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Abstract 

A critical examination of theory and practice can strengthen understanding of 

both perspectives. In this thesis I will explore the link between Amartya Sen's capability 

approach and microfinance in Bolivia. To do this, I will use two additional theoretical 

models. Microfinance is understood from an economic growth perspective with an 

emphasis on material resources as a solution to poverty. The comparison between the 

capability approach and the economic growth model shows that microfinance is better 

understood from a capability approach perspective than from an economic growth 

perspective. By looking at the practice of microfinance through the emphasis on 

empowerment and solidarity group lending, a third theoretical model - that of relational 

theory - becomes important. "Empowerment" is underdefined in Sen's approach, which 

leaves room for the practical insights from microfinance to contribute added 

understanding towards what is needed for a robust description of empowerment. Finally, 

an examination of microfinance from a relational approach highlights the weaknesses in 

Sen's capability approach and shows how it would benefit from the addition of relational 

theory. 
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Introduction: The Link Between Theory and Practice 

The aim of international development ethics is to provide a "moral assessment of 

the ends and means of societal change" (Crocker, 2008, p. 71). Development study is 

unavoidably an interdisciplinary subject. Drawing on diverse fields such as economics, 

business, health, education, engineering, and political science, just to name a few, there 

are many conflicting goals and values from each discipline working in development. The 

goal of development ethics is to highlight the most important ethical aspects of 

development that should not be overlooked. Scientists, practitioners and policy makers 

attempt to find sustainable solutions for social, political and economic development, but 

development ethicists provide a critical moral assessment of development practices in an 

attempt to uncover the best means by which to achieve good development and to avoid 

development that causes harm to those people involved. 

In development ethics, part of the ongoing process of evaluation is the link 

between theory and practice. David A. Crocker separates the theory and practice link into 

seven parts; they are "(A) ethical and other normative assumptions, (B) scientific and 

philosophical assumptions, (C) development goals, (D) scientific or empirical 

understanding, (E) policy options and recommendations, (F) critique, and (G) 

development activities and institutions" (2008, p. 71). (A) through (F) are the theory 

aspects of development and (G) represents the practice of development. This 

categorization of theory and practice includes both the normative and non-normative 

aspects of development. Ethical and other normative assumptions (A) and development 

goals (C) provide the framework through which development practice operates. Scientific 
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and philosophical assumptions (B) and scientific or empirical understanding (D) limit the 

development goals and principles to what is believed to be achievable. Importantly, that 

does not mean giving up on ethical principles, but instead critically evaluating what the 

reality of a situation is and what that can show about the normative assumptions. Crocker 

writes that the link between theory and practice is an ongoing evaluation. This indicates a 

continuous need for reflection in both theory and practice. 

The critical evaluation of theory-practice is an important aspect of development 

ethics. Theory is limited by the framework in which it is developed, and sometimes those 

limitations appear logical. However, with a more in depth examination of what is 

happening in development work, certain tensions will arise. For example, an economic 

growth model of development aims to reduce poverty through increased economic 

growth. The argument is that increases in financial capital will "trickle down" to the poor. 

By examining how this practice occurs, it is clear that the poor do not benefit from 

increased income, but instead increased economic growth can cause harm to the poor. 

Jude L. Fernando writes "Even if significant improvement of the economy occurs under 

neoliberal economic reforms it consistently leaves a trail of victims among small and 

medium business owners, employees, urban wage earners, women, rural communities, 

and children" (2006, p. 20). This demonstrates there is a disconnect between neo-liberal 

economic growth theory and practice. Practical development work is motivated and 

guided by theory, but operates with and through the people whose lives are affected by 

development. In this thesis I will explore two bodies of literature - one theoretical and the 

other practical. In this regard I hope to illuminate limitations with the theoretical aspects 

as well as to provide a moral critique of the practical aspects of development. 
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From the practice perspective I will be looking at the micro finance industry in 

Bolivia. From the theoretical perspective I have chosen to use Amartya Sen's capability 

approach. The link between microfinance and the capability approach has not been fully 

explored. In Development as Freedom, Sen mentions the Grameen Bank, one of the first 

successful microfinance organizations to target the poor. He writes that microcredit 

institutions have had great success in increasing women's agency in many areas through 

programs aimed at economic empowerment (1999, p. 201). However, microcredit is 

mentioned only in relation to its ability to increase agency freedom, which is Sen's 

primary focus, and thus microcredit is not discussed explicitly. In addition, Sabina Alkire 

uses a case study of a microfinance program run by Oxfam Pakistan in her book Valuing 

Freedoms (2002). In this way both Sen and Alkire recognize the importance of 

microfinance as a development tool and they both link the capability approach and 

microfinance. However, no in-depth examination of Sen's capability approach and 

microfinance practice in Bolivia exists. Developing the link between the two is my 

purpose in this thesis. 

In Sen's capability approach, he argues that development ought to be directed 

towards the expansion of freedoms. Not just any type of freedom but substantive 

freedoms - freedoms that people value and have reason to value. Capabilities or 

substantive freedoms describe what people can do or can be in their lives, for example, 

the capability to engage in political activity or the capability to be well-nourished. Sen 

does not provide a comprehensive list of generally valued capabilities. Instead he 

encourages each individual and group to determine what it is that they value and have 

reason to value. Sen emphasizes agency freedom in the capability approach. This focuses 
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on the individual and the various ways in which an individual can be deprived of 

substantive freedoms. By comparing why some people might be deprived of substantive 

freedoms, while others thrive, certain inequalities will be highlighted. This analysis can 

give a deeper understanding of the effects poverty can have on individuals and groups. 

To develop the link between microfinance in practice and the capability approach, 

I will examine both the theoretical aspects and the practice of microfinance from a 

capability approach perspective. Microfinance is the small-scale delivery of financial 

services to the poor and is used as a development tool to promote and support small 

business generation. In general, it is difficult for the extreme poor to access institutional 

forms of credit. There are many reasons why this is the case: lack of collateral, physical 

access to banks or other institutions, or sexism, racism or classism enacted by lenders or 

institutions. Microfinance attempts to circumvent these barriers through developing 

flexible credit methodologies to deliver credit to poor clients, who might not otherwise 

have access to credit. Microfinance is generally understood from an economic growth 

perspective and Bolivia, in particular, is deeply tied to a neo-liberal, economic growth 

perspective through a period of structural reforms in the 1980's. I argue that Sen's 

capability approach is a better framework from which to understand microfinance. Sen's 

capability approach allows us 1) to view microcredit as a means to gaining freedom, but 

not as a freedom in itself; 2) to understand microfinance as part of a larger development 

agenda that includes a multidimensional approach to poverty reduction based on 

substantive freedoms; and 3) to highlight the importance of borrowers as participants in 

their own development. 
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I will argue that, by understanding both perspectives of capability theory and 

microfinance practice, each can better explain and strengthen the other. I use two case 

studies to highlight the practical aspects of microfinance. Case Study 1 in Chapter 2 

demonstrates how Sen's capability approach can inform microfinance practice. Case 

Study 2 in Chapter 3 demonstrates how microfinance practice can illuminate and inform 

Sen's capability approach. 

The first case study examines the relationship between two institutions: Prodem 

Fondo Financiero Privado (Prodem) and its subsidiary Banco Solidario S.A. (BancoSol). 

The two organizations take very different approaches to development. Prodem is focused 

on social goals - capacity building and outreach. BancoSol is focused on institutional 

financial sustainability. These two different institutional goals can create competing and 

conflicting ideas of how to deliver microfinance services. The capability approach can 

show that, while institutional sustainability is important, social goals, such as building 

people's capacity to handle the burden of debt, have to take priority. I argue that 

organizations like Prodem already take a multidimensional approach to poverty much 

like Sen's capability approach and would benefit from an increased understanding of the 

various ways in which a person can be deprived of substantive freedoms, in order to 

address them appropriately. I argue that organizations, like BancoSol, that are focused on 

institutional sustainability would also benefit from a capability approach perspective 

because this approach illuminates that economic freedoms are but a part of a larger 

multidimensional approach to development. 
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I will use Sen's argument against the economic growth model to show that a 

multidimensional approach to poverty reduction ought to be pursued by microfinance 

organizations that are concerned with poverty reduction. Building from this point, there is 

a large concern in the microfinance literature that microfinance is merely being used as a 

tool in capitalist, neo-liberal approaches to economic development. I agree that 

microfinance organizations such as BancoSol with their focus on institutional 

sustainability are more concerned with profit, debt recovery and expanding into 

previously untapped markets. These organizations can certainly be said to fit into the 

free-market approach of neo-liberal theory. However, I argue that articulating the 

connection between microfinance justifications and the capability approach can reorient 

these programs towards expansion of substantive freedoms, and can establish solutions to 

the criticism that microfinance is inappropriate as a development tool because it supports 

neo-liberal, capitalist beliefs. The exploration of these issues will be done in Chapters 1 

and 2, where I will also be providing a more in-depth introduction to both microfinance 

in Bolivia and Sen's capability approach. 

The second case study looks at the effects of microfinance on the individual 

borrower and on the community by examining the relationship between Severina Vargas, 

a member of a weaving cooperative and PRODEVAT (Development Program for the 

Valleys of Arque and Tapacari). This case study demonstrates that an individual focus, 

which both Sen's capability approach and the economic growth perspective call for, fails 

in certain key ways to give an understanding of Severina's situation in relation to 

PRODEVAT. This case study demonstrates 1) what is lacking in a concept of 

empowerment in Sen's capability approach; 2) the importance of examining the power 
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relations between Severina and PRODEVAT and, more generally, between individual 

borrowers, communities, institutions and governments involved in development; and 3) 

the importance of moving capability approach analysis to a more comprehensive analysis 

that includes an examination of the relationships individuals are in, as well as of 

individuals. 

I will identify two ways that microfinance in practice can help to illuminate 

limitations in Sen's capability approach. First, the emphasis on empowerment in 

microfinance has been one of the main reasons practitioners and donors have pursued this 

as a development tool. In providing these reasons, a strong literature on empowerment 

has emerged. This literature explores the ways in which empowerment strategies need to 

address inequalities, such as oppression and exploitation. Solava Ibrahim and Sabina 

Alkire define the term "empowerment" in the capability approach literature as an 

expansion of agency freedom. I use Aradhana Parmar's criticism of microfinance practice 

to help illuminate why agency freedom is so important in a concept of empowerment. 

Chapter 3 will comprise of an exploration of the similarities and differences between the 

capability approach literature and the microfinance literature's definitions of 

empowerment. 

Finally, issues of group solidarity are prevalent in the microfinance literature. I 

argue that an exploration of the solidarity group lending model can add weight to feminist 

criticisms of the capability approach as failing to take into account a more relational 

approach to development. Although the capability approach recognizes the importance of 

relationships with others, Christine Koggel argues that there is not enough emphasis on 
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the relationships in which women exist. Of primary importance are relationships of 

power that shape the lives of people in them. These relationships of unequal power can 

continue to entrench inequalities and prevent groups from having a say in public debate. 

Although Sen advocates for public debate, Marianne Hill argues that the capability 

approach fails to take into consideration unequal power structures that maintain 

inequalities, which can prevent those in positions of less power from having voice in 

public debates. Through an analysis of the Severina Vargas case study and an 

examination of solidarity group lending, I will demonstrate how microfinance practice 

that is sensitive to relationships that women are in, both in their communities and more 

broadly, can contribute an added understanding to these feminist concerns as they attempt 

to push Sen's capability approach towards a better understanding of the contexts and 

relationships people are in. 

It is the weaving together of theory and practice that makes this thesis unique. 

This type of analysis is valuable for both development ethicists and for those who are 

directly involved in microfinance practice. Throughout this dissertation, I hope to 

demonstrate the importance of an analysis that includes both theory and practice in the 

development literature. 
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Chapter 1 - Microfinance 

Introduction 

"Microfinance" is the umbrella term for the delivery of small-scale financial 

services. These services could include savings, credit, insurance or leasing. "Microcredit" 

delivery refers to the delivery of small loans from $50-$ 1000 USD, which are generally 

used for working capital, everyday consumption or for distress consumption. "Working 

capital" refers to money used in business that is invested in stock or fixed assets. Distress 

consumption occurs when an unforeseen event, such as family illness or natural disaster, 

occurs and people are required to cover additional expenses. 

Microcredit is delivered by varied institutions ranging from non-governmental 

organizations (NGO's) to banks, or financial institutions to government-run programs. 

Most Bolivian microfinance organizations, like Prodem, are called Fondo Financiero 

Privado (FFP). FFP is a special designation for microfinance organizations in Bolivia that 

allows them to distribute credit. A small portion of these organizations are banks, like 

BancoSol (which is the focus of Case Study 1), which are set up to deliver microcredit. 

Finally, there are a small number of organizations that set up microcredit programs for 

specific projects, but that focus on other varied social goals. Case Study 2 will look at 

PRODEVAT, which uses a form of microcredit delivery in their projects. PRODEVAT's 

main goal is to improve living conditions for people living in the rural Cochabamba, thus, 

"reducing migration to coca producing regions" (U.S. Department of State, 2005) and 

minimizing the number of people producing coca (the raw materials used in cocaine 
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production). Although they use a form of lending in their programs, these organizations 

are not explicitly microfinance organizations. 

Loans are offered on an individual basis where some guarantee or collateral can 

be offered by the borrower as well as through "solidarity groups" when collateral is 

unavailable. When discussing the solidarity group model, I do not mean "solidarity" as it 

is commonly used. For example, Bolivia's recent history shows political solidarity 

through democratic participation. Dignity and Defiance showcases Bolivian political 

solidarity in action against globalization (Shultz and Crane Draper [Eds.], 2008). 

Bolivians organized protests on issues ranging from the corporate takeover of water in 

Cochabamba to environmental disasters in Bolivia's Highlands to the war on drugs. 

Women's solidarity, in particular, is historically associated with Domitila Barrios de 

Chungara, president of the Miners Wives Association, who in the 1970s brought together 

groups of women to fight for workers' rights. She writes: 

how beautiful it is to feel that in other peoples we have brothers and sisters who 
support us, who are in solidarity with us, and make us understand that our 
struggles aren't isolated from one another. This solidarity means a lot. We always 
try to show it in Bolivia in some real way. (Barrios de Chungara, 1978, p. 42) 

Although a tradition of solidarity exists in Bolivia, "solidarity group lending" does not 

refer to solidarity in the broader sense. Instead, the "solidarity group model" (sometimes 

called "peer lending") brings together 3-10 people who agree to serve as personal 

guarantees for the other group members and agree to pay the debts of anyone in the group 

who is forced to default. "Solidarity" refers to the coming together of these small groups 

that provide mutual support for each other, financially and sometimes in other ways. 
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This chapter will give an overview of microfinance in Bolivia. By drawing 

attention to the background and historical conditions in which the microfinance industry 

in Bolivia developed, I will show that the Bolivian microfinance model uses a neo-liberal 

model of economic growth. I will also be describing the justifications given to donors for 

continued support of microfinance. They are 1) overcoming barriers to credit, and 2) 

enhancing well-being. The microfinance literature argues that both overcoming barriers 

and enhancing well-being can lead to empowerment of participants. Finally, I would like 

to introduce one of the main tensions in microfinance literature, which is the debate 

between institutional sustainability and social goals. This problem will be important for 

examining Case Study 1 in Chapter 2. 

A Very Short History of Economic Development in Bolivia 

Bolivia is one of the poorest countries in Latin America. It is a land-locked 

country of diverse geography. The Andean mountain range stretches through much of the 

country and drops, in the northeast, into the valleys and jungles of the Amazon Basin and, 

in the southeast, to the resources rich areas of Santa Cruz and Tarija. The roads are 

extremely treacherous, and it is not uncommon to see roads cut into the mountainsides. 

With no access to the sea and poor road conditions linking up major cities, transportation 

has been one of the main issues hindering Bolivia's export abilities. Despite this, Bolivia 

was once home to thriving tin and silver industries that have since been depleted by 

international actors with little benefit to Bolivians (Gordon and Luoma, 2008, p. 79-80). 

Bolivia currently sits on a large oil and gas reserve, and there is fear amongst citizens that 
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these resources will be depleted in much the same manner. In addition to mining and 

petroleum, Bolivia also has the following industries: smelting, food and beverages, 

tobacco, handicrafts, and clothing. Bolivia's largest exports are soybeans, coffee, coca, 

cotton, corn, sugarcane, rice, potatoes and timber (Central Intelligence Agency [CIA], n. 

d.). 

The microfmance industry in Bolivia began to take shape in the 1980's, when 

economic reform opened up space in the financial industry for NGO's to offer 

microcredit on a larger scale. By the mid-1980s, Bolivia was deep in a debt crisis with a 

period of hyperinflation that saw the value of the Bolivian peso soar from 5000 pesos per 

1USD to 2 million pesos per 1USD. In 1985, Jeffery Sachs, then a recent Harvard 

graduate, and Gonzalo Sanchez de Lozada1, then a planning minister for the Bolivian 

government, implemented structural adjustment programs (SAPs) supported by the 

International Monetary Fund and the World Bank. Sanchez de Lozada would later sit on 

the board of Bolivia's first successful micro finance organization. He served as president 

of Bolivia from 1993 to 1997 and again from 2002 to 2003. The SAPs were designed to 

create a free-market economy, lower poverty levels and create jobs. Bolivia's economy 

was stabilized by the implementation of a new currency (Bolivianos) through part of the 

SAPs. However, public spending fell dramatically and the introduction of a free market 

economy put many campesinos (small farmers) out of business because they could not 

compete with cheap Peruvian imports. Many campesinos turned to selling imported 

Peruvian manufactured goods in the informal sector (Rhyne, 2001). 

1 During his second presidency, Gonzalo Sanchez de Lozada (Goni) fled the country after a series of violent 
protests. He now lives in self-imposed exile in the United States. 
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The World Bank and the International Monetary Fund created an "Emergency 

Social Fund" to help mitigate the negative effects of the structural reforms, while also 

supporting the macro-level structural reforms at the micro-level (Weber, 2006, p. 47). 

Microcredit delivery was seen as reflective of a neo-liberal strategy because of the focus 

on individualism and entrepreneurialism. Heloise Weber links the microfinance industry 

to the neo-liberal restructuring pursued by the World Bank and the International 

Monetary Fund. She writes: 

What makes microcredit schemes a particularly 'novel' example is that in 
addition to their commercial orientation more generally, they are financially 
driven. This means that as a strategy they have the potential to facilitate a core 
objective of neoliberal restructuring; that is the liberalisation of the financial 
sector and the development of the financial services market. (Weber, 2006, p. 49) 

Microfinance organizations received funding through the Emergency Social Fund to set 

up microcredit schemes. Weber writes that microfinance in Bolivia served as a model to 

be replicated by the World Bank (2006, 48). 

In 1987, Prodem became Bolivia's first successful microfinance organization. 

Paul Mosley writes that Prodem was one of the first recipients of funds from the 

Emergency Social Fund (1996, p. 4). Prodem borrowed from the Accion International's 

group lending methodology to offer solidarity group lending. Maria Usnayo, one of 

Prodem's first staff members, says: 

We succeeded in convincing four groups of five people to come together, and 
made our first loans to twenty people. That was the last promotional work we had 
to do. From that point on, word of mouth brought people to us. (Rhyne, 2001, p. 
67) 

21 write "first successful" because there were other microcredit organizations operating prior to Prodem in 
Bolivia, but none achieved the same success as Prodem. 
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The timing was right for a rapid expansion of the microfinance delivery in Bolivia to 

occur. Elizabeth Rhyne (2001) writes that Prodem's success was due to a number of 

factors including the historical context, cultural climate and Prodem's lending criteria. 

The SAP's and emergency social fund not only allowed for microfinance lending to take 

place, but also encouraged the growth of the microfinance sector. Prodem tapped into the 

existing culture by relating the solidarity group methodology to the cultural traditions that 

were already in place. The Aymara had a tradition of reciprocity that made the group 

guarantee an accepted part of borrowing. In addition, the Aymara have a form of group 

lending called the pasanaku where groups pool financial resources. The step to 

microcredit, where resources were provided by external sources, was a minor one 

because the Aymara people were already accustomed to showing solidarity in financial 

matters. Finally, Prodem based their lending criteria on character and capacity for 

repayment, thus ensuring that, even if borrowers were unsuccessful in their business 

ventures, they would still have the ability to repay the loan. 

In the 23 years since Prodem began lending, the microfinance industry in Bolivia 

has expanded rapidly. The most recent data indicates that Bolivia has 26 established 

microfinance organizations and a combined loan portfolio of over 1.6 Billion USD with 

825,747 borrowers (Microfinance Information Exchange, 2008). Rhyne writes that 

anyone who wants a loan in La Paz and can gather a few people to form a solidarity 

group can now get a microloan (2001, p. 100). The availability for clients and incredible 

size of the industry indicate that the microfinance industry in Bolivia is booming - or as 

Rhyne (2001) argues, the microfinance industry has become a part of the mainstream 

financial services in Bolivia. 
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Microfmance and Empowerment 

The provision of microcredit is claimed to be empowering for participants. Many 

microfmance organizations are focused on providing microfmance services as a way to 

empower women, in particular. Women make up forty percent of working adults in 

Bolivia and, of those, three quarters work in the informal sector (Crane Draper, 2008, p. 

214 and 218). This makes women a natural client base for micro finance organizations. In 

addition, Bolivia-has the largest percentage of indigenous peoples of any South American 

country, with each group having its own language and traditions. The majority of these 

indigenous groups are Quechua (30%) or Aymara (25%) (Central Intelligence Agency). 

At present as much as sixty-four percent of the population, mainly indigenous peoples, 

eke out a living in the informal sector (Buxton, 2008, p. 153-158). Often, it is argued that 

only a small amount of money stands between the borrower and success (Yunus, 1999). 

"Success" is defined as independence or control of the means of production and as 

gradual improvement of conditions for the participants and their families. Barriers such 

as racism, sexism and classism enacted against groups prevent people from taking 

advantage of traditional lending practices. The removal of these access barriers is argued 

to be empowering for participants. 

Microfmance literature generally uses two standard case studies designed to show 

the benefits of microcredit. The first shows how clients benefit through the provision of 

services previously unavailable - Client X could not access mainstream sources of 

finance and now she has access to finance through Microfmance Organization Z. This 
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case study type is designed to show how the microfmance organization was instrumental 

in providing a service that overcomes barriers including sexism, racism, usurious money 

lenders, and so on, thus allowing participants to become empowered to work their way 

out of poverty. 

The micro finance literature claims that the removal of barriers and the benefits 

gained by participants are empowering. Some argue that taking a loan is empowering in 

itself. The removal of barriers to credit can serve to restructure the current systems of 

power; for example, Aymara women faced sex, class and race discrimination through the 

denial of credit. The removal of those barriers to credit, and the resulting change in roles 

from being untrustworthy to being categorised as good credit risk, results in Aymara 

women having more respect, trust and power in their community. Rhyne (2001) writes 

that the Aymara indigenous people were refused services - both credit and savings - in 

mainstream financial institutions because of their traditional dress. Many indigenous 

women in La Paz wear full gathered skirts, brightly coloured shawls (used as carry-alls) 

and derby hats. The women who wear this style are called de poller a, after the name of 

the skirt (Agadjanian, 2002, p. 262-263). Prodem, Bolivia's first microfmance 

organization, welcomed everyone into their offices and made significant efforts to ease 

the lending process for their indigenous clients by hiring people who spoke Aymara 

(Rhyne, 2001, p. 73-74). Prodem emphasized a culture of trust. In this way they 

attempted to remove the barriers to credit and to subvert the systems of power in place 

that ensured the poor did not have access to credit. 
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The second case study type shows how clients benefit through increased well-

being or access to material goods - Client X was able to purchase a larger item that was 

previously inaccessible or Client X was able to expand their business to employ other 

family or community members. This is designed to show the direct, instant economic 

benefits clients enjoy, presenting microfinance as a magic solution for addressing 

poverty. With an increase in financial liquidity, the client now has the freedom to spend 

the money on her business, thus generating profits that can be used in other areas of her 

life. Rhyne writes: "Explicit in microcredit is the belief that better access to finance will 

generate significant improvements in the well-being of participants in the sector" (2001, 

p. 45). Clients have a good opportunity to work their way out of poverty and to improve 

their well-being. 

The benefits of using credit effectively can also be empowering. Fernando 

describes the general argument in microfinance as follows: "Microfinance programs have 

created opportunities for women's empowerment because they combine access to 

material resources with strategies for building solidarity and expanding women's agency 

in the development process" (2006, p. 5). Microfinance organizations claim to empower 

participants through microcredit. These microfinance success stories of empowerment 

and poverty reduction are used to attract donors for further investment in microfinance as 

a development tool. 

The following example illustrates the use of both case studies. Rhyne writes that 

one alternative to mainstream financial services was to borrow from moneylenders in the 

local community. This is not guaranteed to be beneficial to the borrower since 
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moneylenders often take unfair advantage of their market position. By contrast, Prodem's 

services offered reasonable rates that were seen as beneficial to market women 

{minoristas). Rhyne describes Prodem's first interactions with their clients - eighty-five 

percent of whom were female fruit and vegetable vendors: 

The benefits to these vendors from access to credit was clear and immediate. 
Most vendors bought from wholesalers, the mayoristas, who drove up every two 
or three days with big trucks. The vendors, or minoristas, bought on credit but had 
to pay next time the truck came in. The implicit interest rate involved in 
transactions with the mayoristas was well above Prodem's rate. In other words 
these clients already had access to a kind of credit, but on highly unfavorable 
terms reflective of the unequal market power of the wholesalers and retailers. 
(Rhyne, 2001, p. 68) 

Prodem offered credit at a market rate and made their credit services available to the 

market women. This allowed the minoristas to avoid the unscrupulous rates offered by 

the mayoristas. The basic argument is that by focusing on the poor through offering 

small-scale credit services, microfinance organizations can help the extreme poor 

overcome barriers (in these examples racism/classism and unscrupulous moneylenders) 

that they face when accessing credit, thus bringing the poor into the mainstream financial 

sector. 

Empowerment of the poor has been an important part of the expansion of 

microfinance in Bolivia. Empowerment strategies that emphasize a culture of 

independence and entrepreneurship reflect a neo-liberal, free market approach. When 

empowerment strategies also call for participants to be treated fairly and to be trusted, 

this represents a breaking away from the classic economic growth model. However, the 

definition of success and empowerment remains tied to financial indicators such as access 

to credit, capacity for repayment, loan size, increases in profits or financial liquidity. 
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Improvements in the political realm through overcoming racism, classism and sexism 

barriers and improvements in well-being are viewed as directly related to improvements 

in the financial means of production. This neo-liberal framework is indicative of an 

economic growth model of development which views development in terms of financial 

indicators such as GDP or GNP with political and social benefits arising as a result of 

increases in income. It is difficult to examine empowerment and success from an 

economic growth perspective alone because of the underlying assumption that if financial 

aspects of development are properly adjusted then the social and political benefits will 

follow. 

Institutional Sustainability vs. Social Goals 

One of the major tensions in micro finance is the debate between institutional 

sustainability and social goals. These two sides of the debate highlight two ways of 

thinking about microfinance. Rhyne (1998) argues that these two goals are 

complementary and exist simultaneously in many institutions. However, institutional 

sustainability and social goals indicate two very different institutional aims of 

microfinance organizations, and thus produce two different types of organizations. Some 

groups, including BancoSol, a subsidiary of Prodem, place great emphasis on 

sustainability and regulation of the microfinance industry. Others, like Prodem, believe 

that, while sustainability is a means to achieving outreach, social goals such as capacity 

building and bringing people into mainstream financial services are the ultimate 

institutional goals. Case Study 1 in Chapter 2 on Prodem and BancoSol illustrates the 
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tension between institutional sustainability and the pursuit of social goals. Institutional 

sustainability is a clear example of an economic growth model of poverty, but institutions 

focused on social goals, at least to a certain extent, recognize a multidimensional 

approach to poverty. However, both would benefit from a shift to a multidimensional 

approach to poverty such as the capability approach. The argument for institutional 

sustainability is that financial stability is necessary to create the conditions for continued 

delivery of microfinance. This will enable an organization to provide more and better 

services over the long term. Those focused on institutional sustainability argue that too 

much focus on social goals breeds continued dependence on donor funding. The 

argument for microfinance oriented towards social goals is that the pursuit of social goals 

is more beneficial to the client. Those focused on social goals argue that institutional 

sustainability can be detrimental to individual borrowers. This section, Case Study 1 and 

the analysis of it in Chapter 2 highlight this debate. 

The success of a microfinance institution, like any business, greatly depends on 

the reputation of the organization. It is argued that, if clients believe that there are lax 

requirements for repayment, many will stop making payments. Rhyne writes that, despite 

these arguments, she could not find any organizations in Bolivia that continued to operate 

under these lax repayment standards (2001, p. 100). By contrast, those institutions that 

have more success integrate a graduating loan system, where repayment of the first 

smaller loan in a timely manner is required to receive a new loan. This creates a 

continued financial relationship with clients. 
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Sustainability is also an important part of maintaining a healthy loan portfolio. 

Loan officers set the interest rate at a certain level to cover a certain percentage of default 

loans, administrative costs and institutional savings. When the default rate goes over a 

certain percentage, the institution becomes unsustainable. The institution must then 

borrow from their savings or become dependent on outside assistance (foreign aid, bank 

loans) to continue. In order to minimize risk, many micro finance organizations diversify 

their loan portfolio by lending money both to the extreme poor and to the marginally poor 

- who are better able to pay back loans. Occasionally microfmance institutions will take 

on clients who are not classified as poor because there is a smaller risk of non-repayment. 

This creates a more balanced loan portfolio for the institution. 

The focus on institutional sustainability can sometimes have a detrimental effect 

on individual borrowers. By focusing on repayment above all else, loan officers may put 

borrowers in positions where they are forced to make repayments when borrowers do not 

have the resources. Borrowers may have to give up the possessions used as collateral or 

experience negative social consequences from other members of the solidarity group who 

are forced to make the payment for them. Repayment can be extremely hard for an 

individual who is already living in poverty. Some borrowers will take out loans for 

distress consumption when unforeseen circumstances, such as illness, create an additional 

need for financial income. Repayment under these sorts of circumstances is nearly 

impossible. Sustainability focus can also lead to pressure on loan officers to increase the 

number of borrowers, which can lead to mistakes in assessing the client's repayment 

abilities. 



Amartya Sen's Capability Approach and Micro finance in Bolivia 22 

Those focused on social goals argue that the detrimental effects on borrowers 

ought to be mitigated by taking a softer stance on repayment. If the ultimate goal of 

microfinance is to alleviate poverty, then this goal cannot be met by focusing on 

institutional sustainability, which can leave individual borrowers worse off. Rhyne argues 

that those microfinance organizations that pursue social goals see the debate as an ethical 

one (1998, p. 8). There are humanitarian reasons to help the worst off. I argue in Chapter 

2 that this type of institutional orientation is consistent with Sen's capability approach. 

Institutional sustainability that focuses on the marginally poor will fail to help the 

poorest. If the focus is on the marginally poor, then it increases the wealth of those who 

are already better off, with little "trickle down" to the poorest. This can then reinforce 

systems of power already in place. "Thus, those in the poverty camp fear that unless they 

focus exclusively on the poorest and on women, the benefits of microfinance will be 

hijacked by the slightly better off, particularly men." (Rhyne, 1998, p. 8). Rhyne draws 

attention to women since they are often amongst the poor in society with single mothers 

often falling into the poorest categories. Again the argument is concerned with 

empowerment. A goal of microfinance is to empower individuals to overcome barriers to 

credit. However, when the focus is on institutional sustainability, the individuals who 

benefit from microfinance are those who are considered "marginally poor" (or those just 

below the poverty line) and "non-poor" (or those just above the poverty line). Thus, the 

focus on institutional sustainability may ignore those who need access to opportunities 

the most. 

Microfinance practitioners are recognizing the tensions within microfinance as 

being indicative of an ethical debate. I argue in Chapter 2, through analysis of Case Study 
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1, that the economic growth perspective lacks the key consideration that poverty is 

indicative of a variety of ways in which a person can be deprived of or can lack 

resources, apart from financial considerations. This debate also highlights that there is a 

lack of understanding, not only of the varied ways in which a person can be deprived, but 

also of an ethical framework from which to address the problem. Chapter 2 will outline 

how the capability approach can provide additional levels of understanding that can help 

practitioners, clients, donors and governments understand how microfinance can fit into a 

larger development agenda. 

Summary and Conclusion 

The rapid expansion of microfinance in mid 80's Bolivia occurred in a context of 

neo-liberal structural reform that placed great emphasis on entrepreneurialism and 

individualism. The success of these early programs was based on an economic growth 

model of poverty that focuses on economic indicators of poverty reduction - measuring 

success in terms of the size of the loan portfolio and heralding the instantaneous influx of 

cash as beneficial to borrowers. In addition, many claim that there are empowering 

effects of microcredit through overcoming barriers to credit and increasing well-being. 

The debate between institutional sustainability and social goals indicates a tension 

between the economic growth model and those who recognize that development needs to 

address multiple ways in which people can be deprived. 
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The microfinance industry in Bolivia is thriving, yet there are a great number of 

Bolivians who continue to live under the poverty line.3 Further analysis is needed to 

determine why poverty is still prevalent in Bolivian society. A capability analysis can 

give a better explanation than the current economic growth model of why Bolivians 

continue to be impoverished. The next chapter will explain microfinance in terms of the 

capability approach in an attempt to increase the understanding of microfinance practice 

by viewing it as a part of a multidimensional approach to poverty reduction. 

3 In 2006, 60% of Bolivians lived below the poverty line. (CIA, n. d.). 
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Chapter 2 - Sen's Capability Approach and Microfinance 

Introduction 

The purpose of this chapter is to outline the main themes of Sen's capability 

approach and to increase the understanding of microfinance in Bolivia by explaining it as 

a practice that is but a part of the capability approach. Sen's capability approach can be 

interpreted as a response to the economic growth theory of development. He claims that 

the narrow focus on monetary means of development fails to capture the various ways in 

which people can be deprived. This chapter will highlight the following aspects of Sen's 

capability approach. 1) It is aimed towards an expansion of substantive freedoms. 2) It is 

a multidimensional approach to poverty alleviation. Increases in substantive freedoms in 

one area will lead to increases in other areas. 3) It is understood in four parts: well-being 

freedom, well-being achievement, agency freedom and agency achievement. Inequalities 

can be highlighted through examining each part. 4) It is a pluralist approach. Capabilities 

are determined according to what people value and have reason to value. Sen does not 

prioritize one theory of the good over another, but instead uses a pluralist account by 

saying that sometimes it will be more appropriate to use one theory over another. All four 

points assist in understanding poverty in terms of a contextual analysis of inequalities that 

prevent people from living lives they value and have reason to value. 

Microfinance in Bolivia is understood from an economic growth perspective with 

its tradition of neo-liberal, free market restructuring. Yet some microfinance 

organizations are focused on social goals in addition to microcredit delivery. 

Organizations focus on social goals such as empowerment, outreach to the poorest of the 
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poor, literacy, health care, increased political solidarity or capacity building - mostly 

directed towards business education. Case Study 1 will look at the tension between those 

organizations that are focused on social goals, such as Prodem, and those that are focused 

on institutional sustainability, such as BancoSol. I view these two orientations towards 

institutional sustainability and towards social goals as two distinct, yet overlapping, 

approaches to microcredit delivery. Organizations such as Prodem recognize the 

correlation between education and business, which indicates they already take a 

multidimensional approach to development. Sen's capability approach can increase 

understanding of the many ways in which people can be deprived. Organizations that are 

focused on institutional sustainability will also benefit from a capability analysis. Sen's 

capability approach can demonstrate that economic goals of institutional sustainability 

are a part of a larger multidimensional approach. In order to enhance the understanding of 

the benefits of microfmance, I argue that microfmance is better understood from a 

capability approach perspective. This allows for microfmance to be seen as one part of a 

larger development agenda, to emphasize the importance of an integrated approach to 

microcredit delivery, and to allow for greater agency freedom and participation for 

clients. 
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Amartya Sen's Capability Approach - Expansion of Substantive Freedoms 

The capabilities approach to development ethics was pioneered by Sen and 

Martha Nussbaum in the 1980's.4 Sen's primary focus was to move development studies 

in economics away from using economic growth indicators of economic development, 

such as the Gross Domestic Product (GDP) or Gross National Product (GNP), to using 

broader indicators of human development. His claim is that there are many different 

things that people value and have reason to value and development ought to reflect this 

through a multidimensional approach. The narrow focus of GDP and GNP on solely 

financial measures of development does not reflect the various ways in which people can 

be deprived or privileged through access to financial resources and other resources. 

The analysis of development presented in this book [Development as Freedom] 
treats the freedom of individuals as the basic building blocks. Attention is thus 
paid particularly to the expansion of the 'capabilities' of persons to lead the kind 
of life they value - and have reason to value. (Sen, 1999, p. 18) 

The expansion of capabilities or substantive freedoms that people value and have reason 

to value is the focus of the capability approach.5 This includes, but is not limited to, the 

expansion of economic freedoms. 

Development as Freedom explores the idea that the way to view development is 

as an expansion of substantive freedoms. Sen writes: "Development consists of the 

removal of various types of unfreedoms that leave people with little choice and little 

opportunity to exercise their reasoned agency" (1999, p. Xii). By removing barriers to 

freedom, the capability approach broadens the types of goals good development ought to 

4 It is interesting to note that the development practice of micro finance and theory of the capability 
approach arose at around the same point in history. 
51 use "substantive freedoms" and "capability" interchangeably. 
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pursue and emphasizes the importance of agency and participation in development. 

Capabilities are the beings and doings that a person is able to accomplish over her 

lifetime. This includes the freedom to accomplish something as well as the actual 

functioning of the valued capability. For example, if being educated is valued as a 

capability then the diverse ways I have open to me to achieve my capability to be 

educated are important in the capability approach, as well as the functioning I choose. I 

might, for example, choose to complete a PhD in Aerospace Engineering or a PhD in 

Philosophy. This is further divided into well-being and agency goals, which I will discuss 

later in this chapter. 

All of these diverse beings and doings make up a person's "capability set". An 

individual's capability set is limited by her circumstances and by what she is able to do or 

to be. My capability set could not simultaneously contain the capability to be an 

aerospace engineer and a philosopher due to the time and economic commitments 

required for each. However, I do have the capability to include one of these options in my 

capability set. The capability set does not include every possibility, but only those that are 

available to the agent. Certain social, political, interpersonal, circumstantial and material 

barriers and constraints will hinder what a person is able to do and to be in her life. In 

addition, because the concern is with substantive freedoms - or freedoms that people 

value and have reason to value - trivial capabilities are not as important. This analysis is 

not concerned with the capability of a person to purchase one type of laundry detergent 
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over another type of laundry detergent but rather with those capabilities that are of value 

to the individual.6 

Expansion of substantive freedoms is both the end and means of development. As 

an end of development the aim is to expand freedoms that allow people to do and to be 

what they value and have reason to value. In this regard, the capability approach is broad 

enough that it applies not just to developing nations, but also to rich or developed nations. 

There remain limitations in rich nations with respect to what people can do and can be. 

For example, in Canada it is the case that First Nations people face inequalities in 

education and health care in comparison to Canadians living off-reserve. By focusing 

development on substantive freedoms that people value and have reason to value, there is 

a critique that can be made of the Canadian government, namely that they ought to 

increase their support of education and health care programs on reserves. These programs 

ought to be developed with participation from those involved according to their values 

and goals. "The people have to be seen, in this perspective, as being actively involved -

given the opportunity - in shaping their own destiny, and not just as passive recipients of 

the fruits of cunning development programs" (Sen, 1999, p. 53). Expansion of freedom is 

thus seen from two perspectives: that of an expansion of freedom through public policy 

and that of an expansion of freedom by the individuals themselves through genuine 

participation in the debates that determine the direction of development and development 

programs (Sen, 1999, p. 18). 

6 Interestingly, Crocker writes that Sen does not view any capabilities as bad (1995, p. 167), which is an 
issue in the capability approach I find problematic and have addressed elsewhere (Fraser, 2009). 
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As the means to development, an expansion of freedom in one area can lead to an 

expansion of freedom in other areas of development. For example an expansion of a 

person's capability to be educated can expand her political capabilities in that she may be 

better able to articulate her political position, or an expansion of a person's capability to 

be well-nourished can directly impact the capability to be healthy. In this regard, the 

capability approach is multidimensional. In addition, the focus on an expansion of agency 

freedom also means that those who are meant to benefit from development projects then 

have more agency freedom to achieve goals they value in other areas of their lives. 

Well-Being and Agency, Freedom and Achievement 

Sen's capability approach is divided into four parts: well-being freedom, agency 

freedom, well-being achievement and agency achievement. In Sen's early work, the word 

"capability" was used to indicate well-being freedom and "functioning" to indicate a 

well-being achievement. In later works, Sen makes a distinction between well-being and 

agency. A recent article by Ingrid Robeyns and David A. Crocker emphasizes the 

importance of taking an agency focus and describes the theory as the '"agency oriented' 

capability approach" (2010, p. 76). The focus on agency places Sen's capability approach 

as a people-centred approach focused on the capability of individuals to achieve the goals 

that they value or have reason to value. 

"Well-being freedom" and "well-being achievement" refer to any of the various 

beings and doings associated with well-being. Sen gives the following examples of basic 

capabilities: "the ability to be well-nourished and well-sheltered, the capability of 
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escaping avoidable morbidity and premature mortality, and so forth" (1992, p. 45). This 

is not an exhaustive list, but rather an indication of the types of well-being freedoms that 

people have reason to value. Agency freedom and agency achievement include well-

being goals, but can also be oriented towards goals that are other-regarding or have 

nothing to do with well-being. 

Sen (1992) makes a distinction between the achievement of a capability and the 

freedom to achieve a capability. A starving person and a fasting person both lack the 

well-being achievement to be well-nourished. However, they have different levels of 

freedom. The fasting person lacks the well-being achievement to be well-nourished, but 

she has the well-being freedom to be well-nourished because she can at anytime choose 

to satisfy the capability to be well-nourished. By contrast, the starving person has neither 

the well-being achievement, nor the well-being freedom, to be well-nourished. 

A comparison of the fasting person and the starving person can illuminate certain 

inequalities. It is fair to assess the starving person as being worse off than the fasting 

person because the starving person lacks the well-being freedom to achieve the capability 

to be well-nourished. Thus, comparisons of the contexts surrounding the achievement of 

capabilities can highlight why some face capability deprivation, while others with the 

same well-being achievements might thrive. Examining the same problem from the 

context of agency freedom and agency achievement can highlight other inequalities that 

might arise. For example, we might be concerned as to why someone with the capability 

to be well-nourished chooses to disregard that capability in order to fast. It could be the 

case that the faster, while reducing her well-being freedom, might be increasing her 
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agency freedom and agency achievement by being able to choose which capabilities she 

wishes to pursue. The faster may be choosing to prioritize agency goals, such as the 

political goal to call attention to a particular cause through a hunger strike, over well-

being goals, such as the capability to be well-nourished. Well-being freedom, well-being 

achievement, agency freedom and agency achievement are interdependent, yet separate 

concepts that have the ability to highlight certain comparative inequalities, which can 

help us understand why an individual might lack certain capabilities (Sen, 1992, p. 57). 

Value and Reason to Value 

Sen's capability approach prioritizes the pursuit of development goals towards 

those well-being and agency freedoms that people value and have reason to value. To 

determine what capabilities matter "two distinct questions have to be clearly 

distinguished: (1) What are the objects of value? (2) How valuable are the respective 

objects?" (Sen, 1993, p. 42). Sen refuses to completely determine what capabilities are of 

value or how valuable the respective capabilities are for each person. There is such a 

diverse range of capabilities that people could value or have reason to value that to 

completely determine what capabilities matter could potentially leave out a valued 

capability. Sen does highlight some basic capabilities in his work, for example, the 

capability to be well-nourished, to avoid morbidity and premature mortality, and to be 

educated (Sen, 1993, p. 40). However, the range of capabilities Sen proposes can include 

anything from the basic well-being capabilities, to social and political goals, to other-

regarding goals. 
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Sen's capability approach will inevitably include good and trivial capabilities in 

the diverse range of beings and doings (Crocker, 1995, p. 168). Sen writes: "The chosen 

focus has to be related to the underlying social concerns and values, in terms of which 

some definable functionings and capabilities may be more important and others quite 

trivial and negligible" (1989, 46). The emphasis for Sen is that each context will 

determine what matters. Alleviating capability deprivation for the extreme poor will 

focus Sen's inquiry on more substantive freedoms as opposed to expanding trivial or 

negligible capabilities. In the context of promoting human development, some basic 

capabilities will be more important for individuals and governments to pursue. For 

example, Sen argues that women's agency urgently needs to be addressed. In order to do 

so, certain capabilities become more important than others. These capabilities can be 

illuminated through empirical evidence that highlights what capabilities matter and how 

valuable they are in respect to women's agency. Sen writes: 

Perhaps the most immediate argument for focusing on women's agency may be 
precisely the role that such an agency can play in removing the iniquities that 
depress the well-being of women. Empirical work in recent years has brought out 
very clearly how the relative respect and regard for women's well being is 
strongly influenced by such variables as women's ability to earn an independent 
income, to have literacy and be educated participants in decisions within and 
outside the family. (Sen, 1999, p. 191) 

Sen highlights independence, literacy and education and enhanced decision making as 

more important capabilities than others for increasing women's agency freedom and 

agency achievement. The emphasis on human development directs the inquiry towards 

those capabilities that are valued and chosen and that will allow for increased substantive 

7 See Sen's arguments for emphasis on education (Sen, 1989), democracy and women's empowerment (Sen, 
1999) 
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freedom, as opposed to trivial or negligible capabilities, which may have little or no 

effect on substantive freedom. 

Maintaining pluralism is of central importance to Sen's account of the capability 

approach because "there are many ambiguities in the conceptual framework of the 

capability approach... In so far as there are genuine ambiguities in the underlying objects 

of value, these will be reflected in corresponding ambiguities in the characterization of 

capability." (Sen, 1989, p. 45). The task of determining what capabilities matter is 

extremely complex, especially when weighing capabilities one against the other. When 

individual conceptions of the good intersect, it will be extremely difficult to determine 

the objects of value. The capability approach does not rely on one conception of the good 

to determine the objects of value. There are many different ways in which people 

determine what is of value in terms of their conceptions of the good that help to 

determine the objects of value. For instance, a utilitarian approach views maximizing 

happiness as the ultimate good - meaning that in any given situation the best approach to 

take would be one that maximizes happiness. Thus, the relevant objects of value in this 

case would be those that maximize happiness. By contrast, a libertarian approach views 

the ultimate good in relation to rights or liberties as the way of determining the objects of 

value. Thus, the objects of value would be those that do not infringe on individual rights 

or liberties. For Sen, both of these approaches can be used in the capability approach to 

determine the objects of value. Depending on the specific context, utilitarianism or 

libertarianism might have some pertinence in determining the objects of value (Sen, 

1999, p. 55). 
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Despite the problems and ambiguities of being unable to determine one or 

multiple "goods", Sen steadfastly maintains the importance of incompleteness in his 

version of the capability approach. He writes: 

The Aristotelian critique points towards a more general issue, namely, that of the 
'incompleteness' of the capability approach - both in generative substantive 
judgements and in providing a comprehensive theory of valuation. Quite different 
specific theories of value may be consistent with the capability approach, and 
share the common feature of selecting value-objects from functionings and 
capabilities. Further, the capability approach can be used with different methods 
of detemiining relative weights and different mechanisms for the actual 
evaluation. (Sen, 1993, p. 48) 

Sen views the fact that quite different theories of value may be consistent or relevant in a 

specific context as a positive aspect of his approach. Since the capability approach is 

designed to be applied to diverse countries and cultural contexts "value pluralism" is an 

integral part of the capability approach in that it allows an openness in determining what 

capabilities will be valued in specific contexts. 

The capability approach is not completely open to interpretation. Throughout his 

work, Sen does offer some guidance for what people would have reason to value, such as 

the emphasis on women's agency or the emphasis on basic capabilities discussed above. 

However, Sen is open to the fact that people will have more and different ways of 

determining the objects of value and how valuable those objects are. The objects of value 

and the relative weight assigned to the valued objects will also depend on context and 

circumstances. Sen often cites Adam Smith's idea that one ought to be able to "appear in 

public without shame" as a possible valued capability (1999, p. 71). For many Indigenous 

Bolivian women this means being able to dress in the de pollera style with the full skirts, 

derby hats and colourful shawls. This style is very expensive and is considered a status 
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symbol by those women who can afford it. Women de poller a often view those who dress 

in the western style, de vestido, as poor and as women attempting to "blend into white 

society" (Agadjanian, 2002, p. 277). By contrast, women who choose the de vestido style 

often have higher education levels and view themselves as more urbane. Other women de 

vestido may indeed value the de poller a style, but do not have the money to dress that 

way. These women, then, lack the capability to appear in public without shame. This 

example shows that there are different values placed on dressing in the depollera and the 

de vestido style and that the capability to be able to appear in public without shame 

manifests itself in many different ways for Bolivian Indigenous women. 

Sen has not explicitly argued that it is a requirement of justice for people to be 

able to have access to resources or goals that people value and have reason to value. 

There is not an explicit call that governments are obligated to provide access to what 

people value and have reason to value. However, a pluralist account can provide many 

different critiques of governments depending on the specific contextual analysis and what 

the objects of value are determined to be. The deprivation of freedom can illuminate 

inequalities using different theories of the good. These different theories of the good may 

have explicit justice requirements to address inequalities, but determining this is not a 

central part of Sen's capability approach. 

Note on Nussbaum 

This analysis would be incomplete if I did not provide reasons for my using Sen's 

capability approach as opposed to Nussbaum's capabilities approach. Throughout this 
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work, I use Crocker's terminology of the plural "capabilities" and singular "capability" to 

refer to Nussbaum and Sen, respectively (Crocker, 1995). There are two main differences 

between Nussbaum and Sen that influenced my decision to use Sen's version over 

Nussbaum's. These two differences are centred on how they choose to present the idea of 

capabilities. First, Nussbaum's approach includes a list of central capabilities that 

highlight the importance of certain valuable capabilities for the purpose of political 

policy. By contrast, Sen prefers to leave open the determination of what capabilities are 

valuable to individuals and groups in their own specific contexts. Second, Sen uses a four 

part description of capabilities that includes well-being achievement, well-being freedom, 

agency achievement and agency freedom. By contrast, Nussbaum's definition of 

capabilities does not make a distinction between well-being and agency (Crocker, 2008). 

I feel Sen's pluralism and emphasis on empirical work in development allows for a 

stronger contextual analysis. In addition, by drawing out the importance of agency 

freedom, Sen's capability approach allows for a range of critiques to be made regarding 

empowerment and the agency freedom of people who are members of disadvantaged 

groups. These critiques fit better with the Bolivian microfinance context. 

Nussbaum's list of universally valued capabilities represents capabilities that are 

important to live a good life. She views this list as open to revisions and maintains 

pluralism by encouraging each group, community or government to determine a 

minimum threshold for each capability. Once the minimum threshold has been 

determined, Nussbaum sees it as the responsibility of governments to provide citizens 

with access to these capabilities (2006, ch. 1). Nussbaum's capabilities approach is 

valuable in making explicit the obligations of governments in regards to expanding 
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capabilities. However, my analysis is not focused on providing a criticism of the Bolivian 

government or related policies, or on providing an assessment of the responsibilities of 

the government, although I do attempt to clarify the responsibilities of microfinance 

organizations in particular situations and in particular contexts. The examination of 

government and political responsibility in regards to the capability approach is beyond 

the scope of this project. 

I am focused on presenting a more contextual analysis of the Bolivian perspective 

- which highlights certain aspects of development theory as more important than others, 

for example, being able to dress in the de poller a style. Both case studies attempt to 

highlight the voice of Bolivians who are involved in microfinance, both from institutional 

and individual perspectives. Both Nussbaum and Sen recognize the importance of the 

link between theory and practice. In Women and Human Development, Nussbaum (2000) 

uses case studies to elucidate her points regarding capabilities. In Development as 

Freedom, Sen (1999) highlights the importance of empirical work as it can inform the 

theoretical aspects of development. Sen's contextual analysis is more appropriate for my 

purposes because it allows me to highlight the empirical work in the context of the 

capability approach. 

Finally, the differing understandings of "capability" for Sen and Nussbaum 

indicate another reason to favour Sen over Nussbaum in my analysis. Sen links the 

achievement of other capabilities to the expansion of agency freedom. For example, his 

work highlighting the importance of women's agency argues that "women's earning 

power, economic role outside the family, literacy and education, property rights" (1999, 
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p. 191) contribute to the expansion of agency freedom. Nussbaum does not neglect 

agency in her version of the capabilities approach, but instead agency is included in the 

list of centrally valued capabilities. Agency freedom becomes important when discussing 

issues of women's empowerment. I feel that Sen's conception of agency freedom is of 

particular importance in highlighting a participatory approach to development. 

Critique of Microfinance from a Capability Approach Perspective 

Sen writes that there are five instrumental freedoms that contribute to 

development goals: economic opportunities, political freedoms, transparency guarantees, 

social facilities and protective security (Sen, 1999, p. xii). It is quite clear from this 

discussion that microfinance contributes a great deal to increasing economic 

opportunities for the poor. Access to funds is an important development strategy because 

it allows for the borrowers to act as agents in pursuing goals they value and have reason 

to value. In turn, microcredit also offers some increases in other instrumental freedoms 

such as political freedoms. However, the impact of microfinance services on other 

instrumental freedoms is limited. There are some organizations that cater specifically to 

social goals at the same time as they offer financial services. For example, Prodem (the 

focus of Case Study 1) aims at social goals including outreach and capacity building. 

These organizations are in a better place to recognize the five instrumental freedoms that 

Sen highlights. As a development tool, microfinance is limited in scope in much the same 

way that inequality measurements such as the economic growth model are. Sen claims 

that economic growth can be a means to development goals, but it is not the only means, 
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or even the most efficient means available (1999, p. 3). This section will demonstrate that 

the economic growth model of development, as found in the Bolivian micro finance 

industry, does not provide the right framework for understanding microfinance. Instead, I 

would like to argue that viewing microfinance from a capability approach perspective can 

produce a more positive and efficient response to poverty reduction because the 

capability approach encourages a broader, richer account of the barriers that can prevent 

good development from taking place. This account can help to illuminate the need for 

microfinance organizations to broaden their goals to include social goals that, at a 

minimum, prevent bad development, in the form of harm to clients, from taking place. In 

addition, organizations, such as Prodem, that are already focused on social goals, can 

benefit from a better understanding of what types of deprivations need to be addressed in 

order for a client to be able to take full advantage of microfinance services. 

The Bolivian microfinance industry evolved in a climate of structural reforms that 

is often criticized for its neo-liberal approach to poverty reduction. 

The advocates of microfinance as an approach to poverty reduction view 
conditions of poverty (material insecurity and livelihood struggles) as the 
consequences of unfilled market potential. The response from this... perspective 
then becomes one of creating the appropriate market conditions, which... ought to 
empower all, and the poor in particular. (Weber, 2006, p. 51) 

A market solution to poverty reduction presupposes that people are able to take 

advantage of market positions and that there are no other barriers to market success. 

There is a growing pool of empirical proof that this is not the case. There are many 

different ways in which people are constrained that can prevent them from living lives 

8 See Sen, 1999, ch. 2 or the United Nations Development Programme's Human Development Reports 
http://hdr.undp.org/en/ 

http://hdr.undp.org/en/
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they value. The capability approach can help to highlight the fact that, while financial 

considerations are important, they are not the only ways in which people can be 

constrained. 

Loretta Wills Keleher explains that the economic growth model is inferior to the 

capability approach because the economic growth model "fails to represent various forms 

of deprivation that affect peoples' lives", whereas, the capability approach's focus on 

multidimensional poverty assessment and on human development offers a "rich 

assessment of deprivation and well being/agency" (2007, p. 36). The economic growth 

model focuses on only one aspect of capability deprivation - lack of material resources. 

The economic growth model does not concern itself with other forms of deprivation such 

as lack of health care, education, or adequate housing. 

Sen makes a distinction between the means to freedom and freedom as an end in 

itself. He writes that material resources, such as income, only represent a means to 

freedom, but that freedom itself is important (1992, p. 37). Although an individual may 

have material resources available to her, each individual's context determines how she is 

able to take advantage of those resources. What freedoms people have available to them 

are more important than the material resources at their command. Sen writes: 

The extent of real inequality of opportunities that people face cannot be readily 
deduced from the magnitude of inequality of incomes, since what we can or 
cannot do, can or cannot achieve, do not depend just on our incomes but also on 
the variety of physical and social characteristics that affect our lives and make us 
what we are. (1992, p. 28) 

Thus, the economic growth model which takes into account only one means for 

measuring poverty will fail to capture the various ways in which people can be deprived 
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of basic capabilities. For example, someone living in urban La Paz and someone living in 

rural Cochabamba will not be able to have the same capability freedoms with the same 

income. Rural life often allows for alternative non-monetary income streams, such as 

farming, which can contribute to the capability to be well-nourished. The same amount of 

money for someone living in urban La Paz may not be sufficient for the individual to 

achieve the capability to be well-nourished. "Equal incomes can still leave much 

inequality in our ability to do what we would value doing." (Sen, 1992, p. 20). If the 

valued capability is to be well-nourished then those living in urban La Paz will need more 

income to be able to have the same achievement as those living in rural Cochabamba 

with the same income. 

There are further inequalities that exist in the lives of the poor that prevent 

microfinance from being able to offer the kinds of solutions to poverty that practitioners 

hope to provide. Although microfinance can overcome barriers that prevent access to 

credit based on sexism, racism and classism, this positive outcome may not penetrate 

other areas of society. The poor may still face sexism, racism and classism. Educational 

inequalities can persist and prevent borrowers from being able to take full advantage of 

the market potential. Health inequalities can persist and make the poor more vulnerable to 

lack of adequate health care. An illness has the potential to completely eliminate the 

capability to work. These inequalities are felt even more strongly by members of 

disadvantaged groups. For example, Sen writes that women and girls face greater 

inequalities in health care and education than do men and boys (1999, ch. 8). The 

capability approach provides a framework that takes into consideration a 

multidimensional approach to poverty. Placing microfinance in the capability perspective 
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as opposed to the economic growth model can help to illuminate not only why 

microfmance is such an important development tool for what it can achieve, but also that 

microfinance tends to address only one aspect of poverty - lack of access to credit. 

Microfinance from Sen's Capability Approach Perspective 

Despite the narrow focus on markets, microfinance provides a means through 

which an expansion of economic freedoms is possible. This is one aspect of a 

multidimensional approach to poverty that by itself cannot address larger issues of 

capability deprivation. This section will outline how microfinance fits into the capability 

approach. Microfinance and the capability approach can be seen as quite complementary 

- particularly those microfmance organizations that focus on social goals. Both are 

concerned with removing barriers to freedom and increasing access to basic capability 

freedoms. Both emphasize the importance of agency and participation. And both are 

concerned with increasing well-being and agency goals. 

As previously discussed, sexism, racism and classism serve as barriers to 

economic access because mainstream banks often refuse to lend to the poor. By making 

credit available to the poor, regardless of sex, race and class, microfinance organizations 

have created a space in which the poor can overcome barriers to economic freedom. 

Microcredit practitioners have proven that the poor can be trusted to make repayments on 

a regular basis. Barriers such as lack of collateral are also addressed through the 

"solidarity group model" wherein group members serve as guarantees for each other, 

committing to repayment of any default loans in the group. In this way, microcredit 
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expands people's agency freedom to take advantage of economic opportunities because 

access to credit is now available to all, regardless of sex, race, or class membership. It is 

clear that the removal of barriers increases the agency freedom of clients. 

Microfinance can affect a person's agency freedom and well-being freedom in 

areas other than the market. If clients can invest the microloan effectively to produce a 

profit, this can give them money to spend on increasing well-being or agency goals. 

Many success stories shared in the microfinance literature indicate that the extra income 

is used to send children to school, to make home repairs, or to increase nutrition levels. 

In addition, the solidarity group lending model, when oriented towards social goals and 

facilitated properly, can build leadership capacity, increase educational capabilities in 

areas such as literacy and math, and provide a venue to discuss and share many issues 

affecting the clients' lives. Increases in these capabilities lead to increased agency 

freedom and have the potential to enhance a client's capability for political participation. 

Credit and other material resources are valued as a means to freedom. For example, profit 

from microfinance ventures can be used to purchase food - thus enhancing a person's 

capability to be well-nourished. Or profit can be used to pay doctor's bills - thus 

increasing a person's capability to be healthy. Although microcredit programs give the 

opportunity for an increase in well-being freedom and well-being achievement through 

an increase in agency freedom, it is not always the case that a person will choose to use 

the money effectively - nor can development practitioners always expect them to. 

9 See for example https://promujer.org; http://www.prodernffp.conv' or 
http://bbnc.cciorg.ca/TvletCprturi unity/Page. aspx?pid=9()5 

https://promujer.org
http://www.prodernffp.conv'
http://bbnc.cciorg.ca/TvletCprturi


Amartya Sen's Capability Approach and Microfinance in Bolivia 45 

Refocusing microfinance practice away from the economic growth model and 

towards the capability approach, as one way to expand freedom, can put many things into 

perspective. First, from a capability approach perspective, microfinance delivery should 

be understood as part of a multidimensional approach to poverty reduction. This means 

that there are many other inequalities that need to be addressed in conjunction with 

economic ones. Inequalities surrounding health, education, rights, political freedom, and 

so on greatly affect they ways in which people are able to take advantage of economic 

opportunities and to use resources to expand their substantive freedoms. This means that 

as a development practice, microfinance has to be aware of the other ways in which 

people can be deprived, and it should either work with other organizations to address a 

wider range of inequalities or take on the role of addressing inequalities in order to 

achieve broader development goals. 

Re-envisioning microfinance from a capability approach perspective means 

placing more emphasis on the participants and placing less emphasis on the economic 

means of development. Practitioners ought to provide programs that people value and 

have reason to value. By focusing on freedoms that people actually value, each part of the 

program has to be chosen and valued. Practitioners will need to be in tune with the needs 

and values of each individual, community and situation in order to adjust lending 

strategies appropriately. If we can refocus microfinance assessment in terms of the 

capability approach, the question then becomes how can practitioners expand substantive 

freedoms that participants value and have reason to value? 
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The following case study will demonstrate the tension between institutional 

sustainability and the pursuit of social goals that was discussed in Chapter 1. The benefits 

of using a capability perspective become apparent when analyzing this debate and 

possible solutions to this debate. Sen's capability approach focuses on participants and 

what they value and have reason to value. This approach also minimizes the role of credit 

or money to a means to freedom rather than as a. freedom itself, which indicates the need 

for microfinance practitioners to neither exaggerate nor miss the effects of credit or 

access to credit on more substantive freedoms. 

Case Study 1 - Prodem and BancoSol 

The following case study is summarized from Rhyne " Mainstreaming Microfinance: How 

Lending to the Poor Began, Grew and Came of Age in Bolivia. " (2001, ch. 1 and ch. 3) 

BancoSol is a subsidiary of Prodem. When BancoSol split off from Prodem, the 

organizational culture also split into two different ideologies. The Prodem-BancoSol unit 

went from being one organization with a strong focus on outreach, poverty reduction and 

empowerment though overcoming barriers to credit, to becoming two organizations with 

very different institutional goals. Prodem continued their focus on the social goals of 

helping the poorest of the poor through outreach programs and capacity building. 

BancoSol's transition from an FFP to a bank led the organization to focus more on 

institutional sustainability. 
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Originally, Prodem was spearheaded by a group of Bolivian businessmen and 

activists, with the support of ACCION International and US AID.10 The businessmen on 

the Prodem board, including Sanchez de Lozada, provided capital and direction for the 

organization. The activists, led by Pancho Ortero, ran the day-to-day operations of 

Prodem. Initially the conflict in ideologies between the activists and businessmen helped 

a great deal to strengthen the goals of Prodem. The businessmen "...saw microcredit as a 

way to reinforce the concept of the free-market" (Rhyne, 2001, p. 64). These men worked 

from a neo-liberal tradition that believed a free-market would lead to competition, 

creating jobs and providing the most efficient means to economic growth. By contrast, 

the activists in charge of Prodem viewed credit as a means to achieving social goals of 

outreach, poverty reduction and capacity building. To them, microfinance meant that 

those who had previously been discriminated against now had access to credit. 

Microcredit was a means to empowerment. 

Prodem attempted to subvert the typical institutional arrangements that prevented 

the poor from accessing credit. Although the poor had been gaining rights in previous 

years, they were rejected as clients (both for credit and savings) from many financial 

institutions. They were treated as passive recipients of development aid and as 

"ignorant". "Prodem's mission was to replace these kinds of relationships with a new 

social contract in which poor people were active participants in their own development, 

entering into relations as legitimate partners with formal institutions" (Rhyne, 2001, p. 

Rhyne writes other forms of microcredit had been available in the past through cooperatives, credit 
unions and rural revolving funds. (2001, ch. 3) 
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73). The activists in charge of Prodem sought to bring clients into the mainstream 

financial institutions through trust and respect. 

The ideological divide becomes more apparent in 1992, when Prodem split its 

operations to form BancoSol. Prodem remained committed to its social goals and 

continued outreach to rural communities. BancoSol took over established branches of 

Prodem and focused more on institutional sustainability. Initially the two organizations 

had agreed that Prodem was to establish new branches and to funnel them to BancoSol 

but, after about 2 years, the relationship fell apart. BancoSol's designation as a bank 

represented mainstream acceptance of microcredit delivery to the poor. However, with 

the new designation, BancoSol had to restructure in order to meet Bolivian banking 

standards and this changed the methods of microcredit delivery. The corporate climate at 

BancoSol was fraught with challenges. The relationships with clients became more 

institutionalized and there was less contact with them. For those who focused on social 

goals, movement within BancoSol became limited. Promotions favoured those with 

formal financial education. Many of the original activists from Prodem, who stayed to 

help create BancoSol, felt they could not work at a bank and many new employees at 

BancoSol could not understand the microfinance vision for poverty alleviation put 

forward by former Prodem employees. The tension at the new BancoSol was felt at 

Prodem, due to the close relationships between the two organizations. As BancoSol 

became more institutionalized as a bank, the two organizations parted ways with only the 

subsidiary relationship remaining. 
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Case Study 1 Analysis 

Rhyne argues that there is a false dichotomy in the debate between institutional 

sustainability and social goals because sustainability is a means to the greater end of 

social good. She writes: 

.. .reaching the poor and sustainability are in large measure complementary, and 
particularly that sustainability serves outreach. Only by achieving a high degree of 
sustainability have micro finance programmes gained access to the funding they 
need over time to serve significant numbers of their poverty-level clients. This 
image reveals that there is in fact only one objective — outreach. Sustainability is 
but the means to achieve it. Sustainability is in no way an end in itself; it is only 
valued for what it brings to the clients of micro finance. (Rhyne, 1998, p. 7) 

Rhyne attempts to place more value on outreach, meaning that, when sustainability will 

fail, it ought not to be pursued. She writes that Prodem's first loan officers had a policy 

that reflected flexibility in institutional sustainability. Loan officers asked themselves the 

following question regarding their clients who had late loan payments: "iQuierenpero 

nopueden opuedenpero no quieren? (Do they want to pay but can't, or can they pay but 

don't want to?)" (Rhyne, 2001, p. 72). The loan officers were exceedingly hard on those 

people who could repay, but did not want to. They went easy on people who wanted to 

pay, but did not have the funds. The loan officers worked with those clients to find a 

solution. Sustainability, for Rhyne, is a means through which outreach is achieved. 

However it seems that what underlies Rhyne's analysis is that sustainability, not 

outreach, is still the most desirable result - that the individual benefits more from open 

access to financial services than from a more substantive human development oriented 

approach. From an economic growth perspective, the solution to this problem is market 

based; with the right rules and regulations, microfmance can reach the most people. 

However, the issue for Prodem is not only finding the right balance between 
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sustainability and outreach, but also creating relationships of trust between the lender and 

the client. Thus, it was Prodem's attempt at forging relationships with the individual 

borrower that demonstrates that the primary concern was not with institutional 

sustainability, but with social goals. Their flexible credit methodology does not indicate a 

focus on institutional sustainability, but on being responsive to the client's needs and 

values. 

A focus on sustainability does not address the individuals who are adversely 

affected by their involvement in microfinance. Taking a loan is taking a risk. Sometimes 

that risk pays off and can result in increased agency freedoms and well-being freedoms 

for individual borrowers. However, the risk may not pay off, and it can be quite 

detrimental when that happens. John A. Brett's article, "We Sacrifice and Eat Less", 

demonstrates detrimental effects of microfinance on the borrower (2006). He writes that 

ninety-two percent of clients borrowed from their kin networks or sold household goods 

to make weekly payments, and thirty-eight percent of women in his study cut back food 

consumption in order to make the weekly loan payments. Brett writes that women work 

on their small businesses in addition to their household duties. 

Income generating activities must be inserted into this existing schedule, often it 
is added on - women working for 3-5 hours after dinner when children and 
spouses are in bed, they themselves not going to bed until 11, 12, even 1 in the 
morning ("One has to adapt."). (Brett, 2006, p. 11) 

In order to make repayments, clients are suffering considerable hardship. Although it is 

not ideal, an individual might be willing to make these types of sacrifices if it led to 

increased profits in the long run. However, Brett further examines the typical accounts of 

those in a small sweater-making business to show that there is very little profit margin -
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if any. He writes that the typical handicraft producer makes only enough to cover her 

material costs, but not her labour or transaction costs. "It is easy to borrow, but difficult 

to repay." (Brett, 2006, p. 14). 

In the economic growth model, these people fall through the cracks. Brett writes 

that clients realize that they are able to get a loan relatively easily, but find it extremely 

difficult to repay. This is indicative of a culture that promotes growing indebtedness. Of 

course, the ability of the client to repay cannot be ignored in an effort to create a more 

sustainable institutional structure. However, if many clients feel that they are just barely 

breaking even or have to rely on kinship networks or decreasing food consumption in 

order to be able to pay back their loans, then there is much that is lacking in this process. 

The economic growth model does not factor in these women who find it extremely 

difficult to repay. Instead, their claim that the relatively low default rates are indicative of 

a successful program does not examine how people are sacrificing in order to make these 

payments. Brett's study clearly shows that there are further sacrifices that are made in 

order to achieve this low default rate. The capability approach is concerned with 

sacrifices that lead to further capability deprivation. Poorly structured microfinance 

programs that constrain a person's freedom to access basic capabilities out of a mere 

concern for institutional sustainability are inappropriate tools for development. It is this 

language of freedom, which extends to more than just economic freedom that allows the 

capability approach to provide a different framework for understanding poverty and 

inequality measures. 
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The capability approach encourages us to carry out contextual analysis of what is 

occurring during the lending process. By not prioritizing economic freedoms, the 

capability approach is better able to examine the surrounding issues. Microfinance 

practitioners can begin to ask why people are systematically failing to make enough 

money to repay their loans. Perhaps they lack business training, or literacy and education 

skills, or mobility that would allow them access to larger markets. Perhaps they lack the 

capability to be healthy or have caring responsibilities for a family member who lacks 

that capability. Organizations that address these issues will have greater long term 

success. Prodem's focus on capacity building is certainly beneficial to clients. Rhyne 

argues that it is one of the main reasons why they have been so successful. As the 

capability approach shows there are many ways that capability deprivation can take 

place. It is beneficial for microfinance organizations to understand and to realize the use 

of a multidimensional approach and how microfinance fits into that approach. 

From a capability approach perspective, it is clear that when a focus on 

institutional sustainability creates capability deprivation through an individual's inability 

to repay loans, the program has failed to address poverty. Microfinance organizations 

have a responsibility not to create problems of over-indebtedness for their clients. This is 

especially problematic because microcredit delivery is an attempt to help the poor by 

providing access to credit. Thus, microcredit delivery methods that ignore the reasons for 

an individual's inability to repay and that thereby harm the individual are not helpful at 

all. By contrast those organizations that are attempting to promote social goals, at least to 

some extent, already reflect an institutional culture that recognizes the importance of a 

multidimensional approach to poverty reduction. By refocusing microfinance in terms of 
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the capability approach, microfmance practitioners can take their programs a step further 

through conversations with participants that can address other forms of capability 

deprivation that are valued and that increase the agency freedom of those involved. 

Microfmance organizations that can work with other NGO's to meet or expand other 

basic agency freedoms and well-being freedoms that people value or have reason to value 

can be more successful in achieving human development. This change would be 

beneficial to the range of people whose lives are affected by these programs. 

Summary and Conclusion 

Microfmance that is oriented towards expanding social goals already fits nicely 

into a capability perspective. By emphasizing the link between the capability approach 

and microfmance, the capability approach can provide an added level of understanding of 

the ways in which individuals can be deprived beyond a lack of material goods. A 

development approach that looks at the various ways in which someone can be deprived 

can orient programs towards those ways that enhance a person's agency freedom and 

well-being freedom to achieve lives that they value and have reason to value. For those 

organizations that are focused on institutional sustainability, it is important for them to 

view themselves as part of a multidimensional approach to poverty reduction. Sen's 

capability approach is more suitable than an economic growth perspective to explain, to 

understand and to justify microfmance. As a development tool, microfmance has to fit 

into a larger model of development that addresses other inequalities, not just income 

inequalities, in order to be able to fully address capability deprivation. 
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At the half-way point in this work, I have provided an introduction to Sen's 

capability approach literature and to Bolivian micro finance, in general. I have argued that 

micro finance is better understood from the perspective of a multidimensional approach to 

poverty, such as Sen's capability approach, than from an economic growth perspective. 

Sen's capability approach can contribute to a better analysis of micro finance practice 

through an examination of substantive freedoms that people value and have reason to 

value. Sen's capability approach demonstrates the need to take into consideration the 

values and valued goals of the participants. It also demonstrates the importance of 

microfinance and provides recommendations to improve its effects, such as increasing 

consideration of other well-being freedoms and agency freedoms and increasing 

participation of clients. The following chapters will reverse the analysis. Instead of 

looking at what theory can contribute to the practice of microfinance, I will shift the 

analysis to show what an examination of microfinance practice in Bolivia can contribute 

to Sen's capability approach. 
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Chapter 3 - Women's Empowerment 

Introduction 

The microfinance strategy of targeting women as microcredit borrowers is 

considered an entry point for women's empowerment in the areas of economic, social and 

political empowerment (Mayoux, 2006). The belief is that, through economic 

empowerment strategies used by microfinance organizations, women are better able to 

participate in economic, social and political realms. This strategy is used in many 

microfinance organizations throughout Bolivia and the world, including PRODEVAT as 

discussed in Case Study 2. With such widespread use of the term "empowerment," it is 

surprising that the term "women's empowerment" is not completely defined in either 

Sen's capability approach or the microfinance literature. Andrea Cornwall and Karen 

Brock (2005) write that the term "empowerment" has become a buzzword in 

development theory. Ruth Alsop, Mette Frost Bertelsen and Jeremy Holland (2006) argue 

that empowerment ought to be defined in each local context. Within the capabilities 

literature it is not any clearer. Ibrahim and Alkire (2007) outline 29 different meanings 

for the term "empowerment." Jay Drydyk (2008b) refers to this confusion as "conceptual 

drift," as the term empowerment takes on many different meanings. Both Ibrahim and 

Alkire and Keleher (2007) view empowerment in the capability approach as an expansion 

of agency and of one's capability set. 

In this chapter, I will attempt to explain some of the definitions from the 

perspectives of both the capability approach and the microfinance literature. I argue that 

Sen does not give an adequate definition of "empowerment." Instead, I rely on Ibrahim 



Amartya Sen's Capability Approach and Micro finance in Bolivia 56 

and Alkire and Drydyk's explanations of empowerment to represent the capability 

approach perspective. Through case study analysis, I will show what is lacking in the 

capability approach conception of empowerment. First, the case study supports Drydyk's 

criticism that "empowerment" defined as an expansion of agency freedom is inadequate. 

Second, the case study demonstrates that failure to recognize what individuals value and 

have reason to value can prevent "empowerment" from occurring. In this particular case 

study, understanding what prevents Severina Vargas from taking on a leadership role is 

important for facilitating the conditions in which empowerment can take place. This is 

best achieved through an examination of the relationships she is in. 

From the micro finance perspective, I use Parmar's critique of the use of 

"empowerment" in microfinance practice. She claims that empowerment strategies ought 

to encourage individuals to address oppression themselves, rather than microfinance 

organizations bestowing empowerment on participants. Her claim is problematic, yet it 

highlights an important concern surrounding the language used to describe 

"empowerment". Empowerment is not something to be done to participants or, as Parmar 

claims, something participants must do themselves, but rather empowerment strategies 

ought to be enacted by both microfinance organizations and participants according to 

what people value and have reason to value. 

Empowerment from a Capability Approach Perspective 

Empowerment does not feature strongly in Sen's capability approach; as a result, 

it is underdefined. However, in Chapter 8 of Development as Freedom (Sen, 1999), he 
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does write about the use of empowerment strategies to increase women's agency 

freedom. Sen discusses empowerment as a tool for social change through increasing 

women's agency, and creating a space for social change to take place through the voice 

and agency freedom of the women involved. He writes: 

these different aspects (women's earning power, economic role outside the 
family, literacy and education, property rights and so on) may at first sight appear 
to be rather a diverse and disparate. But what they all have in common is their 
positive contribution in adding force to women's voice and agency - through 
independence and empowerment. (Sen, 1999, p. 191) 

Projects focused on varied aspects of women's economic, social and political goals can 

be empowering for the individuals and groups involved. Sen is focused on the agency 

aspects of this in that he sees these projects as being able to increase women's agency 

freedom and voice in public debate. 

Freedoms are expanded in interconnected ways. Increased freedom of some 

capabilities directly affects increased freedom of other capabilities. For example, 

increases in women's education have been tied to increased education levels for both 

boys and girls and to decreased infant mortality rates. Sen argues that the empowerment 

of women can have a great impact on development of various aspects of women's agency 

and well-being freedoms. Sen (1999, ch. 8) explains these interconnections between the 

expansion of agency freedom and well-being freedom and the effect that an increase in 

women's agency has on the well-being of her family. He writes: 

...there is considerable evidence that women's empowerment within the family 
can reduce child mortality significantly. Going well beyond that, women's agency 
and voice, influenced by education and employment, can in turn influence the 
nature of the public discussion on a variety of social subjects, including 
acceptable fertility rates ... and environmental priorities. (Sen, 1999, p. 193) 
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Thus empowerment of women can have a spill-over effect on other areas of women's 

lives. This reinforces the idea of the capability approach as multidimensional - but still 

does not tell us much about what a definition of empowerment ought to include. 

Although Sen recognizes empowerment as a valuable part of the capability approach, he 

fails to give an adequate definition of the term "empowerment". This is taken up by 

Ibrahim and Alkire and Drydyk in the capability approach literature. 

Ibrahim and Alkire use Alsop's basic definition of empowerment. Alsop et al. 

write that, for empowerment, "diversity in application is critical" (2006, p. 9). They 

emphasize that, in each local context, the ways in which empowerment is understood and 

achieved will be different. To illustrate this, they outline five case studies from Brazil, 

Ethiopia, Honduras, Indonesia and Nepal. With this diversity of application in mind, 

Alsop et al., provide a framework for the concept of empowerment that can be applied in 

different contexts. They focus their account of empowerment on opportunity structure 

and agency. 

Ibrahim and Alkire write that "opportunity structure" is defined as "the 

institutional climate (information, inclusion/participation, accountability, local 

organizational capacity) and the social and political structures (openness, competition and 

conflict) in which people live" (2007, p. 385). The opportunity structure can constrain or 

enhance individual lives in important and profound ways. If, for instance, banking 

institutions are not available to a particular group, then the particular group may never be 

able to achieve financial empowerment. The institutional climate constrains an 

individual's agency freedom in this case. Opportunity structure can also refer to the lack 
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of reasoned choice and to the use of what Alsop et al., call "habitual choice". These are 

the everyday choices we make without thinking. "Habitual choices made within routines 

and customs may be comfortable, but rarely confer new or higher levels of agency" 

(Alsop et al., 2006, p. 14). In fact, habitual choice can replicate the opportunity structure 

and reinforce customs already in place. I will return to this in Chapter 4 when I discuss 

Hill's argument. 

Alsop et al., interpret agency differently than Ibrahim and Alkire, who use Sen's 

definition of agency freedom. For Alsop et al., "Agency is defined as an actor's or 

group's ability to make purposeful choices - that is, the actor is able to envisage and 

purposively choose options" (2006, p. 10). Alsop et al., do not have as explicit a 

conception of agency as Sen does. Purposeful choice implies that the choices are valued 

and reasoned. However, having a purposeful choice means that the valued goal is already 

part of a person's capability set. The focus in Alsop's definition of agency is on agency 

achievement in that the agent is already able to choose specific options. There is less 

emphasis on agency freedom or the extent to which choices are available to the actor or 

group. This is, in part, included in Alsop et al.'s definition of "opportunity structure". 

Ibrahim and Alkire (2007) focus on the agency aspect in Alsop et al.'s account 

and do not discuss opportunity structure in detail. They argue that empowerment is an 

expansion of agency. Using Sen's definition of agency as the pursuit of goals that people 

value and have reason to value, Ibrahim and Alkire argue that agency is intrinsically 

valuable. They emphasize Sen's point that an agency centred approach views people as 

active agents as opposed to patients or recipients. However, it appears they assume that 
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agency will be socially beneficial because it is directed towards valued goods. 

Empowerment as an expansion of agency freedom and thus the removal of barriers to 

agency freedom is empowering in Ibrahim and Alkire's account. 

What Ibrahim and Alkire fail to recognize is that agency, as a concept, even when 

oriented towards substantive choices, can still be oriented towards those goals that can be 

disempowering. Empowerment, however, focuses on the ways in which people can make 

their lives better because to do otherwise would be disempowering (Drydyk, 2008b). 

Drydyk writes that agency is subsumed in the notion of empowerment, but is not 

reducible to it. Empowerment includes the specific agency goals that are directed at well-

being - those agency goals that are attempts to make one's life better: 

Empowerment has to do with shaping one's own life by one's own choices. It 
occurs not just when people's lives get better, but when people make their lives 
better. It is not just about becoming more free, but about making oneself more free. 
As applied to agency: empowerment is not about merely gaining greater scope for 
action, but about pushing back the limits of what one can achieve. (Drydyk, 2008b) 

By focusing on making one's life better and emphasizing the importance of having 

control or taking control by "pushing back the limits of what one can achieve" (Drydyk, 

2008b), Drydyk's definition of empowerment highlights the difference between agency 

freedom and empowerment. 

Ibrahim and Alkire write "In [Sen's] account, which we adopt, agency is 

intrinsically valued: 'Acting freely and being able to choose are, in this view, directly 

conducive to well-being . . . ' (Sen, 1992, p. 51)" (Ibrahim and Alkire, 2007, p. 384). This 

seems to be a simplification of the term "agency" in Sen's account of the capability 

approach. Although having agency freedom is intrinsically valuable and can increase 
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well-being through having choice, that is not the only way in which agency freedom and 

agency achievement can occur. Sen is very clear that agency can be directed towards 

well-being goals, as well as against well-being goals, and that sometimes the choices 

made through agency freedom can harm a person's well-being freedom. Sen gives an 

example of a person who wants to be at the scene of a crime in order to prevent that 

crime from happening. In order to do so, his well-being freedom is decreased because he 

is putting himself in danger. However, his agency freedom is enhanced because he now 

has the opportunity to prevent this crime from happening (Sen, 1992, p. 60). This primary 

distinction, that Sen makes in Inequality Re-examined, draws out the importance of 

agency freedom and distinguishes between people's agency freedom and agency 

achievement within the capability approach. Development is more than that which is 

oriented towards well-being freedom and well-being achievement because there are 

things that people value and have reason to value that are contrary to well-being freedom. 

The capability approach, as outlined by Sen, endorses this use of agency freedom. 

Although agency freedom can enhance well-being freedom, it does not necessarily do so. 

This means there may not necessarily be a direct relationship between agency freedom 

and increasing well-being achievement because agency freedom can be directed towards 

harmful goals. 

In addition, "empowerment" cannot be simply defined as an increase of agency or 

well-being freedom. To a certain extent, the removal of barriers and promotion of access 

to goods such as microcredit can allow for empowerment to take place, but an expansion 

of agency or well-being freedom does not take into consideration aspects of power. For 

example, if Maria has access to credit, she has the agency freedom to use the credit in a 
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useful way, but she may still lack the power to take advantage of this economic 

opportunity. Maria has a capability deprivation if inequalities such as gender stereotypes 

prevent her from getting a loan. However, Maria might be empowered if she somehow 

becomes able to take advantage of an economic opportunity either by joining a solidarity 

group supportive in challenging gender oppression or through gaining support from her 

family members or community. 

From this discussion I would like to propose a working definition of 

empowerment from a capability approach perspective. This working definition primarily 

consists of Ibrahim and Alkire's definition of empowerment with the clarification that 

Drydyk has made regarding their definition. Empowerment is an expansion of agency 

freedom oriented towards making one's life better. The case study will support the 

criticism that a definition of empowerment that focuses too heavily on expansion of 

agency freedom may not be adequate in capturing a clear definition of empowerment. 

Critical Voice of Empowerment in Microfinance 

This section will switch the focus temporarily to take a closer look at 

empowerment in the microfinance literature. As discussed in Chapter 1, empowerment is 

facilitated through two means 1) the removal of barriers that prevent people from having 

access to credit and 2) the successful use of microcredit that can lead to enhanced well-

being freedom and agency freedom. Like Ibrahim and Alkire, Parmar agrees that agency 

is of central importance in defining empowerment. However, she argues that 

microfinance fails to recognize the agency aspect of empowerment. "Implicit in the 
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discourse is the presumption that women may be empowered by people other than 

themselves." (Parmar, 2003, p. 462). She criticizes this interpretation of empowerment in 

the microfinance literature as having limited and adverse effects on women as 

participants. I argue that Parmar's interpretation of empowerment highlights why the 

agency aspect is so important for empowerment discourse because failure to take agency 

into account can be disempowering for participants. However, by trying to separate 

empowerment from external sources, Parmar may be minimizing the role that institutions 

can play in affecting social change and placing too much emphasis on the individual. 

Parmar claims that the empowerment discourse in microfinance discusses 

women's empowerment in the context of the loan officer's perception or man's 

perception of what the borrower is experiencing, rather than discussing her experience 

directly. In Chapter 1,1 quote Fernando as writing "Microfinance programs have created 

opportunities for women's empowerment because they combine access to material 

resources with strategies for building solidarity and expanding women's agency in the 

development process" (2006, p. 5). Parmar's response to this definition of empowerment 

might be that it places the emphasis on the microfinance organization and not on the 

individual borrower herself. The emphasis here is on what the microfinance organization 

can do to or for the women borrowers. She argues: "Rarely are women referred to as 

agents in the process of empowerment; rather, they are, to a great extent, regarded as 

beneficiaries of changes brought about by the development workers" (Parmar, 2003, pp. 

463-464). Thus, the development workers are credited for the social change that has 

taken place, and women are reduced to passive recipients of strategies designed to 

empower them. Parmar puts forth a similar argument for when empowerment discourse is 
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regarded in terms of the effects of a microcredit loan on the status of women in the 

household. Parmar argues that framing the debate in terms of the role that women play in 

the lives of others can be disempowering for the women thought to be empowered. 

What is needed, instead, is to emphasize the perception women have of 

themselves - thus increasing "their self worth and confidence in their ability to affect 

change" (Parmar, 2003, p. 465). She defines empowerment as: 

the process of discovering one's internal strength, agency, and capacity to affect 
change in the institutions, behaviours, and ideologies that form the basis of one's 
experience of oppression and exploitation in daily life... Empowerment also 
entails gaining greater autonomy over one's life and - more - devising strategies 
to challenge and indeed change one's subordinate position in society. (Parmar, 
2003, p. 463) 

There are several concepts in this definition that need to be fleshed out. First, the idea of 

"discovering one's internal strength" is a completely different approach than is evident in 

the capabilities literature. I think what Parmar is trying to capture by the qualification of 

"internal" is a type of ownership over one's own empowerment that she argues is not 

present in microfinance strategies that target women. Rather, those strategies discuss 

empowerment in terms of what instrumental value women have in improving their 

families' lives. 

Second, Parmar argues that microcredit aims to increase women's autonomy, ease 

soci-economic dependence on men, challenge patriarchal norms and encourage 

participation in the public sphere (2003, p. 462). She understands all of these as being 

important to women's empowerment. However, she argues that these aims presume that 

independence from men, family and community (through solidarity group lending) are 
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valued goals. "A fundamental shortcoming in the concept of empowerment in micro

credit discourse is its basis in a competitive, atomistic ideology of individualism." 

(Parmar, 2003, p. 467). She argues that the solidarity group model emphasizes the 

individualistic role of entrepreneurs. Women feel intense pressure (rather than support or 

assistance) from other members of the solidarity group to make repayments. Coupled 

with the understanding of women's empowerment as instrumentally valuable, this focus 

on "atomistic individualism" entrenches, rather than challenges, gender norms. Parmar's 

own definition does not move the discussion beyond individualism since she excludes the 

role of the institution in challenging inequalities, such as oppression, and she defines 

empowerment as a process of discovering "one's internal strength" (Parmar, 2003, p. 

463). However, she argues in favour of institutions playing a supportive role. 

Finally, it is odd that Parmar has separated the opportunity structure aspects of 

empowerment from her concept of empowerment. She writes: "While the process of 

empowerment may be catalyzed by external factors, empowerment itself is an internal 

and self-directed process" (Parmar, 2003, p. 463). She calls for this separation in order to 

underscore the importance of the individual taking on the role of challenging and 

changing her "subordinate position in society" (Parmar, 2003, p. 463). Certainly the 

individual plays an important role in challenging inequalities, but institutions or members 

of privileged classes can still play more than a "supporting" role in challenging 

oppression and advocating for social change. 

Parmar's analysis is helpful for showing that a focus on the importance of agency 

freedom for the participants can highlight the disempowering effects of development 
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strategies. However, by limiting empowerment to internal aspects, Parmar takes too 

narrow a focus on what constitutes empowerment. Instead, empowerment in 

microfmance has to be considered in two parts: 1) in relation to the individual and 2) in 

relation to the institution. Agency freedom and agency achievement are extremely 

important elements of a definition of empowerment and, as Parmar highlights, any 

definition of empowerment in micro finance ought not to prevent micro finance clients 

from being active agents of social change. However, people exist collectively, and not 

only as individuals. Institutional action to address larger social change, according to what 

clients value and have reason to value, can be an important method in achieving social 

change. This is applicable in Sen's capability approach, as well. Empowerment must be 

interpreted both in relation to the individual and to the institutions that can affect or 

maintain opportunity structures and thereby enable or prevent social change. 

Despite the issues I have with Parmar, her analysis highlights the importance of 

agency in a definition of empowerment as being directly tied to the participants and as 

treating participants as active agents for social change. Viewing "women's 

empowerment" as a means to achieving other agency freedoms or well-being freedoms 

for her family or community treats the individual as instrumentally valuable, rather than 

as an agent. This can be disempowering. It is important to continue to view the expansion 

of particular agency freedoms as interconnected aspects of agency freedoms and well-

being freedoms for individuals in their communities. But, as we saw earlier, 

empowerment and expansion of agency freedom are not equivalent concepts. The 

following case study on Severina Vargas and PRODEVAT will illuminate the importance 

of having a collective approach that is oriented towards what individuals value and have 
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reason to value and that considers how institutional processes and societal structures must 

change in order for empowerment to take place. 

Case Study 2 - Severina Vargas working with PRODEVAT in Chunu 

Chununi 

The following case study is summarized from Melissa Crane Draper's "Workers, 

Leaders, and Mothers : Bolivian Women in a Globalizing World" (2008, p. 213-225) 

Severina Vargas is a widow with three children. She lives in Chunu Chununi,1 ' a 

small village of about 60 families in the Bolivian Highlands. Severina makes a living by 

growing potatoes, keeping llamas and sheep, selling non-perishable food at her small 

store, and weaving. With the loss of her husband, Emilio, responsibility for all of these 

economic ventures fell on Severina. Although she receives help from her in-laws and 

other community members, Severina says: 

My husband and I used to work together on almost everything. Since he died, 
things have been much harder. His parents help me prepare the potato fields and 
care for the llamas, but it's still a lot of work. (Crane Draper, 2008, p. 219) 

Diversification of income streams is common in rural communities because it is a 

safeguard against unforeseen circumstances - such as a bad harvest. However, that means 

that rural life can be extremely difficult for those, like Severina, who are juggling a 

number of tasks and priorities. 

1' The town was named after Chufio - a freeze dried potato and a distinctly Bolivian food staple. 
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The gender divide between men and women in this context is not as clear as one 

might think. Partnership or complementarity between women and men is an extremely 

valued part of Bolivian culture and, as the following quote shows, both men and women 

contribute to the other's work as needed. 

Women and men in Chufiu Chununi share responsibility but work in clearly 
divided ways. Women take care of the home and children, while men are mainly 
in charge of preparing the land for planting. Both men and women, however, 
work the harvest, and men often care for the house and children when the women 
cannot. (Crane Draper, 2008, p. 221) 

However, Crane Draper writes that gender difference is apparent in the attitudes toward 

education. In rural communities, girls do not often get the chance to complete more than 

primary school education. Severina went to school until grade 4. She says "My mother 

died when I was young, and my father drank. I needed to leave school so I could help 

take the sheep out to pasture and help with the potato harvest." (Crane Draper, 2008, p. 

221). 

Severina's involvement in the PRODEVAT weaving cooperative is of particular 

interest to our discussion. PRODEVAT is a European Union-funded organization 

designed to provide economic opportunities as an alternative revenue stream to coca 

cultivation. PRODEVAT provided financial support for the weaving project. Chufiu 

Chununi became one of the weaving centres, which, along with four other centres, 

became part of a network set up for distribution of wool and completed textiles. The 

primary goals of the project were social goals: to set up economic opportunities, to 

support the local cultural tradition of weaving, and "to empower women by increasing 

their income and their leadership opportunities" (Crane Draper, 2008, p. 223). It was 
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intended that long-term sustainability of the project would be left in the hands of the 

participants after five years. 

PRODEVAT provided leadership and support initially but, when the time came to 

turn the project over to the local community, PRODEVAT had a difficult time finding 

local women who were willing to take on a leadership role. Severina and the local women 

in the cooperative felt they were too busy with other responsibilities and, although they 

enjoyed being able to make extra money through weaving, they did not want to become 

leaders of the cooperative. The women said, "Let the men do it" (Crane Draper, 2008, p. 

223). Crane Draper writes that PRODEVAT attributed two reasons for the unwillingness 

to take on leadership roles: 1) illiteracy rates for rural women are as high as a third of the 

population; and 2) rural communities lack local examples of women in leadership roles. 

Case Study 2 Analysis 

The case study analysis will demonstrate a disconnect between Severina and 

PRODEVAT's differing understandings of empowerment. When Severina says she is too 

busy to take on a leadership role, it is clear that empowerment focused on increasing 

leadership roles and providing education may fail to recognize the other ways in which 

Severina is constrained. As a single mother living in a particular place at a particular 

time, Severina is constrained by the relationships and networks within which she exists, 

including her relationship with PRODEVAT. This highlights the importance of 

examining the relationships that Severina is in, as well as her capabilities. I argue that 

what is needed is a definition of empowerment in the capability approach that considers 
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how social change ought to take place both collectively and individually. To do so, I 

respond to both Parmar and the capability approach "working definition" of 

empowerment in the context of the case study. 

Parmar argues that empowerment has to address systems of oppression and 

exploitation, which generate inequalities that are caused and maintained by an unequal 

distribution of power. Yet Parmar defines empowerment as an internal process of 

individuals addressing their own oppression. From the "working definition" of 

empowerment in the capability approach, Severina is empowered to live a life she values 

because she has achieved an expansion of agency, and Severina has used her agency 

freedom to make her life better. Yet, if PRODEVAT's analysis is correct, and the 

unwillingness to take on leadership roles is because of illiteracy, then we may question 

the extent to which Severina is actually empowered if she fails to address the larger 

inequalities that prevent her and other women and girls from having an education or from 

serving in leadership roles. Perhaps it is only fair to assess Severina as having an 

expansion of agency freedom, since involvement with PRODEVAT has increased her 

leadership opportunities and her economic opportunities. 

Regardless, PRODEVAT needs to be aware of how their conception of 

empowerment influences the ways in which the weavers are able to interact with them. 

PRODEVAT attributes the problems of women's leadership to a lack of education and a 

lack of female role models. But is PRODEVAT prioritizing certain conceptions of 

development, such as the idea that education is the most valuable development goal? 

12 Drydyk might respond by reminding us that that "empowerment" is a scalar concept so that it is possible 
at a minimum level that Severina could be empowered despite the failure to address larger inequalities. 
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Although I do not dispute the value of education in development, what I would like to 

highlight is that interpreting the situation from a particular perspective without being 

open to what participants say they value prevents practitioners from understanding what 

is really going on, namely that Severina and the other women in her community simply 

do not have enough time. Failure to hear what Severina is saying marginalizes her voice. 

There does not appear to be any good reason to question Severina's analysis of her own 

time limitations. In fact, failure to listen to Severina could be detrimental. Parmar writes: 

"When notions of empowerment are not grounded in women's own experiences and the 

changes that they desire, the invariable result is that the changes prioritized by 

development planners will be to a greater or lesser extent misguided" (2003, p. 466). The 

differing understandings of the situation by PRODEVAT and by Severina means that 

PRODEVAT's goals may be misguided. It appears that genuine understanding between 

PRODEVAT and Severina (and other participants) has not taken place. 

If the reasons for not taking on a leadership role are, as Severina says, because of 

the other responsibilities she has, then she is clearly exercising her agency freedom. 

Severina has experienced positive change in that she is able, with the help of her in-laws, 

to maintain her farm and store, and she is able to use the involvement with the weaving 

cooperative to generate further income for her family but, from an external perspective, it 

is hard to evaluate whether or not Severina is empowered. Severina says that she might 

consider a leadership role once her children are in school. Thus, it is clear there are 

circumstances in which she might consider taking on additional responsibilities. This 

indicates that there are other constraints that PRODEVAT has failed to address in 

addition to, or instead of, literacy and leadership issues. Other constraints that might be 
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felt by Severina and the women in the weaving cooperative are their responsibilities to 

care for their families and to engage in other income generating activities. 

The capability approach would argue that individuals ought not to be forced to 

pursue goals, such as engaging in development projects, that they have not themselves 

chosen. PRODEVAT might choose to emphasize the importance that these leadership 

roles, where possible and appropriate, go to women. In that way, they can leave the 

opportunity open and available to be filled by women, should those women so choose. 

But the best course of action for PRODEVAT might be to provide training for those 

community members who are interested in playing a leadership role and to find ways to 

provide additional support - such as childcare - to ensure that those who are interested 

can participate. This ensures that, when PRODEVAT leaves the community, the project 

will continue. 

Activists, donors, and NGO's, such as PRODEVAT, ought to continue to promote 

empowerment strategies that address inequalities, while still recognizing the agency 

freedom of individuals. There are several authors in the capability approach literature 

who highlight the importance of addressing larger inequalities in order for empowerment 

to occur. Notably, Frances Stewart (2009) writes that group membership can hinder an 

individual's ability to achieve higher levels of empowerment, and Drydyk (2008a) argues 

that empowerment has to be durable in order to be effective. 

Stewart has shown that failure to address group inequalities can seriously hinder 

an individual in that group from achieving certain goals. She calls this "horizontal 

inequality". Individuals may be able to increase their standing within their community, 
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but they may still be limited by their group membership within the larger society. 

"People's well-being is affected not only by their individual circumstances, but also by 

how well their group is doing." (Stewart, 2009, p. 316). Failure to address inequalities 

does not insulate an individual from facing more or different forms of inequality in the 

future if the circumstances of their groups are not improved. Thus, inequalities of various 

sorts must be addressed in order for social change to take place. 

According to the capability approach "working definition" of empowerment, 

Severina is empowered since she is able to pursue goals that she values and has reason to 

value and because those goals are oriented towards making her life better. However, as 

Stewart's study indicates, should Severina value a life different from that of a rural 

indigenous woman, she may encounter problems of inequalities in the larger group 

context. This again indicates that the capability approach "working definition" of 

empowerment is lacking because it focuses too narrowly on expansion of agency 

freedom. However, Drydyk (2008a) provides further insight with his concept of durable 

empowerment. 

Severina's continued dependence on the cooperative to promote and sell her 

weaving products leaves her vulnerable to exploitation in the labour market. Crane 

Draper argues that informal sector workers are more vulnerable to labour violations since 

labour standards are not as strictly regulated in the informal sector (2008, p. 218). 

Severina's dependence also leaves her vulnerable to abandonment by the very 

organization through which she achieved an expansion of agency freedom. Often these 

"long-term" development projects have limited time spans. PRODEVAT's weaving 
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cooperative was a five-year project. In projects like PRODEVAT, when the NGO 

"finishes" the project, the only way it can have a long-term effect is if the community is 

poised to take over leadership responsibilities themselves. Drydyk responds to this issue 

when he highlights that empowerment must be durable or lasting. He writes: 

"Empowerment is durable in so far as the influence that has been achieved can be 

retained" (Drydyk, 2008, p. 242). What this means for Severina is that, insofar as she is 

able to retain the agency expansion that she has achieved through her work with the 

cooperative, she is empowered. When or if PRODEVAT changes priorities and leaves the 

project in the hands of the community, there need to be people in leadership roles who 

can continue the project and provide links to external markets. Otherwise, the expansion 

of agency that Severina has achieved will be fleeting. Empowerment has to be durable or 

lasting in order to have an impact. 

Chapter 4 will take on the task of showing how Sen's account of the capability 

approach fails to adequately address particular kinds of inequalities because he does not 

give sufficient attention to the systems of power reflected in the relationships people are 

in and that affect their lives. Severina's empowerment is dependent on the relationships 

in which she exists, and this constrains her capability to effect social change in many 

ways. Parmar's assessment that inequalities, such as oppression and exploitation, need to 

be addressed in order to achieve empowerment is important, but this cannot be done 

through individual empowerment, or through expansion of agency freedom alone. 

Instead, we need to look at all the ways in which the individual exists in communities and 

relationships in order to have a clearer understanding of the ways in which a person can 

be both constrained and supported. 
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Summary and Conclusion 

In conclusion, although women's agency freedom is a central part of the 

capability approach, Sen fails to give a clear definition of the term "empowerment". 

Attempts by Alkire and Ibrahim, who view empowerment as expansion of agency 

freedom, fail to capture the role of empowerment as pursuing goals that make one's life 

better. Drydyk defines empowerment as being able to pursue those goals that are 

beneficial to well-being freedom and agency freedom. He also adds the proviso that 

empowerment must be durable. This provides a basis for understanding empowerment, 

but the ways in which Severina is constrained by her relationships and by PRODEVAT 

points to a need for further examination of relationships. 

The micro finance literature recognizes the importance of agency in a concept of 

empowerment and of avoiding the assumption that empowerment is something done to 

participants. Parmar argues that empowerment necessarily has to address systems of 

oppression and exploitation, or those systems that maintain inequalities will continue to 

disempower individuals. Her definition of empowerment encourages a direct relationship 

between the microfinance client and empowerment. By contrast, I argue that a definition 

of empowerment must include the ways in which both the individual and the institution 

can achieve social change. I have tried to highlight 1) that agency freedom is an 

important aspect of empowerment for both capability theory and microfinance practice, 

and 2) that failure to address inequalities, especially those that perpetuate systems of 

oppression and exploitation, diminishes the extent to which a person can be empowered. 
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There remain some unanswered concerns regarding the capability approach that 

arise as a result of Case Study 2, which I intend to take up in Chapter 4. First, Severina's 

existence in relation to her family, community and PRODEVAT plays a significant role 

in her prospects for empowerment. The capability approach needs to account for the 

influence relationships have on individuals and groups. I take up this issue by using an 

account of relational equality by Koggel that highlights the importance of viewing people 

as existing in networks and webs of relationships. Second, the relationship between 

Severina and PRODEVAT is characterized as a relationship of unequal power as is 

evidenced by the differing understanding of the term "empowerment". Hill demonstrates 

how Sen's capability approach fails to address unequal power structures, such as the 

unequal power relationship between Severina and PRODEVAT. This is an important 

criticism of the capability approach, and case study analysis can contribute to a greater 

understanding of this criticism. Finally, PRODEVAT's conception of empowerment was 

not consistent with what Severina valued and had reason to value. There appeared to be a 

failure to understand the ways in which Severina was constrained, despite the willingness 

of Severina and other participants to share their opinions. This brings into question the 

issue of voice in the capability approach and how we can be assured that what people 

value and have reason to value is heard and understood by organizations, such as 

PRODEVAT. 
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Chapter 4 - Relational Theory and the Capability Approach 

Introduction 

In this chapter, I would like to explore two feminist criticisms of Sen's capability 

approach through case study analysis. These criticisms are particularly relevant in the 

theory-practice context because they provide a space for an examination of the 

relationships surrounding microcredit borrowers. This examination of microcredit 

practice will strengthen the relational critique. First, Koggel argues that the capability 

approach focuses too much on individual capability deprivation and fails to take into 

consideration community and group inequalities. Examples of the complexities of 

solidarity group lending can help to illuminate her point. By taking a relational approach 

to examining solidarity groups, it can be demonstrated that some women are not as 

successful as individual capability analysis might demonstrate. Some women rely on 

kinship networks in order to take part in solidarity group lending and may not be able to 

achieve greater agency freedom without relying on the networks in which they exist. This 

broader contextual analysis, including networks of relationships, may not be as apparent 

in Sen's capability approach as it is in relational theory. The addition of relational 

discourse can be a valuable addition to Sen's capability approach because broadening the 

contextual analysis may allow further understanding of capability deprivation. Finally, by 

showing the relational aspects of family and urban life, which can lead to factors such as 

isolation, it becomes clearer that the opportunity for support that is available through the 

solidarity group model is one of the most important aspects of microcredit delivery. 
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Second, Hill argues that the capability approach, as articulated by Sen, fails to 

recognize the systems of power in which development takes place. Although the 

capability approach is good at identifying inequalities that exist, Hill argues that the 

capability approach does not give an adequate account of why inequalities exist and how 

inequalities ought to be addressed. Power plays a large role in accounting for both the 

why and the how. Inequalities exist because people continually reproduce social 

institutions and systems of power that lead to inequalities. Hill argues that empowerment 

strategies that increase understanding and shared knowledge between those in positions 

of power to those in positions of less power can provide a basis for social change. This 

takes place through changes in social policy and procedures that allow people with less 

power to have more voice in the debates that affect them. Relational theory offers the 

introduction of different and valuable language from which to enhance voice in public 

debate and to address systems of power. These issues can help to illuminate the negative 

effects that poverty has on those in positions of less power. I make these criticisms with 

the view to enhance the capability approach and to encourage specific ways in which 

Sen's contextual analysis can be strengthened. 

Relational Criticisms of the Capability Approach - Individualism 

Keleher writes: "By focusing on individuals, the capability approach is able to 

identify and account for the millions of disadvantaged women who suffer from 

inequality; this ability is a powerful strength" (2008, p. 154). Identification of those 

suffering from inequality is a good first step, but it does not provide the means by which 
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to critically evaluate systems of power that maintain inequalities. Instead relational theory 

can provide an analysis of how and why inequalities exist by focusing on how various 

relationships women are in can both constrain and enable women's capability to live lives 

they value and have reason to value. In addition to relationships with individuals, 

relationships in the solidarity group, family and community relationships, and 

institutional relationships all play an important role in shaping a person's experience with 

and around microfmance. 

Koggel writes: "Sen's account can be said to capture both features of equality 

analysis... the interconnectedness of kinds of inequalities and the need for a detailed, 

contextual account to capture them." (Koggel, in press). However, Koggel argues that he 

fails to examine the meanings of these interconnections (in press). Koggel calls for a 

relational approach to equality analysis, an approach that will put "relationships rather 

than individuals at the centre of the analysis" (in press). By placing relationships rather 

than individuals at the "centre of the analysis," certain aspects of what is missing in Sen's 

capability approach are highlighted. Relational theory views people as embedded, 

embodied beings. People are embedded in particular social networks, societies and 

political structures. People exist in relationships, not merely as individuals apart from 

them and these relationships profoundly influence what we are able to do and to be in our 

lives. Moreover, as embodied beings, relational theory recognizes the effects situations 

have on us as particular people existing in particular bodies. It is important to examine 

relationships in order to get a full picture of what people can do and can be in their lives. 

Koggel argues that the choices people can make are highly dependent on their interaction 

with particular others and the networks within which they exist. "Relations of power, 
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oppression, dominance, exploitation, authority and justice form identities and self-

concepts just as much as relations of dependency, benevolence, care, self-sacrifice and 

friendship do." (Koggel, 1998, p. 163). 

Koggel argues that the relational approach allows us to understand a broad range 

of inequalities. She writes: 

...a person's opportunities are limited by oppressive relationships at the level of 
both the personal and institutional in ways that determine the resources one gets, 
the perceptions of what one deserves or is capable of, and the power one has to 
change it all. (Koggel, in press) 

It is through an examination of the relationships that people are in that we can discover 

the various ways in which people suffer capability deprivation. Family, community, civil 

society, government, institutional and societal relationships all influence the ways in 

which individuals are able to achieve agency freedom and well-being freedom. 

An examination of Case Study 2 from a relational perspective would then look at 

the relationships that Severina is in to try to discover what prevents her from being 

empowered to take on a leadership role. Severina is a mother, daughter-in-law and 

widow. She is a community member of Chunu Chununi, a citizen of the Cochabamba 

region and of Bolivia. She is a member of the weaving cooperative that puts her in 

relationship with women weavers from her community and the four other communities 

that work with PRODEVAT. Her textiles are sold in markets in Cochabamba which 

connects her with the retailers, wholesalers and individual buyers of the finished product. 

Finally, she is in a relationship with PRODEVAT. 
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Above, I discussed two possible ways in which Severina might be constrained as 

a result of her relationships. First, as a mother she does not want to take on 

responsibilities that will prevent her from caring for her children and thus she rejected the 

offer of a leadership role in PRODEVAT until a time when her children were all in 

school. I am not saying that the mother-child relationship is a negative or oppressive 

constraint. Rather, this relationship prevents Severina from acting in ways that are valued 

by PRODEVAT, creating a tension between what Severina values and what PRODEVAT 

values on her behalf. Second, Severina is constrained by the institutional relationship 

with PRODEVAT. PRODEVAT exists in relationship with the European Commission 

and donor bodies that contribute funding. These donors are looking for particular results 

and reports that may have nothing to do with what happens in the field. Specific reporting 

structures and the desire for particular results constrain how PRODEVAT is able to 

interact with Severina. This is evident in PRODEVAT's attempt to solve the problem of 

lack of leadership through measurable contributions (education and modelling leadership 

for women) instead of taking into consideration the relationships that may limit 

Severina's capability to take on a leadership role. 

Severina's relationship with PRODEVAT is based on individual lending 

practices, which is one form of micro finance. The relational analysis of micro finance 

deepens when we examine the ways in which solidarity group lending takes place. In 

microfinance, the solidarity group model has been considered to be a useful tool in 

microcredit lending as a way to avoid the institutional barriers that occur from lack of 

collateral. From an economic growth perspective, the analysis of the solidarity group 

model is largely positive because it appears to produce situations in which women are 
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able to repay their loans. The rate of repayment in micro finance is traditionally very high. 

From an economic growth perspective this is attributed to finding the right methods of 

microcredit delivery. As discussed in Chapter 2, this analysis benefits from a capability 

perspective, which shows how microfinance might fail to take a multidimensional 

approach to poverty. Sen's capability approach can illuminate other ways in which a 

person can remain impoverished - such as through sacrificing other well-being freedoms 

and agency freedoms in order to make the loan payment. From a relational perspective, 

the capability approach might fail to illuminate the ways in which women continue to be 

oppressed if the focus remains on the individual without examining the relationships that 

can constrain agency freedom. In addition, the capability approach might fail to 

illuminate the ways in which a women's involvement in solidarity groups can negatively 

impact her in the broader network of relationships in which she exists. 

Borrower Networks in Bolivian Microfinance - The Solidarity Group 

Having examined the rural context of Chunu Chununi, I would like to turn now to 

a discussion of solidarity groups in the urban environment of La Paz-El Alto. This will 

allow a broader discussion of solidarity groups since there are more empirical studies 

surrounding microcredit in Bolivia that take place in La Paz than in the rural context. The 

solidarity group model was designed to avoid the need for collateral, by using a group 

guarantee in lieu of collateral. Groups range from 3 to 10 members and each member 

agrees to guarantee the loan of the other members of the group. The microfinance 

literature generally highlights solidarity groups as an important way to increase women's 
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empowerment. Robin Isserles argues that women get more out of participation in the 

solidarity group than from other aspects of micro finance. "The elements of empowerment 

that result from microcredit seem to come more from the support networks that are 

created among women participants than from the borrowing of the microloan and the 

entrepreneurial activity that ensues." (Isserles, 2003, p. 52). Brett highlights both positive 

and negative aspects of the solidarity group model. He writes: "Women's perspective on 

the solidarity group model as an asset was largely ambivalent" (Brett, 2006, p. 12). Brett 

argues that although the solidarity group model can have a positive effect on clients, it 

also has the potential to harm. The solidarity group considers a default payment to be the 

responsibility of the individual and her kinship network. In most cases, the solidarity 

group member must exhaust all other options for repayment before the solidarity group 

will make the default payment. This can place considerable strain on the borrower and 

her kinship networks. This section will look at both the positive and negative aspects of 

the solidarity group model. I will use a relational approach that examines the effects not 

only on the women themselves, but also on their kinship networks. 

Solidarity groups have positive influences on women's lives in that they allow for 

a space in which women can get together and share experiences. Brett refers to the 

solidarity group meetings as "a time of problem solving, commiseration, camaraderie, 

mutual support, and pleasure in one another's company" (2008, p. 17). It is important to 

note that the ways in which Brett describes women coming together can have little or 

nothing to do with microcredit lending, but they appear to have implications for women's 

lives in a broader sense. 
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An examination of the relationships urban women are in shows that the urban 

environment can be quite isolating for women. The marital relationship is often the most 

important relationship for women in Bolivia. Julie Koch writes: "Urban life is instead 

characterized by centrality of the couple - with its roots in rural Andean gender 

complementarity - and this means social isolation for most women" (2006, p. 58). Once 

the union between man and woman is made, negotiations between the man and woman 

become private and they no longer receive emotional support from their parents or 

community to sort out their differences. Even if the couple continues to live in the 

parental household, the new wife will be responsible for making meals, cleaning and 

doing laundry for herself and her family separately from other members of the family. 

This separation from community leaves the woman particularly vulnerable to violence: 

Weak networks and organising practices in a context where the couple is the focal 
social unit, then, translate into women's increasing dependence upon the conjugal 
relationship with detrimental consequences for those women with husbands who 
are frequently absent from home out drinking and/or are violent. Women have no 
one to turn to and can do little more than try to cope with the situation on their 
own, or leave their husbands if they have the material resources and courage to do 
so. (Koch, 2006, p. 57) 

When describing solidarity in Bolivia, Koch writes that there are two ways in which 

social relations exist outside the home. They are relationships surrounding 1) lending and 

borrowing money - both formally, through solidarity group lending or store credit, and 

informally - and 2) "minding each other's children" (Koch, 2006, p. 55). Koch argues 

that "These relations... are often vulnerable and unstable" (2006, p. 55). In this context of 

social isolation, solidarity groups provide women with an important place to gather and 

provide mutual support. Given that there is a lack of relationships outside of the 
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household it is important for microfinance organizations to continue to provide space for 

"problem solving, commiseration, camaraderie, mutual support, and pleasure in one 

another's company" (Brett, 2006, p. 17), in order to continue to support these types of 

relationships. 

Solidarity groups can also have a negative effect on women and their social 

relations, outside of the group. First, women rely on their kinship networks to make up 

for financial losses before turning to the solidarity group for help. This can cause harm to 

the women's relationships within her kinship networks. Second, the inability to repay, 

coupled with the reliance on kinship networks of male relationships can reinforce existing 

power differentials between the woman and her male relatives. 

Women feel societal pressure to borrow from their kinship networks first before 

relying on the solidarity group to assist with payments. Brett writes: 

While women value the availability of social support, they fear the social 
consequences of failing in their repayment obligations. They recognize the 'back
up' support provided by group members yet view it as a last resort, seeking to find 
funds from within their immediate family network. (2006, p. 12) 

Brett argues that the borrowers put a lot of pressure on themselves to maintain their loan 

payments, in addition to the pressure already felt from the solidarity group members. 

Often the solidarity groups make informal rules and repayment structures, in addition to 

those in place by the microfinance institution, in order to insulate the group from a 

default payment. These measures can include higher interest rates. Money collected from 

these additional informal repayment structures is put aside for future use, in order to 

minimize risk and manage liability. Brett points to economic reasons as the main reasons 
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why women are forced to rely on kinship networks - women simply are not able to 

generate sufficient income from their businesses to pay back the loans. Reliance on 

kinship networks allows women to enter into microcredit solidarity groups. Husbands, 

fathers, brothers and sometimes older children would contribute to a financial loss before 

a borrower would ask the solidarity group for assistance. This places additional 

constraints on those in the woman's kinship networks and contributes to lower household 

income. 

The continued reliance on kinship networks might indicate that agency freedom to 

achieve goals that a person values is not actually occurring. It appears that continued 

reliance on kinship networks and on the solidarity group itself means that these women 

are still failing to achieve goals which could lead to increased agency freedom and 

empowerment. "Women's inability to pay from the proceeds of their work does little to 

enhance women's power, economic or otherwise, relative to other household members 

because it reinforces, even exacerbates, existing gender-based power differentials." 

(Brett, 2006, p. 13). Reliance on family members can mean that women continue to live 

in subordinate positions in relation to their male relatives, who view covering a loan 

shortfall as part of their responsibility, thus further entrenching gender roles (Brett, 2006, 

p. 13). 

The function of the solidarity group model is to provide a guarantee for lenders 

and to spread liability among the group members. If mutual liability is then further 

dispersed and placed onto these kinship networks, albeit informally, it appears that the 

solidarity group model is not always serving the function for which it was designed. In 
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fact it places considerable constraints on the client and her kinship networks, and this can 

lead to harm. Microfmance practitioners have to be careful that they do not perpetuate 

inequalities by allowing clients to take on more debt than they can repay or by creating 

new power dynamics that constrain their clients and their client's kinship networks. 

An examination of the family networks and solidarity group payment structures 

indicates the importance of a relational analysis in the context of micro finance. The value 

placed on the solidarity group model by microfmance organizations may be misplaced if 

women are not able to make their payments from the profits generated from their 

businesses. From a capability approach perspective, the solidarity group model, when 

well-structured and well-facilitated, can provide a space for an expansion of agency 

freedom and well-being freedom. This occurs through educational programs, health care, 

financial support and other programs aimed at facilitating empowerment and through the 

building of support networks through solidarity group lending. The relational approach to 

equality examines the ways in which women in the solidarity groups interact with each 

other and it asks how relationships affect what women can do and be in their lives. This 

type of analysis demonstrates that when women regularly fail to generate profits from 

which they can make the interest payments, they rely on family members first for 

financial support. This puts more financial pressure on the family unit and can lead to 

negative consequences for the woman in her kinship network. By broadening the scope to 

include analysis of relationships, we can better articulate why and how women continue 

to face inequalities. 
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Relational Criticisms of the Capability Approach - Power 

Hill criticizes Sen's capability approach for its failure to recognize systems of 

power in which development takes place. Power can greatly influence the extent to which 

people are able to achieve their well-being freedoms and agency freedoms. From a 

relational perspective, it is extremely important to recognize the power relationships that 

are in place in order to understand inequalities that occur as a result of unequal power 

relationships and to understand how to address inequalities. Hill writes: "...although the 

capability approach provides a framework for the evaluation of individual and social 

welfare, it is not a theory of the social causes of poverty and inequality, nor of the effects 

of social institutions on human welfare" (2003, p. 118). The capability approach is an 

excellent tool for determining what inequalities exist; however, it lacks an in-depth 

account of why inequalities exist and what can be done to address them. The addition of a 

feminist account of power relations can not only contribute to an understanding of the 

capability approach, but it can also help to clarify how empowerment strategies ought to 

function to address inequalities. 

In India: Development and Participation, Jean Dreze and Sen (2002) discuss 

institutional power in relation to women's agency freedom in India, but they do not do 

enough to make explicit the effect institutional power relationships can have on people's 

capabilities. Although Sen points to the effects of institutional power on individuals, Hill 

argues that the capability approach is not equipped to analyse the causes of poverty and 

inequality. When comparing the capability approach to human rights discourse, Sen 

writes that "...capabilities are characteristics of individual advantages, and they fall short 
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of telling us enough about the fairness or equity of the processes involved, or about the 

freedom of citizens to invoke and utilize procedures that are equitable" (Sen, 2005, p. 

156). This general comment by Sen demonstrates the limitations of his capability 

approach in examining institutional processes and how they are maintained, but more can 

be done within the capability approach to overcome this limitation. Hill's criticism is 

aimed to enhance Sen's capability approach and to provide ways to begin to "incorporate 

power into the capability framework" (Hill, 2003, p. 117). Hill uses a relational 

perspective to explain the role of institutional power. This allows insight into why and 

how institutional power is maintained and the effects it has on a person's capabilities. 

As I argued earlier, Sen's capability approach challenges an economic growth 

model of development. Hill argues that a relational discourse on power would be 

beneficial to not only the capability approach, but also to the economic growth approach. 

The relational approach can allow the capability approach to make further criticisms of 

the economic growth perspective. 

By recognizing and analyzing how individuals participate in reproducing and 
changing social institutions, the capability approach can enable the economics 
profession to consider the question of empowerment explicitly in studies that aim 
at improving the status of different social groups. (Hill, 2003, p. 128) 

The addition of a relational account of power and empowerment can increase 

understanding of both the capability approach and the economic growth perspective. A 

relational approach enhances an understanding of the ways in which a person can be 

constrained or deprived of basic capabilities. By adding abetter understanding of power, 

micro finance organizations can begin to address relationships of power in their own 
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organizations. This understanding can enable microfmance organizations to achieve their 

empowerment goals and to affect social change. 

Sen recognizes that "The ability to convert a certain amount of resources into an 

achieved functioning, such as mobility, depends on personal, social and environmental 

factors" (Hill, 2003, p. 118). However, simply recognizing what inequalities exist does 

not tell us why they exist. For example, women in Chunu Chununi lack the capability to 

be leaders. From a capability approach perspective, making a comparison between the 

women in the community and the men in the community demonstrates that an inequality 

has taken place when women are unable to receive the same access to leadership 

opportunities to which men have access. In addition, making a comparison between rural 

women from Chunu Chununi and urban women may highlight other inequalities in 

relation to the capability to be a leader. Leadership opportunities in Chunu Chununi (with 

the exception of those with PRODEVAT) have traditionally gone to men and not to 

women. When making a comparison between the two groups, it becomes clear that the 

women are disadvantaged in relation to their capability to be leaders vis-a-vis men. The 

capability approach can clearly show through comparative analysis what inequalities 

exist. The relational analysis shows that, in addition to the interpersonal relationships that 

prevent women, like Severina, from taking on additional responsibilities, such as 

leadership roles, there are many ways in which people can be constrained by the 

relationships they are in. People exist in relationships with family, friends, co-workers, 

communities, civil society groups, governments and corporations. Each kind of 

relationship can constrain what people are able to do and to be in their lives. 
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Relationships of unequal power can be particularly constraining, such as those 

relationships between institutions and clients. The role of institutions is an essential one 

in microfinance. As the first case study demonstrates, the focus on institutional 

sustainability, as opposed to social goals, impacts the ways in which a microfinance 

organization can interact with clients. The attitude of each corporate culture served to 

replicate institutional goals and eventually led to an ideological as well as actual split 

between the two organizations. Prodem maintained social goals of outreach and capacity 

building. Prodem's emphasis on relationships of trust allowed them to develop flexible 

credit delivery methods in alignment with the client's needs and values. By contrast, 

BancoSol does not have the same flexibility with clients to write off debts or to create 

alternative payment plans as Prodem does. BancoSol's focus on institutional 

sustainability not only fails to address other non-financial forms of capability deprivation, 

but it can come at the expense of clients. If clients are forced to take on hardships, such as 

sacrificing food in order to make payments or relying on other poor relatives in their 

kinship networks, then the institutional goals can cause harm to the clients and their 

client's relationships. In many cases clients must conform to the rules of the microfinance 

institution. The unequal power relationship that occurs between the microfinance 

organization and the clients has the potential to cause harm to clients. 

Hill's analysis emphasizes inequalities, such as those seen in case studies 1 and 2, 

that arise as a result of social or institutional power. "Individuals reproduce social 

institutions over time as they behave in accord with accepted social practices." (Hill, 

2003, p. 124). She argues that there are three "co-constitutive dimensions of social 

reality" (Peterson, 2002 in Hill, 2003, p. 125). They are identities, social 
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practices/institutions and meanings/knowledge. Identity refers to the social groups and 

subgroups that people belong to. Hill argues that these groups and subgroups will 

experience social practices and rules in different ways (2003, p. 125). She writes that "the 

lived reality of each subgroup will differ, resulting in differing understandings... 

Differing understandings will impact the behavior of individuals in ways that either 

perpetuate or change the power relationships between groups." (Hill, 2003, p. 125). 

Social practices are formal or informal rules, customs or practices that form our shared 

knowledge. "A society rests on the shared knowledge of its customs, culture, religion, 

ideology, unspoken rules of behaviour, and institutionalized systems of rewards and 

penalties." (Hill, 2003, p. 126). Knowledge/meanings refer to our shared knowledge and 

to what Hill refers to as "social truths whose acceptance cements social practice" (2003, 

p. 127). Truths are ways of interpreting the world, and assist in understanding and 

accepting certain social practices. For example, the idea that the poor can be trusted to 

make repayments on microcredit loans is a new social truth that has become accepted in 

Bolivian society and is now reflected in the practice of delivering microfinance. Hill uses 

the capability approach as an example. She writes that one of the new social truths 

proposed by Sen is "that freedom is a part of human well-being and as such is properly a 

concern of economic policy" (Hill, 2003, 127). These three co-constitutive dimensions of 

social reality affect what "ability" and freedom a person can have. 

To demonstrate I will use Victor Agadjanian's (2002) explanation of chismes or 

rumours that occur in the La Paz-El Alto marketplace. He writes that there are two factors 

that impact the market women's identity: Chismes and market competition. Chismes or 

rumours undermine trust and serve as a way of reinforcing gender roles. Chismes are 
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often about women's improper behaviour, associated with reinforcing the idea that 

women market vendors are equivalent to "street women". Agadjanian writes: "successful 

sales may be attributed to some indecent interactions with male customers or suppliers -

flirting or even offering sex in order to gain their preference" (2002, p. 271). The fear that 

one may be the subject of chismes promotes certain behaviour among women market 

vendors. Women will sometimes emphasize aspects of their identity, such as religion, 

which they believe distinguishes them from those who are the subjects of gossip. 

Sometimes chismes can lead to more serious clashes. "Instead of nurturing a sense of 

solidarity, then, vendors engage in symbolic rivalries and sometimes in overt and violent 

group or individual confrontations with one another." (Agadjanian, 2002, p. 281). 

Chismes are not merely rumours, but reinforce social practices and meanings/knowledge 

that enable power relations to continue. 

In addition, chismes increase a sense of isolation. Market women tend not to trust 

personal information to other market vendors. Coupled with what Koch writes about 

isolation within the household, it appears that women face further isolation within the 

community. Women are negatively affected by their isolation from relationships - which 

makes the solidarity group lending practices all the more valuable, but only if solidarity 

groups can achieve a safe place in which to communicate effectively without importing 

negative social customs that perpetuate systems of power. The solidarity groups can 

provide a space for women to come together and to gain a shared understanding of the 

oppressive conditions that they face. This shared understanding can help them to 

determine strategies for facing and challenging inequalities and, ultimately, to propose 

new social truths. Thus solidarity groups can facilitate the empowerment of women - not 
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through the lending process - but through the mutual support and understanding that is 

brought about through dialogue and relationship building with others. 

Chismes prevent the sharing of information on otherwise important business 

issues, such as organizing a uniform price for products sold in the same area or coming 

together to purchase wholesale products, which could mean market women are unable to 

collaborate to purchase their goods at a lower price (Agadjanian, 2002, p. 272). These 

social practices are so entrenched in men and women's everyday lives that it is hard to 

imagine how social change might take place. Without understanding how and why 

inequalities occur, chismes will continue to be present in the lives of these women. 

According to Hill, what is needed is an increased understanding of how and why 

inequalities are perpetuated through systems of power. In this example, understanding 

that chismes are a way to reinforce gender roles is an important part of beginning to 

change. As individuals, these women may not be able to separate themselves from the 

systems of power to understand how and why these systems of power continue to 

perpetuate these harms. However, through increased group and community understanding 

it is possible to challenge oppression within the La Paz-El Alto marketplace. The next 

section will look at the contrasting ways in which Sen and Hill believe change ought to 

take place. 

Changing Power Structures 

Sen emphasizes the importance of "developing and strengthening a democratic 

system" as an essential component for development (1999, p. 157). For Sen, change takes 
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place through a process of increased agency freedom and voice. This is through ongoing 

public debate and discussion which plays "a major part in the formation of values" (1999, 

p. 158). Voice then becomes an important part of the capability approach. However, 

failure to explicitly address institutional power means that voice can remain unheard or 

suppressed. In order to avoid marginalization of participants in development, their voices 

must be taken seriously. I argued in the analysis of Case Study 2 that the voice of 

Severina Vargas is marginalized through PRODEVAT'S analysis of why women in 

Chunu Chununi would not be willing or able to take on a leadership role in the 

PRODEVAT weaving cooperative. They claim that there is a lack of educational ability 

and a lack of female role models. While this may indeed be the case, Severina's own 

analysis of the situation - that she does not have enough time to take on a leadership role 

- is marginalized. 

Sen provides a space for voice to be heard through public debates. However, 

Keleher argues that it is the underdetermined aspects of Sen's capability approach that 

may allow discrimination and patriarchal values to continue to be prevalent. Sen and 

Keleher agree that "Many women are conditioned to expect less from life, and report 

higher levels of utility than men in the same circumstances" (Keleher, 2008, p. 155). 

Sen's capability approach encourages groups to determine what it is they value and what 

goals they wish to pursue. However, Hill would agree with Keleher when she correctly 

points out that "Public policy produced within a sexist value system - without importing 

any limits or values - will reflect sexist values" (Keleher, 2008, p. 158). Institutional 

structures will reproduce themselves over time preventing any real change in positions of 

power, thus preventing women's voices from being heard. 
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Andrea Cornwall warns that "Voice... does not automatically translate into 

influence" (2003, p. 1329). So, even if an open forum for debate on what capabilities 

matter were possible, it could be the case that the marginalized would still not be heard. It 

is of utmost importance that marginalized and oppressed people, not only have a voice, 

but that they are also heard and understood in the context in which they are speaking. 

Social practices and differing understandings prevent voices from being heard and from 

being taken seriously. Voice is difficult to promote due to these barriers. Often it is 

difficult to understand the effect or influence power can have on our interactions. Thus a 

process that allows voices to be heard through the opening up of space for discussion is 

insufficient. Sen's capability approach has to be aware of institutional power that can 

prevent genuine understanding. Failure to do so can have negative effects on the agency 

freedom of those in positions of less power. 

In order to change social institutions, Hill argues that there must be an increased 

understanding of those in positions of less power: "Democratization involves the creation 

of new knowledge and values, in effect a paradigm shift, that brings about the meaningful 

empowerment of groups relegated to subordinate positions" (2003, p. 123). This refers to 

creating new meanings/knowledge that can change social practices for the better. 

Empowerment of those in positions of less power becomes important in order for them to 

affect social change and have a voice in public debate. To do this, there needs to be 

policies and procedures put in place that open up space for voices of "both advantaged 

and disadvantaged groups" (Hill, 2003, p. 128) in order not only to increase the 

efficiency of development programs, but also to promote situations in which people can 

achieve empowerment and increase their well-being freedoms and agency freedoms. 
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For Hill, democratization recognizes that in order for an increased understanding 

to take place, those in positions of power must also experience an increased 

understanding. 

The democratization process involves changes in practices and shared knowledge 
that achieve widespread acceptance... The development of shared understandings 
regarding the benefits of expanded human freedom within and across 
organizations is an intrinsic part of increasing the acceptance of new practices and 
new voices. (Hill, 2003, p. 129) 

For example, within microfinance, in order for the microfinance organization to increase 

the influence of the voice of their clients, they must be prepared to provide the space for 

this to occur as a way to reach new understandings. The microfinance organization must 

be flexible enough to respond to the issues brought up by clients. By providing a space 

for those in positions of less power to voice their opinions, a change in understanding can 

take place as those in positions of power are exposed to different meanings/knowledge. 

As the disadvantaged groups become empowered both those in positions of power and 

those in positions of less power gain new understandings. 

Summary and Conclusion 

Koggel and Hill's relational critique of the capability approach highlights some 

important aspects that are missing in Sen's account. First, if the capability approach is too 

focused on the individual, it may fail to take into consideration the ways in which 

relationships can constrain what people are able to do and to be in their lives. Second, the 

capability approach does not give an adequate account of why some inequalities exist, 
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such as the broad range of inequalities that emerge from an examination of relations of 

power, and how to address them from within power relationships. 

A relational account of the solidarity group model shows that success attributed to 

women's ability to repay the loan may be the result of reliance on kinship networks, as 

opposed to the success of their small businesses. There is a failure to understand that 

attention also needs to be given to other relationships, such as kinship networks, in order 

for women to participate in solidarity groups. These kinship relationships and solidarity 

group relationships will have an effect on how women are able to participate in solidarity 

groups and on whether or not they have a positive experience that can lead to 

empowerment, or a negative experience that can lead to harm. A deeper understanding 

must take into consideration the relationships that allow women to be part of solidarity 

groups. This type of analysis has shown the need for solidarity groups to be well-

structured, so that participation in these groups does not have harmful effects on the 

participants both individually and in their existing kinship networks. 

Hill's relational account of power has shown the need for Sen's capability 

approach to include an account of empowerment that includes changing the social and 

institutional forms of power that exist. These solidarity groups are an ideal place for 

women to share knowledge about the ways in which they are oppressed and to begin to 

understand how inequalities exist and what they can do to address and challenge 

inequalities. 

Finally, I look to the words of Barrios de Chungara, one of Bolivia's most 

celebrated activists. Barrios de Chungara articulates the plight of working women in rural 
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Bolivia through her own history of struggle with development and globalization as the 

leader of the Miner's Wives Association. 

So I think that the people who have had the chance to go to the university should 
talk our language, because we haven't been to the university and we don't 
understand much about numbers, but we are capable of understanding our 
national reality. That's why I say if they really want the people to be happy, those 
who study should maybe learn something about how to speak in our language 
with all the knowledge that they have, so that we can understand everything that 
they learn. That would be very important and it would be a way to contribute, you 
might say, to the achievement of better living conditions for our country. (Barrios 
deChungara, 1978, p. 58) 

Here Barrios de Chungara is not just talking about development practitioners learning her 

native tongue, but of a process of communication that involves increasing understanding 

between the two groups. Those with expertise should make a greater attempt to share 

knowledge in a way the other can understand. It is through increased understanding that 

change can begin to take place. 



Amartya Sen's Capability Approach and Micro finance in Bolivia 100 

Final Conclusion 

Exploring the link between theory and practice has highlighted a number of 

strengths and weaknesses in both Sen's capability approach and the micro finance 

literature. The study of theory and practice is an important comparison tool. In order to 

better understand what development is or ought to be, one must examine development 

ethics in the context of development practice. I have attempted to uncover the 

connections between micro finance practice and Sen's capability approach throughout this 

work. It is obvious that the connections between the social aspects of micro finance and 

the capability approach are very much aligned. When seen from an economic growth 

perspective, microfinance focuses solely on monetary measures of development. This 

fails to illuminate the various ways in which people can be deprived of basic agency and 

well-being freedoms that enable them to live lives that they value and have reason to 

value. Although Bolivia's microfinance strategies emerged from an economic growth 

model, there have been many organizations such as Prodem whose attempts to alleviate 

poverty do not coincide with a mere economic growth model. Prodem's attempts at 

outreach to the poorest and their capacity building were the first steps in working towards 

a more integrated approach to microfinance as a poverty reduction tool. Microfinance 

organizations can benefit from viewing poverty reduction from a capability approach 

perspective. Although the existence of organizations such as BancoSol, that focus on 

delivering an institutionally sustainable approach from an economic growth perspective, 

is important, this model cannot have the same impact as can an organization that takes 

into consideration the varied ways in which a clients' capabilities can be deprived. 
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By understanding microfinance from the capability approach perspective, the 

importance of recognizing agency freedom and well-being freedom is highlighted. The 

capability approach expands the practice of microfinance to include consideration of a 

multi-dimensional approach to poverty that includes Sen's five instrumental freedoms: 

economic opportunities, political freedoms, transparency guarantees, social facilities and 

protective security. Organizations that can take these capabilities into consideration in 

addition to financial considerations are poised to provide the conditions for 

empowerment to take place and will have more success in reducing poverty. 

Throughout this work I have made many recommendations to enhance 

microfinance practice. The most important recommendation is to understand 

microfinance as part of a multidimensional approach to poverty, such as Sen's capability 

approach. I have also highlighted ways in which microfinance empowerment strategies 

can be improved by maintaining a focus on empowerment according to what clients value 

and have reason to value, and by maintaining a structure open enough to support dialogue 

with clients. Also, I have highlighted the importance of solidarity group lending to be 

well-facilitated and well-structured in order to provide a space for clients to get together, 

to provide mutual support for each other and to gain a greater understanding of the 

inequalities they face and how to address them. 

In addition, an understanding of microfinance practice has been able to highlight a 

few interesting ways in which the capability approach is lacking. Microfinance has been 

uniquely focused on women's empowerment as a justification for targeting women 

borrowers - who are generally the poorest of the poor. The practice and subsequent 
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analysis provides interesting insight into the underdefined concept of empowerment in 

the capability approach. Sen does not place much emphasis on defining a concept of 

empowerment - this is problematic. Using work from Ibrahim and Alkire, Alsop et al., 

and Drydyk, empowerment has been defined in a capability approach tradition as an 

expansion of agency freedom oriented towards making one's life better. Yet, as Drydyk 

and Stewart point out, inequalities have to be addressed in order for empowerment to 

occur. Parmar's micro finance critique emphasizes the importance of avoiding a definition 

of empowerment that focuses on the instrumental value of the participant from the point 

of view of the micro finance organization. She says that this can be fundamentally 

disempowering because it removes the person from having ownership over her own 

empowerment. Instead empowerment is of intrinsic value to participants and ought to be 

oriented towards addressing oppression and exploitation, which are forms of inequalities 

that are systematically maintained over time. In addition, Hill's reflection on 

empowerment discussed in Chapter 4 indicates that not only is there a need to address 

inequalities, but power itself must be addressed. Empowerment strategies ought to be 

oriented towards creating conditions for empowerment to take place, which for Hill 

means putting policies and procedures in place that allow for both the advantaged and the 

disadvantaged to be heard in the public debates and discussion that Sen endorses as part 

of a democratic system. 

Finally, Chapter 4 is also a critique of Sen's capability approach which provides 

ways to make the capability approach stronger and more appropriate for dealing with the 

practical issues that arise in development practice, issues such as relationships and power. 

We all exist in relationships with other people. Some relationships negatively constrain 
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people's capabilities to do and to be what they value and have reason to value. Koggel's 

work highlights that Sen's capability approach must include consideration not only of the 

contexts, but also of the relationships people are in to fully understand the various ways 

in which people can be deprived of basic capabilities. This becomes particularly 

important when examining the effects of micro finance on real people, such as Severina in 

Case Study 2, and the urban market vendors in Brett and Agadjanian's studies. 

Relationships of power need special consideration since they have the ability to 

further marginalize those in positions of less power. Social institutions are replicated over 

time through custom. Relationships of power can cause harm through continued 

oppression of marginalized groups. Hill argues that policies and procedures must increase 

space for both those in positions of power and those in positions of less power to have 

voice. A large part of being able to do this is through empowerment strategies that allow 

those in positions of less power to come to shared understandings with those in power of 

how inequalities arise. From within microfinance practice the solidarity group model is 

well placed to undertake this empowerment strategy. 

In conclusion, microfinance in practice can be strengthened when viewed from 

Sen's capability approach perspective. This refocuses attention on what people can do 

and can be in their lives by taking the analysis beyond economic considerations alone. In 

addition, the strengths and weaknesses of the capability approach are highlighted through 

analysis of microfinance practice. Although the capability approach is a multi

dimensional approach to poverty and broadens the foundations of economic growth 

theory, it can be taken a step further with the addition of relational theory. Relational 
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theory calls for Sen's capability approach to not only examine the contexts in which 

people exist, but also to examine the relationships in which people exist. 
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