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Abstract

This paper estimates the impact of microfinancategl activities on income of the rural poor membsrghe
MFIs located in the district of Narayanganj nearbhaka in Bangladesh. The empirical method uses
experimental survey to collect the sample of 16Gskeholds from the study areas during the montigdf and
May, 2013. The study employs the multiple regressiethod to analyze the data. The findings dematasthat
except income of the households earned from sowfcether than microfinance (MF), there has beerMfe
related variable which is statistically significaatinfluence the income earned from the MF-relatetivities by
the rural poor borrowers. This result implies ttie impact of MFIs on income of the rural poor iargladesh
is effectively nil. Hence, the objective of alletitey rural poverty remains as a far reaching phesrmon which
warrants exploring the alternative development mogto raise income of the rural poor and to afleevirural
poverty.
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Introduction

In recent years impact assessment of microfinanograms on income and poverty has appeared tochecil
and controversial issue in finance and economiczodirse (Ashraf and Ibrahim, 2013; Karim, 2011).
Nonetheless, such assessment hinges on anotheodivathcontroversial issue which is much diverse an
relative, because there have been several procedoreeasure the impact on income based on sulgecti
predilection of the authors rather than the use sthndard model (Ullah and Routray, 2007). Intbépect, one
prime instance is Hossain (1984) who compares thuséhold income in “before-after” situations of heor.
Perhaps, this was the first study ever which irigagtd the impact of microcredit programs on incarh¢he
poor showing a positive association between incameé microcredit programs (Develtere and Huybrechts,
2005). Recently, this procedure was followed byablland Routray in 2007.

Another procedure is to examine the impact of nfinemce institutes (MFIs) through the perceptionthudir
members or borrowers which was explored by HosgE88) who found that the economic condition of enor
than ninety percent of the Grameen Bank’s (GB) mamlimproved after joining the GB. Later in the @99
income of the rural poor was also explored by Khandnd Chowdhury (1996) and Khandker (1998) wiudk to
the lead to put forward that microcredit institutsohave positive stance on influencing income efghbor and
alleviating rural poverty which are the centraleatis of development literature.

Khandker and Chowdhury (1996) investigated the ithpéd GB and BRAC on income and rural poverty. Thei
findings expounded that a greater number of loanddcmake a lower level of poverty for all borrowerho
actively participated in the microfinance progra®snilar findings appeared in Khandker (1998) whkarained
the case of BRAC which revealed that increasing bemof borrowings reduced the poverty level in theal
areas of Bangladesh. Further, the study showedldhgth of membership had a negative relationshif w
poverty incidence. These results suggested thatrpodeclines with cumulative loan size taken frBRAC
which is also common to other cases of MFIs ingigdGB (Montgomery, 1996), ASA (Sharma and Zeller,
1999) and Proshika (Rahman, 2000).

In another study, Khandker (2003) estimates thg-lem impacts of microfinance programs such as G& a
BRDB in Bangladesh on household consumption anceippvn Bangladesh based on household survey data
collected in 1991/92 and 1998/99. The results ssigat microfinance benefits the poorest and bhataged
impact in reducing poverty among program participait also shows a positive spillover impact redgc
poverty at the village level. However, the effestniore emphasized in reducing extreme poverty ratten
moderate poverty. Khandker (2005) studied MFIsénagal and showed that access to microfinance gmusgyr
contributes to poverty reduction, especially fanée participants, and to overall poverty reductibthe village
level.
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By and large, Khandker is fully convinced that rommedit is an effective tool to reduce rural poye&imilar
evidences of positive impact on income and povargy also provided by other studies such as Chowdhur
Ghosh and Wright (2005), Alam (2006), Ahmed (200Rdhman (2010). However, these empirical evidences
advanced by Hossain (1984, 1988), Khandker (19988,12003, 2005) along with many others were fotnd
be contrasting with the findings of the studieshsas Hulme and Mosley (1996), Morduch (1999), Zelle
Sharma, Ahmed and Rashid (2001), Rahman (2000)¢1€2P04), Develtere and Huybrechts (2005), Ullath a
Routray (2007), Karim (2011), Ashraf (2011a), A$i{eD12b), and Ashraf (2013).

Hulme and Mosley (1996) examined 13 MFIs in seveuntries including Bangladesh. One of the purpafes
the study was to measure the impact these MFIsowerty. The findings of the study revealed thatrbaer
households above or on the poverty line experienbgher average income impact than householdsbible
poverty line. For the very poor, loan impacts alsoranegative in comparison to the control group.

Morduch (1999) reviewed the microfinance progranthef Grameen Bank in Bangladesh. The study exgplore
the sustainability and poverty. The evidence yidlitshtly larger break-even rates than the previstuslies. It
also concludes that raising interest rates andicytesit may affect the poor borrowers negativelyichhrefutes
the conventional positivists’ claim that MFIs ardgful to raise income of the poor.

Rahman (2000) explored a meta-analysis on the amedit program of Proshika which revealed thatlémgth

of association with the MFIs did not have a sigmifit impact on income of the rural poor particigaint
microcredit program. Yet, the study confirmed thajreater number of loans had influenced the ppVevel to
decline. Very similar conclusion was drawn in Hag{004) which investigated the impact of BRAC's
microcredit on the reduction of poverty in BanglsltleThe investigation compared the incidence ofepgy
depth of poverty and severity of poverty betweerABRmembers and Non-BRAC households and showed that
in the case of BRAC microcredit program has a mailiimpact on the reduction of poverty in rural Blaatgsh.

Zeller et al., (2001) report that group-based nfinemce activities in Bangladesh stressed the tfgihysical,
human, but also social capital as the key accesfelmto micro-entrepreneurship and microcredite Btudy
explored GB, BRAC, ASA and Proshika for analyzimg@rty impact. According to the results of the stud
there is a general tendency of the MFIs to plae# thffices within more developed rural areas \higter access
to infrastructure and banks, and avoid areas ttegahigh risk of flooding and other adversitiééthin the
more developed areas, the MFIs have not assiseedltta poor. The MFIs charge interest rates 1(&@ent
which is above the inflation rate.

Develtere and Huybrechts (2005) presented comparatierview of the impact of microcredit instituim like

the GB and BRAC in Bangladesh, which suggested ttiatvulnerability of microfinance members has been
reduced, but there is no consensus about whetkse tMFIs reduce the poverty. Ullah and Routray 7200
studied the impact of MFIs on income of the poad axerall rural poverty in the southern areas afigdgadesh.
The findings revealed that microcredit activitieglmo impact on income and rural poverty.

Karim (2011) reviewed a longitudinal survey on GRAC, ASA and Proshika in order to focus on the faf
rural poor women-folk in terms of economic uplifireugh microfinance activities in Bangladesh. Thelg is
naive to disclose the fact that women are naebeiff rather they have been caught in a viciousle of
poverty.

Ashraf (2011a), Ashraf (2012b), and Ashraf (201R)stigated the economic impact of MFIs in Bangtden
the life of the rural poor who have been strivimgdhange their fortune since right-after the litiera of
Bangladesh in 1971. Though microcredit scheme wiiated primarily in Bangladesh to unleash theatyoor
from the vicious cycle of poverty trap, the agerdds in serious debate whether the program isstieally able
to attain this noble objective. Here is the clumamed with this paper which articulated a measuiexpose the
fact of the MFIs whether these have any real effecthe income and poverty of the rural poor ind@adesh. In
so doing, the paper delineates theory base on iacgeneration through self-employment generated by
microfinance activities in the next section. Theseaarch design was developed following the resriid
discussion. In the end, conclusion and recommerativere provided for the proper policy options chhare
much required in the present critical situationtleé microfinance movements in the political econoafy
Bangladesh.
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Theory: Income Gener ation through Microfinance

There have been two categories of income-employmaith are wage employment and self-employment. The
microcredit expounds the self-employment schemehvbifers the small and collateral free loans toniners

of groups who otherwise would not have access eoctipital necessary to initiate a small businesssg¢Hin,
2002). The small capital that is supplied by theldtto the rural poor may have been worthy to gdeera
additional income which may aid to equity growttaifd only if some conditions hold. Theses cond&ibave
been conceptualized by Baker and Hopkins (196%)hith they discuss the role of credit to enhanc®iime
which can perpetually help build the capital baseessary to generate and sustain equity capitaftigrd-or
examining the dynamics of equity capital growtheythemploy the following theory-construct showinge th
possible link between credit and equity growth:

AE/E=[(D/E)(r-i) + r](1-0
where,

E = Amount of equity capital (i.e. the differenceween the value of asset and loan)
D = Amount of loan

AE = Equity growth

AE/E = Equity growth rate

r = Rate of return on assets

i = Interest paid on loan, and

¢ = Rate of consumption out of the income from assetMPC

As long as the rate of return on assets is hidtear the rate on the loan, credit will increase faimcome. The
higher the share of the loan in total capitE), the higher will be the growth of income of the helusld. And
marginal propensity to consunPC) being less than one, the higher is the househelshie, the larger would
be the capital accumulation made by the househdthdler normal circumstances, the poor may find ityve
difficult to save, but if the credit program is suhat the loan and the interest are recoverethailsnstallments
over a period of time, the loan may force compuylsegular saving of small amounts that would othsevbe
consumed under the pressure of poverty.

Resear ch Design and Data

The data collection exercise aimed at gatheringrinétion on the impact of poverty-focused interi@m of
MFIs on income of the microfinance beneficiary hehwmlds. Data collection took place in April and M2G13.
A total of 160 households were selected randomlfour villages of Rupganj in the district of Naraggn,
nearby Dhaka of Bangladesh. These four study \laig Rupgan]j sub-district of Narayanganj were csete
based on the criteria: (a) these villages have stirah major NGO-MFls; (b) the sample MFIs (GB, BRA
ASA, Proshika, HEED, BURO and others) have beerkingrin the areas for more than the last 15 ygajghe
demographic characteristics of the district are bgemous in terms of income, household consumptiealth
situation; and sampled four MFIs have interventifotaising on poverty reduction. The Table | liste sample
statistics which include gender, age, ethnic bamlgd, education level, marital status, and occaopatif the
respondent of this survey. The Table also includean, mode and standard deviation of some of thiablas
incorporated in the model.

The data were analyzed using multiple regressiatyais. The dependent variable was microfinancatedl
income and the independent variables were lengtheshbership in MFIs, household income from the cesIr
other than microfinance related income, househadbers, earning members, landownership, amoumtaof, |
number of loans taken from MFlIs, interest rate,sdafytraining and service charges. The resultsestdptive
statistics and regression have been provided iteTialand 11l respectively. The Rvalue was obtained as 0.23
and the ANOVA test indicates F (9, 150) = 4.838.01) which implies that the cumulative correlatien
effective or significant.

Background Char acteristics of the Respondents

From the survey it is apparent that there have W#gmfifty male-female members who responded e t
questionnaire. These figures may seem unusualubeaaost of the MFIs conventionally prefer to adeathe

micro loans to the female member of the houseltdadvever, in our sample there have been some MEEls asi

HEED and BURO which are indifferent to advancelttas among the male and the female borrowers thisor
reason, the figure for the male is close to thealermembers of the surveyed MFIs in Narayangamjsare
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Table|: Sample Statistics of Microfinance Borrowers

Frequency Valid Percent

Gender

Male 82 51.1

Female 78 48.9
Age

15-24 29 18.1

25-39 87 54.5

40 - 60 33 20.5

Above 60 11 6.9
Ethnic

Islamic 151 94.4

Hindu 9 5.6
Education

No Education 52 325

Primary 15 9.4

Secondary 40 25.0

Higher Secondary 50 31.2

Bachelor 2 1.2

Post-Graduate 1 .6
Marital Status

Single 13 8.1

Married 146 91.2

Divorced 1 g
Occupation

Housewife 55 34.4

Van driver, Riksha and Agriculture 30 18.8

Day-laborer and garment-worker 28 17.5

Teaching and other public job 8 5.0

Retailer 36 22.5

Tailors 3 1.8

In terms of age, about 55 percent of the memberbetween 25 and 39 years of old. The second majfrthe
borrowers of the age between 40 and 60 years sdoreabout 21 percent and the youngest borrowersgef
between 15 and 25 are scored for about 18 pertbate facts and figures imply that the MFIs woulefgx to
advance the loans to more productive borrowers avedetween 25 and 39 years of old which may dsertee
probability of loan default and increase the pralitgtof loan repayment rate.

The literacy status of the respondent members efsiimpled MFIs is noteworthy, because there haee be
almost one-third who are illiterate. The member®whave secondary and higher secondary educatiolittere
more than 50 percent. This fact indicates thatehegrofinance programs have the potentiality ofugimg
better utilization of the micro loans advancedh® borrowers.

In the case of occupation, about 35 percent ofbitreowers are housewife who perhaps borrowed thdsfu

which were used by other members of the houseldidut one-fifth of the borrowers are van-drivei&sha-
pullers and peasants. About 18 percent borrowersday-laborers and garment-workers and 22 peragent a
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retailers. The survey indicates that at least G&gme of borrowers used their loans for buying earts and
riksha as well as for running small shops likeifigig business in the village bazaars or otheragdl corners.

The sample statistics also revealed some inteestiots about the microfinance activities, inconagtgrns,
household demography and landownership pattermekhsThe average length of membership in the sardas

is about 5 years which exhibit a somewhat sufficpariod of time needed for changing the incomell®f the
borrowers by microfinance activities. The averageidehold members are about 5 and earning members ar
about 2 which imply that family burden are substmtomparing household members with earning membér
the family. This fact may suppress the smooth inedmpact of the overall poverty level of these ftura
households.

The average household income by the means otherntieofinance activities is about Taka 98 thouspad
year and the average income from microfinance iieivis about Taka 61 thousand per year. Oneefhibst
important other facts are the landownership padteshich indicate that at least 62 percent borrovaees
landless as well as homeless (Figure 1). The redulandlessness among the majority of the rurairpo
Bangladesh is consistent to other study (Cain, 1983d the average landholding size is indicatedlasut 19
decimals per household most of which are useddardstead and dwellings.

Figure 1. Histogram of Landholding Sizes of the Borrowers
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Impact on Microfinance Income

Income sources have been split up broadly into fevetors to isolate microfinance impact from otheurses.
Income generating activities related to microfirangrograms are most pronounced in the development
discourse (Ullah and Routray, 2007). Income isté@as the control variable or principal determinafinthe
economic condition of the household. In this studyal yearly income generated out of microfinanekated
activities has been taken into account as dependgiatble. The contribution of microfinance relatedtivities

to the total income of the beneficiaries was worked. However, collected data show that income from
microfinance related activities are significantyer than income from other sources.01).

From the Table IlI, the interest rate charged by Migls ranges from 10 percent to 31 percent which is
substantially higher than the average rate of ah®ypercent. The training period ranges from zexrgsdo 60
days per year and the amount of loan taken fromMRés ranges from 5,000 taka to 20,00,000 takas Thi
implies that among the borrowers, there have beemeswho are rich enough and should not be elidgible
getting micro loans. This indicates that there riggwve sorts of hidden agenda in terms of loan@tby the
MFls.
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Tablell: Descriptive Statistics

N Minimum M aximum M ean Std. Dev.
Member ship Length 160 .20 25.00 4.7881 4.63464
Household Income 160 .00 540.00 97.5437 97.77351
Landowner ship 160 .00 180.00 18.9468 28.78743
Amount of Loan 160 5.00 2000.00 70.4187 197.73613
Number of Loans 160 1.00 25.00 3.9938 3.92139
Interest Rate 160 10.00 30.90 18.6476 4.67604
Sickness: Days/Y ear 160 .00 365.00 31.5125 81.28713
Training: Days 160 .00 60.00 3.0375 9.35054
Service Charge Rate 160 .00 2.20 1.5363 .52650
Household Members 160 2.00 12.00 5.2312 1.75629
Earning Members 160 1.00 5.00 1,7125 .89293

The correlation ratios represented in the Tableindlicate that most of the coefficients are notistiaally
significant. This fact implies that there is no tiedlinearity among the independent variables ideli in the
model. However, many coefficients are appearecetodgative especially in the case of interestaateservice
charges which reflects the reality that high cadtlbans are negatively related to any type of atwveent funds.
The coefficients of microfinance income and codtéoans are also appeared to be negative. This sntweat
high interest rates have a negative influence conrive level of the rural borrowers. Owing to thisticalar
reason among the important others, microfinancgnaras appeared to be unpopular among the rural ipoor
Bangladesh (Karim, 2011). There have been evidethatsuggest that at least half of the rural pampear to
be outreach of the MFIs in Bangladesh (Ashraf, 2013

Tablelll: Correlation Coefficients
Note: Figures in the parenthesis are indicating signifiealevel

1 2 3 4 5 6 7 8 9 10 11
Membsp. Length (1) -
Hhold. Income (2) .10 -
Landowner ship (3) .00 -.06 -
Amount of Loan (4) .07 00 .03 -
Number of Loan (5) .54 A2 .00 .16 -
(.01) (.05)
Interest Rate (6) -07 | -.10 .02 -23| -11 -
(.01)
Sickness (7) 13 .07 .01 | .00 21| -05 | -
(.01)
Training (8) .03 .06 .00 -01| .01 -01| -11 -
Service Charge (9) A3 .09 .02 -.02 .04 37| .03 .07 -
(.01)
Family M ember (10) A3 -01| .00 .03 13 .08 37| .03 .07 -
(.01)
Earng. Member (11) .18 .10 -.02 .01 13 -.04f -.06 16 -.02 .06 -
(.05) (0.5)
MF Income (12) -.02 45 | .08 .01 -04| -01 .03 10 -02 -.04 .08
(.01)
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Table IV provides the results of multiple lineamgmression which shows that except one variable @agh
household income from the sources other than nii@an€e related activities, there have been no otheables
that are statistically significant in influenciniget microfinance related incomes of the rural poopleyed in the
sample of the study. Yet, the signs of many ofdkglanatory variables appear to be negative suddngsh of
membership, size of landownership, number of loareyest rates, service charges and number cfetmld
members. All these parameters are directly linkeith whe microfinance activities that showed bizarre
contribution which is contrary to the conventiotdim that the MFIs are influencing positively taise the
income of the rural poor.

Table1V: Multiple Regression Results

Variables Unstandar dized Standar dized

Coefficients Coefficients

B Std. Error Beta t Sig.

M ember ship Length -.262 1.442 -.016 -.182 .856
Household Income .345 .058 .445 5.988 .000
L andowner ship -.146 192 -.055 -.761 448
Amount of Loan .012 .029 .031 .406 .685
Number of Loans -1.656 1.282 -.115 -1.292 .198
Interest Rates -.642 1.327 -.040 -.484 .629
Sickness. Days/year .051 .075 .054 673 .502
Training: Days .654 .603 .081 1.085 279
Service Charge Rate -4.906 11.468 -.034 -.428 .642
Household Members -.688 1.264 -.042 -.529 .598
Earning Members 3.419 6.389 .040 .535 .593

Note: Dependent Variable: Microfinance (MF) Income

The negative sign of the length of membership iegplihat microfinance income is getting declinechwite
longer period of borrowing micro loans from the MF8&o, the borrowers who have been borrowing maans
for a long time would perhaps be demotivated wiik hegative result. The sign of land ownershipdatds that
it has negative effect as well on the microfinarelated income. The microfinance loans are primatésigned
to lend for non-agricultural business enterprisEsis fact may reflect its negative impact on miarahce
income to increase. The sign of the variable of tbesehold members also appear to be negativeach) f
conventionally only one member of the family usedobrrow microfinance from the MFIs and the restha
members become employed otherwise which contrittutacrease household income rather than microfi@ean
income. Besides, this fact may indicate that trepctivity of microfinance-related activities pemnfeed by the
rural poor appears to be negative to enhance twaria earned from microfinance programs.

Overall, the findings of the study suggest tharmiorofinance-related activities are significantlyntributing to
increase the microfinance income of the rural psbo borrow the micro loans from the MFIs in Banglsh.
Similar outcomes are also available in other stdigch as Rahman (1999), Ullah and Routray (20G0&0im
(2011), Ashraf (2013).

Conclusion

The main objective of this paper is to explore ithpact of the MFIs on income the rural poor in Badgsh.

The core theory that logically validates the apgln of microfinance scheme to raise the income ather

assets of the rural poor advanced that as longeareturns of the microfinance projects are moaa e costs
of loans and the value of marginal propensity tostane is less than one, growth rate of capital motation is

positive. Here in the empirical results of thisdstishow that the costs of loans which are substiintiigher

than average market rates and are not significamfllyencing to increase the microfinance relatetbime of the
rural poor in the study areas. Thus, the studydwidently quashed, at least for this sample, thand of the
MFls in contributing significantly to the econondevelopment of the rural poor in Bangladesh. Hetieole

of the MFIs in making significant contribution itleviating rural poverty through substantially iat income

of the rural poor has remained rhetoric and famftbe trumpets they have been rumbling since #gragrgence.
While the study cannot generalize its findingstHar research is needed to ratify the claim whethisrfinding

is valid.
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However, the main recommendation of this studfé the policy planners and development practit®oeight
to reformulate the development scheme to alledtaeural poverty through raising income of theatyroor. In
this respect, alternative policy tools may be mefgras Islamic MFIs which have already showed theientials
to raise the livelihoods of the rural poor in Baadgsh (Ahmed, 2007; Mannan, 2012).
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