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Dansk Resumé 

 

Den Formodede Forbindelse Mellem ’Group Microfinance’ Og 

Social Kapital 

Case Study Af Det Peruvianske Mikrofinansmarked Og 

Udviklingen Af Social Kapital 

 

Mikrofinans er indenfor de seneste år blevet set som en måde til at løfte folk ud af 

fattigdom i udviklingslande, ved at give fattige mennesker adgang til lån og andre 

finansielle ydelser. Et andet udbytte af mikrofinans er antagelsen om, at det skaber 

social kapital i samfundet. I mikrofinanslitteratur er dette eksemplificeret ved 

Grameen Banks skabelse af social kapital gennem deres ’group microfinance’ 

model i Bangladesh. I Peru er ’individual microfinance’ den mest brugte 

mikrofinansmodel, imens ’group microfinance’ nærmest er ikke-eksisterende. 

Samtidig har Peru nogle af de absolut laveste social kapital niveauer i verden.  

Dette speciale har til formål at undersøge om manglen på social kapital typerne 

bonding, bridging og linking kan forklare manglen på ’group microfinance’ i Peru. 

Den brugte teori er social kapital, hvilket er en multidimensionel teori med mange 

forskellige konceptualiseringsformer. Social kapital er her eksemplificeret ved 

typerne bonding, bridging og linking social kapital. Bonding betyder de tætte bånd, 

der bliver knyttet med ens familie, venner eller andre i ens lokalsamfund på 

mikroniveau. Bridging er de bånd, man knytter udenfor denne tætte kreds af 

venner på tværs af sociale linjer på mesoniveau. Linking er sammenknytning af 

mennesker på tværs af hierarkier på makroniveau. Social kapital bliver normalt 

målt gennem indikatorerne tillid, normer og netværk, og disse indikatorer vil blive 

brugt som indikatorer for de forskellige typer af social kapital. 
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Denne teori danner rammen for det analytiske arbejde. Dette speciale formoder at 

manglen på social kapital grundet historiske begivenheder har en stor indflydelse 

på manglen af ’group microfinance’. Derfor undersøges først hvordan og hvorfor 

social kapital agerer, som det gør i Peru. Herefter bliver det Peruvianske 

mikrofinansklimas karakteristika, funktioner og udvikling i retning mod 

’individual microfinance’ udforsket. Alt dette gøres for at belyse grundene til den 

manglende ’group microfinance’. 

Ud fra den omfattende analyse og diskussion af emnet er det muligt at drage 

konklusionen, at manglen på social kapital i høj grad kan forklare manglen på 

’group microfinance’. Den traditionelle antagelse at der skabes social kapital 

gennem ’group microfinance’, passer ikke på den Peruvianske kontekst.  Analysen 

viser, at hverken bonding eller bridging social kapital er til stede i Peru, og at disse 

typer i stedet virker som en forudsætning for, at ’group microfinance’ kan fungere i 

Peru. Det vil sige at den traditionelle opfattelse at social kapital er et udfald af 

’group microfinance’, kan vendes om til at social kapital er en forudsætning for at 

’group microfinance’ kan fungere i Peru. Samtidig viste analysen overraskende 

nok, at linking social kapital i form af ’individual microfinance’ kunder der er 

blevet linket til mikrofinansinstitutterne, findes i Peru. Endvidere kan konstateres 

at kirken virker til at være den eneste institution, der formår at samle 

Peruvianerne, hvilket har genereret linking social kapital. Disse fund viser med al 

tydelighed, at der er potentielle problemer og mangler i konceptualiseringen af 

social kapital, særligt typerne bonding, bridging og linking, og hvordan disse typer 

influerer hinanden og social kapital indikatorerne. 
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Introduction 

Within recent years microfinance has been established as a poverty reduction tool 

in developing countries, and has been able to reach the very poor that have often 

been excluded from the banking sector. Not only does microfinance provide the 

poor with credit which might lift them out of poverty, social capital is also assumed 

to be an outcome of microfinance. Social capital is seen as the glue that holds 

society together, and therefore social capital tends to be seen as a very positive 

concept, especially in developing countries. The assumption that social capital is an 

outcome of microfinance occurs partly because microfinance is supposed to take 

place in groups. The Grameen group lending model has been used in microfinance 

literature as an example of this framework where the social capital outcome has 

been the social capital types known as ‘bonding’, ‘bridging’ and ‘linking’. Bonding 

means the ties that are created at the micro level within close family and friends. 

Bridging is ties created across social divisions at the meso level, and finally linking 

at macro level is linking people together across hierarchical relations.  

In Peru, which will be the focus of this thesis, individual microfinance is in fact the 

most commonly used microfinance model, and group microfinance is practically 

nonexistent. Therefore one would assume that the types - bonding, bridging and 

linking - would not occur since they are seen as outcomes of group microfinance. 

For the last two years, Peru has won the prize for having the best microfinance 

environment in the world - the form of microfinance is left unspecified - at the 

same time as Peru has exhibited some of the very lowest social capital levels in the 

world.  

This is where my thesis comes into the picture: the traditional conceptualization 

has stated that bonding, bridging and linking are supposed to be outcomes of 

group microfinance. But when applying the framework to Peru it seems that the 

framework might not act out as thought. The aim of this thesis is thus to explore 

the link between social capital and microfinance in Peru, and investigate how and 

why the social capital types interact in a Peruvian social context. Furthermore I 

aim to see whether the general theory of the connection between social capital and 
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group microfinance is unsuitable and unable to explain the situation in Peru. What 

is puzzling about Peru is the focus on individual microfinance together with the 

low social capital level. Yet at the same time it seems that some types of social 

capital might be present, could this imply that the traditional conceptualization 

might be unfit to apply to other contexts, or could there be favorable or 

unfavorable conditions that would increase some types of social capital and 

decrease others? And not only that: the social capital types might not provide 

benefits to society as supposed. Based on the abovementioned factors, the research 

question of my thesis is formulated as follows: 

Can the lack of social capital types explain the absence of group microfinance 

in Peru?  

The question is thus whether the assumption that social capital is an outcome of 

group microfinance is applicable to Peru, and the focus will be to explain the lack 

of group microfinance. I have therefore formulated the following hypothesis that I 

aim to test throughout the thesis. 

Bonding and bridging social capital, which are absent from Peru due to 

historical developments, seem to be preconditions for group microfinance and 

not just outcomes and might therefore explain the absence of group 

microfinance in the country. 

 

I intend to answer my research question through the use of social capital theory. 

The established types of social capital, bonding, bridging and linking social capital 

will be used and applied, as well as the proxies of social capital networks, norms 

and trust. The following part outlines the structure of the thesis, and explains the 

contents and purposes of the different sections.  
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Thesis Structure 

In the first section the reader is introduced to the objective of my thesis, together 

with the research question and hypothesis I aim to answer by conducting this 

research. In the second section I review the literature on the main concepts and 

theory relevant to my research question, such as microfinance and social capital 

and their supposed connection. This section is necessary in order to understand 

the concepts used in this thesis and to get an overview of the ongoing discussions 

within the field. I also explain the critiques of social capital, and outline what has 

been researched in the field of the connection between social capital and 

microfinance especially in Bangladesh where the theory began and thus relating it 

to the actual country in focus, Peru. This field of literature has guided my research 

and enabled me to relate my findings to the findings of other scholars on similar 

topics. In the third section I outline the main methodological considerations of the 

thesis, and explain the choices taken throughout the process. 

In the fourth section I provide relevant background information on Peru, especially 

in relation to social capital, starting out with an introduction to Peru, and then an 

examination of social capital and how it is exemplified in the case of Peru . 

In section five, the first part of the analysis, information and characteristics of the 

Peruvian microfinance market are presented.  

All these findings from the first part of analysis and background information are 

then discussed in the sixth section, which is second part of the analysis, in relation 

to the social capital theory, and it will be discussed whether, what and which social 

capital types are preconditions or outcomes of each other in connection with group 

microfinance. This section is concluded by discussing the findings in relation to the 

supposed link between group microfinance and social capital. The final seventh 

section serves to summarize my findings and conclusions made in the analysis, and 

to provide an answer to the research question and approve my hypothesis. Based 

on my research I outline the implications of this finding, and present perspectives 

for future research that have emerged from my study, and a suggestion of further 

areas of studies will be presented. 
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Literature Review 

This paper sets out to investigate whether the lack of group microfinance in Peru 

can be seen as an expression of the lack of social capital. In a developmental 

context group microfinance has been seen to create social capital as yet another 

benefit of it. The Peruvian case makes for quite an interesting case study since Peru 

has the best microfinance climate in the world, but also some of the lowest social 

capital levels, which seems to be quite a paradox, if looking at the traditional 

framework of social capital types being outcomes of microfinance. Therefore I 

want to investigate whether the reason for the lack of group microfinance in Peru 

is caused by the fact that the overall idea that social capital is an outcome of group 

microfinance in fact can be reversed in that some social capital types might in fact 

be preconditions for group microfinance.  

 

In order to do this an overview of existing literature on both social capital and 

microfinance is needed. This section reviews the most important discussions in 

relation to the main concepts and theories of the thesis. The first section is an 

introduction to group microfinance and the connection with social capital, whereas 

the second part gives a thorough examination of the concepts of social capital, 

which constitute the main theory of the thesis, how it has emerged, how it has been 

used in a developmental context and what negative aspects it may entail. In the 

third section it is explored how social capital is handled in a methodological 

context. The forth section outlines existing research and findings especially from 

the Grameen Bank in terms of how group microfinance is supposed to create social 

capital. The fifth section discusses Peru, microfinance and the application of social 

capital and how this emerges in a Peruvian context. The final sixth section outlines 

what needs to be investigated further and why. 

 

Introduction To Microfinance And The Role Of Social Capital 

Microfinance has become a generally accepted tool in the battle to eradicate 

poverty by increasing poor people’s access to credit, which traditionally has been 
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impossible to obtain through regular banks and financial institutions. Throughout 

this thesis I will use the term microfinance to include loans, savings, insurance and 

other financial products. A distinction is made between microcredit and 

microfinance, microcredit is promoted explicitly to the very poor, and only 

includes obtaining loans, whereas microfinance  refers to a whole package of 

financial services (Armendáriz & Morduch, 2007:15) .Microfinance is the most 

used model in Latin America, therefore I will limit myself to this term (Berger, 

Goldmark, & Miller Sanabria, 2006). Microfinance rose to prominence as a 

development strategy during the 1990s, like social capital, and coincides with the 

recent renaissance of neoliberal economic ideology (Haque, 2010:22). The move 

from microcredit to microfinance shows the great commercialization and identifies 

microfinance as part of the global financial capital and not just a development 

device (Haque, 2010:24). 

A poorly functioning financial system can impede economic growth and 

development, which is the case when high levels of asymmetric information and 

high transaction costs are observed. In developing countries where large parts of 

the population are situated below the poverty line, they are often excluded from 

the financial system due to lack of collateral (Haque, 2010). When good functioning 

and formal financial systems fail, the poor have to look for other financial options, 

namely microfinance. Microfinance institutions1 (MFIs) offer credit to the poor on 

the basis of social collateral, through which the social network of the borrower 

takes the place of traditional financial collateral (Grootaert & Van Bastelaer, 

2002:1). This group lending or solidarity group approach to credit is based on the 

assumption that the poor represent a much lower credit risk than the formal 

financial sector normally presumes, and that they can be trusted to repay these 

small uncollateralized loans when using a lending methodology that relies on 

personal interactions among borrowers(Grootaert & Van Bastelaer, 2002:6). 

Group microfinance ‘exploits’ the social capital of a community of people. 

Solidarity is crucial when a group member is unable to repay and faces default. 

Therefore a mutual sense of solidarity is built because each member knows that if 

                                                           

1 I will use the abbreviation MFIs for Microfinance Institutions throughout the entire thesis. 
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he/she for some reason is not able to repay his/her part of the loan, the other 

members will cover and vice versa. Trust also plays a part as their decision to join 

the group has to be taken based on a mutual sense of confidence towards the 

others (Acevedo, 2007:28).  

The group based lending approach made famous through Grameen Bank, founded 

in 1976(Jolis & Yunus, 2007:118), is widely recognized because of the charismatic 

founder Muhammad Yunus, who together with the bank was awarded the Nobel 

Peace Prize in 2006 for “ their efforts to create economic and social development 

from below” (Conger et al., 2009:114) . The group lending model, also framed 

‘solidarity groups’, is a method that allows poor borrowers to act as collateral for 

each other, and this model has been replicated in more than 100 countries around 

the world (Jolis & Yunus, 2007). The main elements of group microfinance are 

firstly that it is small, self-selected and homogenous groups in densely populated 

areas that are jointly liable for loans (Grootaert & Van Bastelaer, 2002:8). The self-

selected groups mean that the borrowers chose safe borrowers and exclude the 

risky borrowers. If the group microfinance is carried out in a densely populated 

area, then the proximity of the members allows mutual knowledge of 

creditworthiness and monitoring, and makes it easier to host group meeting. 

Another element is the denying of future loans if any of the group members 

default, which is seen as a very effective and cheap way to enforce joint liability 

(Grootaert & Van Bastelaer, 2002:6-10).  

The group consists of five borrowers, and as long as the loans are repaid, the 

lending cycle can continue. When one member cannot repay, the rest of the group 

will have to pay before anyone will be able to obtain new loans, hence creating 

incentive to repay. Thus group lending takes advantage of peer support (and 

pressure), also called joint liability (Armendáriz & Morduch, 2007: 11-13). Social 

capital has therefore been closely linked to microfinance programs, because 

Grameen Bank showed that grouping people together through microfinance had a 

substantial effect on the social capital levels in Bangladesh. A vast amount of 

literature exists on the subject, and the extent to which group microfinance does 

indeed create social capital is a highly debated subject, which practitioners and 
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researchers often disagree on. As social capital constitutes the main theory of the 

research of this thesis it is necessary to take a closer look at the concept and its 

appearance within development studies.  

 

Social Capital Theory 

Much has been written about social capital, and here I would like to elaborate on 

the most important and influential social capital scholars. The concept of social 

capital is today utilized in various ways, and has been thought to be very important 

in a developmental and microfinance context, since it can be used as a 

multidisciplinary approach in which social and economic sciences can be united, 

and is seen as a tool for poor people to organize themselves (Smets & Bähre, 2004: 

215-217). 

 

Theoretical approaches to social capital may be broadly classified into four main 

perspectives. The first theorist is Bourdieu who sees social capital as a point of 

unequal access to resources and the upholding of power, thereby emphasizing that 

social capital has to do with the understanding of social hierarchy, and social 

capital is the value an individual has through his social network (Field, 2003:13-

15). In this hierarchy the purpose of social capital is to reproduce inequality. He 

also emphasizes that social connections entail work, and solidarity within 

networks will only be possible because membership makes revenue both in a 

symbolic and material sense (Field, 2003:17).  His view on social capital is highly 

individualistic and leaves little space for collective actors, connections are seen 

merely as developed by individuals to uphold their superiority, he fails to consider 

the fact that the less privileged individuals and groups in a developmental context 

could actually benefit from their social ties (Field, 2003:19-20).  

 

 The second view by Coleman considers social capital as the idea that individuals 

act rationally in quest of their own interests (Field, 2003:13). Social capital can be 
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viewed as a resource to a person through his or her social relationships, and social 

capital exists both inside and outside the family, meaning it involves wider 

networks whose relationships are managed by a high degree of shared values and 

trust (Field, 2003:20). Coleman’s view considers both the individual and the 

collective level as he sees social capital as a capital asset for the individual, but also 

as being built up by social structural resources, and it is therefore more a public 

good than a private one (Field, 2003:23-26). In a developmental framework social 

capital is seen as connected with economic theory which the World Bank has 

tended to agree with. Interestingly, he has a very negative view on individualism, 

and he recognizes that social capital could be used as an asset for disadvantaged 

groups (Field, 2003:9).  

The third theorist is Putnam who sees social capital as an idea of association and 

civic activity, and as the foundation of social integration and well-being in society 

(Field, 2003:13). He also points out that social capital can be framed as “features of 

social organization, such as trust, norms, and networks that can improve the 

efficiency of society by facilitating coordinated actions” (Putnam 1993 in Field 2003: 

4), which can be seen as a reference to group microfinance in a developmental 

perspective. Throughout this thesis I will use this definition and categorize social 

capital through the proxies networks, trust and norms and they will be expanded 

on shortly. Social capital can also enable people to work together more effectively 

to obtain shared objectives. He sees that the core creation of social capital is at the 

micro level, and groups thus arise from connections among individuals (Field, 

2003:32). He distinguishes between the types bonding and bridging social capital, 

which will be elaborated on shortly. 

A fourth scholar Woolcock (behind many social capital policies of the World Bank) 

has a slightly different view, he developed the framework further in an economic 

and developmental context, and sees social capital as norms of reciprocity that can 

lead to poverty alleviation and facilitate collective action (Woolcock, 2001). This is 

seen in the recognition that social networks can be used as resources for 

enhancing development from the bottom up level. This recognition focuses on 

microfinance as a development strategy, used in the Grameen model (Rankin, 
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2002:1-2). In this development strategy social capital is seen as the capacity to 

mobilize local social networks initially at the micro level, e.g. through group 

microfinance, and explains how social capital is used to acknowledge the social 

dimensions of economic growth (Rankin, 2002).   

 

Scholarship from all four perspectives, however, emphasizes the power of 

networks and relationships as resources and therefore the perspectives are 

relevant for the subject of group microfinance. They also agree that social capital 

generally has a positive influence on society, and neither of them focus much on 

the negative aspects of social capital (Field, 2003:10, 40).  

 

Bourdieu is somewhat circularly concerned with inequality and power structures 

in relation to privileged groups and sees that one can only benefit from social 

capital if one already has social capital, both issues much ignored by Coleman and 

Putnam, and his view is on the individual level of social capital (Field, 2003:19). 

Coleman sees social capital as being able to create benefits for poor and 

marginalized, but is rather focused on the individual level (Field, 2003:20, 28). 

Putnam has a highly collective focus and distances himself from Coleman when 

paying more attention to resources accumulated through loose ties built from 

constructed organizations, but has also been criticized for focusing too much on 

social capital being related to networks (Field, 2003:31). He considers social 

capital to be located at the individual level and through the formation of groups it 

enables them to manage at the highest collective level, in particular social capital 

on the individual level contributes to the workings of institutions and the 

performance of the economy (Hardin, 2006:77). He sees social capital to reside in 

relationships and networks between people (Hooghe & Stolle, 2003:4). Woolcock 

has been the theorist linking social capital most specifically to a developmental 

context and connected it with microfinance.  Bourdieu and Coleman therefore see 

social capital as an individual resource, whereas Putnam and Woolcock see it more 

in a collective view. 
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Critiques 

The Grameen model is used to exemplify that social capital can be seen to operate 

as a collective good with beneficial outcomes, and as a policy resource that must be 

strengthened by its connection with development projects, and that Grameen 

group microfinance has been able to tap into this collective resource (Molyneux, 

2002). But criticism has been made that instead of creating social solidarity and 

cooperation between for example group microfinance members, competitive 

individualism has instead been created and has served to weaken social capital, 

trust and solidarity, in being unsuccessful in creating cooperative relations 

between group members. Instead this strengthened competitive individualism 

and“aim to enhance individual social capital this can be at the expense of collective 

social capital…when this is combined with credit programs that do not reach the very 

poor, and focus on including the better endowed… the social capital that is drawn 

upon and created is not only individualized but may serve to deepen existing 

inequalities” (Molyneux, 2002:182).  All the theorists mentioned above were aware 

of any negative aspects of social capital that there might be, but were not too 

focused on them, for instance on the ability of social capital to create even more 

inequality, due to the unequal distribution of access to differing  networks (Field, 

2003:74). Also the concept is sufficiently vague so that it can be interpreted on 

rather different levels depending on your point of view (Molyneux, 2002:182; 

Smets & Bähre, 2004). 

In order to accommodate the range of positive and negative outcomes of social 

capital it is necessary to recognize the multidimensional nature of its sources, 

namely the types of social capital, bonding, bridging and linking which will be 

expanded below. 

 

Types Of Social Capital 

Putnam and Woolcock differentiated social capital into different types in order to 

apply the terms in a developmental context. Bonding (exclusive) social capital is 

likely to strengthen exclusive identities and maintain homogeneity, bridging 
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(inclusive) social capital is seen to bring people together across different social 

divisions, both in a horizontal sense. The third type linking social capital which 

links together dissimilar people interacting in situations across hierarchies outside 

of one’s community, in a vertical sense (Field, 2003:32; Woolcock, 2001:10-11). In 

a developmental context the vertical bonds created through linking social capital 

are crucial for development, whereas bonding social capital works best if 

combined with either linking or horizontal bridging social capital in order to create 

development for the poorest. Bonding social capital is good for getting by, whereas 

bridging and linking social capital is seen as crucial for getting ahead (Woolcock, 

2002:23-24).These distinctions and applications of social capital makes the term 

easier to grasp, and apply to a developmental context. I will use this distinction 

between social capital types throughout this thesis. 

The definition by Putnam states that the most important proxies for social capital 

are networks, norms and trust. These proxies focus on what social capital is and 

what its sources are and further explanations of the three are given below. 

 

Proxies Of Social Capital 

According to Putnam social capital is seen to be present in all sorts of networks in 

society. Networks can be measured in the associations, membership of 

organizations and the level of civil engagement people engage in. Networks can 

also be seen as the connections individuals have with other people, as networks 

and connections might get you ahead “It isn’t what you know, but who you know” 

(Field, 2003:44). You could also argue that to a certain extent the types of social 

capital bonding, bridging and linking are to a certain degree also networks because 

they measure horizontal and vertical networks between people.    

Evidence seems to show that social norms, requiring trustworthy or cooperative 

behavior, have noteworthy impacts on societies in terms of their development. 

“Social norms specify what actions are regarded by a set of persons as proper or 

correct, or improper and incorrect” (Keefer & Knack, 2005:2). Norms usually offer 

positive consequences for people obeying these norms and this can be seen as a 

major reason why a society or a group has an interest in creating these norms. 
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Small groups have the best prospect for keeping up existing norms by punishing 

those who deviate (Haase Svendsen & Tinggaard Svendsen, 2010:145). It seems 

that norms that exist independently of the formal institutional characteristics of 

society are a key source of trust and trustworthiness (Keefer & Knack, 2005:21-

22). Trust could even be seen as a norm, and therefore it can be quite difficult to 

distinguish between these two proxies (Field, 2003:32). The country in focus is 

Peru and since information about the low trust levels is predominant, the concept 

of trust will be thoroughly expanded and explained below. 

 

According to the scholar Uslaner trust matters and he sees it as the key constituent 

of social capital. He distinguishes between particularized and generalized trust. 

Particularized trust means the trust that is built through close connections with 

your own kind, corresponding to bonding social capital. Particularized trust leads 

people to withdraw from civic life (Warren, 1999:129), and tends not to lead to 

social capital, or at least not in a positive sense since it is often used for the kinds of 

group identities that are solidified against outsiders (Warren, 1999:9). Generalized 

trust denotes a general level of trust towards people outside your close-knit 

network, much alike bridging and linking social capital (Warren, 1999:122-123), 

when people trust each other they are more likely to play an active role in their 

society (Warren, 1999:130). Generalized trust is the kind that could be seen as 

leading to social capital because it is general trust and cooperation towards 

strangers, and it can help build large scale interdependent social networks and 

institutions (Warren, 1999:9).  

The benefits of trust and other types of social capital are not absolute; they depend 

upon the environment of the specific society (Warren, 1999:140). People living in 

democracies tend to be more trusting, but democracies cannot produce trust nor 

are they guarantees of trust, therefore both high and low levels of trust can 

function in a democracy, whereas authoritarian states will need to destroy civil 

society, thereby eroding trust to maintain control (Warren, 1999:141-142).  
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Another important scholar is Fukuyama as he also claims that trust is the most 

important feature of social capital (Field, 2003:63). He introduces the concept of 

the radius of trust. All groups that embody social capital have a certain radius of 

trust, meaning a circle of people with shared norms that does not trust outsiders. 

This can be a hinder for development when societies have a narrow radius of trust. 

Solidarity within the group can reduce the ability of group members to collaborate 

with people outside the group, which leads to negative externalities. The countries 

of Latin America are generally thought to have narrow radii of trust, therefore 

social capital and trust are thought to exist mainly within families and a close circle 

of friends, making it difficult for group members to trust people outside of these 

narrow circles. For people outside the circle a lower moral behavior tends to apply, 

which could lead to corruption (Fukuyama, 2001:8-9). Fukuyama states that   

“Social capital is a capability that arises from the prevalence of trust in a society” 

(Fukuyama 1996 in Field 2003:63). 

One generally sees high levels of trust and social capital in homogenous societies, 

whereas countries somewhat more heterogeneous tend to have lower social 

capital levels. Experimentation on trusting behavior has shown that people tend to 

trust and feel more confident towards people like themselves, agreeing with the 

narrow radii of trust, bonding social capital and particularized trust (Field, 2003: 

77-78). Developing countries such as Peru are very heterogeneous countries, 

which could possibly be used as an explanatory fact as to why Peru seems to 

demonstrate a low social capital level. Numbers from Asia Barometer point to the 

fact that trust levels in East Asia are some of the highest in the world, 49 % of 

people expressed trust in other people, whereas the number from Latin America 

was only 20 % (Cariño, 2007:8). At the same time Asian countries are 

heterogeneous countries as well, and some parts of Asia have narrow radii of trust 

as well, which does not fit in with the overall theory. 

These different views show the complexity within the social capital debate. After 

the methodology section of social capital, I will apply the theory of social capital in 

a developmental context on microfinance and try to explain the supposed link 
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between group microfinance and social capital, and how social capital plays out in 

other contexts. 

 

 

Methodology Of Social Capital  

Social capital has been researched and measured in a variety of ways.  There is no 

consensus on a standardized method of measuring social capital, theorists tend to 

conceptualize social capital differently, but all theorists mentioned above can 

broadly agree on the proxies of social capital being trust, networks and norms. The 

research designs have varied depending on what outcome they want. In order to 

measure social capital you can break it down into forms and scope (Grootaert & 

Van Bastelaer, 2002:342; Mikkelsen, 2005:248). In terms of scope, social capital 

can be studied at the micro level in the form of horizontal networks of individuals, 

households, and the associated values and norms that underlie these networks. At 

the meso level social capital captures horizontal and vertical relations among 

groups at a level located between individuals and society. Finally one can observe 

social capital at the macro level in the form of political and institutional 

environment in a vertical sense that serves as the basis for all social and economic 

activity. Secondly a two-way distinction of forms can be made. The first is called 

structural social capital, which refer to objective and observable social structures 

such as associations, networks and institutions, and the rules and produces they 

represent. The second is called cognitive social capital which includes more 

subjective and intangible parts such as generally accepted norms and attitudes of 

behavior, shared values, trust and reciprocity. 

In terms of scope social capital has mainly been measured on the meso and micro 

level, and in terms of forms the measurement of structural social capital is the 

most advanced form (Grootaert & Van Bastelaer, 2002). Trust and adherence to 

norms have mostly been measured through individual interviews asking if people 

generally think they can trust their fellow citizens. “Do you believe that most people 

can be trusted or can’t you be too careful in dealing with people?” (Warren, 1999: 
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126), and in questions such as if people generally feel that banks, government etc. 

are to be trusted, and about expectations about and experiences with behavior 

requiring trust ( (Grootaert & Van Bastelaer, 2002:346). Degrees of networks have 

been measured through membership in organizations and voluntary associations, 

and in people’s willingness to engage in the civic society. Woolcock’s 

multidimensional distinction of social capital in terms of the types bonding, 

bridging and linking makes it easier to distinguish between positive and negative 

aspects of social capital.  

In the methodology section I will elaborate on how I intend to use the theories of 

trust and social capital throughout this thesis.  

 

 

 

                                                                                                                                                    

 

 

 

 

Figure 1- Social Capital Categories And Distinctions 

Social capital and all the different categories and distinctions that will be used 

 

 

Findings On Social Capital And Microfinance Outside Of Peru 

Turning towards the role of group microfinance in creating social capital, several 

studies deal with how Grameen Bank and other microfinance institutions with 
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similar models have created social capital through group microfinance. In the 

following Grameen Bank will be used as an example of how social capital is an 

outcome of group microfinance. Grameen Bank was established to provide credit 

to the poor, but took up the responsibility of creating social capital in order to 

reach the overarching goal of alleviating poverty (Dowla, 2006:103). 

 

 

 

 

 

 

   

                                        Micro Level                  Meso Level                         Macro Level   

   

Figure 2- Supposed Link Between Microfinance And Social Capital 

This is the supposed link between Group Microfinance and the types of Social Capital 

according to the literature on the topic (Bonding social capital has often been found 

to be present in society beforehand, but has then been strengthened through group 

microfinance) 

 

The supposed link is that bonding social capital is created or strengthened first, 

which leads to bridging and linking social capital creating benefits for the entire 

society. The bonds created through linking social capital are considered essential 

for development in developing countries. Borrowers coming from very different 

backgrounds bond initially with the group and strengthen solidarity and 

homogeneity within the group, this leads them to bridge relations with borrowers 

from other groups, which in turn generates collective identities and bridge people 

together across different social divisions in a horizontal sense. These trustworthy 
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relationships within bonding and bridging link dissimilar people together working 

together across hierarchies, and makes the borrowers trust the MFIs and thereby 

linking occurs both to the banking institutions and to other official institutions 

since they trust the institutions they have been linked to (Haque, 2010:30-34). In 

the following investigations from Bangladesh will be expanded on as group 

microfinance through Grameen Bank made it possible to create social capital. It 

will be organized into a micro to macro continuum in terms of scope.  

 

Micro Level                                Meso Level                                            Macro Level

     

 

 

 

 

 

 

Figure 3- Groupings Of Types And Proxies Of Social Capital 

The types of social capital are what most investigations focus on when measuring the 

social capital that has been created. When measuring the types one will need proxies 

to explain the types. I have grouped the types in terms of scope and shown what 

proxies have been used as proxies for the types of social capital2 

 

 

 

                                                           
2
 I have grouped the types and proxies together through a broad interpretation of Grootaert & Van 

Bastelaer (Grootaert & Van Bastelaer, 2002:342-346). 
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Micro Level 

The group formation and the day-to-day operations within the group lead the 

women to engage in associational life otherwise not allowed due to cultural, 

religious and social reasons leading to the growth of positive bonding capital 

(Haque, 2010:41). Also the simple fact that the people join together in groups 

creates a high level of bonding capital within the group. Bonding is also the only 

social capital type that is likely to pre-exist in a poor society, since it consists of 

family and friends, and the main borrowers are women whose husbands have 

prohibited them from interacting with others outside of this narrow circle (Haque, 

2010:28, 40). The self-selection of groups also serves to strengthen bonding social 

capital. Close relations have been strengthened, and microfinance has generated 

and specifically modified existing bonding social capital stock as well as probably 

creating new stock.  Bonding social capital generates particularized trust. 

 

Meso Level 

Grameen Bank investigations point towards the fact that when borrowers, 

particularly rural women from different areas, with different religious and cultural 

backgrounds come to the group meetings and meet other people, their initial 

bonding within the group lead them to bridge relations with women from other 

groups through a unique opportunity to build ties, interact and share information 

through inter-group interaction(Haque, 2010:40). This seems to suggest that 

bonding social capital is a precondition for bridging social capital to be created. 

Bridging generates generalized trust. People in Bangladesh, especially rural poor 

people, tend to have a ‘narrow radius of trust’ meaning that they trust the few 

people within this circle, such as friends and family. Grameen has increased this 

radius of trust, as it allows unrelated people to cooperate to achieve a common 

goal, namely access to credit (Dowla, 2006:118). Grameen Bank created a whole 

new stock of bridging social capital. 
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Macro Level 

Linking social capital is defined as the social relationships that connect people 

across vertical power differentials (Haque, 2010:33-34). Therefore linking social 

capital has been vital in linking the poor with the MFIs, providing much needed 

cash. A training process to train the Grameen staff in order to assure 

trustworthiness was built up slowly. Trust was thereafter accentuated every time a 

staff member would visit a borrower’s house, and when continuing to care for the 

borrower through checking up after natural disasters etc, trust was accumulated 

over time (Haque, 2010:33-34).  

The simple fact that the bank trusts its borrowers gives the borrowers incentive to 

repay their loans on time. And once Grameen Bank established this trust in the 

ability of the poor to repay their loans, they created generalized trust, meaning 

that this trust would benefit the entire society, and other banks would lessen their 

monitoring and safeguards for their transactions (Dowla, 2006:108).  Generalized 

trust was created in the poor people’s credit worthiness and in their ability to 

repay.  

Once the bank had established trust in the borrowers, the norm of timely 

repayment was established as well. This created a positive externality and this 

established norm was a benefit for the entire society. Grameen was also able to 

create the norm that nothing should be given for free to the poor, therefore no loan 

was forgiven, and the bank generally had a recovery rate of 98 % (Dowla, 

2006:110). The building of mutual trust between Grameen and its borrowers lead 

to positive spillover effects on other institutions and meant that other MFIs also 

had to invest in trust building. For example vertical and multilateral trust was built 

between the bank and the borrowers throughout rural society in Bangladesh 

(Dowla, 2006:110). Grameen bank has created both vertical and horizontal 

networks between members and non-members, since it has transcended the 

traditional client-patron relationship. The group meetings have expanded the 

borrowers’ networks, and they have used these newly expanded networks to 
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expand social exchanges (Dowla, 2006:115-116). Consequently Grameen Bank was 

able to create linking social capital.  

The creation of social capital was not the main goal of the Grameen Bank, but in the 

process to ensure that credit ultimately lead to qualitative changes in the lives of 

the members, the bank had to create and promote social capital, and these 

deliberate attempts to create bonding, bridging and linking through the proxies 

trust, norms and networks have changed the lives of the Grameen members 

(Dowla, 2006:119). Through their participation in microfinance groups the 

borrowers, who have been marginalized individuals, have increased their self-

confidence, self-value and group trust. Grameen succeeded in creating a culture of 

trust and tolerance and a broad network among its members. Through social 

networks, social norms, trust, mutual cooperation and support and peer pressure 

social capital has been created and used to facilitate community development 

(Bhuiyan, 2011:540-541). Conflicts have also decreased when group members got 

to know each other, which has also benefitted the whole society (Dowla, 

2006:114). In order for social capital to be created through microfinance (as in the 

case of Grameen Bank) in other countries, the specific social and cultural context 

needs to be considered in order for it to be successful (Dowla, 2006:104). 

 

Other Examples Of Social Capital Being Created Through Group Microfinance  

Other investigations have made ‘microfinance games’ in order to see theoretically 

how social capital can be utilized through group microfinance. Guttman sets up an 

extensive theoretical framework where agents in parallel play a finitely repeated 

‘trust game’ and ‘microfinance game’, there is a distinction between trustworthy 

and regular agents, and both games have moral hazard problems. He concludes 

that in the trust game the presence of trust as equilibrium can improve the success 

of group microfinance, equally there are circumstances under which the success of 

group microfinance can improve the development of trust and specifically social 

capital (Guttman, 2010).   
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A group lending experiment from five different countries (India, Kenya, Guatemala, 

Armenia and the Philippines) set out to examine if group microfinance creates 

social capital in different cultural contexts. The findings are that social capital was 

created and mattered for the success of group microfinance, individuals with 

higher trust in their society displayed higher contribution rates and this benefitted 

the entire group. In societies where trust is low this has a negative influence on the 

entire society. They also investigated whether religious homogeneity served to 

decrease social tensions, which they found only mild evidence of. But overall they 

found that the levels and creation of social capital and trust play out differently in 

the various countries, which could indicate that social capital differ depending on 

the cultural context, and that social capital seems to be created through group 

microfinance, and cannot be taken for granted in all developing countries(Cassar & 

Wydick, 2010:34-35). 

 

Several of the findings point towards the overall idea in the existing literature that 

social capital is an outcome of group microfinance, whereas others seem to show 

that in some cases social capital is in fact a precondition in society for it to prosper 

through group microfinance, which could possibly support my hypothesis that 

bonding and bridging social capital seem to be preconditions for group 

microfinance. All of these investigations can be useful to my research question and 

applied in a Peruvian context. In the following section an overview of Peru, 

microfinance experiences in Peru and how social capital plays out in a Peruvian 

context is given.  

 

 

Microfinance And Social Capital In Peru 

Microfinance in Peru began in the late 1970s. The 1980s was a period with 

hyperinflation and a massive debt crisis, and has since been termed ‘the lost 

decade’ in Peru and Latin America (Conger et al., 2009:16), which has been seen as 
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the causal factor for rapidly expanding Peruvian microfinance industry. 

Microfinance institutions (MFIs) in Peru are highly commercially oriented, and the 

MFI industry has grown with an annual rate of approximately 40 % over the last 

years (Berger et al., 2006:17). 

According to some reports Peru has the world’s best microfinance climate, e.g. in 

terms of exceptional legal framework, good regulators and a government 

committed to use microfinance to expand financial access to the poor (The 

Economist Intelligence Unit, 2010).  Furthermore, Peru together with Bolivia has 

the region’s most developed microfinance market (Jansson, 2001:9). 

 

The evidence and research suggested in the previous section on group 

microfinance show that in most cases social capital was an outcome of group 

microfinance and the creation of social capital tended to have an overall positive 

effect on society. In the Peruvian case several issues point to the fact that social 

capital does not work in the same way as the conceptualization of social capital 

and group microfinance. Primarily individual microfinance is the most common 

lending form, only 15 % of MFIs work with group microfinance in Peru (Acevedo, 

2007:21). In the following section investigations of group microfinance in Peru will 

be unfolded.  

 

Microfinance Findings From Peru 

Acevedo has carried out an investigation as to why individual microfinance is more 

common in Peru, and if in fact group microfinance yields more benefits in terms of 

social capital, what could explain the lack of group microfinance in Peru (Acevedo, 

2007:70). Her investigation builds further on an investigation by Karlan which will 

be mentioned shortly. She uses different models in order to try to explain the lack 

of popularity of group microfinance, and concludes that the reason for the high 

number of individual microfinance could be connected with negative aspects of 

social capital. She mentions that cooperation within a group can create negative 

externalities harming outsiders, as well as the high pressures group members 



 

28 

exert over one another to improve repayment, and finally this can lead to the 

domino effect, which is when default of one group member encourages default of 

other members and default becomes a vicious circle (Acevedo, 2007:70-71).  

Karlan has made the most extensive research on group lending and social 

connections in Peru (which he sees as broad measurement of social capital with 

focus on cultural similarity and geographic proximity (Karlan, 2007:53)). He 

investigated the effects of obtaining and repaying a loan and finds that groups with 

high social capital perform better than groups with low social capital; also he ends 

up suggesting that the outcome of group microfinance would be more effective in 

terms of social capital in regions with a high level of homogeneous connections. His 

overall conclusion is that social capital tends to help repay loans, but the numbers 

have not been overwhelming in favor of either group or individual microfinance 

(Karlan, 2007:79).   

Both these investigations seem to support my hypothesis that the connection of 

social capital and group microfinance acts out differently in Peru, and that the 

theoretical idea that social capital is an outcome of group microfinance might need 

to be revised in order to be applied and in order to explain the situation in Peru. In 

the following section an unfolding of social capital in Peru will be dealt with. 

 

Social Capital In Peru  

These investigations could imply that the focus on individual microfinance could 

be related back to social capital levels and theory, and some types or proxies of 

social capital might need to be present for group microfinance to prosper. And that 

the supposed connection between social capital and group microfinance seems to 

differ from an Asian setting where Grameen Bank was founded. A general look at 

the social capital indicator trust points towards the fact that the level of trust in 

Peru is among the very lowest in Latin America (Carrión, Zárate, & Seligson, 

2011:123) and several published surveys confirm these numbers 

(LATINOBAROMETRO, 2011).  Worldwide surveys even point out that Peru is one 

of the least trusting countries in the world (Delhey & N., 2011:796). Reasons for 
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the low level of social capital are numerous. One explanation could be the former 

authoritarian regime of Fujimori, which lasted from 1990 until 2000, this regime 

exercised state power to make sure that the civil society remained disorganized 

and thus unable to express an opposition (Burt, 2006:33) , one of the methods 

used was the instrumentalization of fear, thereby creating a culture of fear in Peru 

(Burt, 2006:34). At the same time the rebellious group El Sendero Luminoso 

ravaged, and fought both the civil society and the government (Burt, 2006:40-41). 

All of this will be expanded in the Introduction to Peru section.  

  

 

Areas Needing Further Research 

It seems that social capital is low in Peru due to historical reasons, but can the lack 

of group microfinance be an expression of the lack of social capital in Peru? 

Different explanations are to be found in the literature for the focus on individual 

microfinance, and thereby lack of group microfinance, and these will be discussed 

in the analysis section. To the best of my understanding there is a knowledge gap 

in terms of an explanation for the lack of group microfinance  in Peru, and if this in 

fact is because the general theory of the connection between group microfinance 

and social capital is not adequate to explain the situation in Peru. There have been 

too few investigations as to whether the generally accepted theory of social capital 

being an outcome of group microfinance can be applied to any other country. I will 

therefore take the research even further and investigate if in fact the lack of social 

capital types can explain the absence of group microfinance in Peru. 

Having outlined and examined the basic discussions within the literature on the 

concepts of social capital and microfinance, the following section deals with the 

methodology of the thesis, explaining the arguments behind the different 

methodological choices.  
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Methodology 

The central objective of this thesis is to explain the lack of group microfinance in 

Peru. The underlying hypothesis is that bonding and bridging social capital seem to 

be preconditions for group microfinance and not outcomes and therefore could 

possibly explain the lack of group microfinance.  

In order to answer this research question, various data sources have been 

collected and this section is dedicated to discussing the issues related to methods 

of data collection and analysis as well as the philosophical considerations. The 

thesis uses only secondary empirical data and is primarily based on academic 

articles, reports, book publications and statistical material from widely accepted 

sources. First the underlying research philosophy will be discussed and its 

implications for the methods used for my research findings. The next section 

entails a discussion of how the theories are used in answering the research 

question. Subsequently, a description of the research approach, research strategies 

and the methods of data collection employed in this thesis will be given. Finally do 

important issues related to reliability and validity of the data and findings, and the 

delimitations of the thesis.  

 

Research Philosophy 

When conducting research it is important to consider one’s research philosophy 

because it is a perspective from which the topic will be studied. The research 

philosophy will assist to clarify what sort of data is needed, how to gather and 

interpret it and how the data will assist you with answering the research question 

(Saunders, Lewis, & Thornhill, 2009:109). The philosophy will be guided by what 

my research question requires and will largely reflect the philosophy of positivism, 

which is an epistemological position that advocates working with an observable 

social reality. This means that only observable phenomena will be used as data, 

and only existing theories on social capital to produce and develop my hypothesis 

will be used (Saunders et al., 2009). This hypothesis will be tested and confirmed 

in whole or part or disproved.  
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Theoretical Framework  

This thesis takes its point of departure in the theory of social capital. The overall 

definition of social capital that will be used throughout this thesis is social capital 

seen as features of social organization, such as trust, norms and networks that can 

improve efficiency of society by facilitating coordinated actions. Since there is no 

universal measurement method for social capital, I will use the proxy indicators for 

social capital, namely trust, norms and networks. When the proxies are taken 

together they provide a valid basis for measuring social capital and its impact.  

As mentioned in the Literature Review on Methodology of Social Capital I will also 

use the measures in terms of scope and form and break social capital down into 

these measures (Grootaert & Van Bastelaer, 2002:342; Mikkelsen, 2005:248). I will 

try to apply the multidimensional dimension of social capital which gives weight to 

positive, negative, collective and individual dimensions of social capital. The types 

bonding, bridging and linking social capital networks are the most important 

differentiations and allow for the measurement both at the micro, meso and macro 

level in terms of scope and provides a framework which is easy to use and apply in 

the context I am interested in. 

I will therefore divide the types into scope in my discussion, and I have also done 

so in the Literature Review. The proxies will be used as proxies of the types of 

social capital and placed on the levels where they are present in terms of form. 

Networks are often in a methodological term framed structural social capital, 

because networks are somewhat objective and observable. Norms and trust are in 

a methodological term called cognitive social capital as these proxies are 

somewhat more subjective and indescribable. 

In my analysis these theories are held up against the investigations conducted in 

order to analyze the effects of microfinance on social capital. As mentioned in the 

literature review various points of criticism can be made towards these theories. 

These different aspects of criticisms are kept in mind when applying the theory to 

the empirical data.  
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Research Approach 

The research philosophy of my thesis, which is informed mainly by positivism, has 

influenced the research approach of my thesis. Mikkelsen has defined research 

approaches as tools you use when you want to answer specific questions for 

solving different scientific or practical problems (Mikkelsen, 2005:139). Two 

common research approaches will be elaborated on here. The deductive approach 

is when one begins with theories (hypotheses) and then collects concrete 

empirical details to test the theories. The opposite an inductive approach is when 

one begins with concrete empirical details and work towards building theories or 

general principles. (Mikkelsen, 2005:168). 

I will use a deductive approach in which I test existing theory through the 

hypothesis I have found. 

A critique of deduction is seen as a tendency to construct a rigid methodology that 

does not permit alternative explanations for what is actually going on (Mikkelsen, 

2005:126; Saunders et al., 2009).  

Therefore this thesis will not be purely deductive because often deduction and 

induction are seen as interplay. Inductionally you gain access to data, and on the 

basis of this data you set up a general hypothesis which is then examined 

deductively, thereby creating continuous interplay between theory and data, and 

the role of data is to help the researcher delineate important concepts, suggest 

relationships between them, and direct interpretation of the research findings.  

My research approach will therefore be a test of the theory which argues that 

social capital is an outcome of group microfinance, whereas the hypothesis I have 

set up questions whether some types of social capital might be preconditions for 

group microfinance.  

The analysis is hence conducted by interpreting the empirical data through the 

chosen theories and in this deductive sense the theory will be tested throughout 

the entire thesis (Ankersborg, 2011). A deductive approach is necessary as my 

research question addresses a specific case study, which I will elaborate on in the 

following section, where I outline the research strategies employed in my thesis in 

order to answer the research question. 
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Research Strategies 

Saunders et al (Saunders et al., 2009) emphasize the importance of a clear research 

strategy. The different research strategies are not mutually exclusive, but it is 

essential that the strategies selected are appropriate for the particular research 

question and the objectives of the research to be carried out. The purpose of my 

research is an explanatory research, and my research question points to a case 

study research strategy. Explanatory and documentary research means studying a 

situation or a problem in order to explain the relationship between variables 

(Saunders et al., 2009). A case study belongs to the deductive approach which has 

been mentioned above. According to Robson a case study is “a strategy for doing 

research which involves an empirical investigation of a particular contemporary 

phenomenon within its real life context using multiple sources of evidence” 

(Saunders et al., 2009). 

Case studies aim to collect and gather information about the development 

processes both within individuals, organizations, groups and societies etc. to be 

able to understand it. Case studies normally have a hypothesis to build from. Thus 

case studies provide a rich insight into the context of the research. It is a good way 

to explore already existing theory but also to challenge it and construct new 

hypotheses (Saunders et al., 2009). Case studies have been criticized for not being 

scientific enough, but as Yin argues as long as you carry out a analytical 

generalization, meaning combining theory and case data, instead of just combining 

data and data, the case study will be scientific (Helder, 2003). Consequently it is 

common to need multiple sources of data, which also makes for a flexible study 

(Saunders et al., 2009), this is also the case for my thesis, and I will get back to this 

aspect shortly.  The implications for me in terms of choosing a case study is that I 

will try to build on from the hypothesis in order to make an empirical investigation 

of the phenomenon of high presence of individual microfinance and the low level 

of social capital. 
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Data Collection Methods 

My data collection has given me a broad range of data, ranging from focus group 

interviews and statistics of social capital and trust levels. There are several ways to 

collect data for case studies, a very common way is to conduct field investigations, 

creating primary data, but since I have not been able to do this, the only way I will 

be able to answer my research question is through the use of secondary literature.  

According to Saunders et al secondary data is divided into two forms; namely raw 

data that have been little if at all processed, and compiled data that have received 

some form of summarizing or selection and can include both qualitative and 

quantitative data (Saunders et al., 2009). Qualitative is mostly seen as a synonym 

for any collection of data (such as interviews) or data analysis procedure (such as 

categorizing data) that produces or utilizes non-numerical data. Quantitative data 

is predominantly used as a synonym for any data collection technique (such as 

questionnaires) or data analysis procedures (such as graphs or statistics) that 

produce or utilize numerical data. When both qualitative and quantitative data are 

used, it is called a mixed methods approach (Saunders et al., 2009).I will use a 

mixed method approach since I will be using both qualitative and quantitative 

data. 

 I will analyze both raw and compiled secondary data sources. The compiled 

qualitative data was published in academic journals and articles composed by 

skilled and esteemed scholars in their field of expertise on microfinance and social 

capital, likewise case studies drawn from Bangladesh and Peru are discussed and 

critically analyzed as to understand how and if social capital is created as an 

outcome of group microfinance, and what alternative explanations might exist for 

the lack of group microfinance in Peru. The raw quantitative data sources are 

statistics and questionnaires from public parameters such as Americas Barometer 

and Latinobarometro. These parameters are reliable and well acknowledged in 

connection with academic work. Their data will be used to illustrate the level of 

social capital in Peru. Lots of data exists on these subjects and it has been 

necessary to select and discard what was of no relevance to my specific case. In 

utilizing secondary data, it is necessary to view the data with a critical approach, 

which will be done in the following sector. 
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Validity And Reliability 

Validity is used to determine whether the research truly measures what it was 

intended to measure, and if it in fact allows me to reach my research objective 

(Golafshani, 2003:599). The validity is therefore very specific to the case where it 

is applied. 

As mentioned above my empirical data is secondary data, as it will be other 

people’s investigations that constitute the main part of my empirical data, the 

advantages of this are many, it is less time consuming and it is readily available. 

But it also asks questions about the validity of the conclusions of the empirical 

data, since it could be highly biased, and several disadvantages can be gathered. 

The data have been collected for a different purpose than mine, meaning that I 

have no control over the quality or relevance of the data, neither is it ‘fresh’ nor 

new (Saunders et al., 2009). The data is therefore ‘unsuitable’ for my specific 

research question, meaning that I have had to find supplementary secondary data 

sources that will enable me to answer my research question. Furthermore I will 

process and interpret the data for my specific purpose.  

The aim of my thesis is to try to explain the lack of group microfinance in Peru. 

This question should be answered based on social capital theory, and the various 

connections the different proxies and types of social capital constitute. These 

connections are outlined in my literature review, and in my thesis I attempt to find 

a way in which it can be integrated into a Peruvian context. I will also draw on 

several investigations from Peru and other developing countries dealing with the 

connection of social capital and microfinance, and look at other plausible reasons 

why individual microfinance is more common than group microfinance. I have 

acquired a rich insight into the Peruvian microfinance environment from all the 

different data types I have, and they have given me an ability to draw some 

patterns and contradictions based on it. On the basis of this I will be able to answer 

my research question. The important thing for my thesis is not whether the 

findings from my case study have external validity, meaning that my findings are 

general and they could be applied to another setting, but simply to try to point out 

what is happening in my specific research setting, and how my case study relates 
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to theory (Saunders et al., 2009). Hence based on the abovementioned points, I 

argue that my data collection methods, analysis and conclusions are valid in 

relation to my research question and the objective of my thesis.  

 

Reliability means if the results of my study can be reproduced under similar 

methodology, if so the research instrument is reliable (Golafshani, 2003). Since my 

thesis will be guided by a positivistic philosophy the reliability of exactly what I 

have done and observed makes it possible for others to replicate my study and 

reach the same conclusion since it is subject to a positivistic interpretation, dealing 

only with observable objects, and therefore not dependent on my own world view. 

Whereas if I had been guided by a constructionist approach, the result would be 

determined by the interpretation of the individual. I will use statistics and 

numbers which also help to create reliability. 

Even though I am guided by a positivistic philosophy, I am aware that there might 

be observer bias and structural limitations that could possibly influence the 

reliability and validity of my research. 

 

Delimitations 

The main themes of the thesis, social capital and microfinance are broad and 

multifaceted topics. Due to time and scope constraints, it is necessary to make 

certain delimitations, in order for the research question to be answerable. Peru is 

the case country for this research for at least two particular reasons. First, Peru has 

the best microfinance environment in the world, and microfinance is used to a 

large extent in the country. Second, Peru scores some of the absolute lowest social 

capital and trust levels in the world, which makes for quite a puzzling situation as a 

case study. It could have been useful to conduct a field study in Peru, but since this 

has not been possible, a clear delimitation is that this thesis will be purely based on 

secondary data sources. 
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Introduction To Peru 

In this section relevant background information about Peru in the context of my 

case study is provided. I begin this section by briefly presenting some general 

country facts about Peru, leading on to its socioeconomic past and present, and I 

will try to determine the factors that could be seen as important to social capital 

levels and see how it acts out in Peru, this will be used in the following analysis 

section when it is applied in a microfinance setting. 

The departure of my investigation is the Latin American country Peru.  The 

population of Peru is 29,549,517 (Central Intelligence Agency, 2012) and is also 

the third largest country in South America (Acevedo, 2007:16). Approximately 

30% of the population live in the capital Lima, and rural migration has increased 

the urban population from 35.4% of the total population in 1940 to 72% in 2011 

(Acevedo, 2007:16; The World Bank, 2012). The constellation of the ethnic groups 

are Indigenous representing 45 % of the population, Mestizos3 representing 37%, 

Europeans 15% and African, Japanese and Chinese 3% (Central Intelligence 

Agency, 2012), meaning that Peru is a very heterogeneous country. The main 

religion is Roman Catholic with 81% and Protestant with 12.5% (Central 

Intelligence Agency, 2012). In Peru the level of growth is among the highest and 

most stable in the region and the Peruvian economy has been growing on average 

6.4% per year since 2002. Growth in 2010 was close to 9% and in 2011 almost 7 % 

(Central Intelligence Agency, 2012) thereby making it the second fastest growing 

economy in Latin America (Carrión, 2009:1). But this macroeconomic development 

does not necessarily result in lower levels of income inequality and poverty. 

Poverty levels in Peru continue to fall slightly and it is estimated that 31.3 % of the 

population lives below the poverty line, which is still high considering the overall 

economic growth (The World Bank, 2012). The high level of inequality is among 

other causes one of the reasons why microfinance is so widespread. The distinct 

geographical regions of Peru4 are mirrored in the socioeconomic division between 

                                                           

3 Mestizo usually refer to a mixture of indigenous and European or Amerindians, mainly Quechua 
speaking indigenous people. 
4 Sierra (mountain), costa (coast) and selva (jungle).  
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the coast’s Mestizo- Hispanic culture and the more traditional and diverse Andean 

cultures of the highlands and the mountains, and racial discrimination is prevalent. 

The poverty levels  differs significantly depending on the geographical region, 

urban poverty lines are always above the ones in rural areas, yet the rural sector is 

by and large marginalized from the modernity of the urban sector, especially the 

capital Lima (Acevedo, 2007:16).  

The Peruvian history is rather chaotic as well as violent. In 1980 Peru returned to a 

democratic leadership after many years of military rule. Despite the democratic 

leadership the country experienced economic problems and a growth of violent 

insurgency (Central Intelligence Agency, 2012). During the 1980’s the Maoist 

guerilla movement El Sendero Luminoso (The Shining Path) began fighting in the 

jungle regions of Ayacucho, this involved all sorts of terrorist actions making life 

very dangerous, and tens of thousands were killed5. This forced many people to 

escape to Lima, creating a huge metropolis with almost 10 million people, and 

expanding the need for jobs in small and medium enterprises (Conger et al., 2009: 

61).  

In 1990 Alberto Fujimori was elected president; this lead to a decade that saw 

significant progress in curtailing the guerrilla activity of El Sendero Luminoso, as 

well as producing a dramatic turnaround in the economy (Central Intelligence 

Agency, 2012). But Fujimori achieved these steps largely through authoritarian 

measures (Burt, 2006), and the economy reached a slump in the late 1990s which 

produced rising dissatisfaction with his regime, that eventually led to his ouster in 

2000(Central Intelligence Agency, 2012). Since then Peru has had democratically 

elected governments and a return to democracy. 

 

 

 
                                                           
5
 The Commission of Truth and Reconciliation estimates that 69,280 people were killed during the 

twelve years El Sendero Luminoso was highly active (Acevedo, 2007:29), and 75% of those killed 
were of indigenous background (Muñoz, 2007:1931). 
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Social Capital Indicators In Peru 

In the following an expansion of the proxies and determinants of social capital are 

explored. Despite the promising economic outlook for the country today, the level 

of trust towards public institutions is extremely low. Peru scores the third lowest 

trust level in all of Latin America (Carrión, 2009:2). Support for democracy in Peru 

is the lowest registered in all of Latin America with only 60.1% in favor of 

democracy (Carrión et al., 2011:44). The reasons for this could be the turbulent 

past of Peruvian democracy with a population being disappointed over and over 

again, and Peruvians exhibit a high level of support for military coups (Carrión et 

al., 2011:64). Satisfaction with democracy in Peru is also low, 61% of Peruvians 

declare that they are dissatisfied with the way democracy functions in their 

country (Carrión et al., 2011:58). This level is a lot higher than even similar 

neighboring countries, such as Bolivia and Ecuador, which is rather interesting 

considering the fact that the economic performance of the country has been very 

good, and the poverty levels are decreasing as well, especially in comparison with 

these neighboring countries (Carrión et al., 2011:44). Peru has the unique negative 

feature of attitudes, namely low political tolerance and low support for the system, 

making it a ‘democracy at risk’ according to Americas Barometer 6 (Carrión et al., 

2011:103). Generally the institution most trusted in Peru and Latin America is the 

church with 64%, and on the following three spots are radios, newspapers and 

TVs. Trust tends to have strong linkages with religious traditions. Protestant 

countries tend to have a higher trust level than do Catholic countries. An 

explanation for this could be that horizontal locally controlled organizations are 

contributing to generalized trust, while far-off hierarchical organizations tend to 

undermine it which the Catholic churches are good examples of (Warren, 1999: 

92).  Further down the list follow the state and political parties 

(LATINOBAROMETRO, 2011:50). Banks are trusted by 39% of the Peruvian 

                                                           

6 Political systems with high support of the system and a high level of political tolerance are 
political systems which can be predicted to be the most stable, henceforth a stable democracy. 
Conversely, in situations of low tolerance and weak support, the break of democracy seems to be 
the eventual outcome, and therefore these democracies are termed ‘democracies at risk’ (Carrión et 
al., 2011:103). 
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population placing them in the bottom reach of the Latin American countries 

(Carrión et al., 2011). 

A reason for the low political tolerance could be that corruption is very pervasive 

in the Peruvian society (Political outlook, 2011)and about 79.4% of the Peruvian 

population see corruption as something that is unavoidable and present in 

society(Carrión, 2009), 32% of the Peruvian population claims to be have been 

victims of corruption(Carrión et al., 2011:90).  34 % express trust in the 

government, meaning that fewer people trust the government than banks 

(LATINOBAROMETRO, 2011:52). Satisfaction with the judiciary system is the lowest 

in Peru in all of Latin America where only 11% trust the judiciary 

(LATINOBAROMETRO, 2011).  The levels of crime in Peru are extremely high in 

comparison to the rest of Latin America. Some scholars point out that in societies 

where crime and corruption levels are high, trust, and as a consequence thereof 

social capital levels, are low(Wike & Holzwart, 2008) which is an interesting point 

in this investigation of Peru.  

Looking into levels interpersonal trust/particularized trust7 it shows that 

countries exhibiting high levels of particularized trust tend to have a higher degree 

of democracy, particularized trust is seen to contribute to the advance of 

democracy because it works as a mechanism favoring interaction between 

individuals and assists their participation in voluntary organizations, this is 

thought to strengthen the democratic nature of society (Carrión et al., 2011:121). 

This is not the case in Peru as it is termed a ‘democracy at risk’ at the same time as 

having the lowest level of particularized trust in all of Latin America. The strongest 

predictor of particularized trust is the sense of personal safety, and in 2010 53.8% 

of Peruvians claimed a lack of personal safety, a number higher than even the one 

in Mexico where one of the most brutal and bloody drug wars is being fought these 

                                                           
7
 Americas Barometer uses the term Interpersonal Trust, but their definition of interpersonal trust 

is the same one as particularized trust, Particularized trust will therefore be used interchangeable 
with interpersonal trust. Interpersonal trust as a concept does not have an agreed upon definition. 
The data I have from Americas Barometer uses Interpersonal Trust in their surveys when asking 
people whether their neighbors can be trusted, this definition fits with particularized trust, 
therefore I have equalized interpersonal trust with particularized trust, which is then seen as the 
proxy for bonding social capital. 
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days(Carrión et al., 2011:123). Only 10.7 % of Peruvians claim that people tend to 

be very trusting (Carrión et al., 2011:121)121. Levels of particularized trust tend 

to be around 70% in European countries (LATINOBAROMETRO, 2011:48). This 

means that even within families and friends only approximately 10% of Peruvians 

trust each other.  

Another determiner of social capital is civic participation, whether the population 

generally tends to be actively involved in civil society organizations. What seems to 

engage Peruvians most are organizations of a religious nature which 41 % would 

participate in. This is interesting since as mentioned the church is the institution 

that most Peruvians trust, which could suggest that the church could be seen as 

some sort of gathering platform. But overall Peruvians exhibit a relatively medium 

level of civic involvement compared to some of the neighboring countries (Carrión 

et al., 2011:127), this could also be caused by the fact that Peruvians feel obligated 

to make up for state deficiencies. Deficiencies of trust in Peru have considerably 

hindered efforts to attain sufficient long term economic development, and the 

explanation for these deficiencies of trust points towards the historical 

experiences, cultural heritage of low trust and decades of dysfunctional 

government and specific groups in society that have obstructed growth, such as 

corrupt politicians, the military, the clergy and the left-revolutionaries of which El 

Sendero Luminoso is a brilliant example (Neace, 2004: 1).   

 

Here we have a context where all these factors have proven to be important for 

social capital, and the reasons for the low level of social capital could be drawn 

from religious and historical reasons. The findings seem to suggest that economic 

growth alone cannot automatically guarantee improvements in support for 

democracy and its institutions in Peru (Carrión et al., 2011). As shown in the 

Literature Review the idea that social capital is created through group microfinance 

is exemplified through Grameen Bank in Bangladesh, but with the knowledge 

about how social capital plays out in Peru, I will in the following try to explore if 

the absence of social capital can explain the lack of group microfinance. 
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Analysis 

My focus will therefore be on how we can explain the lack of group microfinance in 

Peru. The background for my research question is the theoretical idea that social 

capital is supposedly an outcome through group microfinance, and I have used the 

example of the Grameen Bank to show this.  

The first part of the analysis examines the Peruvian microfinance market, explains 

all the fact and tendencies of the market, gives examples of group microfinance 

that occurs in Peru with the main focus on trying to find other reasons than the 

absence of social capital in order to explain the lack of group microfinance. Based 

on the findings from the first part, the second part examines how social capital can 

be used as an explanation for the absence of group microfinance, this part will also 

include a discussion of social capital theory in relation to microfinance and my 

findings and a critique of the conceptualization of the connection between group 

microfinance and social capital. 

 

First Part Of Analysis- Microfinance In Peru  

Microfinance in general has been closely linked with the idea of group lending and 

joint liability (Lehner, 2009:1), and the group microfinance model has been the one 

bringing microfinance to the forefront of development policies. This presents an 

interesting case in Peru since group microfinance only accounts for approximately 

15 % of the Peruvian microfinance market, at the same time as Peru has been 

named the best microfinance climate in the world. The enormous growth of the 

microfinance sector in Peru has been marked by higher growth rates of individual 

microfinance rather than group microfinance, and the overall aim of my thesis is to 

investigate how the lack of group microfinance can be explained.  
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The most defining feature of Latin American microfinance is the fully commercial 

orientation of most of the microfinance institutions with respect to financial 

performance, financing, ownership and operations. Another key trait is the 

microfinance institutions’ adaptability and responsiveness to customer demand, 

the diversity of customers and its greater urban concentration (Berger et al., 2006: 

5).  The market concept of most MFIs in Latin America has evolved from poor 

micro entrepreneurs that needed capital to low- income households that needed a 

variety of financial services, and are able to put up collateral on their own (Berger 

et al., 2006:46-47). Latin America has been leading the way in transforming 

microfinance from a subsistence activity to a profitable business and Latin America 

is the region in the world with the most financially sustainable MFIs (Jansson, 

2001:3).  

During the 1990’s several laws were created to regulate Peruvian finance. The 

SBS8 created a new institutional form of microfinance, EDPYME 9.  A law from 1996 

included measures to improve risk management and to protect savings in MFIs. 

The law stated that risk assessment would be based on the borrower’s capacity to 

pay and guarantees would be used only as a means of last resort for recovering a 

loan (Conger et al., 2009:67). A reformation of the financial laws, regulations and 

norms were created to accommodate microfinance in 1997 called MES10, designed 

to facilitate lending to microenterprises, these types of loans were created on the 

recognition that small loans performed differently and their risk factors were quite 

different from business loans (Conger et al., 2009:70). The reasons for these 

reforms and regulations were several; the increasing number of large nonprofit 

foundations which wanted to mobilize deposits and term financing from the public 

to increase their lending activities, as well as the supervisory authorities’ 

obligation to regulate and supervise institutions that engaged in these activities 

(Jansson, 2001: 8). 

                                                           
8
 Superintendency of Banking and Insurance is an autonomous public entity which regulates and 

supervises all institutions of the financial system. The objective is to protect savings of the general 
public (Conger, Inga, & Webb, 2009). 
9 Entidades de Desarollo de la Pequeña y Micro Empresa, which is an NGO converted into a 
regulated specialized financial institution.This was a new kind of financial institution specializing in 
credit to small and microenterprises (Conger et al., 2009:25). 
10 “Loans to microenterprises” (Conger et al., 2009:70). 
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Peru’s microfinance sector in terms of microenterprise and small businesses is 

extremely important to Peru’s economic growth, representing an estimated 42 % 

of GDP in 2005(Pait, 2009:3). By 2009 1.8 million active microfinance borrowers 

were registered, and one in three urban and rural small enterprises are 

microfinance borrowers (Conger et al., 2009:14). Peru has the best microfinance 

climate in the world according to the Economist Intelligence Unit’s analysis of the 

microfinance business environment in 54 countries, and has won this claim for 

several consecutive years. The countries are compared across three broad 

categories, namely institutional development, investment climate and regulatory 

framework (The Economist Intelligence Unit, 2010). The microfinance sector in 

Peru has won due to favorable laws and regulations that the government has set 

forth. The industry is highly regulated, the SBS supervises 40 MFIs, and the 

supervision coupled with a well performing economy is some of the reasons for the 

best microfinance environment (Conger et al., 2009:15). Another reason for the 

microfinance ‘revolution’ is the increased access to credit. The act of lending 

became cheaper, leading to greater use of credit, it became possible to lend more 

cheaply and as a result thereof, to expand the use of credit (Conger et al., 2009). 

During the 1990’s and forward NGO’s and other microfinance institutions at the 

time began to move focus towards stand-alone loans to individuals, and the 

broader community organization as part of group microfinance was not seen as 

that important anymore (Conger et al., 2009:18). I will briefly explore the most 

common type of group microfinance in Peru in order to explore why it has not 

been more widespread and try to seek answers as to why individual microfinance 

is still more common. 

 

Group Microfinance In Peru 

The most common group microfinance type in Peru is village banking, in the 

following I will specifically look at investigations into a village bank investigation 

of FINCA-Peru by Dean Karlan (Karlan, 2007). FINCA-Peru was founded in 1993 in 

the city of Ayacucho, situated in the region of the same name, which during the 
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guerilla activities of El Sendero Luminoso in the 1980’s had been declared in a 

state of emergency, and FINCA-Peru was therefore founded as part of an initiative 

to rebuild the region in terms of development (Acevedo, 2007:29) Village banking 

works differently than the traditional Grameen model, where people interested in 

obtaining a loan sign onto a list, and when the list reaches 30 people, a group is 

formed. The idea of village banking is thus the hope of creating social ties 

(generalized trust) between strangers. “ Trust among group members is an essential 

ingredient for successful village banking” (Conger et al., 2009:79).  

The investigation therefore studied the influence of social capital on the 

performance of group microfinance and was able to show that social connections 

do improve repayment rates, through an improvement in the monitoring and 

enforcement activities of the peer groups. But the investigation cannot tell whether 

the improvements in repayment rates occurred because of greater trust, or simply 

from the fact that the participants in this specific investigation were somewhat 

homogenous, lived closer to each other and therefore monitoring was easier 

(Armendáriz & Morduch, 2007:105-106).  Therefore the result also suggests that 

the outcome of group microfinance is more effective in homogeneous regions 

where people are more geographically concentrated and culturally similar, and 

therefore people were less likely to default or drop out (Acevedo, 2007:61). The 

investigation supports the theory that people will tend to form homogenous 

groups, meaning safe borrowers will tend to group together with safe borrowers, 

while risky will do the same with risky borrowers(Acevedo, 2007:54). It seems 

that group microfinance in this way can harness local ties in ways individual 

microfinance cannot.  The investigation by Karlan argues that social capital does 

help in Peru (Armendáriz & Morduch, 2007:102-103). But the investigation does 

not explain the lack of group microfinance in Peru, and ends up concluding that it 

cannot be proved that group microfinance functions better than individual 

microfinance (Karlan, 2007:79).  

Acción International and its partners in Peru used to provide group microfinance, 

but stopped since they felt that their clients preferred individual loans for which 

they alone were responsible (Conger et al., 2009:85). Since trust is seen as the 
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basis for successful village banking or other types of group microfinance, this 

might give an idea as to why village banking is not more common, since trust is 

practically nonexistent. Also relating back to Grameen Bank it was said to work 

best in small-self selected groups, which village banking is not, and in homogenous 

and densely populated areas which most other parts of Peru are not. I shall later 

discuss the social capital reasons for the lack of group microfinance shortly. 

 

Neoliberal Policies In Peru 

Neoliberal economic policies specifically the Washington Consensus (WC)11 were 

implemented in Peru and in most Latin American countries in order to move on 

from the debt crisis of the 1980’s. The WC consisted of structural adjustments and 

stabilization measures, combined with privatization, export-led growth, and 

deregulation of the economy and reduction of the sphere of the state 

responsibilities, and the ideology behind this economic standpoint was 

individualism.  

Fujimori implemented a neoliberal model market economy in which trade barriers 

were drastically reduced, international funding opened, improved tax collection, 

and public enterprises were privatized(Conger et al., 2009:21). One of the major 

economic problems in Peru had been hyperinflation12 and shock therapy was used 

to bring inflation under control (Conger et al., 2009:62).  The ongoing program of 

economic restructuring resulted in growing inequality and persistent poverty 

levels, and exposed even more to poverty and unemployment due to the lack of an 

                                                           

11
 The Washington Consensus (WC) was formulated in 1990 in cooperation between The 

International Monetary Fund (IMF), The World Bank (WB) and the US Department of the Treasury. 
The main points of WC were that in order to experience a positive economic development, the 
following conditions were necessary: macroeconomic stability, free trade and privatization 
(Gyldendal, 2012). 

12 Hyperinflation is a very high inflation rate with price rises of several hundred percentage pr year. 
A normal cause of hyperinflation is when huge budget debts are being covered by printing more 
money. A rapidly increasing money amount will lead to higher inflation, and high inflation will lead 
to diminishing trust levels towards to monetary systems (Gyldendal, 2012). 
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effective safety net (Molyneux, 2002:172)and the number of poor rose to 54.1% 

between 1997-2000 (Conger et al., 2009:63).  

The response to increased poverty levels from IMF, WB and the international 

community was that development practice had to become more consultative and 

sensitive to the needs of the poor, minorities, women etc. The new development 

agenda had policies of bottom-up development of participation and 

decentralization. The bottom-up idea gained support, as the function of the states 

were to be decentralized and deconcentrated through continuing privatization of 

some of their responsibilities, while civil society was to take a more active role in 

the management of development and delivery of social welfare (Molyneux, 

2002:171-172). WB framed it this way “Greater efforts to take the burden off the 

state by involving citizens and communities in the delivery of core collective goods” 

(Molyneux, 2002:175). This is largely framed as social capital, and these 

participation ideas were steadily appropriated by government and international 

agencies and refashioned as policy tools. These tools were seen as a way of dealing 

with a range of social and political problems by trying to establish a more widely-

shared sense of social responsibility at the same time as the state role was being 

redefined and welfare commitments were reduced. The importance of social 

capital was highlighted through the main emphasis put on the virtues of voluntary 

work and self-help as a way to develop greater self-reliance and autonomy from 

the state (Molyneux, 2002:175). This emphasis on self-help and self-reliance could 

be seen as a strong form of individualism and connected with the negative aspects 

of social capital. The focus on individualism could be seen as the reason for the 

move towards individual microfinance, as well as the lack of social networks in 

Peru signified that people were not able to take advantage of social networks as 

was the idea.  
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Collateral 

One of the reasons for the invention of group microfinance was to secure collateral 

through which social capital was seen as social collateral. What I will investigate in 

the following section is whether the highly regulated Peruvian microfinance 

system has been able to make social collateral unnecessary. Initially it was clear for 

the MFIs that bank procedures had to be adapted to customers that lacked 

common education and banking experience. Almost all of the lending occurs 

without collateral, and has for the majority of the time microfinance has existed in 

Peru, “ instead of formalizing the borrower to meet the bank’s requirements, it was 

the lenders and their regulators who adapted themselves to do business with the 

poor” (Conger et al., 2009:17).  Specifically most of the Peruvian MFIs are defined 

as “minimalists” since they do not require the borrower to have savings, set up an 

account or attend training sessions, and therefore most microfinance activity in 

Peru now only differs from regular banks in terms of initial on-site evaluation of 

the microenterprise and the home of the borrower and in not requiring collateral.  

Different MFIs have used different measures to reduce the cost of risk, which 

included operational expenditures such as background check of borrowers and 

payment to credit bureaus. Various techniques have been used to circumvent 

collateral requirements, namely obtaining information on the borrower, or 

motivating repayment by presenting a carrot of new and larger loans conditioned 

on previous compliance (Conger et al., 2009:23). As the industry matured, and 

most borrowers were repeaters rather than new clients, the motivation to 

continue remaining creditworthy in order to have access to new loans has also 

come to replace the former need for research on the borrowers or the need for 

peer pressure as collateral. The creation of credit bureaus has become a powerful 

new and comparatively economical source on borrower information (Conger et al., 

2009:23). Over 90 % of microfinance operations in Peru are registered and 

reported to SBS, and Peru has some of the most developed credit bureaus in the 

developing world (Kane, Nair, Orozco, & Sinha, 2005:23). The Peruvian 

microfinance industry is highly diversified, the three largest MFIs account for only 

38 % of all microfinance lending (Conger et al., 2009:14). Since the market is 
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highly fragmented, there is great competition with about 40 formal MFIs (Kane et 

al., 2005:23) . Thus while competition is high, research points towards the fact that 

“microfinance institutions favor individual over group contracts when refinancing 

costs are low and when competition is intense” (Lehner, 2009:2).   There is high 

competition between MFIs in Peru and competitive pressures and general growth 

meant that the MFIs began moving towards larger loans and less poor borrowers 

(Conger et al., 2009).  

 

Characteristics Of The Individual Microfinance Clients 

As groups mature borrowers typically diverge in terms of what credit they need 

(Giné & Karlan, 2009:6-7). The tendency to lend to more successful clients has 

been evident in recent years (Armendáriz & Morduch, 2007:120). Group 

microfinance has tended to successfully serve clients starting small businesses, but 

group microfinance has been inclined to impose limits on the wealthier borrowers, 

and this has also caused MFIs to move towards serving the wealthier borrowers 

through individual microfinance (Armendáriz & Morduch, 2000). This is an 

interesting international tendency that could also describe what is happening in 

Peru, “microfinance institutions in Peru will continue to scale up and the poorest will 

drop out” (Conger et al., 2009:152), microfinance environment is exemplified by its 

good regulation, many NGOs and other smaller MFIs are moving towards becoming 

an EDPYME in order to gain more profit by catering wealthier clients (Conger et al., 

2009:150). Approximately 8 % of the population are served by microfinance, so 

millions remain excluded from financial services, the market is continually 

growing in order to try to reach the excluded, but “ the trend toward credit 

democracy is partially undermined by the tendency toward scaling up, giving bigger 

loans to successful clients and orienting lending toward higher-end borrowers” 

(Conger et al., 2009:152).  So individual microfinance tends to exclude the poorest 

of the poor which could be seen as a mission drift, since microfinance was 

established as a poverty reduction strategy. With the move towards individual 

customers they fail to reach the ones needing it the most, just as there is a lower 
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percentage of poor and female borrowers reported in individual microfinance 

(Hermes & Lensink, 2007:8-9).  

 

International Tendency Towards Individual Microfinance 

Not only in Peru is this trend towards individual microfinance present. Even the 

most well-known group microfinance banks such as BancoSol in Bolivia and the 

Grameen Bank in Bangladesh have started moving towards individual 

microfinance. The reasons for this move are many, but individual microfinance 

institutions seem to perform better in terms of profitability. (Hermes & Lensink, 

2007:8-9). Joint liability is used with group microfinance, and has been seen to 

ensure strong incentives of group members to do well and to monitor one 

another(Lehner, 2009:1-2). On the other hand when individual microfinance is 

used, the MFIs specialize in monitoring their borrowers. As well as the borrowers 

are exempt from the negative group aspects such as bearing any additional cost 

and spending valuable time with the other group members at mandatory 

meetings(Lehner, 2009:2).  

A way to ease monitoring of the individual borrowers has been the emergence of 

rating agencies that have specialized in microfinance, as well as a growing 

awareness of the market potential that makes investors give more funds to the 

industry, thereby not needing funds or donations as in non-profit MFI13. Enhanced 

access to capital markets entails improved refinancing conditions for the MFIs, as 

well as increased competition (Lehner, 2009:3).  

Due to competition pressures the entire Latin American microfinance market is 

starting to move towards individual loans, in order to provide loans better tailored 

to the need of each individual client. This has been prompted both by a wish to be 

                                                           
13

 A distinction is often made between non-profit and pro-profit microfinance institutions. Pro-
profit is when the MFIs are self-reliant and not dependent on external donation, and is a profitable 
business for both borrower and lender. This is the model most used in Peru. Non-profit MFIs 
considers microfinance (credit) as a developmental tool for the very poor, and it is not important 
whether it generates a profit or not. The important thing is improving the lives of the poor. (Kramp, 
2007) 
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more client responsive thereby responding to increased competition, but also due 

to the realization that there might be many negative aspects of group microfinance 

(and social capital) in crises. During difficult economic times many group members 

could barely repay their own loans, and therefore certainly could not repay others, 

leading to a possible domino effect on defaulting (Ramirez, 2004: 8).  

A characteristic of this new emphasis on individual lending is “individual-lending 

approaches also have appeal in sparsely populated regions, areas with 

heterogeneous populations, and areas marked by social divisions” (Armendáriz & 

Morduch, 2007:120), which the Peruvian context could be an example of. This 

quote seems to show that one of the reasons countries focus on individual 

microfinance is when they exhibit some of the factors that have proven important 

in terms of social capital level. This could be applied to the Peruvian context and 

what has been learned from this section is that conditions in the Peruvian 

microfinance market seem favorable for individual microfinance, but when looking 

at social capital levels it seems to suggest that not only are the conditions favorable 

towards individual microfinance, they are also most certainly unfavorable towards 

group microfinance. After having outlined the characteristics of the Peruvian 

microfinance market, many factors seem to show that the move from group 

microfinance towards individual microfinance is part on an international tendency. 

But as could be gathered, group microfinance has been created and has worked to 

a certain extent. In the following data will be interpreted in order to try to explain 

and discuss the supposed connection of group microfinance and social capital, and 

try to show how social capital can be used as an explanatory factor for the low 

incidence of group microfinance. 

 

Second Part Of Analysis- Social Capital Explanation 

In the previous sector I showed the specific features of microfinance in Peru, and 

tried to shed light on factors other than social capital to explain why group 

microfinance is scarce in Peru. It seems that the regulatory framework appears 

favorable towards individual microfinance, but it still seems as though the 
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Peruvian microfinance market is quite distinct especially in the way social capital 

types function which I claim is the reason for the low group microfinance. In this 

section I will apply these features to the theory of social capital and the case of 

Peru. As mentioned previously social capital as a concept can be measured in a 

variety of ways, which tends to make the theory confusing and difficult to grasp. 

Throughout this thesis I have used the distinction of types bonding, bridging and 

linking social capital, and I have used the proxies trust, norms and networks as 

proxies for the types of social capital.  

This is done with the recognition that social capital is clearly a multidimensional 

concept and that all the different aspects of the theory make important 

contributions to the connection with microfinance.  I have grouped the types and 

proxies together in terms of scope to measure the impact of the various social 

capital aspects at different societal levels, explicitly at micro, meso and macro level. 

We do not have much information on bonding social capital in Peru, but we have a 

lot of information on particularized trust, which can be seen as a proxy for bonding 

social capital. In this thesis particularized trust will therefore be used as a proxy 

for bonding social capital, as well as generalized trust will be a proxy for bridging 

social capital14. Generalized trust can also be seen as a proxy for linking social 

capital. 

 I will start out presenting data on the different social capital aspects in terms of 

scope. Afterwards I present a figure on how the link between microfinance and 

social capital actually seems to play out in Peru, keeping in mind how the supposed 

link is in the literature exemplified through Grameen Bank15.  This leads to a 

discussion, where the objective of this discussion is to try to discuss and either to 

prove or to disprove my hypothesis which states that the absence of bonding and 

bridging social capital seems to be preconditions for group microfinance and could 

therefore possibly explain the absence of group microfinance. 

 

 

                                                           
14

 See figure 3 in the Literature Review for a further clarification 
15

 See figure 2 in the Literature Review  
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Micro Level 

The micro level includes norms, networks and trust that govern interactions 

among individuals, households and communities at a horizontal level. Bonding 

social capital is situated at the micro level, bonding positively supports reciprocity 

and musters solidarity among individuals, maintaining a strong in-group loyalty 

and strengthens identities (Acevedo, 2007:58). Particularized trust largely 

corresponds with bonding social capital, which is why particularized trust is 

considered a proxy, and we have more information on particularized trust than on 

bonding social capital. It is thick trust within families, networks of close friends. 

Corruption flourishes on particularized trust, because particularized trusters 

strongly distrust strangers (Haase Svendsen & Tinggaard Svendsen, 2010), and the 

most corrupt countries have the least trusting people (Hooghe & Stolle, 2003:172). 

Peru is one of the most corrupt countries in the world, yet does not exhibit a high 

level of particularized trust contradicting the supposed connection between 

particularized trust and corruption. This could suggest that there is something 

more profound and graver at work in Peru than can be explained easily. Fukuyama 

frames bonding social capital and particularized trust as having a narrow radius of 

trust. The more heterogeneous a society is, the smaller the radius of trust is; in-

group solidarity can also create negative externalities by a possible reduced ability 

to cooperate with outsiders.  Peru is thus a country exhibiting a very narrow radius 

of trust. When having a narrow trust radius the trust within this radius is supposed 

to be quite strong, but as has been showed in the Introduction to Peru, only about 

10% of Peruvians claim that others in their neighborhood are trustworthy 

individuals, therefore the level of particularized trust is very low in Peru, this 

cannot explain the narrow radius of trust theory. 

Corruption is thought to be present within all levels of Peruvian society making the 

majority of the population distrust the government. As particularized trust will 

here be considered a proxy for bonding social capital, in the following I will 

elaborate on whether and how bonding social capital has been created through 

networks and associations.  
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As seen in the Introduction to Peru Peru has a relatively active civil society. The 

deterioration of the social fabric, during the war and instability in the 1980’s, lead 

regional development agencies to emphasize the call for social policies that were 

able to restore the fabric of society through the means of more community level 

networks, activating greater participation and ties of social solidarity(Molyneux, 

2002:173). During these economic crises and the civil war periods, collective 

action organization such as women’s organizations, neighborhood organizations 

was organized around basic survival strategies such as food distribution. In the 

absence of other alternatives they represented a collective responsibility for 

survival. (Burt, 2006:35). These efforts were collective resources but to be seen 

only in the light of the poverty relief they were providing, since all of these 

cooperative social movements were developed as creative solutions to immediate 

problems of hunger. The persistence of economic crises undermined the collective 

resource base because the short term survival strategies, which became somewhat 

permanent solutions, decreased people’s willingness to work voluntarily, and 

made many opt out in favor of individual solutions to the crises (Burt, 2006:36). 

This suggests that the collective action and civic engagement created were 

survival. The ethnic composition of Peru is highly diverse, and Peru exhibits a high 

level of horizontal inequality, meaning inequality between ethnic groups. Other 

countries in Latin America, such as Bolivia, Guatemala and Ecuador, that are also 

highly heterogeneous societies have a high level of ethnic mobilization, which is 

not the case in Peru(Muñoz, 2007:1930-1931). In the homogenous areas in Peru 

evidence seems to show that these populations have a stronger sense of identity 

and have been able to organize positive collective action with positive outcomes 

for the community (as well as being the only places where group microfinance has 

occurred), in the same way that educated people were able to form fairly 

homogenous communities with strong identities within the group (Muñoz, 

2007:1940). The various food distribution campaigns have been important sources 

of bonding social capital through informal connections with individuals of same 

status, which have helped people get by, through creating collective action to 

confront a crisis (De Silva, 2005:23-24). But the Peruvian society has not been able 

to create spaces of participation that go further than the local micro level, which is 
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seen as vital to facilitate integration between the micro, meso and macro level 

(Muñoz, 2007: 1941) which will be expanded on shortly.  

The social capital proxy norm which is important in order to gather people at the 

micro level was hurt during the civil war.   When looking at the historical context, 

the civil war and the authoritarian regime following were able to institutionalize 

fear which among other things helped to erode trust in and within families as well 

as in the broader Peruvian society. There is strong evidence to support the point 

that heterogonous societies tend to exhibit low level of social capital, since social 

heterogeneity undermines potentially important social norms. Cooperation and 

group participation tend to be lower in heterogeneous areas (Keefer & Knack, 

2005:27) although as mentioned previously the neighboring heterogeneous 

countries seem to be exceptions to the rule. Both El Sendero Luminoso and 

Fujimori’s authoritarian regime used violence as a means of invalidating 

individuals and groups who opposed them. In this polarized environment 

solidarity and trust were destroyed, social mobilization weakened, and collective 

identities destabilized. Fear became ingrained and a suspicion of ‘the other’ was 

created and came to dominate social relations at all levels. This had grave 

implications for any shared norms or networks given the strong social 

segmentation by ethnic background and social class in Peru, and split the 

heterogeneous war-torn country even further apart (Burt, 2006:40; Muñoz, 2007: 

1931). According to research violence tends to reorder and reshape political and 

social meanings and in the context of an extreme crisis, such as the one in Peru, 

collective referents are lost, future horizons somewhat destroyed and social 

criteria for ‘normalcy’ damaged. The state failed to take responsibility to preserve 

the basic elements of democracy, and the inability to guarantee citizen security 

contributed to a growing rejection of the system itself, democratic institutions 

seemed incompetent, corrupt and detached from the problems facing ordinary 

Peruvians. Without state institutions to guarantee rights to organize, civil society 

organizations disappeared. Thus both as agents of violence and its failure to 

prevent acts of violence, the state contributed decisively to disarticulation and 

fragmentation of civil society, and the 1990’s saw the entrance of neoliberal 
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restructuring and the authoritarian government maintained civil society 

demobilized (Burt, 2006:40).   Gradually more Peruvians viewed the political and 

civil liberties essential to democracy as nonessential and viewed heavy-handed 

solutions such as killings as acceptable, creating negative norms (Burt, 2006:42-

43). And this situation made people willing to cede citizenship and rights in 

exchange for order and stability which the dictatorship brought (Burt, 2006:35-

41). This connects well with the present high levels of support towards 

dictatorships. 

Today the population is more alienated than ever from political life, and collective 

action remains very weak (Muñoz, 2007:1937). Putnam states that membership in 

organizations is a major element of civic engagement, and argues that “one of the 

major forms of social capital is the relationships that people develop when spending 

time with others in activities not specifically focused on accomplished collective 

objective”(Klesner, 2007:14). The civic engagement in Peru can be seen as having 

only been created in order to accomplish specific collective objections and 

therefore not lasting or beneficial for society as a whole.  

Bonding social capital is therefore weak and very rare and networks between 

neighbors are decreasing. Bonding social capital does tend to form during crisis, 

but it also tends to disappear afterwards (De Silva, 2005: 29-30). 

 

Meso Level 

The meso level includes the horizontal and vertical networks and relations among 

groups. Bridging social capital is located at the meso level and is thus both 

horizontal and vertical relations among groups. Bridging works as a link to 

external assets and endorses information diffusion generating broader identities 

and reciprocity (Acevedo, 2007:58).The distinction between bonding and bridging 

is important in that bonding social capital only has benefits for the people within 

the small circle. Bridging social capital means going beyond one’s close circle of 

family and friends. Generalized trust corresponds with bridging social capital in 
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that it denotes the ability to trust everyone including strangers and the 

government. Having no generalized trust is alarming according to Putnam since it 

is the relationships with people outside of one’s immediate neighborhood that 

enable people to trust the government, this trust in turn enables government to 

work (Hardin, 2006). Generalized trust is thus normative because people trust 

what their rational calculations tell them and promotes non-excludable public 

goods which are due to its inclusive networks and terms of collective goods (Haase 

Svendsen & Tinggaard Svendsen, 2010:7-8). This again corresponds to having a 

wide radius of trust, because when group members trust each other the radius of 

trust can become larger than the group itself, due to the fact that social capital of 

the group can generate positive externalities and make group members trust non-

members.  

Bridging social capital has not been created in Peru, since there is no generalized 

trust between people of various groups. This could possibly be due to the civil 

society having been demobilized, although during the last years of the 

authoritarian regime a relatively small part of society, namely the middle class was 

able to actively join the opposition to state power(Burt, 2006:55). In a relatively 

fragile institutional system such as Peru’s, the poor find collective action quite 

costly and difficult, and they tend to achieve little from it, while the relatively well 

off with certain capacities can manage it better (Muñoz, 2007:1929-1931). The 

most common group lending model in Peru is the village banking model where 

group formation occurs randomly as a way to try to create bridging social capital, 

by grouping dissimilar people together. But no true evidence has been found that 

bridging social capital was indeed created.  The groups that were formed tended to 

be homogeneous, and for this reason it can be argued that the groups represent a 

low radius of trust, and that the group microfinance therefore has been unable to 

create positive externalities, but only bonding social capital at best. A reason why 

village banking has not spread in Peru could therefore be because in most other 

parts of Peru the population is predominantly heterogeneous and not able to 

create trust between one another. This distrust in fellow human beings could also 

possibly explain why as mentioned previously in the section on the characteristics 
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of the Peruvian microfinance market the clients of ACCIÓN have begun receiving 

individual loans in order to be the sole responsible persons, as well as the fact that 

individual microfinance is widespread in areas marked by high inequality. At the 

same time some rural areas in Peru are very deserted making it difficult to monitor 

and also to trust neighboring towns, especially if group microfinance is not used, 

because according to the Grameen Bank they were able to bridge and connect 

neighboring towns through group microfinance. Bridging social capital is thus 

absent in Peru. 

Macro Level 

The macro level is the national level with the social and political environment 

which shapes the social structure and enables norms to develop, and serves as 

basis for all social and economic activities. Linking social capital is positioned at 

the macro level, linking normally refers to vertical links between people 

interacting across explicit, institutionalized or formal power or authority in 

society, for example citizens’ interaction with local government or official 

institutions. Linking social capital allows people to influence resources, ideas and 

information from contacts outside their own social environment, this has practical 

importance for community development policies and anti-poverty strategies 

(Field, 2003:66). Generalized trust is also seen as being located at the macro level, 

but as was established above in terms of the meso level generalized trust in the 

shape of bridging social capital is absent from Peru. Therefore generalized trust on 

the macro level is absent as well. 

“Over the 50-year history of microfinance in Peru, growing numbers of formerly 

excluded borrowers have become clients of financial services” (Conger et al., 

2009:151).This quote seems to show that the formerly excluded poor Peruvians 

have now been linked with the banking institutions. As mentioned in the 

introduction corruption is quite pervasive in the Peruvian society and the trust 

levels are extremely low. This could point towards the fact that people are linked 

to institutions they do not even trust, referring to above that there is no 

generalized trust/bridging social capital thereby questioning the theory of linking 
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(De Silva, 2005:26). Yet people use MFI’s, and trust them to a higher extent than 

they trust their government since 39 % trust banking institutions, and only 34 % 

trust the government (LATINOBAROMETRO, 2011:50-52). This is not an impressive 

number, though, and it might be out of pure necessity and sheer survival that 

Peruvians use MFIs, and not because they trust banks because if they want to 

improve their standard of living they will need to take a loan in the banks.  

Therefore it seems that the general theory on linking social capital is inadequate to 

explain the Peruvian situation. Neither does it seem as though the Peruvian society 

is able to derive any benefits from being linked to the MFIs as it does not translate 

into social capital benefits which is supposed to be the case when linking social 

capital is present.  

Another form of linking social capital that seems to exist in Peru is the shared 

norm of the church which seems to be shared by a relatively large part of society, 

and the church might be seen as a gathering platform. The level of trust towards 

the church, however, is not overwhelming, but only marginally higher than 

towards official institutions. So the church might be seen as the only shared norm 

in Peru as well as an institution that people actually trust. Interestingly as well is 

the fact that the group microfinance programs in Peru that have been successful 

have been sponsored and created by NGO’s with Catholic visions(Conger et al., 

2009:148; Pait, 2009:2), which could show that trust again is a precondition.  

So it seems that linking social capital is present in Peru through two different 

forms. Individuals have been linked to the MFIs providing them with individual 

microfinance loans, just as the church is seen as the only institution that can gather 

people for civil participation and as a common norm.  
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Figure 4 - Actual Link between Microfinance and Social Capital in Peru 

This seems to be the actual link between Social Capital types and both Individual and 

Group Microfinance in Peru. And the only type of Social Capital that seem present is 

Linking Social Capital 

 

The presupposed connection between the sequence of bonding, bridging and 

linking16 social capital seems to show a different pattern in the Peruvian case, 

bonding social capital is hardly present, which corresponds with the fact that 

                                                           
16

 See figure 2 in Literature Review for further detail 
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bridging social capital is therefore not present either in Peru. Instead linking is 

present in society, created through individual microfinance and the church. In the 

following I will expand on my findings and try to test my hypothesis that states 

that the absence of bonding and bridging social capital can be seen as 

preconditions for group microfinance and thereby explain the absence of group 

microfinance. 

 

It seems clear that bonding and bridging social capital types are absent from Peru, 

and that it might not be that straight forward to construct these types. The 

patterns of distrust in Peru, due to historical and cultural reasons, seem to be quite 

persistent (Hooghe & Stolle, 2003:6). Peruvians have been accustomed to 

oppression in previous regimes and research shows that even in countries with a 

history of oppressive regimes that now have the democratic institutions in place, 

people will neither trust fellow citizens nor participate in civic life (Hooghe & 

Stolle, 2003:177). Uslaner argues that trust has cultural roots that are resistant to 

any change (Hooghe & Stolle, 2003:172-173). Bonding social capital as well as the 

proxy particularized trust seems basically nonexistent in Peru. Fukuyama states 

that “ the level of trust in a society decides on a ‘nation’s well-being’ and ‘it’s ability to 

compete’.. social capital is ‘a capacity that arises from the prevalence of trust in a 

society or in certain parts of it’”(Haase Svendsen & Tinggaard Svendsen, 2010), 

which the Peruvian case also seems to show that the proxy particularized trust is 

hardly even present within families and close networks and therefore it could be 

argued that bonding social capital is a precondition for social capital to appear. 

Reversely, Putnam argues that trust is an outcome of participation, but this seems 

wrong and non-fitting for the Peruvian case (De Silva, 2005:26). It seems that a 

declining stock of trust and norms lead to inhibited collective action participation 

(De Silva, 2005:29).  

Despite a relatively stable democratic political system, many reasons have been 

outlined as to why bonding and bridging social capital are absent. In the Literature 

Review the supposed theory that social capital is an outcome of group microfinance 

through an investigation of the Grameen Bank was outlined. The overall claim is 
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that social capital is an outcome of group microfinance, but at the same time the 

investigation seems to suggest that bonding was the only type likely to preexist 

before group microfinance was initiated, and that the Grameen Bank in some cases 

might have tapped into levels of already present bonding social capital levels.  This 

seems to show that the supposed connection has flaws and that bonding therefore 

is a precondition for group microfinance, which also seems to be the case in Peru, 

and what my hypothesis aims to point out.  

Grameen Bank works differently than village banking because it is self-selected 

groups, whereas village banking uses randomized group selection in order to 

create specifically bridging social capital. The village bank model thus suggests 

bonding social capital as an essential ingredient when borrowers decide whether 

to join the group or not, and as an essential ingredient for the creation of bridging. 

So even within the supposed link between group microfinance and social capital 

where the latter is seen as an outcome, several factors seem to point towards what 

I claim is a sheer and basic precondition for social capital to occur, namely bonding 

social capital. Evidence of group microfinance organizations clearly stated that 

they stopped focusing on group microfinance in Peru because people wanted to be 

the sole responsible for their loans which could be interpreted as being because 

they lack trust in their fellow human beings. 

 

Implications Of Research Findings 

All evidence points towards the fact that social capital is in fact a precondition for 

group microfinance, and that specifically bonding social capital is a precondition 

for any other social capital proxy to occur. As I have shown Peru has a very 

unfavorable environment for the creation of bonding and bridging social capital 

mainly due to historical factors, which seems in turn also to be an unfavorable 

environment for group microfinance and could explain the lack of it. What has 

been found out is that to a certain extent the lack of the social capital types 

bonding and bridging can be seen as a plausible reason for the lack of group 
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microfinance. It seems that both instead are preconditions for group microfinance 

to occur in Peru. The few experiences with group microfinance in Peru have 

pointed towards the fact that ceasing to use group microfinance has been due to 

the lack of trust between group members. Therefore the lack of social capital types 

bonding and bridging can explain the absence of group microfinance. 

Evidence suggests that Peru exhibits a favorable environment for individual 

microfinance which in turn creates linking, but not bonding nor bridging.  It also 

seems paradoxical that the Peruvian economy is one of the fastest growing 

economies in the world, yet this high and positive growth does not necessarily 

translate into social capital benefits, emphasizing the idea that social capital can be 

seen as development from the bottom up and is supposed to bring benefits to the 

entire society, the individuals that have been linked to MFIs experience personal 

benefits. Some scholars argue that linking social capital is only effective if there is 

correspondingly strong presence of trust and norms (De Silva, 2005:26), which 

could suggest that the linking social capital created in Peru cannot be seen to 

signify the same as the linking created through Grameen Bank where benefits from 

linking was spread to the entire society, and made the borrowers get ahead. Also 

linking social capital in Peru might further underscore the critique of social capital 

theory that instead of generating benefits to the entire society, this individual 

social capital might in turn serve to intensify existing inequalities which could 

possibly be the case in Peru where the focus on individual microfinance has made 

the poorest drop out. 

Throughout this thesis, the social capital works especially by Putnam has been the 

theoretical foundation being used and discussed. After having examined the 

Peruvian case, it seems as though social capital in Peru does not act out as Putnam 

suggest. Instead it seems as though the works of Bourdieu appears to be more 

accurate in terms of what is happening in Peru. Though there are several parts of 

Bourdieu’s thinking that is not fitting for Peru, yet he sees social capital as an 

individual resource and as something one can only benefit from if one already has 

social capital. Social capital is thus connected with the upholding of a societal 

hierarchy, and can be seen as a concept that will only further expand the gap 
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between the privileged and the poor, which might be the case in Peru. This 

Bourdieuian view could also suggest why individual microfinance leads to linking 

social capital since the linking social capital only spreads benefits to the ones 

receiving the loan. 

Several parts of the general social capital theory seem to be incapable of explaining 

what is happening in Peru. Linking is thus present, but this does not mean that 

other types or proxies are present. So not only has the question been raised 

whether some types particularly bonding social capital are preconditions for any 

other social capital type or proxy, also the question of whether you can have some 

of the types and proxies without creating the others. 

My research has thus raised important questions of how social capital is being 

conceptualized, and about the fact that not enough detailed discussion exists of 

how group microfinance and social capital fit together in contexts outside of the 

Grameen Bank context. As noted in the Literature Review the overall assumption in 

social capital literature is that the core unit of social solidarity is the group at the 

micro level. This is especially the work of Putnam that not only claims that the 

micro level is the most important level of social capital in order for the other levels 

to work, he also claims that it is social capital at the micro level that leads to 

solidarity at the collective level (meso and macro level), and this level of solidarity 

is what enables government and institutions to work. My findings, on the other 

hand, suggest that social solidarity can be created in other ways, e.g. by linking 

individuals with institutions, and that this is not necessarily dependent on bonding 

or bridging as preconditions, which is a quite interesting point.  

As pointed out government and institutions function in Peru and do not seem 

highly dependent on social capital on the micro and meso level. In Peru social 

capital proxies are thus present at some levels while highly absent on other levels. 

This could also point towards the fact that the types of social capital might not be 

good categories at least not in the Peruvian case because they do not seem to 

adequately explain what it going on in Peru.  
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Conclusion 

In this thesis, I have taken my point of departure in the connection between group 

microfinance and social capital, specifically in the supposed connection that the 

social capital types bonding, bridging and linking are seen to be outcomes of group 

microfinance. The lack of group microfinance could be seen as an expression of the 

lack of social capital.  

This has led me to the formulation of my research question: 

Can the lack of social capital types explain the absence of group microfinance 

in Peru?  

I claim that the Peruvian microfinance market can be used as a case study to show 

that these types of social capital do not play out as supposed in Peru and this point 

towards the inadequacy of the supposed link between group microfinance and 

social capital. Based on the research question, I explored the local context of 

microfinance and social capital in Peru in order to answer the research question 

and test my hypothesis, which states the following  

Bonding and bridging social capital, which are absent from Peru due to 

historical developments, seem to be preconditions for group microfinance and 

not just outcomes and might therefore explain the absence of group 

microfinance in the country. 

My research question was therefore to be answered in light of the way in which the 

correlation between group microfinance and social capital has been 

conceptualized. I investigated the specific features of the microfinance market in 

Peru in order to find out if the world’s best microfinance climate could be a 

favorable environment to specific kinds of microfinance and/or types of social 

capital.  

After having examined the Peruvian microfinance market and social capital types, 

my investigation states that bonding social capital is very scarce, and bridging 

social capital is absent. Instead linking social capital is present in terms of 
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individuals being linked to MFIs as well as people being linked to the church and 

the church seems to be the only shared norm and the institution most trusted and 

the preferred place for civil participation. 

It seems clear that conditions are unfavorable for neither bonding nor bridging 

social capital to occur in Peru, due to historical factors, which I suggest is the 

reason why group microfinance has been absent. Especially the lack of bonding 

social capital has made people unwilling to join together in groups since they see 

others as untrustworthy.  

Another claim which points towards the whole supposed sequence of social capital 

types being an outcome of group microfinance needs to be questioned; This is 

because some investigations of the Grameen Bank seemed to show that in some 

instances they might have been able to tap into already existing bonding social 

capital sources, again questioning the supposed idea that social capital is an 

outcome of group microfinance, which would then suggest that bonding social 

capital is a precondition for group microfinance and not an outcome. I therefore 

claim that my hypothesis can be proven because the lack of bonding and bridging 

has abstained people from joining group microfinance projects due to the lack of 

trust. Thus the lack of social capital types can explain the absence of group 

microfinance in Peru. 

 

I have highlighted a number of problems with the social capital concept by 

examining the Peruvian case. Therefore in a sense my investigation has been 

broader than just an exploration of why group microfinance is absent in Peru. I 

have used the Peruvian case to raise questions about the way social capital has 

been conceptualized, and my case study can thus serve to be a critique of the 

conceptualization of social capital types and the inadequacy of explaining the 

Peruvian social context. My findings suggest that an overall critique and 

reconceptualization of social capital types are needed. Likewise the proxies of 

social capital lack a clear agreement in the literature on how they depend on each 

other. A multidimensional concept like social capital might therefore give 
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problems when trying to apply it to a different context, if there are not any general 

guidelines for it to be transferred to different contexts. 
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This is the assumption of how the different types of social capital are connected 

with group microfinance, namely as outcomes (the proxies trust, norms and 

networks are supposed to be present at each level, see figure 3): 

 

 

 

This is the findings I have from Peru, which shows that linking social capital has 

been created despite the lack of group microfinance, and linking is manifested 

through the two proxies norms and networks, despite the lack of the proxy trust: 

 

 

 

 

 

 

 

 

Group microfinance has not been created due to lack of bonding and bridging 

social capital at both micro and meso level (and therefore a correspondent lack of 

the proxies at both levels): 

 

 

Figure 5- All Findings Shown In Figures  
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Perspectives For Future Research 

My findings are tentative and limited due to the fact that I have only been able to 

use secondary data sources and have not collected data on my own. I believe that 

my key contribution has been to show that the existing literature can be 

questioned since there is a need to investigate the sequence and the relationship 

between the types of social capital as well as its proxies- and the overall 

relationship between social capital and microfinance. The social capital theory 

needs to be conceptualized even more in order to be able to use the concept and 

apply it to different contexts. 

It would therefore be interesting for future investigations to collect the data in 

Peru and in that way be able to dig deeper into the reasons of why social capital 

acts out. As mentioned in the Introduction social capital is seen as the glue that 

holds society together, and therefore as something spreading benefits to the entire 

society. It seems clear that this is not happening in Peru in terms of bonding and 

bridging social capital being absent. Linking social capital is highly present in Peru, 

but it seems as though the linking created has not created social capital benefits for 

society as supposed, could this maybe show that social capital in fact is an 

overrated concept, and that social capital benefits might not be highly necessary? 

This should be investigated in the paradoxical view that the Peruvian economy is 

blooming and Peru has the best microfinance environment in the world which 

suggests that despite the lack of social capital benefits, the Peruvian society overall 

seems to manage well without bonding or bridging in an economic sense at least. It 

would also be interesting to compare with the neighboring Latin American 

countries, if they exhibit some of the same tendencies. 

Another interesting discovery has been that seemingly the church is practically the 

only shared norm for Peruvians and the institution people tend to trust the most. 

This raises some interesting questions and possible suggestions for further 

investigation. Evidence shows that the Catholic Church and external NGOs, such as 

Catholic Relief Services, have funded many village banking projects, and have 

played a major role in the initial establishment of MFIs and NGOs offering 
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microfinance. This could point towards the fact that in order for bonding and 

bridging social capital to be created through group microfinance, the church might 

in fact be the institution that is able to create this. I suggest this based on the fact 

that the church is the most trusted institution in Peru, as well as being the 

institution with the highest level of civil participation, meaning that future 

investigations might find that the church can be an institution generating bonding 

and bridging social capital, due to the fact that it is one of the most trusted 

institutions. Therefore if group microfinance is to prosper in Peru MFIs or NGOs 

offering group microfinance might need to focus on their religious values and build 

trust from this. 

An additional by-product of my investigation that raises questions is that as 

mentioned in the discussion, corruption is normally highly present in regions with 

a high level of particularized trust. Corruption levels in Peru are extremely high, 

yet it has been established that the level of particularized trust is low, this suggests 

a paradox in the way the connection is supposed to work and might suggest that 

something grave is going on in Peru, which could be very interesting to investigate 

more fully.  
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