Therefore, they leave us with two important questions:
do more “isolated” members of the community end up falling prey to MFIs? Or is it that

loans or the institutionalization of surplus isolate them from their community over time?
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CHAPTER VII
CONCLUSION

The findings of this study suggest that none of the economic or moral claims
made by economists and the promoters of microfinance aged well in the Lebanese
experience. From Lebanese practitioners’ disbelief in the poverty-reduction hypothesis
and market justice to their doubts about the notion of unmet demand for microcredit. All
of these micro and macro-economic claims were met with scepticism. The findings also
suggested that the move to consumption lending and individual lending methodologies
was not derived from a genuine tolerance for the consumption of poor and rural
populations. In fact, the views of promoters of microfinance and Lebanese managers
were brimming with bias against the spending habits of these populations, particularly
with regards to their material sociability and to sharing informal surplus, spending on
gifts, celebration and complements. In other words, they described the material
sociability and affection of these communities as a form of sinful spending and
consumption that stemmed from an inferior, unworldly, and irrational culture pertaining
to these strong relations. Therefore, the language of tolerance for the poor’s
consumption in the liberal approach to microfinance stemmed not from sympathy but
from a strategy to create demand for microcredit. And with the aggressive distribution
of credit that followed the liberal approach to lending and the restructuring of
microfinance institutions, over-indebtedness emerged as a major problem. While banks
were drawing an entire society into debt through public debt and from the top, MFIs
were sinking poor and rural populations into debt through private debt and from the

bottom.
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Alongside the claim of democratizing consumption, the dignity of debt was the
only justification for microfinance that stood out in Lebanon. However, a closer
examination of the corporate culture that governs employees and the payment
enforcement methods showed that this hypothesis crumbled into pieces as soon as
default occurred, and microcredit became itself the source of humiliation for defaulting
customers and their families particularly among their community members — the very
humiliation that credit promised protection against. Consequently, the process of debt
manipulation on the one hand, as well as the surveillance and punishment technologies
used to enforce repayment on the other, came at a high psychological and social cost for
the community. Squeezed in these debt traps, many defaulting borrowers and their
family members were threatened, exposed and humiliated, resulting in serious tensions
and separations.

More importantly, the limitations of the dignity of debt hypothesis reveal
themselves not only at the level of application, but also at the theoretical level. This
hypothesis assumes that the redistributive norms of material sociability are experienced
as a burden by community members, and inversely, the gains distributed by these
normative structures to weaker members of the community are confused with their
motives. In other words, social relations are assumed to be essentially de-material and
governed by the logic of debt and reciprocity. However, this paper showed that while
some borrowers indeed used credit as a way to avoid a sense of humiliation in making
requests from the community or to defect from it, many other borrowers used credit to
exercise material affection and to share the money or spend it on their family and
friends, or because they did not want to be a burden or to incur injury on their family

and community. Therefore, their motivation to take credit was derived from social
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consideration and the desire to create and maintain long-term social relations.
Moreover, my survey results showed that while many borrowers were still engaged in
norms of material sociability within their network of strong ties, those with longer credit
histories were less likely to engage in these norms, tended to prefer formal banking and
to avoid making requests to members of their community. This suggests that the dignity
of debt hypothesis applied to borrowers who were more isolated from their networks of
strong ties. However, I cannot confirm whether social isolation is an effect of debt
manipulation or what is causing dependence on credit.

What was presented points out to the inseparability of political control from the
dematerialization of sociability, and the role of financial institutions in this political
process. In Khalaf’s argument, the curious harmony between the weak ties of the
Lebanese state on the one hand, and kinship and communal ties on the other ignored
inequality and took trust for granted in in the latter, and ignored the material nature of
trust in networks of strong ties. It also assumed an essentially dematerialized sociability
of kinship and communal ties — that the logic of reciprocity and exchange is an
imperative morality — when in fact, this sociability is promoted and enforced by
institutions. Political questions cannot ignore the exhaustive attempts to transform
redistributive norms into capital accumulation strategies, and compel entire populations
to internalize self-interest and reciprocity as an imperative morality. The dignity of debt
hypothesis, like Khalaf’s primordial debt theory, and the puritanical view of
consumption — when thinking of poor and rural communities — are rooted in the
assumption that markets and the logic of exchange supersede all forms of human
organization — that sociability is essentially de-material. This assumption not only

ignore the intimacy between the material/value sphere and the affective/values, but also
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the violence deployed to separate the two spheres, to transform morality and internalize
reciprocity as an imperative morality for political control.

One of my main objectives in this paper was to break from game theorists and
functionalists’ teleological explanations which assume that social realities like
sectarianism, patriarchy, and inequality are respectively the by-product of sects, kinship,
and natural individual greed, rather than institutional and structural violence. The
problem with these interpretations is their tendency to assume that the advantages
gained by these groups and individuals emanate from their motives rather than the
structures of accumulation and coercion to which they are subjugated. This suspicious
view of human nature has important political implications particularly in the post-
colonial world, where structures of accumulation and coercion are often understood as
an effect of strong ties or cultural deficiencies (e.g., indolence, dependence, lack of
forethought and frugality, and ultimately lack of civil concern) even in some of the most
critical analysis in political economy. An important example of the political implication
of this moral suspicion in Lebanon is evident in the political visions of progressive
secular institutionalists and macroeconomic activists whose answer to all violence,
injustices, and poverty is “citizens in a state” — literally the name of an anti-sectarian
Lebanese political party. This logic of exchange caught even the most critical of the
post-colonial political and economic systems in the narrow limitations of rentier
state/economy theory and its non-critical attitude toward the state, capitalist market

economy and colonial relations.
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