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The study in hand attempts to determine the extent and intensity of poverty
incidence in Bangladesh with a view to estimate Hardcore Poor (HCP) and to examine the
efficacy of the Microfinance Institutions (MFIs) operations in reaching the later and suggest
alternative pohcy options better suited to rcach the IICP and tlius reduce poverty at the
grass root levels. Concomitantly, the possibility of poverty alleviation through microfinance
has been explored utilising available data on outreach of MFIs at the grass-root level.
Investigating the supply side alternative mechanisms of ‘credit only” and ‘credit plus"”
approaches and demand generative characteristics of hardcore poor, the Issues related to
their exclusion from participation in MFI operations have been examined. The study
further makes an attempt to quantify and analyse the calculus of mismatch between the

two ends.

In this study BBS data has been used based on a sample size of 16000
households. A two stage stratified sample design was followed in drawing the sample for
Poverty Monitoring Survey 1999. The list of Enumeration Areas (EAs) of 1991 Population
Census was used as the sample frame. The whole country was divided into two strata ;
Urban and Rural. Each of these strata was further divided into regions. A sub-sample of 20
households was drawn randomly from each selected EAs using random number table. Thus
the urban stratum provides a sample of 6000 households (300 households * 20 regions). On
the same lines the rural sample households numbered to 10,000 (500 * 20). The survey is
first of its kind which provided useful empirical spade work for the present study and to

develop a specific operational research model for the materialisation of this study.

Data from the survey conducted by Helen Keller International have also been used
in Iliis .study. The survey follows a multistage sanijiling design where llie 1st stage is marked
by a random collection of given (4) thanas from each division. The Z** stage consists in a
random sample of 40 clusters (mauza) from each of the six administrative divisions. From
each cluster a systematic sample of 30 households is drawn. Thus during each round a total

of 7200 households are bagged to constitute the rural sample.

The efficacy of MFIs in reaching the hardcore poor is examined with four

determinants ; the graved situation of poverty in the targeted area keeping in view the
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infrastructure at the thana level ; demand perspective underpinned by the existence of
demand generative characteristics; cost of providing microfinance services by the MFIs
and risk attendant with delivery of poverty alleviation services. Tlie liner programming
models developed to estimate demand for microfinance in this study make use of data
on region-wise number of poor households, average rate of return on income generating
activities (FMOl) and region-wise poverty lines or threshold income to cross poverty line.
Multiple regressions models employ region-wise demand obtained from LP output as

dependent variable and outreach parameters of selected MFIs as explanatory variables.

The correlation analysis in addition to outreach equations, econometric and
regression analysis applied for major MFIs (ASA.BRAC & Proshika) helped in determining
their comparative significance towards reaching the poor households. The poverty
indicators used for outreach analysis of Safety Net Programmes (VGD, FFW, IGVGD)
are : land ownership, literacy and per capita income. Mapping of Poverty vs MFlIs
carried out in this study also indicates regional mismatch among the associated variables.
PopMap package (a geographic data base software (1999) developed by the UN Statistics

office Geneva) has been used for developing a specialised application for this study.

The study reveals that nearly 100 billion Tk has been disbursed cumulatively by
the MFIs which is less than half of the total demand of Tk 232 billion as estimated by LP
model developed and applied in this study. The study concludes that despite enormous
MFls input with an outreach exceeding 16 million borrowers (number of poor households
being 9.15 million in the country), the access to HCP falls far short of the target of
reaching the bottom 20 to 25 percent outside the MFI orbit of operations. Among the
leading MFIs and other 521 MFIs analysed in this study, BRAC seems to have done
relatively better in reaching the poorest of the poor compared both GB and ASA. In
contrast to the MF'ls, the safety net programmes are seemed to have done even better. For
example the outreach of VGD in both targeting and reaching the poorest of the poor is
relatively better not only compared to MFIs but also to other similar programmes. Thus the
study recommends that the exclusive collaborative programmes such as IGVGD siiould be
expanded faster through providing them with adequate financing and support assistance

required to ensure their smooth functioning.
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Chapter |
INTRODUCTION

" Similar to knowledge, financial capital is power, and the poor are prepared to improve
their standard ofliving through a line of credit for which a dedicated support
organisation can he ofinitial assistance "

Human Dcvclopincni in South Asia 1999 p 136

Don Vask me what poverty is because you have met it outside my house. Look at the
house and count the number of holes, look at the utensils and the clothes | am
wearing. 1J)ok at every thing and write whatyou see. Whatyou see is poverty.

The Voices of the poor - World Development Report 2000 p3

1.1 Setting the Problem

About forty thousands people die daily ironi hunger not because of supply of
food problem but because of poverty, in the same world where as much capital as US $
1.3 trillion is traded daily in the capital market. At the time of Social Summit (26-30
June, 2000), there were 1.3 billion people out of 6 billion worldwide living in absolute
-poverty (people basically living on less than US $ 370 a year) with 44 percent living in
South Asia. About 550 million people were going to sleep hungry each night. According
to the predictions of the United Nations the number of poor will rise even higher to
1.9 billion by 2015, provided no concerted efforts are undertaken globally to fight
against poverty. In this scenario, poverty alleviation was the major theme of the new
Millennium Summit held in September, 2000 in which more than 150 leaders of the
world participated. A global plan of action for 2P' century was one among the

major outcomes of the Summit. '

Microfinanc, envisaging microcrcdil and broad range financial services®
rcccived global recognition and substantial support with encouraging response as a
follow up of Microcredit Summit held in February 1997 in Washington D.C. in which

about 2,900 delegates participated from 137 countries around the globe. The goal was

‘ Facts and figures extracted from various reports published by UN Deptt. of Public Info., April. 2000

A Financial services include deposits and savings, loans, money transfers and insurance to small enterprises
or income generating activities and borrowers focusing usually on poor.
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set to reach 100 million poor families worldwide, particularly the poor wbmen,
through microcredit by the year 2005 (Ahmed 1999a). The argument in favour of
microcredil lias by and large been convincing. It has been rcflecled in the decision

taken by UN General Assembly to declare the year of 2005 as the Yearfor Microcredit.

As opposed to the orthodox view of commercial banks about the poor conceived
as non-bankable, microfinance upheld the basic principle of human rights by facilitating
and providing access to the credit for the poor without collateral. The essential
features of a microfmance programme entail : flexibility in design and implementation;
targeted to the intended beneficiaries; participatory in institutional and outreach

mechanism; careful and close supervision , monitoring and continuous innovation.

In poverty alleviation efforts, lack of access to financial services to the poor is
often a critical constraint. Therefore, access to microfinancing is a strategy pursued to
achieve economic empowerment of the poor, particularly women. Coinciding with vast
expansion of international interest in the efforts of poverty alleviation, is the growing
belief that microfinance may be the world's answer to the growing endemic poverty.
Usually the focus is on poor households who are otherwise not reached by formal
financial institutions or in the words of Prof. Yunus untouchables' for the formal
system which insists on collateral. The resources for microfinance have further been
enhanced and gained momentum by the establishment of Consultative Group to

Assist the Poorest (CGAP) in 1995 by multi-donor efforts initiated by the W<jfM

The South Asia, with 29 percent of the world ‘s population is also home to about
43 pcrcent of the world's poor or about 500 million people. The incidence of rural
poverty in South Asian countries is much higher than in most of the Southea.st Asian
countries. The region-wise break down of available statistics indicate that the highest
(seventy six percent) microfinance funding is concentrated in Asia followed by 21
percent in ca.se <5f Latin America and the remaining 3 percent futiding in microfinance
goes to Africa (Khandkar 1998). In terms of outreach, 22.34 million clients which
include 16.89 million in Asia were reported worldwide by 929 MFIs (including 330 in

Asia) as on May 1999. The projected number of microcredit borrowers by the year
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2005 arc around 78.41 million against the target of reaching 100 million set by the

1997 Microcrcdit Summit

The formal financial sector in Bangladesh comprises : (1) Government
OrganisationJ namely Primary Societies;, BRDB and BARD’s Projects, and the
Ministries of Women and Youth Affairs; (2) Nationalised Commercial and Specialised
banks including Sonali, Janata and Agrani; Developmental Financial Institutions viz.:
BKB and RKUB and Specialised Bank viz:GB. The semi-formal sector comprises of a
large number of credit-NGOs. The development of microfinance is closely related
with  emergence of non-governmental organisations (NGOs). While relief,
rehabilitation and awareness building were the prime objectives of the NGOs, before
mid-eighties, poverty alleviation through the provision of microfinance has become the
central programme objective of almost all NGOs today. In fact, the NGOs' initiatives
in the field of microfinance is largely due to ’felt need ' of the people for credit and
financial services coupled with the realisation that access to credit from the formal
financial institutions is lacking. Increasing number of practitioners including
Robinson(1995), Otero and Rhyne (1994), Rutherford (1995) and Wright(1997) have
recognised the importance of offering a range of quality, flexible financial services in

response to the wide variety of needs of the poor.

The poor are not homogeneous. In case of Bangladesh, officially defined two
poverty lines provide basic parameters to explain absolute poor with caloric intake of
2122 kilocalorie and extreme or Hardcore Poor® (HCP) who can have caloric intake
ofless than J805 kilocalorie (BBS. 1998). These are estimated in monetary term based
on consumption (expenditure) considering the basic needs offood, clothing and shelter.
A distribution of luHiseholds of Bangladesh is illustrated in Map I .1 It rcllects
region-wise poverty concentration in terms of percentage of poor households to the

total households. It may be seen that Rangpur, Jamalpur, Mymensingh, Faridpur and

* The term Hardcore Poor (HCP) is synonymous lo extreme poor (.ilso used in BRAC’s study 1998) or
poorest of the poor including vulnerable poor ( also used by Helen Keller International in the analysis of
their surveys conducted in Bangladesh).
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Barisal regions have households with greater than 47 percent poverty
incidence. Despite considerable success in terms of outreach™, studies in Bangladesh
and other countries show that microcredit is able to serve only 35 percent oj the target
population leaving out HCP. Bangladesh is a country which has 2 percent of the world

population inhabiting more than 4 percent of the world poor.

in the present study, the Microfinance Institutions (MFIs) refer to NGOs
which operate microcredit programme,  following * Credit Only" or minimalist
approach, such as Association for Social Advancement (ASA) in Bangladesh and (or)
those  which undertake microfinance as one of their programme components,
following “ Credit plus” or holistic or integrated approach, such as Bangladesh Rural
Advancement Committee (BRAC) and Proshika. I'ne Grameen Bank (GlJ) in its
present status, is not an NGO but a specialised financial institution for the rural poor
operating in the formal sector. Based on its scope and operations, GB is also

included under MFLs.
Rationale of the present study

A major limitation observed in most of the studies on poverty and microfinance
is that there exist very limited or inadequate linkage and relationship between HCP
(Demand side - ability to access credit and to make profitable use of funds) and the
existing microcredit mechanism (Supply side - nature of present credit delivery
mechanism). A few studies such as Alanigir (1997 c); Khandker(1995); Backton
(1999); BRAC(1996) have made partial and narrow attempt with inadequate analysis
of the issue of MFIs outreach towards HCP. One cannot find any appropriate
framework for systematic analysis. Again in these studies one cannot find appropriate
linkage between demand and supply sides. There exists an obvious gap in the body of

knowledge for making an assessment and evaluation of MFIs outreach towards HCP.

* Oiitrcuch refers to participation density. It may be measured as the number ol' i)articipants in a
specific programme (in this ease the micronnance programme) per 1000 people in a particular area. lin
this study area refers to regions or greater districts. Membership of MFIs and disbursement of loan
amount have been used as outreach indicators in this study.
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Willi this backdrop , (he issue requires an updated look to fill up the missing gaps
through qualitative as well as quantitative analysis of linkage between MFIs and
hardcore poverty, fhe recent research completed by Matin (1998) ; Dowla(1998) ,
RahmanA and Razzaque et. al. (1998), CIRDAP (1999c) and others has also identified
it as vitalissue and suggested to pursue it as an important area for further study. This
study finds itself on apposite juncture to attempt this issue. lherefore examining
critically the access of MFIs towrads the hardcore poor is a vital issue of major concern
confronting majority of the development partners and stakeholders including
academics and researchers , practitioners, policy makers, donors etc. Thus, there is an
eminent need to study this issue from the perspective of examining the Efficacy” of

MFIs in reaching the HCP in Bangladesh.

1.2 Objectives, Hypothesis and the Methodology of the Stiuly
1.2.1 Objectives of the Study

The major objectives set forth for this study are:

(1) To understand poverty incidence (as a background) in regional perspective
concentrating specifically on Bangladesh and attempt to review strategic
approaches and programmes with particular focus on microfinance as a

strategy of reducing poverty ;

(2) To review, compare and draw inferences of MFIs and selected safety net

programmes evaluating their outreach to hardcore poor ;

(3) To identify and quantify HCP (demand perspective) poverty pyramid,

analysing factors and impediments faced in reaching HCP by MFIs

(supply aspect) and to analyse the exclusion of IICP from becoming

participants in the main stream of socio-economic development in
Bangladesh ;.

* The icrm Kfficacy, as it appears in the title of the study, means the cxlent of intciulcd effccl

focusing on the outreach of MFIs towards reducing poverty. The factors set for analysis (in this study)

to detcrmin efficacy are : poverty condition; demand for microfinance, cost of providing services and the
risk of conducting microfinance operations in the target area.
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(4) To analyse placement of selected MFIs in various regions'” of Bangladesh
devising a framework for regional based poverty measures and assessing

their efficacy in targeting the poor households ; and

(5) To suggest major recommendalions and policy implications based on the

findings of the study.
1.2.2 Issues lor In-depth Investigation

The issues related to the exclusion of the IICP can broadly be categorised into two
types : (1) the supply side factors pertaining to operational mechanism and delivery of
services ofMI'ls and (II) demand sitie factors (requirements) impinging on MCP. One
step Bottoni-vvard and one step Upward are probably the two threshold approaches
to undertake the challenge facing to the microfinance sector at the start of new
millennium The bottoni-ward approach is mainly concerned with the llardco re Poor
envisaging a graduation process from survival activities (creating safety net and
providing consumption credit) to undertake Instant Income Generating Activities
(IIGAs) . The Upward approach mainly concerns the beneficiaries of microfinance
who have shown their worth and potential in IGAs and are trying to be scaled up. This

approach is merely a graduation process from IGAs to microentrepreneural activities .

If the social programmes of the NGOs are " Open for All" and according to
Rahman (1998) and Prompt (1998), about 90 percent of the respondents perceive
NGOs as lending agencies then one needs to explore the implications towards the
IICP. This study entitled " An analysis of the lifficacy of Microfinance in Reaching
the 1ICP in Bangladesh” makes an attempt to address the first issue ie the bottom-

ward approach (related to HCP)

* Latest Poverty Monitoring Survey carricd out by r!RI.")AP-BIiS during April -May, 1999 is based on
21 regions. The names of the regions (greater districts) arc : Barisal, Bogra, Chittagong, Comilla Dhaka,
Dinajpur, Faridpur, Jamal pur, Jessore, Khulna, Kishdreganj, Myernsingh, Noakhaill, Pabna, Patuakhaili,
Rajshalii, Rangpur, Sylhet, Tangail and Chittagong lliil Track (CUT).
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1.2.3 riic llypotlu'S(2s

'Phe present study intends to examine (he above issues in detail. Accordingly,

the liypothcses may be drawn as follows:

0] There exists a mismatch between (he demand side ie anotomy of IICP and the
supply side ie the chemistry of MFIs outreach. The MFIs with their existing
operational mechanism have not been able to reach the IICP significantly.

(i) The placement of the branches of MI'ls have substantial mismatch with the
poverty situation in various regions of the country. The location of the branches is
skewed towards the belter-off iniVastructurc facilities rather than focusing on
poverty indicators.

(iii)  Special interventions are necessary with appropriate approach and effective
mechanisms which suit the needs of the IICP. Some of the programmes may
have performed better than the others.

(iv)  In order to reach HCP, optimum allocation of resources is required (at the level
of greater districts) to match the implicit demand of microcrcdit and the supply

by MI'ls.

1.2.4 The MethodolojTj'anil Sourccs of Data

The study concentrates mainly on synthesis and analysis of relevant facts and
figures exploring and quantifying the gap or mismatch between the two ends (HCP

and MFlIs).

The Melinxlology

The present study follow's three-pronged approach to address the main issue of
the efficacy of microfmance institutions in reaching the HCP in Bangladesh.
Firstly, understanding the nature , extent and intensity of poverty incidence,
indicators, trend and estimates of IICP in Bangladesh. Looking in broader perspective

with a view to examining poverty situation (characteristics and causes) and poverty
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alleviation strategies in the countries of the region and particularly focusing on
microfinance as a strategy in reducing poverty. The concept of Poverty Pyramid
(theoretical) may be another analytical tool suggesting decomposition of poor into
five various strata or echelons of the people (vulnerable or HCP, labouring, self-

employed, entrepreneural and near poor) lying below the poverty line.

Secondly, exclusion ofthe IICP in niicrocredit is the core theme and major concern
to be addressed in this study, A framework of selected parameters have been devised
for comparative analysis of selected MFIs to examine their efficacy considering the
approach and institutional mechanism and regional (greater district wise) outreach
in targeting the poor. In depth investigation of the supply side alternative mechanisms
envisiging various MI'ls and demand side characteristics of IICP including demand of
microcredit  for the poor households in the country will help in understanding

targeting and quantifying the extent of mismatch among these.

Thirdly, to examine the experiences of some selected safety net programmes such as
Food for Work (FFW) and Vulnerable Group Development (VGD). A comparative
analysis of their outreach will explore the best practice which may be amenable to
a sustainable mechanism for bringing the echelon of HCP in the mainstream of socio-

economic development.

Sources of Data

The study is mainly based on secondary data from the following major

sources:

@ The Poverty Monitoring Survey 1999 conducted by Bangladesh Bureau of
Statistics (BBS) which adopted a large sample of 16000 households. The survey has
produced poverty measures separately for urban and rural areas by desegregating at the
level of 21 regions (greater districts) of the country. The previous four similar surveys
(1995 to 1999) used a relatively small sample which provided poverty statistics showing
urban and rural breakdown by national level aggregation only. The 1999 survey is

unique being the first of its kind providing information on regional poverty lines
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which arc very much required to serve as input for the aiialyliciil framework of this

study.

(b) CDK’ Statistics Credit Development Forum compiles and publishes statistics
on periodical basis. In order to make it systematic, a uniform format was developed
for analysis of outreach parameters Onembership. savings, loans disbursement etc)
Extracting data on various issues, analysis was carried out made for selected MI-Is"

with regard to their past five years performance (1995-99, as of December each year).

(©) MFIs Hqs The data which was not available with CDF such as region-wise
outreach, was collected, synthesised and compiled from the record maintained by the
related sections in the head ofnces of major MFIs (GB. ASA, I'roshika and RRAC).
However, limitations of lacking the uniformity of data were overcome with certain

assumptions.

(d) UN and International Agcncics Relevant data on HCP and MFIs has also
been extracted from the published reports to substantiate analysis on various aspects
of the issues. Such sources include: UNDP (HDR 1999.2000; UN Poverty Report
2000, Human Development in South Asia 1999) FSCAP, ADB, World Bank and
CIRDAP.

(e) Papers presented and discussions held during national and international
seminars, briefing sessions and workshops organised by the author of this study in the

official capacity while working at CIRDAP, Hq, Dhaka.

()] Ohservations, interviews and Focus (irnui) Discussions held with field
officials, centre managers, beneficiaries and loanees in more than 30 villages during a
series of eleven exposure visit programmes on microfinance in Bangladesh organised
for more than one hundred tnanagers of the various development banks, practitioners of

> Credit I1”2evelopincnl Forum (CI5F) is n net work of more Ihiiii six hundred MI'Ls in Bnngladcsli . It
compiles statistics on six monthly basis.

10
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microrinancc and development exptMts and liigli level delegates IVoin abroad. A series
of reports and publications prepared by the author on these exposure visit programmes

are available in CIRDAP, Ilg Dhaka, 1Jangladesh.

(9 CMCs : in the regional perspectives, data was mostly collected from selected
countries which are member states of ('IKDAP' (CMCs: CIRDAI’ Member Countries).
The South Asian countries viz Bangladcsli, India, Nepal, Pakistan and Sri Lanka have
many common settings in terms of poverty situation and poverty alleviation initiatives
and strategies. More than 50 percent of the world poor arc concentrated in these
countries. Besides, these countries have more than half of the world's microcredit
borrowers and have further potential in nilcrofmance initiatives at varying degree of
outreach and impact. I'or instance recently, a microlinance bank has started

functioning in Pakistan sincc mid August, 2000.

(h) Other Sourccs : IIKI' 58 th  round October, 1999 ; Survey data on
vulnerability, socio- economic, demography and distress indicators related to rural and
urban areas; CPD : data on growth, VGD, FFW with survey sample of 1920
observations ; NAli'?: foreign funding of NGOs ; APP”'; World Development Vol 27 :
Analysis of survey of 121 Thanas in Dangladcsh. Extracted variables are on outreach
equation, econometrics and regression analysis; related articles and news published in
the daily news papers; information using internet. Some website addresses are given
in the references.

Q) In addition to the above, personal interviews, discussions and meetings were
held with  relevant stakeholders to clarify the available data and gain deeper insight

into important issues.

" Be,sides major MFIs (GB, ASA, BRAC, Proshika). data on 521 MFIs was also compiled on the district
and regional basis cnvisagin;; oiilrcacli slalisiics such as tncmbcrship, savings of the incmticr, loans
disbursed, loans outstanding, recovery and recovery percentage ctc)
* Centre on Integrated Rural Development for Asia and The Pacific (CIRDAP) is an inter governmental
regional organisation of' 11 member counlries with its headquarters in Dhaka. Poverty alleviation in the
region and rural finance / microfinaiicc is a vital component included in its programme of researcli,
training and pilot projects.

NGOs Affairs Bureau (working under the Prime Minister’s Sectt.of the Government of Bangladesh
" Analysis of Poverty Project (BIDS)
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The major MFIs i.e, ASA, GB and BRAC which are included for analysis in
this study are among the best 30 microfinance practitioners all over the world. The
UNDP, under its Microstart Programme being implemented in 25 countries has also
entrusted these three MFIs as Technical Services Provider (TSP)'*. The basic criteria
for selecting these MFIs as also set forth by the UNDP/are: poverty oriented lending,
no. of clients, percent of women clients, experience in operation of microcredit,
porlfolio, staff qualities and publications. ASA, BRAC and GB represent overall
MFIs sector as they have more than 80 percent presence at grassroots outreach in the
country. Representing both the public (Grameen) and private (seini-formai) sectors in
the country, they can provide insights on the main approaches which are followed in
delivering microfinance i.e  Credit Only (ASA, GB) and Credit Plus (BRAC).

Adequate documentation and literature is available in English language.

1.2.5 The Limitations

Due to time and resource constraints , collection of primary data through
special survey was not possible. The format of data available on MFIs varies as there
is no standard or uniform reporting system. Proshiksi works on the basis of Area
Development Centres (ADCs). The data used for analysis in this study is as of 31 st
March, 2000 envisaging 166 ADCs as of having 81797 groups (33863 male and 47934

female groups) with a total outreach of 1,587,639 members organised into groups (of
average size being 20 members) vvorking under ADCs. ASA maintains its Management
Information System on district based operational in 61 districts but these districts are
not the same as the administrative districts of Bangladesh. BRAC s districts are called
regions. It compiles its data on the basis of 4 divisions (Dhaka ; Khulna and Barisal,;
Rajshain,;  Chittagong and Sylhel). CH’s regions arc not the same as that of

administrative regions of the country.

AH the MFIs except GB, are out of the regulatory franiework. Therefore, they

have no bindings to maintain and produce any information on spcciHc format.

1 llos.sain M Aziin, A New Innovalion in llw Microfinance Sennves, Published in the daily

12
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Similarly, all the MFIs are not providing information to CDF. The study makes use of
524 MFIs reported by CDF as of,lune. 1999, The limitation of data was overcome with
a number of assumptions in order to bring it into desired formal needed for Poverty

Mapping and developing Regression Models.

Country wide data on poverty at 'lI'nana or district (at present 64 ) levels is not
available. Tliereforc. the models developed by the author are ba.sed on region-wise {21
regions) data on poverty. Similarly, the quality of data obtained from MFIs is also of
questionable accuracy. Depending upon the availability of relevant data, there is a scope

for further refinement and expansion of these models.

1.3 Framework of the Study

The framework of the study (illustrated in Fig 1.1) envisages : (1) MFlIs
entailing both the approaches of microtlnance : credit only (GB, ASA) and credit plus
(BRAC, Proshika) and other 521 MFIs are included in the study. The selected
parameters related to outreach analysis of MFIs are : membership, savings, loan
disbursement , repayment and loan outstanding. Trend analysis is based on the
performance of major MFIs (GB, BRAC and ASA) which cover about 85 percent of
microfinance operations in the country. The reference period for comparative
performance is the recent past 5 years (1995-99) ; (ii) A synthesis of region-wise (21
greater districts) break up of : (a) latest outreach of selected MFIs as of 1999 and (b)

number of poor households and estimated number of HCP households as of 1999

Findings of the study are based on : (a) input data from poverty monitoring
survey. The input data used for Operational Research model (Linear Programming) is
derived from the region-wise number of Poor House Holds (PHH) and twenty one
region-wise poverty lines and the threshold income to cross poverty line considering
average rate of return on rural income generating activities in the country ; (b)
Multiple Regressions Models which require input of region-wise demand obtained
from the output of LP model which is taken as dependent variable and outreach

parameters of selected MFIs taken as explanatory variables. These models determine

The Independent of 02 April, 1999

13
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comparative  signitkance (if MlI-Is towarils reaching the poor houscholds(PHH).
Multiple regression and correlation analyses have been carried out by making use of
SPSS (ver 7.5 for windows) package,; (c) Analysis of llic dctcriniiiants of Placcmeiit
of Branches using outreach equations, economctric and regression analysis of ASA,

BRAC and Proshika.;

Fig 1.1 I1"Viiincvvork of lhc Study

14
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(d) Outreac’li Analysis of Safety Net Profjranimcs using poverty iiidicalors such
as: land ownership, literacy, per capita income etc. The safety net programmes
include : VGD, I'FW,IGVGD and Ashrai. ; (e) Mapping of Poverty vs MFIs, which
indicates regional mismatch among (ho Iwt) eiilities. h makes the analysis easily
understandable, convencitig anil iniiovnlive. PopMap package (a geographic data base
software windows based 1999 version developed by the UN Statistics office Geneva)

has been used for developing a specialised application.
1.4 Organisation of the Thesis

‘I'ne  problem settings, methodi)logy used , sources of data, framework and
limitations of the study are presented in Cliapler 1. Reviews of literature on the subject
is presented in Chapter 2. Chapter 3 deals with perception of poverty focusing on
hardcore poor and a review of microllnance strategy of reducing poverty. Chapter 4
concentrates on the supply side factors including operational mechanisms and profile
of MFIs, outreach analysis and comparative performance analysis of major MFIs

ASA, BRAC and GB..

Chapter 5 is devoted to identify, characterise and qualify tlie hardcore poor in
Bangladesh. The chapter looks into the causes of exclusion of HCP to become the
participants of microfinance programme. The chapter 6  provides an analytical
framework on the outreach perspective bringing together both the analysis of the
demand side characteristics of HCP and supply side infraslaicture and operational
mechanism of selected MFIs. I-'inaliy, the summary of lindings and major policy

recommendations arc given in chapter 7
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Chapter I
REVIEW OF LITERATURE

Over the past three decades, Microfinance has increasingly gained momentum
worldwide as one of the seminal strategies aimed to reduce poverty. Micro-credit is
usually provided through a social mcchanism such as group based lending with the
objective to reach the poor particularly (he women who lack access to formal
institutions in most of the underdeveloped world. Among the familiar Microfmancial
Institutions (MFIs) arc : Self Melp Groups (NABARD) in India, Bancosol in Bolivia;
Amania lIkhtiar in Malaysia; Kenya Rural Employment Project (K-REP) in Kenya;
Bank Rakyat Indonesia (BRI) in Indonesia; Grameen Bank, Bangladesh Rural
Advancement Committee (BRAC), Association for Social Advancement (ASA) and
Proshika in Bangladesh. Supporting MFIs, many international agencies such as ADB
(1999c), CIRDAP(1999), ILO(1997) and APO (1999) placed emphasis on scaling up
the microfinance operations. Some other studies have recorded performance of MFls
as successful financial intermediation in executing microcredit prograinmes.
Dowla(1998), Hussain (1999), Hye (1996), Khandker (1998) strongly believe that

MFIs are emerging as an effective tool for alleviating poverty.

Promotion of group dynamics by MFIs for organising communities at grass-
root level has been appreciated in a number of studies including AKRSP (1998a) ;
Rahman M. (1994); Chowdhry N. (1996); Grameen Bank,(1994) and CARE, (1997).
The role of MFIs as a conduit for improvement in socio-economic development was
appraised in studies conducted by BRDB(1997); Counts (1996) and BRAC(1996).
According to Rahman R,I, (1998) and CIRDAP (1997). the empowerment of women
was being observed as one among the salient features of the programmes executed by
MFIs. As a practionar, ASA (1998) placed high emphasis on the need for institutional
sustainability of MFIs, Alam (1993) and Ahmed S (1999) highlighted substantial

outreach of MFIs.

International and national forums including CGAP constituted by the World

Bank and Credit Development Forimi comprising more than 600 MFIs in Bangladesh

16
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{CDI-'(1997a)} carried out studies on promoting effective role of MFIs in reducing
poverty. A reasonable number of studies indicate that Microfinance has achieved
success in reducing poverty {Sharif (1998); Khandker (1998); Joe(1991);
Santos(1999); Mujeri (1999); SANFI(1997); Rahman(19920; Yunus (1993)}. There is a
long history of efforts for poverty reduction in South Asia. The realisation that poverty
was grouping rapidly despite economic growth became acute during the 1970s. Many
countries designed special poverty alleviation progarmmes*. The perception of the
elements that made these programmes effective has changed over time and the emphasis
was varied from employment generation to human capital creation and community
participation. The experience of various strategies and programmes implemented by
Asian countries to reduce poverty may be concluded to be envisaged into two
approaches : (1) productive use of labour and (2) providing basic social services to the
poor.  Microfinance helps in the productive use of labour mainly by creating self
employment and creating income generating opportunities in the informal sector. (WB
1990). Overcoming human poverty through access to microfmance has become a
common strategy pursued to achieve economic empowerment of the poor, particularly

women

Some other studies concentrated on outreach at grassroots level include
Anwar (1999); ADPC(1991); ASA (1996 a). The increase in income of beneficiaries
through microfmance have been observed in many studies including AKRSP(1996);
Ahmed (1983); IFAD/OECD(1997); C1RDAP(1999b); Kadri(1999); Khandker(1995);
ADBN(1999); Hussain(1999). Some studies have also shown positive impact of
microfmance in terms of socio-economic development and improvement ol‘ the poor
such as Islam R (1998); Khandker,(1993); Khan(1996); Rahman (1998) and Dowla
(1998). Rahman (1998) concludes that microcredit has evidently resulted in economic
and social empowerment of the poor, particularly the women. Recognising
substantial contribution of MFIs, Ministry of Finance of the Government of

Bangladesh (2000), SANFI (1997, Bajwa R, (1998), BRDB (1998), GOP (1998a),

Mahboobul Hag Centre for Human Development, (1999b); Human Development in South Asia (1999) :
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Cliowtlhry. 1(1998) argued for including microfinancc as one among (he strategic

approaches for poverty alleviation.

One of the major limitations observed in the above studies is that the issue of
targeting hardcore poor by MFIs has not been assessed. Recently somewhat related
issue of drop outs of beneficiaries in MI-Is programme was included in the studies
conducted by ASA(1996b); BRAC (1996). It has substantively realised that the
microfinance has significantly been able to reach the hcHer echelon of ihe poor. This
notwithstanding, the hardcore poor (HCP), by and large remained outside the coverage
of MFIs. Assaduzzaman (1999 b) recognises it as a crucial issue which needs further
research to find out causes and effects of excluding hardcore poor from MFIj'

programmes. A critical analysis is required to assess the extent of outreach of MFls.

Bangladesh offers an adequate and unique infrastructure for analysis of poverty
and MFls. The world-renowned, Grameen Bank with a unique operational mechanism
of 1143 branches and 67,610 centres (village based) is serving to about 2.4 million
members in 39,635 villages. By and large it has proved the success of group dynamics
and demonstrated that the poor are bankable. More than five hundred NGOs deploying
about 50,000 paid employees (CDF, 2000) are exclusively engaged in providing
microfinance services with an active membership exceeding 8 million (as of June
1999) of which 85 percent are female. BRAC, ASA and Proshika are among the
internationally renowned NGOs with extensive infrastructure capacity and capabilities
as MFls. Amazingly, all these MFIs also admit that most of the HCP are out of their

coverage.

Poverty has traditionally been defined as deprivation or absence ofa ccrtain
standard of living. It is considered as a discrete characteristic cither one is poor or one is
not. Usually a line (at times notional) on tlie basis of a welfare or a basket of welfare
indicators is drawn and an individual or household is classified on one side or the other of

this line as being poor or non poor. Thus defining poverty consists in classifying the

The crisis of Governance. Oxford University Pres.s
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popiilulion into the poor and (lie non-poor. Measuring poverty seek to aggregate the

“amount™ ofpoverty into a single statistic.

While defining poverty in terms of “Welfare” we presume the existence of a
utility function, which stipulates that (he consumption of goods and services raises
welfare. It is further assumed that each individual or household possesses the same utility
function. Since consumption data are often collected at tlie household level, it is
convenient to work with household utility function. In practice, one should ultimately
identify the poor in terms of people, not houseiiolds. But with only household level
consumption data available, one has little choice but to assume that all members of each
household enjoy the same level of economic well-being. lronically this ignores the
important cjucstion of the intra-household distribution of consumption, particularly in

relation to implicit gender bias.

Given a household utility function, household welfare levels can be compared
using cost function, which specify the amount of money required by a utility- maximizing
household to obtain a given level of welfare. This allows one to compare households
welfare levels, which one cannot observe. However . comparison of their consumption
levels can be observed. Household consumption is measured in terms of expenditure on
goods and services with allowances made for on - farm consumption, owner occupied
housing, etc. A serious limilation of this approach is that welfare derived from leisure,
pleasure and pure public goods arc not accounted for, Household consumption approach
has two major problems. First is the time horizon - the process of poverty is dynamic
and therefore its level changes over time. One year is thought to be acceptable. listimates
arc however available even for shorter periods, llousehold incomei*C: i'xpeniiilure Surveys
are primary source of data for estimation of incidence of poverty in many countries.
These surveys are conducted periodically. Sometimes the frequency of such surveys is
erratic. The second problem is hou.sehoki composition as each member of the household
does not consume equal amount of goods and services. At times adjustments are made for

household composition on the basis of equivalency scale.
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A major problem in assessmcnl/ niL-iisiircment of poverty is that ofdala collection.
Poverty indicators in some countries are calculated as a by- product of national statistical
systems. In .some countries special surveys are conducteil to measure poverty, among
other things. International organizations have also made attempts to measure poverty
through various methods and have also made attempts to measure poverty through
various methods. Indicators have also been taken to strengthen national statistical system
so that they vyield reliable estimates on poverty. Among such etTorls are UNHCSP
(United Nations Household Capability Sur\'cy Prograninie) , under the auspices of UN
Statistical office. The World Bank also came up with its own instruments like Living

Standard Measurement Studies (LSMS) and Social Dimension of Adjustment (SDA).
Approaches of cstimatin}' Poverty

The estimates of poverty prepared in various countries by many authors even by
applying same source of data differed quite considerably. Some common measures for
assessment and measurement of poverty are discussed below:.

{1) Per Capita Income is commonly used as a welfare indicator. There arc two main
criticisms of its use in dellning poverty. The theoretical objection is that in many
developing countries, the incomes of a large portion of the population may vary from
year to year. The income of agricultural cultivators are the best example. The income
hypothesis suggest that there is a strong tendency for people with variable incomes to
save in abundant years and not to save in lean ones. Thus a given year’ s income may
not match a household ‘s average level of welfare as generated by the consumption of
goods and services overtime. The practical problem of using income to indicate welfare
lies in the measurement of incomes of people who operate their own farm or business.
Records of family businesses arc often not kept, and the concept of iirofit itself is unclear.
Ilie.se argunieiits are loss ctinviiicirig Ibi’wage earners for whom reliable income data can
usually be obtained. However, wage earners form only a small portion of the population
in underdeveloping countries while the permanent income argument slill holds.

(2) Household Consumntion and Per Capita Consumptions expenditures is a
particularly attractive welfare indicator because of its sound theoretical basis, as argued

above. While theoretical considerations call for the use of hou.sehold equivalence scales
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to adjust for household size, calculating such scales is controversial. 'lI'his controversy is
often avoided by using either total consumption or per capita consumption.
(3) Per Capita food consumption  Some economists propose per capita food
consumption as a measure of welfare. One advantage is that the data requirements arc
fewer. Non-food consumption can be ignored, and as.sociated problems, such as
estimation of the value of owner-occupied housing, are circumvented. Second, food
consumption may be more accurately reported in household surveys than non-food
consumption. Third, it is of often easier to construct food price indices than to make price
comparisons for non-food items. Yet the major strength of this method, its focus on food
alone, is also a serious weakness: the consumption of non-food necessities such as
clothing and shelter is ignored. Moreover, the measure depends directly on a household’s
propensity to consume food, which may vary across households.
(4) Food Ratio: is the fraction of the household budget spent on food. The popularity of
this measure stems from two observations by Engel, who noted that the food ratio was
inversely related to the size of a household’s total budget, and that it increased with
family size. Based on the former observation, Engel hypothesized that the food ratio can
serve as a welfare indicator. The second observation is often used as a basis for
calculating household equivalence scales. Indeed, one of the appealing properties of the
food ratio as a welfare indicator is that there is no need to adjust for household size or any
other difference in household characteristics. Despite its attractive properties, recent
research has shown that the first observation (“Engel’s first law”) may not always hold
for the poorest households in developing countries (Thomas, 1986). This casts serious
doubt on the use of this welfare indicator as a measurement of poverty.
(5) Calories: Under this method it is suggested that food consumption data should be
used to directly focus on calorie intake rather than on food expenditures or the fraction of
a household's budget spent on food. lhe appeal of this approach is that it has certain
objective foundation in nutritional studies such as Jclliffe,(1979). Yet the objectivity of
calorie-based definitions of poverty has been challenged (sec Srinivasan, 1981;Sen 1981,
and Upton, 1980), and the data requirements are very large. Finally , focusing

on calories again omits the non - food component of economic welfare.
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(6). Mcdical Data: one set of' indicators that may have practical relevancc comprises
medical indicators of health and nutritional status. These includc anthropometric
measures to determine the incidcnce ol'sliinting (low height tor age) and wasting (low
weight for height), as well as mcdical tests (sec examples cited in Berg, 1987). These
measures arc particularly relevant when focus is on the adverse et'fects of poverty on
young children. While it is fairly easy to obtain height and weight tlata in household
surveys, other medical data may he difllcult to gather. In addition, using mcdical data to
defme poverty may be misleading, because although health is correlated with household
welfare, it is not identical to it. However, poverty if measured by consumption data, is
highly correlated with health, therefore it may be helpful to use medical data to identify
the poor.

@) Basic Needs is another approach to determine the economic well - being of a
household (Straiten, 1981 and Stewart, 1985). Rather than determining the total
consumption of a household, or accepting a proxy measure for this concept, households
are defined as poor if their food, clothing, medical, educational, and other needs are not
met. Such needs are exogenously defined, for example, by groups of experts on nutrition,
health care, shelter, and so on. There is usually no attempt to aggregate various aspects of
basic needs into a single welfare indicator, which complicates the classification of
households as poor and non- poor . A second problem with this approach is the
subjectivity involved in determining adequate levels of health care, housing, education,
cultural amenities and so on.

(8) Physical Quality Life Index (PQLH : this index takes into consideration several
factors for quality of life and makes a composite index. Some of the variables used in
compulation of PQLI are : life expectancy, infant mortality and literacy into an equally

weighted composite index.

In many studies undertaken in Asia, during the past decade, povert>' line® is
equated to a per capita income needed to supply minimum daily per capita caloric

requirements. Some studies have focused on determinants of rural poverty being lack

AThe conccpt of poverty line, according to ILO (1977)’ is an attempt to scl a minimum standard of
living, in terms of diet, clothing, sanitation : one that pcrniils n family to lead a relatively healthy and
active life, even if they are deprived in other areas such as work and schooling

22



Dhaka University Institutional Repository

of acccss to ilnancial resources and social services, vulnerability to Ircquenl disasters
(Alam, 1993; Hossain, Zillcr, 1998; llossain Maliboob and Sen, 1992; IFAD, 1992).

Normally, poverty line in nionctary terms is used to portray the extent of problem. I-'or
example internationally, the level is defined as dollar a day. The basis of poverty line is
the income sufficient to supply the official caloric requirements for a country, weighted
for regional differences. The poverty lines derived in this way provide glimpse into

trends of poverty.

A few critical Obscn ation.s

Some recently carried out studies such as CIRDAP(1999a); Kardi(1999);
MI 1CMD( 1999a), HKI1(1999b,c) indicate that poor are not homogenous. Further analysis
is required to study various segmenis of population below the poverty line. I'he
perception ol' the concept oi' hardcore poor entails multiple aspects such as minimum
caloric intake (BBS, 1998), basic needs (advocated by WHO, WR, FAQO); per capita
income, deprivation and restriction of opportunities (Mag, 1998, Chamber, 1988,
Schultz, 1964) in terms of isolation, physical weakness and powcrlcssness. Haq (1998)

observes. ""What is critical for human progress is poverty of opportunity, not just poverty
of income. Poverty of income is often the result. Poverty of opportunity is a
multidimensional concept, embracing lack of education and health, lack of economic

assets, social exclusion and political marginalisation"

The UNDP defines Extreme Poverty (often called absolute poverty) as “ Lack of income
necessary to satisfy basic needs - usually dellned on the basis of minimum calories requirements;
Relative Poverty is defined as “ Lack of iiicomc necessary to satisfy essential non food needs - such as
for clothing , shelter -as well as food needs” ; and The Human Poverty as, " Lack of basic human
capaliilities : illiteracy, nialnutrition, ahbreviali-d lil'o spun, poor iniUcrniil heiillh, illne.ss from preventive
diseases. The indirect measures are lack of access to gootls. services and itifrastructure - energy, sanitation,

drinking water - necessary to sustain basic human capabilities”. The concept of extreme poverty
may also be referred to as synonymous to the Hardcore poor. Some studies have
extensively focused on various aspects anti dimensions of poverty. According to BBS

(1995) poverty decreased until mid eighties hut later on it remained stagnant or
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sometimes worsened. This view is also supported by ibid, 2000 b; Ilyc, 1996; llossain

Mufazzcl, 1999.

The lack cl'access to financial resources and social services and vulnerability to
frequent disasters have been considered as determinents of rural poverty in many studies
such as Alam(1993); Zillcr(199S); Mahboob and Sen(1992); 1FAD(1992). 'I'he studies
on measurement of poverty and poverty correlates establish that poor arc not
homogenous . Such studies include {Remenyi (1974); CIRDAP(1999a); Kardi(1999);
MHCHD(1999a); HKI(1999b,c)}. Some other studies concentrate mostly on various
features and operational mechanism of MFIs such as : outreach at grassroots level such as

Anwar (1999); ADPC(1991); ASA(1996 a).

hi his Nobel prize winning analysis of poverty and traditional agriculture, one can
recast Schultz (1964) as a pioneer of viewing poverty as essentially the result of
"Restricted Opportunities”. Schultz argued that the poverty of traditional systems of
village agriculture is the direct result of the fact that their resources, including their
knowledge base, is limited. About a hundred years ago poet Tagore said , " Lacking
money is not enough to define poverty. Lack ofconfidence keeps people poor. They can
never dream ofbeing rich . Chambers (1988) rightly mentions " The victims of poverty
not only suffer from income deprivation but also from a host of other constraints ". He
dis-aggregated deprivation into five dimensions: (1) Poverty proper: Lack of income
and assets; (2) Physical weakness: jMalnutrition , sickness, disability, lack of strength; (3)
Isolation : /gnorance, illiteracy, lack of access, peripheral location; (4) Vulnerability : To
contingencies , natural disasters, to becoming poorer; and (5) Powerlessness : t/nable to

control one's own destiny, lack of political power, and (or) organisation

It is an emerging phenomenon that the poor are further differentiated by income
and socio-economic status. Depending upon the nature and extent of poverty different
studies have provided different echelons of poor. Rahman (1998) classifies poor into
well off, middle, moderate and HCP on the basis of income distribution. Me Guir
(1998) endorsed BBS (1995) which identified absolute poor with daily food intake

less than 1805 kal cal; HCP with calorie intake of 1805 k.cal and Ultra Poor with
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calorie intake being 1600 k. cat. CPD (1997) differentiates poor into Moderate
poverty . Food poverty and Extreme poverty. Based on entrepreneurial potential,
Bottom line (HCI?) , Middle Line and Upper i.inc are also identified in tiic literature as
three strata in the poverty pyramid. Poverty Gap and squared poverty gap are also
commonly used in most of the recent studies such as CIRDAP (1999) . BIDS
categorisation is based on their own selected nuiltidimensional criteria through well-

being ranking by different groups of villagers in Mumudia during 1998.

The crucial aspect is that micri>nnance does not embrace ' all people below
poverty line'. it reaches those who are 'just below' or on' or ‘just above' the poverty
line and leaves out substantial number of liri’ (Subrahmanyam P. 2000). Whether it is
a "pull effect” or "push effect”, the echelon of HCP by and large remains outside the
microfinance programme. According lo the cs(ini;Ues by Women’s World Banking
(1995), in most developing countries, the formal financial services reach at a maximum
lop 25 percent of the economically active population, leaving bottom 25 percent without
access to financial services apart from money lenders. Of the target poor households in
Asia Pacific, less than 5 percent have access to financial services. If we exclude
Bangladesh (which is the only country where large number has been reached), the
numbers to whom microfinance services have been extended falls to less than one

percent of the target group.

Despite enormous input by MFIs . certain studies also indicate that HCP (the
bottom 20 to 25 percent ) are still out of their main stream” activities. As Rehman A,
1998 and several other studies™ have obser\'cd that it was only during the mid-nineties,
that HCP have not been the beneficiarics of MI'ls at large . rather the better-off
members of the rural poor called moilcratc poor could improve their socio-economic
position to some extent. Field level investigation reveals as pointed out by Rehman

(199S) that tiie IICP were not targeted specifically for the microfinance programme.

AWI'P-BRAC Phase ending Report 1998-99 IGVGD indicnlcs that nearly 15 percent of all household in
Haiigladcsh arc headed hy women of whom 96 percein iieiong to below poverty line and 33 percent of them
lall in liardcor poor.

" Rahman , Atiur & Rahman M M. Shatuliir (1>7). rorcrly in iUini*hnlcsh : .1 tixpcricnce
with Qualitative Tools. Part Ill. Draft Report afSnuth .-lLvia i’oveny Monitor Project Report. 1997
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rallicr a lew number of ihcsc houscliolds pai lieipaling in these programmes were brought
perhaps incidentally rather than systematically. There arc many variations in the findings
witli dilTerenl degree of emphasis, bul a large number of these findings agree as argued
by (ribbons (1994) that the major reasons are the existing socio-economic and political

power structure in the developing countries making the poor unreachable.

The Norwegian International Development Agency expressed its concern in
Bangladesh Country Policy Document of January. 1996\ The report says "The NGOs
have not yet taken to design a pro-HCP' approach to Poverty Alleviation. The existing
saving and credit programmes have not been able to reach the HCP,” Since then a few
studies { (Alamgir (1997a); ASA (I1‘W7a); BRAC(2000); CDF”’( 1997c); Rahman
(1998)} have been carried out by N(i()s (o asse.ss their own positions about targeting
HCP. However, again these studies arc very limited and narrow in their scope and

approach lacking any comprehensive framework and systematic analysis.

One of the fundamental reasons (hat NGOs have received much attention,
lately, is that they are perceived to have done something that national government has
not been able to do. NGOs seem to have no intention or desire to compete with the
Governments in their development efforts, on the contrary, most of the NGOs
continue to interact heavily with government agencies. Fovver (1990) remarked that

the effectiveness of the NGOs depends to a great extent on the relationship of "'support
and quality” within the organisation. Whereas, the GOs in most cases inherited the
colonial structure with top-down directives based on “ control and authority “ . Close
guarding of the NGOs or incorporating them with GOs is likely to affect its uniqueness

- support and equality.

Sanyal (1993), in describing the existing relationship between NGO,
government and donors remarked that, “ There is no doubt that NGOs and government
still have differing pictures of each other in Bangladesh ... Government tends to see
itself as having a monopoly on authority and policy making ... NGOs tend to see
*NOVtH Report on , "Banglailcsti roiintr>' I’oiicy Document; Summary I'roccedings of Mid-Term Review

Worlisliop", t'W6
*The term ItCP used in tliis study .stands for IInrdcorc I’oor.
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Illicmselves as having superior claims to the truth, good intention and the interest of the
poor. And yet some observers pointed out that tlie atmosphere of “ (infagomstic
cooperation™ actually serves the Interests of all the actors concerncd - the NGOs,
government and donors who co-exist and inter-relate in the manner of joint family in
which differences are accentuated in order to legitimize their respective , linked roles

(Lewis 1993 p56)

According to an estimate® with an 18 percent annual increase in consumption, a
poor household of six members could be free of poverty by borrowing about Tk 12,000
(S 300) a year. Poverty reduction estimates based on consumption impacts of credit
shows that about 5 percent of programme participants can lift their families out of
poverty each year by participating in and borrowing from microfinance programme.
The effect of microcredit programs on village level poverty reduction is smaller.
Overall, only 1 percent of rural households can free themselves from poverty each year
through microcredit. Moreover, some of this reduction may result from income
redistribution rather than incotne growth. The social cost of supporting microcredit

programmes is low, being estimated as $ 11 per household per year.

A major problem faced usually by the financial sector is poor recovery from
the borrowers particularly in the ease of large size loans. Almost half of such borrowers
become defaulter. The willingness to support MFIs is supported and inspired by the
fact that most of the clients (90 percent plus in case of Bangladesh) repay their loans.
Some analysts have failed to identify how loans do, in fact, get repaid with such a high
rate of interest ranging up to more than 30 percent. The reports ( eg PromFT, 1996,
UNDP) arc emerging from social workers that these high rates ol recovery are due ti)
either new loans from the MFIs themselves or from the Village Money Ixnders as the

last resort.

* Kli;m(lker,1998 pi48
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Fmpirical I'rofilc of Iljirdcorc !*oor

It is important firstly to understand who and liow many arc IICP. Depending
upon the period and the methodology used in measuring poverty, the estimates of IICP
vary widely™ from 22.7 to 31.6 perccnt. A more general estimate provided by Marcia,
R., Sam.son (1998) is that the poorest belong to the bottom half of those living below
poverty line set in their respective countries. Various estimates for 1ICI” are ; () Based
on the population data of 1995, around 57 million people (including 47.6 perccnt rural
and 46.7 percent urban) are below the absolute poverty. The IICP (dircet calorie intake
of 1805) were 28 percent while the ultra 11CP (dircct caloric intake of 1600) were 17.8
percent {McGuire 1998); (2) 49.7 pcrcent urban and 47.1 perccnt rural population
comes under absolute poverty, 'I'nc IICP are 27.3 perccnt in urban and 24.6 pcrcent In
rural Bangladesh.(BBS, 1998) ; (3) One of the BIDS Report indicates that 22.7 percent
of the rural households in Bangladesh belong to the category of ItCP (Rahman A,
Raazaque A et.al., BIDS, 1998; (4) In a sample survey of 1072 respondents , BRAC
found 27 pcrcent members as [ICP, 25 pcrcent as moderate poor while the rest 48
percent arc non poor (Hussain, 1998 p 97); (5) According to Rahman{1998), IICP
households as percentage of total population in surveyed villages on average is 31.6
perccnt while the moderate poor households as percentage of total population in the
same villages is 35.9 perccnt. The total poor households as percentage of total population
are 67.6 percent® The results arc based on a survey of three villages namely Ultar
Aushtogharia, Darir Charia kona and Uttar Salutia in Kishorcgonj district; (6) While the
moderate poor constitute 29 perccnt of rural households, the corresponding figures for

IICP was 22.7 pcrcent (Son, 1998).

The di.screpaiicies observed in poverty estimates arc mainly due to conceptual
and methodological differences. For instance according to Rahman and Haq , 1988 |,
the poverty situation in the rural Bangladesh deteriorated over the period between

mid 1970s and early eighties ie increasing the magnitude (percentage of population

*such as: 28 perccnt (McGuire 1998); 22.7 pcrcent (Sen. 1998); 31.6 percent (Kaliman, 1998); 27,8
percent (HKI, 1998) of the total population wherea.s 22.7 perccnl (Raliiiian A. Kaazaqtie A etnl,, HIDS,
1998) are rural HCP.

Social Programmes ofNGOs and the IICP :cvidcncc from Ihe I'icUl Survey p 2'i, Rnhninn A cl.nl, 1998,
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below poverty line) from 55.7 percent in 1973-74 to 61.1 percent in 1976-77; while
according to the study conductcd by Miigiadn, 1986, (he magnitude over the same
period remains 59.9 perccnt and 68.2 percent respectively. According to Kavallion
(1990), the magnitude of poverty at national level has fluctuated from 52.3 percent in
1983-84 to 49.7 percent in 1991-92 while over the same period it has been 62,6
percent and 47.5 percent respectively as quoted by BBS, 1997. Some studies
including BJ3S (1995); ibid, (2000 b); llye, (1996); llossain Mufazzcl (1999) indicated
similar findings that poverty decreased until mid eighties but later on it remained

stagnant or sometimes worsened.

The WB has come out with a disquieting statement that 61 percent of the total
urban population in Bangladesh is now (in the beginning ol' the year 2000) below the
poverty line and the trend is likely to continue to rise in the coming years. Out of them,
40 percent arc HCP. The capital city of Dhaka has got 55 perccnt of its population below

poverty line while 32 percent of them arc IICP"”

Summing up the review of literature, it is instructive that MFIs and HCP require
a critical analysis for establishing realistic linkages. To this end regression analysis
among various determinants and variables are to be explored. There is need to have a
critical look on factors and institutional mechanism of MFIs which directly or indirectly
influence their outreach towards HCP. In other words it is required to examine
whether MFIs can provide a facilitative role with their existing product and design to
bring HCP in the microfmance. Simultaneously, one can also look into and examine

other options or alternatives such as safety net programmes intended to reach HCP.

"Mahmud Ami (2000), The role ofNaiional devclopniciU in Poverty alleviation.
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Chapter 11l

APPROACHES ANI) STRATEGIES FOR
REDUCING POVERTY : AN OVERVIEW

"Poveriy Programmes have put a greot deal of emphasis on small scale iiuen eiuions such as providing
schools, clinics or microfinance. Sometimes they fncits drminnnily an such interventions  overlooking;
such national issues as economic policy making; or building governance institutions, and these
inte/Tentions are not always successful in rearliitig the poor.” UNDP lliniiaii I'ovcrly Report 2000 P 88.

3.1 Inlrodiiction

Tliis chapter provides an understanding of the concept of poverty and its
measurement. Based on 1999 survey of Bangladesh Bureau of Statistics, an attempt has
been made to analyse variations in regional poverty lines prevaiUng in the country.
Discussing the core issue of reducing poverty, the chapter gives a cursory look on
the progress in poverty reduction through various strategies followed in the selected

countries of the region particularly in case of Bangladesh.

Besides the government programmes, the programme of the NGOs constitute
a large, active and effective sector with significant nation wide coverage. It is also
interesting to look into GOs - NGOs collaboration in poverty alleviation to rellect the
strengths and weaknesses of their programmes. In particular, the microfinance
strategy has been illustrated in terms of methodologies envisaging group lending and
individual lending and credit and credit plus approaches. Some emerging issues in
niicrofinance  mainly related to outreach, targeting and sustainability aspects are also

discussed in this chapter.
3.2 Definition and Measurement of I'overty
3.2.1 Dennitiun

Defining and measuring poverty has been one of moot issues in the studies on
poverty. Being a multidimensional concept, poverty is lle.xible and can not be defined
conclusively. The overwhelming focus has been on the issue of absolute versus relative

conccpts which form the basis of dcteniiining poverty line. In absolute or subsistence
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Icrms, poor arc those who arc unable lo maintain a minimum subsistence level of hving
(Osmani,1982). in spccillc terms tliose who do not have the minimum requirements of
IboJ, shelter, luei, clothing etc. are regarded as poor. In other words . the nutritional
requirements of survival and work efficicncy (biological considerations) provide basic
framework for defining poverty in absolute terms. Rarlier studies were concerned
predominantly with absolute poverty, |l'or instance, in his pioneering study,
Rowntrcc(1901) defnicd a family to be poor if its total earnings are insufi'icient to obtain
the minimum necessities for maintenance of merely physical efficiency. I'his concept of
poverty is widespread in developing countries. Tlie WB (1990) also defined poverty in

terms of " Basic needs" , as the inability to attain a minimum standard of living.

riie Task l'orce Report ¢f Bangladesh (1991) defmes poverty as " the lack of
certain basic capabilities of human beings - the capabilities to live a healthy life free of
avoidable morbidity and premature mortality, the capability to live with dignity, with
adequate clothing and shelter etc”. Ilye (1996) defines ptwerty as the form of
economic, social and psychological deprivation occurring among people lacking
sufficient ownership, control or access to resources to maintain or provide individual,

or collective minimum levels of living ,

Under the relative conccpt of poverty, tlie inequality plienomcnon entails relative
deprivation which is based on norms that attetiipl to take expressed account of actual
deprivation with respect to average level of needs satisfaction in the respective society.
However, comparative data requirements make it difficult to estimate poverty in relative
terms. The researchers viewing poverty in relative terms include : Townsend (1962);
Miller and Roby (1974) ; O'Higgins and .fcnkins (1990). The view of relative poverty has

the advantage of making reference lo prevailing social inequalities.

The definitions of absolute poverty makes it easier to isolate the problem of
poverty by diverting attention from the broader debate on most appropriate income
distribution. However, there is some Justificalitin lor taking the relative view in the
context of developed nations where, with ihe increasing material w'ealth, absolute poverty

has lost good deal of its significance, fhe spectre of hunger and poverty has more or less
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banished IVom most of tlicsc countries [(Sliira/.i (1993)). Poverty, in most of these
countries is a nifitler of deviation from social and cctinotnie norms. In the developing
countries, it is indeed ihe physical nianifcslalion oC poverty that appears to he the most
agonising human problem. I'lien it is absolute poverty which is the main reason behind

the current political concern in the developing world .

During the recent years with only 1927 calorie supply per capita , Bangladesh

occupies 9" position from the bottom among 38 low income countries (Alam 1993).
As per UNDP's Human Development index of 2000, Bangladesh falls under low human
development category at a rank of 147 among more than 168 coLintries of the world.
Since, Bangladesh, being the case in this stutly, the poverty line will be based on
ab.solute notion of poverty. The officially defined two poverty lines provide basic
parameters to explain absolute poor with caloric intake of 2122 Kkilocalorie and
extreme or Hardcore Poor who can afford caloric intake of less than 1805 kilocalorie
(BBS, 1998). These are estimated in monetary term based on consumption expenditure

on the basic needs of food, clothing and shelter. The present study follows this

definition.

3.2.2 Measurement

Setting the poverty line is the llrst step towards measurement of the poverty. In
the present study we limit ourselves for determination of poverty line in absolute terms
as discussed and concludcd in the previous section. Different approaches and various
methods have been used by different researchers for measurement of absolute poverty.
Some of the approaches are : (1) The Biological or Subsistence Approach, ie Direct
Calorie Intake (D(’l); (2) The Basic Need AjiproiK h ie Cost of Basic Neetls ((’BN) anil
(3) Food linergy Intake (I’l'M

Under DCI method the requirements to determine poverty consist of minimum
calorie intake which is c.s.senlial to maintain physical self. In many countries a minimum
standard of per capita calorie requirement has been worked oul{( ILO 1977, Rao 1982,
Lipton 1983)}. However, in economic analysis, the main concern is not measuring calorie

intake, to determine the cost and prices of the goods needed to satisfy the desired
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luilrilioiiiil slandaril. (‘()nsc(Jiiciilly. llic iiKiliod will vary ncconiing lo si(iulit>iis and
prevailing norms, values aiui ciisldnis of rosix'clivc socicly. Considcring the dircct
caloric rccitiircmciils. Ilic method may be appropriate lor ilelermining malniilrilion. it
does not provide cushion lor non thod items which arc also essential to figure out precise

picture of poverty.

Under CBN method, the poverty line is estimated by first calculating the cost of
bundle of goods deemed to assure that basic consumption needs are met. Husain (1999)
determined the poverty line expenditure in Bangladesh using CBN method. It takes
a normative consumption bundle of food items recommended for the average population
of Bangladesh that gives a per capita intake of 2.112 Kilocalories and 58 grams of
protien needed to maintain a healthy pi oduclivc life. 'I'lie upper poverty line is estimated
at Tk 6,896 per person per annum and the lower poverty line expenditure is estimated at

76.7 pcrcent of the upper poverty line which comes to Tk 5,289.

The limitations in these measures are tiiat they do not take into consideration the
dimensions of welfare factors such as health, shelter, sanitation, life expectancy,
literacy, access to public services and goods, emergency asset base or access to
common property resources. Some households may have better access to education,
liealth services, drinking water, electricity and so on. making them better-off than other
households in the same income group. These differences are not reflected in the income
or consumption statistics particularly in case of Bangladesh where the choice and taste

of food vary from coastal areas to hinterland and cities of the country.

Under FKI method, the required calorics are converted into monetary terms. It
iucUides I'ood as well as non food requirements. It is comprehensive and llexible. It has
the merit of taking into account the rei™ioiial locational variation with regard lo taste
and choicc of food items. Under this method, the expected body weight for existing
height is multiplied by energy required per Kg of body weight'. The UN agencics such

as TAO and WHO support this method.

University Press Liinilecl (t90), Awi;/ I'aveny in luinffhuh'sh @ .1 rcpurt of i ike MiinleJ Group. P.SO
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The most common mclInKI to csliiniile poverty is die head count ratio (1) which
is (Jefined as the proportion of the total population which is identified as the poor i.e.

the proportion falling helow the ptweriy lifie expeiuliliire (or income).

q

where : q = population hclow the poverty line and
n = total number of population
However, the critical aspect (Sen, 1981) of headcount ratio is that it does not
count lhc progress of a poor who increased his income but still it is not enough to cross
the poverty line. Despite of this progress he is still counted as poor under the head
count ratio. Therefore a beder measure of poverty is the poverty *ap (PC) which is
measured by aggregate poverty deficit of the poor relative to the poverty line. U
provides an indication of the depth of (he poverty i.e. the distance of the poor below

the poverty line. Symbolically:

This index indicates the percentage shortfall of the average income of the poor

from the poverty line which can be called as income gap ratio (I).

PG = 1+ H whcie :

y--yp

any yp denotes the mean consumption of lhe p<vir

This method is further criticized for being completely insensitive to transfers of
income among the poor. Besides, it provides aggregate short fall and pays no attention
to the proportion of people's concentrated below (he poverty line. A measure of the

severity of poverty taking into consitleradon the ‘'’addi(ivi(y" is I'oster-Greer-
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'l horchccke (FGT) measure whereby the poverty gaps of the poor are weighted by

tliose poverty gaps in assessing aggregate poverty.

[T ( /.~vi
PG = X [ |
ni=1 L
A serious hmitation of poverty me.isiireiiK'nt using ilala relates to its locus

on uni-dimensional nature which overlooks many other important factors in the
complex process of poverty. The effective poverty measurement calls for
comprehensive coverage of poverty syndrome incorporating all major aspects of its
'state’ and 'process' dimensions. This re<juires a multi dimensional approach to poverty
including both qualitative and quantitative indicators at individual, household and

coninumity levels.

Symbolically, the statistical formulation of the functional relationship (CIRDAP,

1999, p4l) can be expressed as :

y = a - bx + e
Where : y = per capita expenditure (food and non food)
X = daily per capita calorie intake
e = ilislurbance

The approach used in this study includes both food and non food needs for
determining the poverty line. The study takes into consideration the relationship
between calorie intake and total consumption expenditures for arriving at absolute
poverty line. The FElI method considers the functional relation between monthly per

capita expenditure and per capita per day calorie intake (2112 k cal) requirement.

Keeping in view merits of M'l method and limitations of other methods, the
present stutly  ft)ilows FI-1 method. A .scries of ('IRI)AI*-BBS Poverty N4onitoring
Surveys are based on tiiis method. In the current study the focus of analysis would be
the household as well as the population. The results are derived from Poverty
Monitoring Survey 1999 conducted by Bangladesh Bureau of Statistics (BBS) which is

the latest data available at the time of this siuily. The study has produced poverty
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measures separately for urban and rural areas by disaggregating at the level of 21
regions (greater districts) of the country. 'I'lie previous four similar surveys (1995 to
1999) used a relatively small sample wliicli provided poverty statistics with urban and
rural breakdown at national level aggregation only. The poverty lines of various
regions of Bangladesh can be derived fnnn 1999 survey. These serve a vital input for

analytical frame work applied in this study.

3.3 An overview of Poverty Scenario

3.3.1 The Regional Perspective

The poverty alleviation efforts started in 1960s. envisaged top down approach.
The results t)f the inilialives. parlicularly on Ihc redistribulion of income, by and large
reniiiined unsuccessful. Poor continued It) be poor and (he gap between rich and poor
increased substantially. Under this situation, more speeinc and targeted programmes
were started in late seventies placing emphasis on structural shift. During the same
decade, it was realised that poverty was growing rapidly despite economic growth.
According to UN Department of Public Information (2000), the only region that has seen
a real decline in poverty is Mast Asia and the Pacific, where (he number of people living
on $ I, aday or less fell from 418 million in 19S7 lo 27S million people in 1998, a 15

percent drop.

Many countries designed special poverty alleviation progarmmes\ The
perception of the players that made these programmes effective has changed over time
and the emphasis ranged from employment generation to hitman capital creation and
community participation. The experience of various strategies and programmes
implemented by many Asian countries in reducing [>overty converge into two
approaches : (1) productive use of labour™ and (2) providing basic social services to
the poor. Overcoming human poverty through access to microfinance has become a
NHousehold Expcndilurc Surveys (HRS) arc usunlly carried out by the Bureau of Statistics on periodical

basis.
> Mahboobu! Hat] Centre for Huniaii Development, (1999b); liunuin Development in South Asiii (1999) :

The crisis of Governance, Oxford University Press
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common strategy to achieving economic empowerment of (he poor, particularly

women

'I'ne experience shows that the countries which followed and implemented
proper mix of these strategies in a sustained manner have gained substantial return in
terms of reducing poverty. ‘'Iiie examples of such countries arc Indt)nesia and

Malaysia as born out by the following data (Table 3.1).

Tabic 3.1 Trends in incidence of Poverty in Selected Counti ies

Head count index NunJbcr of poor Average Change
Country Period (l«!rcent) (million) per Annum

Kirsl ycnr Ljist yciir I'lIrst yenr l.iist year (pcrecjit)
Munf~liidesh 1974- 1992 83 48 63.0 51.0 1.9
India 1978 - 1994 51 36 329.0 320.0 0.94
Indonesia 1970 - 1993 58 14 67.9 25.9 1.91
Malaysia 1973 - 1995 45 9 5.1 1.8 1.82
Nepal 1977 - 1989 40 40 5.3 7.4 0
Pakistan 1979 - 1993 31 22 24.7 27.1 0.64
Philippines 1971 - 1994 52 41 19.6 27.1 0.48
Sri Ljinka 1963 - 1991 37 22 3.9 3.8 0.54
Thailand 1975 - 1992 30 13 12.4 7.5 1.00

Source: ESCAP Economic and Social Survey of Asiii and the Pacific 1°>98/ Rural Development Report
1999, CIRDAP, T88)

According to another data set analysis (McGuire. 1998). in the 30 years (
190() to 1996), the incidence of poverty in Indonesia declined from close to 70 percent
to just over 11 percent which is 1.97 percent average decrease per annum. Similarly, in
Malaysia, the incidence of p(*verly has fallen from 42]ierccnt of households in 1976 tt)

ID percent of households in 1995. In both of these countries rapid economic growth

mA/icrol'inantc help.s in lhe productive use of liilmiir mainly by creating self cniployincnl and creating
income generating opportunities in the informal .sector. (VWB 1990).
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lias increased the labour demand providing opportunities for the poor. Their major
focus was on human resource development. Besides, targeted policies were also
adopted in tliese countries with the objeclive of improving productivity of the poor
through infrastructure development and income generating projects. Unfortunately, both
these countries have recently experienced fmancial crisis and consequently, the short

term outlook is not favourable.

Thailand provides an example for being successful in improving employment
opportunities for the poor with comparatively higher economic growth as compared to
Indonesia and Malaysia. There has been less emphasis on the targeted programmes for
improving productivity of the poor and providing basic social services. In fhailand, the
incidence of poverty fell from 30 pcrcent in 1975 to 13 percent in 1992 as given in Table
3.1 . However, the benefits of growth have not been spread evenly and inequality
increased. Until mid 1990s, Thailand had high rate of economic growth well over 7
percent a year between 1977-1996. Share of the poor dropped from 30 perccnt in 1974-75
to 11 percent in 1996. But in the wake of financial crisis, the share jumped up to 13

percent in 1998,

The incidence of rural poverty in South Asian countries is much higher than in
most Southeast Asian countries. Bangladesh has shown comparatively better
percentage of annual average decrease in poverty from early seventies to early nineties.
In Nepal, government follows two-pronged strategy for poverty reduction : firstly it
fosters broad based growth to benefit the moderately poor (about 60 percent of all poor)
and secondly, combines targeted programmes with social mobilisation to reach the
HCI-~. However, the progress in reducing poverty in Nepal has not been impressive.
Sri Lanka provides an example of impressive performance in terms of human resource
development by extending basic social services to the poor. It has thus achieved

significant progress in poverty reduction, However, it has been less successful in

mUNDP Poverty Report 2000, Overcoming lhimoii Poverty. UNDI’ New York
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crcaLing employment opporliinilics ;nul ICA.s. Tlic oilier couniries iKuuely India,

Pakistan and Philippines have all aehicvcd some reduction in the incidence of poverty.

The commonly used $1 a day standard , measured in 1985 international prices and
adjusted to local currency also provides some basis of comparison. As it may be seen in
the selected parameters (‘I'able 3.2) of South Asian countries, Bangladesh has 29,1
percent of population below the income poveily line ($ 1a day) over a period of 10

years which is lower than Nepal , India and Pakistan.

Tiihtc 3.2 Some silccled liidicaturs iii stictlcd South Asiiin Countries
Country National Poverty Population below income poverty Share of income or
Line (1987-97) line perccnt US$ 1 a Day (1993 consumption Poorest 20

PPUSS$) percent (1987-98)
1959-98

Bangladesh 35.6 29.1 8.7

India 370 J4.2_ 81

Nepal 42.0 377 7.6

Pakistan 34.0 31.0 9.5

Sri Lanka 35.3 6.6 8.0

Sourcc: HI)K, 2000, Unitccl Nations DcvTlnpini'tit 1*roj;ranimc, New Voi k

The incidence of poverty remains still high ranging from 34 pcrcent in Pakistan
to 42 percent in Nepal. These countries have not been successful in reducing poverty
compared to Southeast Asian countries, despite implementing policies to promote

employment opportunities and 1GAs for the poor and to extend basic social services.

Since  the methods differ for Box 3.1

determining national poverty line in F.stlinntcd Puor Popiilnlioii hi South Asin
different  countries does't lend to Mid 1950S Mid 1990s Annual
Uiiillionl (niillion) Chaniic
appropriate indicator for comparison.
li.-injiliidcsli 49.0 54.1 0.8
However, general conclusion about regional india 771 Lo
income poverty trends is possible. As it Nepal 70 9.8 3.1
. Pakistan 28.9 31.8 1.4
may be seen in Box 3.1, the number of
Sii l.anka uif: -1,0 -2,4

poor people in South Asia has risen e.Kcept

) ] . ) SiiirtL- . 1in)S (19)'W). iliM.k-d in UNDI'-ruvcily
in Sri Lanka. While the proportion of the Ucpciil 2(U)(L, Ovorcninni;; Ilinnnii l'oveily p 109

UNDP Overcoming Human Poverty. 2000
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poor has been declining over (he past 15 ye;irs. the pace of ticclinc lias been painl'iilly
slow and ihe trend has been crratic with poverty increasing in some periods even when

the economy is growing with the exception ol'Sri Lanka,

South Asia Poverty Monitor (BIDS, 1999)" identifies " (he faulty governance as
a major reason due to which the poverty tdleviation programmes have not been more
successful in South Asia. Too often such prograinnws have been poorly managed, with
beneficiaries never receiving funds intended for them or being allowed to participate
fully. The key to successfor the South Asia Poverty Alleviation Programme is the poor

organising to take more charge and control of their own”.

The ab(>ve analysis indicate that rapid and sustainalile reduction in poverty
depends on a wide range of'pt)licy measures. The provision of microfmance is neither
a necessity nor a significant condition for rapid poverty reduction. The instance of large
reduction in poverty with little emphasis on microfinance may be seen in Malaysia and
I'nailand. Despite the wvast outrcach of microfinance in Bangladesh, progress in
reducing poverty has been slow. It is obvious that microfinance is just one factor in
any strategy for poverty reduction .

3.3 Poverty Scenario in Bangladesh Box 3.2
Kiiral )Ml Urhiin Povcrly in Uiingladc.sh

. . . . (Uy Basic Needs Mclhods)
Poverty prevails intensively in both

m~enr [lead Count Mi:a.<:itirc of Poverty

absolute and relative terms across Bangladesh. Nutioiial ~ Rural  t.lrhan
The Unman development Report of South Asia, 197.V74 707 71 6.1.2
6.V.1 4X4
mentions " Bangladesh Household Expenditure 30.K
mul7.S 49.7 .15.9
Survey data shows that by 1991, poverty 49 7 52.9 VV6
ml7.1) Mi 2).3
incidence both in rural as well as in urban areas Siiiiivi : I liiiiian L)cvi'liilimi.iil in

Soiilh Asia 1W 9 pl3

had risen compared to 1985. Though poverty

rates have since improved, they were still highemr in 1995 than those a decade earlier

~ A rfptirl of Soutli Asi;< Poverty Alleviation I'ri>gr:iinnic uses its own lumi;iii poverty index which arc
u.scd extensively lor analy.sis.

"UNDI’-UNOI’S (1996) : Soui/i t'overty Allcviaiitm : Social Motvlisit/ioit through
hixliliilional clevcfopment at Grassroots BunfthiJcsli Annual! Rcparl 1996 , UNDP. Ditnka
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(see box 3.2). The absolute number (il p(xir nise Ity 1.2 per cent ;inniially during tliis

period - faster tlian any historically observed rale. The dcptli and severity of poverty

also increa.sed. demonslratiiig tlie worscnin” eondilion of (he poor.".

The overall poverty trend

graph 3.1

Giiiph 3.1

Discrepancies

arc found

since early seventies to late nineties is shown in

among the studies on poverty measurement even

undertaken in the same year when rescarchcrs were different as it may be seen in table:

3.3
Tabic 3.3

Aliinigir (1978)
Mugtada (1986)

Islam and Klian
(1986)

O.smani and
Rahman (1986)
Rahman anti
lhu| (1988)

JcAlvCwmcCc=omwcCc=xo

[

rA
as

84.0
76.0
59.9
37.8
47.7
32.3
65.3
62.0
55,7

Pcrccntage nr Populiition Hclow Poverty Line

68.2
40.3
02.3
37.4

Gl

67.M

3
2

68.7

85

79 1
50.7

K .4

A
&

47.1
29.1

as
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c=X

Il
N

Dhaka University Institutional Repository

U; Urban N; Nalional
in CIRDAP 1997 P 33

As it may be seen in Table 3.4,

71S
6(.0

53.8
40.9
52.3
M 9
67.7
62.6

45.9
30,8
43.9
54.7
62.6
55,7

49.7
.35.9
47.8
47.8
47.6
47.8

52.9
33.3
49.7
47.6
46.7
47.5

43.5

Source: ChowdImry and Shnliabudcliii. 1992,

the head count measure of poverty for urban

as well as rural Bangladesh has declined between the two points ie 1973-74 and 1991-

92 According to Hussain, M and Benayak, S (1992), rural poverty gap and squared

poverty gap measure in 1973-74 were 25,6 and 11.8 percent respectively. The matched

llgiires lor 1991-92, as estimated by Kavallion and Sen (1996) were much lower, 14.6

and 5.6 percent respectively.

liihlf 3.4

Year

Urban
1973-74
1976-77
1977-78
1978-79
1981-82
1983-84
1985-86
1988-89
1991-92
Rural
1973-74
1976-77
1977-78
1978-79
1981-82
1983-84
1985-86
1988-89
1991-92

Poverly l,ine
Tk/pcrson/iiiondi

97.8
121.1
147.7
167.2
239.6
301,7
368.6
453,7
535.0

95.8
136.1
157.8
172.0
185.6
268.9
319.1
379.1
469,1

Mean

ConsuiDptlon
Tk/person/iil<inlli

98.9
109.0
138.5
184.3
313,1
396.5
581.1
695.2
817.1

84.7
88.0
106.5
134.4
173.9
284,8
373,9
435.4
509,7

101
84

94

110
131
131
158
153
153

88
65
68
78
94
106
117
115
109

Mean I*oveiiy
IJne (pereend)

llcad-count
nica,snre of

poverty
(percent)"

52.0
67.7
68.4
54.9
45.5
371
26,4
37.4
na

60.3
78.9
77.4
(5.8
55.3
46.3
37.3
43.4
na

ilead-count
measure of

poverty

(percent)b

63.2
na
iia
na

48.4

40,9

30.8

35,9

33.6

71.3
na
na
na

65.3

53.8

45.9

49.7

52.9

42
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"a" Uasfd on cli.slribution d;ila rankc<l by "per liouscliolil" cxpciuliliirc (sourcL' : llossain ami Sen 1992,
Sen and Islam 1994) "h" Based on dislrilnilidn daia ranked by "per eapila" expentliUirc ( Source ;
Ravallion and Sen, 1996), The cslimales lor I'»SI X’ is from Hossain and Sen 1992, Qnoled in Son B

I1i5, Centre lor Policy nialogiic, IW7 p IS i\
( iirrcliilKitis hclvvci'ii iiK'nti cdiisiiniplititt and pnvcity Iine,
H (Urlnm miy7.V7'l- 1<)<)|-92)
The correlation between  mean VMA 1 MnAN_CON
consumption (urban) and corresponding MitsDi (tifri'liiliiin - M-AN CON (3
>77
urban poverty lines (Box 3.3) is higiily | M'AN P,
significant”  over the period of 1073-74 to 3 @ I"'I(E)lo M:\NFON
MTANJ’!, 000
1991-92. N M'AN QN 9 y
~ MIAN in 9 9
Similarly, in case of rural poverty , (orrcliiliiiii is sipiiifican! ill the 0 01 level (2-
the correlation is even more significant
over tlie same period as given in box 3,4. li indicates ihat the gap varies

considerably among the poverty lines

and the respective monthly llox 14

expenditure. The gap is more in case (Ingrr\I/}llla?Wfdg\gmmwwtupllm /i powerty line (i

of urban indicating that there has been M AN KQO NN RM

NaVH (mrdiillrm MAN KCin)o i 10 KG5
substantial increase in urban poverty S>|(|III|6||\%N§\/| IUO 5
since early eighties. gll 9

M AN Kll
o Qirrd'Liliiiin is,Sij; ||Henl dire QOl level (2lailed)
BBS data also confirms ihal
since the mid 1980s, the rate of
reduction in poverty has slowed down. It reveals from the Table 3.4 that
consumption measure for rural poverty has tlecreased a total of about 6 percentage
points during eight years period 1973-74 to 1981-82 in contrast to the only | percent
decline during subsequent eight years period starting from 1983-84 . Most of the
decrease in poverty is seen during ihc decadc preceding 1983-84, I'he alternative
measures of poverty e g, the head coiiiit index (I’O. which measures the incidence of
poverty), poverty gap index (PI, taken to measure the depth of the poverty),

squared poverty gap index (P2. which measures the severity of poverty) as

determined by different autliors are given in 35

coefllcient of correlalion ,r =091
and signiricaiKC level , a = .(XK)) at 2 percenl eiror
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Table 3.5 I'(; r Measures of Povcrlv

iG 'r Source 1973-74 losi1 st 1983.K4 1988-89 1991
ML-;istn't.'s R 11 urU u R u R u R tl i
Ik'itul Lloiiiil Ravallioii 7o r 4 3 st fi 34 s 43 7
liidc.x, IM 0) Ho1n)s (1w 21 711 (st stl (1~ 41.3 " 43.1

Sen(1993) 63.2 4s .4 42.6 30.fi 33.4

RavHIlion & Sen (1994) — $3.8 40.9 45.9 30.8 49.7 35.9 52.9

1iBS (1991/92) 47.6
InGT Poverty Ravillion (19<M) 245 22.2 10.7 17.5 7.2 12.3

< >t> 2 10.x

cap. 1°(1) H ID s (1<wW2) 13 2 9.2

Scn (19%)3) 21.1 14.9 12.1 7.3 7.7

RavKllion A Sen (1W 4) . 15.0 11.4 10.9 7.3 13.1 K.7 14.6

IIHS (1991/92) 25.4
\~dsirinhuiidiiai Ravillion (19W ) ~in fi lo . v a0 7.5 -1 4.7
ly sensitive BIDS (19921 1n..s s 1 4.9 2.9 3.7

.Sen (1993) 95 fi.2 4.7 2.4 2.4
Measures

Ravallion* .Sen (199)) 5 9 4.4 3.6 2.5 4.8 2 K 5.6
1 (2)

HUS (1991/92) 23.3
R: Rural U: Urhan
.SiHiixc - Soil Miul I'-l.iiii. Iliiss;iiii ;iiul Son, Iv;ivillii)ii ;iii<i Son. iliioioil in CIRO A I’. p ||

These measures also suggest a rise in poverty situation cUiring early 1980s. The

increase in poverty in terms of distribution sensitive measures (e.g. Pl and P2) also

suggests downwards trends in the living slandartls lor tlic poorest of the poor.

correlation of urban and rural estimates of

poverty lines of 21 regions (using 1999
data) is significant at 0.05 level (r = .48
and a = .03 ref : Box 3.5)

The incidence ot poverty has
negative correlation witli the human
development indicators including level

of education.

The

Box: 3.3
CmrclnliKiis Analysis of 21 rcfiions
1nrov RIov

Iearson CorrehiHon (I 'OV 1,000) 476
R nov 476 K(g)i]

Si” ( -taileil) 1 rdv 029
RI'OVv 029

N tiyov 24 2
HI''V 2 2

(‘orn-Irilion i-; si[tiiil1t:>nl ill tlic 0 Irvi:t (2-liiilcti)

Annlysns by the Author (Dal.i source CIRI)AP-13BS

Poverty Monitoring survey 1999 Data is given m lablc

According to 1998 Poverty

Monitoring Survey, 78 percent of the households in 'never read' category arc poor in

urhan areas compared to 13 pereent

corresponding percentage for anal areas are .54 percent and 14 percent

having SSC or

higher education. The

respectively

The incidence of poverty of the rural households with occupations in trade and business

as against 5 pcrcenl permissihlc

Ministry of I-innntc, ixtindtnic Rcliiiiui'iis Division, 2000 pS(i
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is 42 pcicciit. Relatively hcKci’ pcrlbrm;incc in non lI'arm scclors indicated that the

promotion of non farni activities is a viahlc option lor rural poor.

Based on calorie intake method used hy BBS, over a decade, the number of
hardcore poor decreased from 52 millic'n (43 percent of population ) to 28 million (27

percent) in the rural Bangladesh from the year !“>8 82 to 1991 92.

According to BBS 1999 survey, tlic poverty line estimates vary from as low as
Ik 477.0 for Rangpur to Tk 704 in case of rural areas and Tk 625.0 for Rajshahi to
Tk 1045.3 in case of urban areas, (BBS. 2000 b). Variations in different regions of the
country with respect to the total househ<'lds vs number of poor households are shown
in Graph 3.2.
Graph 3.2

Total vs Poor Population

3000000
2500000
g 2000000

1500000

the =

1000000

500000

Analysis of 1999 data further shows that; (1) Percentage of poor households
compared to total households vary from as k)w as 34,46 percent in Kushtia region
followed by Sylhet (38,26 percent); (ii) Rural poverty is lower than urban poverty in

terms of llireshold amount required to cross the poverty line. In case of Dinajpur and
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Riljslialii Ilic rural [lovcrly as lowlt as 'l k 4% .4 and Tk 477.7 per monlh respectively
as il may be seen in tiie Graph 3.3.

Grapli 3.3

Regional Estimates of Poverty May, 1999

eHeadcount (Urban) —m— Headcount(Rural)

3.4 Policies and Strategies for rcduciiiK I’overty in Rangludesli
3.4.1 Government Policies and Strategies

The policy framework of tlie GOH related lo poverty alleviation  envisages
three- pronged strategy : (1) Alsteiing higher economic growth supplemented by
measures to benefit the poor from the growth process; (2) directing higher investments
in the social sectors to promote human restnirce development and (3) promoting
targeted income and employment generali(»n programmes for the vulnerable poor and
disadvantaged groups". The first strategy envisages acceleration of growth in both the
farm and non-farm sectors. On one hand appropriate technological and other
innovations can play signiHcani roles in the farm sector. There also e.xists tremendous
potential for expansion of non-farm activities in the rural area. With the exception of
garment industry, the urban industries have not provided significant growth linkages.
There is a need to promote and encourage garment industry in the rural areas with

required infrastructure facilities.

"CIKDAP, 1997 p 54
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'I’lic sccoiid s)nilc)iy of tlircctinL> liitiliL-r invesdiicnts in the Sdcial scclor, brings
into Cociis the luim;iii resouilL’c ilcvolnpim’iK iis :i siisciinabic dL-vctopineiU strategy in
poverty reduction. Particularly, the higher investments in social sectors like health and
education can contribute towards reducing poverty as these are also important to the
poor ill raising their productivity and improving living conditions. The /(ii'i’cf approach
for UCP /Vthe nucleus of the third strale®y With the eombinetl elTorts and initiatives
of the Government and NG(J»s, the strategy can contribute effectively towards ’Safety
nets' to the poor in the sliort run and human resource development as the long run

objective.

Despite the sliift in emphasis, the policies of the recent times mention very little
about land distribution, lowering of ceiling, tenure improvement and local level
planning as strategies for reducing p(werly and generating employment in the rural
areas. The production and employment programme for the rural poor has been
conceived as a package, consisting of (i) peoples institutions (cooperatives and informal
groups of poor men and women), (ii) training and technologies, (iii) credit, (iv) other

inputs such as marketing.

The policies, strategies and programmes of the country are laid down in the
Five Year Plans (FYPs). The first TYP (1773-78) placed special emphasis on poverty
alleviation, whereas the Second FYP (1980-85) and the third (1985-90) Plan aimed at
employment creation (Hossain, 1999). Subsequently, the GOB adopted a policy of
giving poverty alleviation more emphasis in its fourth plan (1990 95). I'he 4" FYP
(1990-95), was formulated as part of PcrsjU’clive Plan for 1990 2010 which includes
poverty reduction as ohjective (end} as well as a slratciiy (means). Umlei- this plan, the
poverty alleviation programmes received about 17 percent of the total allocation as
compared to 13 percent in 3* FYP and 14.3 percent in 2" FYP. By identifying " The
Poor” as a distinct social group, (he government approach to pUmning in (he 4” FYP
shifted from traditional sector planning which hypasses the target group, to group

based planning. The recommended strategies 4" F'YP (1990-95) included : (1) the
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integration (if group based approach with scctor hascti approacli; (2) comiminity

involvenil-nt; and (3) participatory [ilaniiin}i.

riic 1-iftli I'ive Year Plan (1997-2002) envisages an active coalition of the
government and the NGOs on the devclopmeni front so that NGOs can be lapped in a
cost effective manner. Alleviation of poverty through accclerated economic growth (on
average 7 percent) is one among (he dcvch>pnient goals of 5" I'YP .About
microcredit, the 5" I-YP particularly nienlions @%*? , “ 1'Jiipowerment of the poor is
contingent on their access to resources, wliich in turn, enhances the productive capacity
of the poor and helps alleviate poverty. This is (he vision on which GB launched its
innovative microcredit banking system lo reach the poor who have nothing to offer as
collateral for borrowing from conventional banking system, riie success of the GB has
created optimism about the viability and vitality of the innovative approach of reaching
the poor with credit they desperately need. NGOs like BRAC, Proshika, ASA and
others also reach the poor with microcredit. The delivery of microfmance is also
assisted by appropriate training and monitoring of formation of associations,
arrangements for supply of inputs and provision of market outlets for the sale of

products produced by the small entrepreneurs. *

Within the above framework, specific Poverty Alleviation Programmes (PAPs)
have been designed and implemented b} different institutions. Two major mechanisms
that underlie their operations may be identified as : (i) addressing the basic needs of the
poor directly through delivery of services; and (ii) improving the capabilities of the poor
in meeting such needs. In either case, an essential pre-requisile of success is that these
programmes should be designed and implemented such that (a) they meet the needs of
the poor, and (b) the benefits reach the intended poor through an effective delivery
mechanism, hi order to ensure that there is no leakage, the consideration of the receiving
mechanism of the poor is also important w'hich guarantees that the poor are organised and

able to derive the benefits.
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3.4.2 (;0-NGOs Colhil>or:i(ion

I'lic iiistilLitional rninicwoi'k  for [lovcrly alleviation in I7taiigladc.sli can  be
calegori.sed into : (1) pnlilic inilialive.s (uiKlcrlaken by UOIJ, throiigli (JilTcrenl
Ministries , Divisions and other agcncics' and (2) private initiatives (taken by
groups, NGOs). More than one thousand NGOs arc at present working in Bangladesh
for alleviation of poverty. Yearly budget of tliese NGOs are around 'I'k 4000 erores (40
billion) The leading NGOs arc RRAC, ASA, Prosliika, CARI I’AS, CARE. GB is
also working in the field of poverty alleviation supported by the GOB and other
resources. BRDB is the largest public sector organisation involved in poverty
alleviation, which is implementing a number of projects and programmes using

different approaches and strategics under Rm'al Poor Programme (RPP)

'he  Targeted Approach associated witli targeted development has been
prominent with increasing and wider involvement of government. Examples of some

.selected public sector programmes with ilieir distinct approaches are listed in table 3.6

riil)lc 3.6 : [I*tl)licc Scctor Programmes

Approach ProRrainmc
A Est;«blislinient of S:ifcty nets for Ilic Food for Work

poor wilh llic use of fcKid aid Vulneriililc Gi'filip Development

Test Relief
\% Crcalioii of Rural Inrr;i,slruL’tLirc I.GED Programme
" Rural Development Programme hy RD -5 RD-9. RD-12
BRDB '
. . . B PKSF

O Finnnciag NGO's Microcredii

Diffcrecnl Mini.>;trics (Youdi, Women,

Progrnininc .
9 Social Welfare )

At present a number of Minislries and Divisions such as (a) Rural Dcvclopmenl and Cooperatives
Division (b) Ministry of Youdi and Sports (c¢) Ministry of Women and Children Affairs (d) Ministry of
social Welfare (e) Ministry of Disaster Management and Relief etc are directly involved in poverty
alleviation. Similarly , a number of Minislries and t"ivisions sucli as (a) Ministry of Asiriculnire (b)
Ministry of Industry (c) Ministry of llealth and Family Welfare (d) Ministry of linvironment and Forest (e)
Ministiy of I-'ishric.s anti Livestock Ministry of Water Kesonrces (g) Ministry of l,and (li) l.ocal
f;i}vernnient Division etc arc also indirectly involved in the poverty alleviation programnic.s of the
Cjovedrnment.

11CIRDAP (2000), “ Government NGO Cooperation for Poverty Alleviation"

49



Dhaka University Institutional Repository

P'roiii ttie initial phase of imiliial liislriisl and misgivings, bdth (he government
and NGOs have come a long way in realising their complementing role in strengthening
grass- root poverty alleviaiit'n iniiialives, While elTcctive involvement ol NGOs in
areas where they have comparative strengths and support capacity enhancement in the
area where they appear to be weak should form tlie basis for governtiient-NGO
collaboration, it is also important to realise certain limitations (if the NGOs. 'I'ne NGOs
groups (WB, 1996). Some of these limitations arc the outcome of weak institutional
capacity while others are conditioned by low replicability potential. The following
Table 3.7 provides a comparative analysis of the strengths and weaknesses of

government and NGOs programmes.

‘I'ahle 3.7 : Strenj>ths imd NN'cnknc.sscs of (Jovfrnmciit and N(J()s Pi-o”raiiiiiies in Poverty

Allfviiition
Government Frnprnnimcs NGOs Programmes
Strengths *« Wide coverage is possIMe if resoiirces «  Grassroots linkages

allow conimitinent of field staff to know

« liistifiitinal Mechanisin provide.s and solve problems
clarity of roles and proci'diires e« Non hierarchical culture in llieir

o Dircct acccss and .Mipporl from Public organogramme. Suggestions
Resoiirce.s/oilicr rclalcti apcnt ic.s and welcome from lhcir field staff and
dcparlmceni.s liecisions are taken at field level

. Lega] framework of Tran_sparency and . More concentration due lo limited
accountability is followed activities and area specific approach

«  Long term sustainaliility of the .system * Indigenous coping mechanism of
itself the comnmnity problems with better

perceptions
Weaknesses . Inflexilile due to centralised Planning . F-lexibility creates scope

e No or niijiinuiin involvement of suppressing transparency
grassroots/target I>cncficiarics avoiiling accountability

«  Poverty alleviation conccived as trickle ~+  Projects limited to particular
tlown effect of ilie progranme circumstances which could not be

. Poor arc considered as nnitled generalised
I'oMinitiniiy e (iovernnient suspicion on their

+  Plans are niaile in towns, pailici|).iiory activities.

mclluuls arc  iml  ciuiHnaped iir <« AilliDc. piecemeal and inipianncil

facilitated approach with frcijuent changc
policy
Source: Various Studies
During the last quarter of tlie century, a luimher of programmes and projects

have been implemented by various governmental and Non Governmental organisations

to reduce the incidence of poverty. These programmes can be categorised (Alani 1993)
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into two groups : (1) growth oriented programmes and (2) targeted oriented
programmes and the inlervenlions can be categoriscd broadly (Ahmed, A 1999a) into :
(1) traiisl'er mode and (2) (he credil inmiL-. A variety ol'ajiproaehes and programmes
have been undertaken both by Government and NGOs to promote dircct interventions

for reducing poverty within a targeted approach.

The pohcy envii'onment in lUingladcsli has been hirgcly ciMuUicive to the growtli
and functioning ofM1I'ls. The relationsliip between Ciovcrnment and NGOs has witnessed
three phases over a period of about 30 years. During the firs® phase (may be termed as
ignorance phase). Government and NGOs ignored cnch other. After rehabilitation period
in 1970s, Government was skeptical about the role of NGOs and wondered why they
were spending huge amounts on licaltli. education and poverty alleviation programmes,
rherefore, during the sccond phase (may be callcd as rcco™nilioii phase) from 1974 to
the late 1980s, there was a kind of mutual rivalry and recognition of each other. During
the third phase (also called partners in ik’veJopmenl) which started in the early 1990s,
Cjovernment and NGOs realised that both needed each other. Government did not

consider NGOs as contractors rather as partners.

In the beginning , the NGOs which intend to implement donor funded projects
were required to submit (for clearance) their projects to the Economic Relations Division
(I'IRD) of the Mini.stry of Finance. Later based i>h experience, it w'as strongly fell that
donors were discouraged due to substantial delay taken by ERD. rherefore, NGO
Affairs Bureau (NAB) was created under the Prime Minister’s Office. NAB is headed by
a Director General with 3 Directors. 13 officers and 30 supporting staff. The Bureau has
no field office. It is mandatory to get a decision w'ithin 90 days for registration and 45
days for approval of project proposals. [I'ifly days is the load lime for clearance of
expatriate working with NGOs financed b\ donors. At present about 400 expatriates are

working with NGOs,

A major elenieni of GO and NGO inlervenlions is (he need for new approaches
and development initiatives anci the ability of NGOs to provide alternative models
derived from the mix of local cuUurc and tradition with new technology and

management skills. With the gradual change of emphasis from community welfare to
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integrated clcvclopniciiL  of llic poor , NGOs can play an important role in
complementing the Government efforts through devchiping appropriate institutions.
(I’lanning Commission 1995). riie Government emphasis on the need Ibr extensive
programmes for organising the people at the grassroots level has further expanded the

scope for the partnership role of NGOs.

hi order to enhance GO-NCJO collaboration and coordination, a twenty three
member GNCC (Government NGO Consultative Council) was set up headed by the
Prime Minister. ‘I'ne Council include 14 members from NGOs/Civic Society

Organizations and 8 from development ministries at the rank of Joint Secretaries.

During the lleki visits"* of selected MI’ls, programmes, it has been observed
that sharing of experiences among the MFIs as well as within the MFI is seriously
lacking. Even the positive outcome of successful projects are not properly disseminated
or replicated in other projects. Again at present there is growing concern about the

sustainability of both GOB and NGOs projects and programmes.

3.5 Microfiiiancc Strategy for Reducing Poverty

Money begets money. Adam Smith in his ' Wealth of Nations ' said that, "
When you have got a little, it is often easy to get more. The great difficulty is to get that
little" It is very difficult for the poor to get small working capital from formal banking
system for various reasons. A collateral free working capital loan is the requirement at
the door steps of the poor at the right time to help them facilitate and start feasible
intended IGAs. It is with this background that . microfinance is seen as one of the

significant approaches to poverty allevintion. Miciocrcdit is also seen as a legitimate

economic tool in the fight against poverty,

UNDP has been supporting many of the new microfinance initiatives and also
expanding its operations globally. In 1997, it established a Special Unit for

Microfmance and launched its " Microstart Programme" with the financial support of

The author lias conducted a inmibcr of Held visits of MI’Is in various parts of ihc country.
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tlie United Nations Capital DcvclopinLiii Fund (UNrniO. The major aim of setting up
Microllnancc Unit is to proviik- technical and rmulini’ support to country elTorts in
initialing and maintaining viable microlinancc insiilutions liiat can liclp I'acilitatc the
poor, especially the disadvantaged women. Microstart provides assistance in setting
up Mi-Is in the developing countries” The outreach of UNCDI- llnanced microfinance
programmes now extends to twenty least developed countries with a total loan

pordblio of more than $ 43 million.

Until the 1970s, small loans were proviiled by the governments and donors on
subsidised interest rates based on (he view that poor could not atTord to pay market
interest rate. In early 1970s, new set of techniques were developed and applied by
MI'ls such as GB in Hangladesli and (he Hank Rakyat hulonesia in the village level
operations, (o name (he two ins(itutions with greatest outreach. While the techniques
differ between these instimtions. still three principles weigh heavily in their successful
operations ; (1) willingness of (he poor lo pay for access and convenience in terms of
location of outlets, simple application procedures and quick disbursement; (2) special
techniques to slash delivery cost by involving group dynamics and (3) ensure high

repayment rates through peer pres.sure and close monitoring.

Professor Yunus ( the founder of (iH. Bangladesh) holds the view that the poor
people of Bangladesh have developed survival skills over the generations, They are able
lo cope with frequent floods and other natural calamities. They have knowledge and
skills to carry out small activities in various seasons of the year to generate income.
There are abundant opportunities both for men and women to imdertake quick IGAs
like making rice by poutulint’ [laildy. nuikini' various [inHiucts ou( of bamboo e(c. But
(he major lundle (icconlini® t> Prof vyiiniis is lack of cctpihtl with the poor.
Obviously capital is available but at exorbitant rates and very unfavourable terms
from money lenders. The poor enslave themselves to meet the basic need of food in

times i)f distre.ss. 'I'0 break this vicious circle of poverty (i.e.. Uw income, low

UND!" tover(y Kepon 2000. p )()
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capital is needed.

savings, low investment, low pnniiiciivily again leading to low income), working

Among other (actors, the hasis (L emergence ol' mierollnance (specially in tlie

semitbrmal sector) is the mismatch between,

supply perspective (mostly formal sector)

and the demand faciors (need of microrinance) which may he summarised in table 3.8

Tiihlc 3.8 Compiirison” Misiiiitlcli liclwcecn Dtmiind and Supply

Demaiul IVrspcctivc (Needs of (he Idoi )

Credit +m ; Savings, eiiiergcm needs,
Consiiniplion & Produciivc loans

Interest Rale is not a determinani factor
lorercdil. Siib."iitly wclconic

C'rcdil al iloor step

limpowcrment leads to economic iiplil'iing
Gra.ssroots participatory organisations lo
address .socio-economic issues

A favourable environment to facilitate
economic decisions liy tlic poor

Supply I*erspective (Traditional Formal Sector)

tiredii alone : Poor cannot save and
therefore

Cannot repay consumjiiion loans.

Poor (annol afford higher inleresi rates. Tliey
av;til loan jirimarily as subsidy

(’annoi reacii due lo high Cost.

Empowerment is not envisaged in the system.
Co-operatives are meant for this purpose.

The planners and executives know better as to

Government jirograiiimcs are charily what is in the best interest of the poor.
Polhical .s"stenjs have given wrong signals

3.5.1 Tlic I’'acc of Reducing [Iovcify

The results of a survey carried oul by Analysis of Poverty Trend (APT) project
of BIDS in 1994 shows a rough calculation th.at with 3 percent per capita annual
income growth, it will take 30 years for someone from amongst the HCP to be lifted
out of poverty . Even if we consider a per capita growth of 4 percent, the crossover

lime will still be in the order of twenty three vears iTal)lo 3.%)
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Tiible: 3.9 Cross Over linii* To Movo Out Of I*overty
lender Difffi out Growth Rates

Crowth Rato of Per Ca))ita Cros.s over Time (* 0. of Years) for
Income Average Poor HCP
I perccnt 51 89
2 pcrcent 23 45
3 percent 17 30
4 percent 13 23

Source™*”:  cckitre for Policy Dialogue (199/1 (trowth or Slcgnalion ; A Review of Bangladesh's
Development 1996, Rchnian Sobhiin liPL, Ch 5 : Povciiy and Policy Pl 17, Rinayak Sen

The estimates given in Tabic 3.9 arc sensitive lo tlie choice of the poverty line
and the estimation of average income of the poor, but the ccntral message is worth
emphasising leading towards the conclusion (ha) the exclusive rcliance on siniply
growth is not enough for alleviation of poverty, the political, social and human costs of
waiting for the hardcore poor may be too higli. There is also no guarantee that the
growth rale will sustain. vSuch skeplicisin indicates the limitations of a policy approach

which puts exclusive reliance on the trickle down process.

According to an estiniate'r with an 18 pcrcent annual increase in consumption,
a p<K)r household of six members could be free of poverty by borrowing about Tk
12,000 ($ 300) a year. Poverty reduction estimates ba.sed on consumption impacts of
credit shows that about 5 percent of programme parlicipants can lift their families out of
poverty each year by participating in and borrowing from microfmance programme.
The effect of microcredit programs on village level poverty reduction is smaller.
Overall, only 1 percent of niral households can free themselves froni poverty each year
ihrougli microcredit. Moreover, some of this ivtluclion may result fi*im income
rcdislribulion rather lhan income growtli. The social cost of supporting microcredit

programmes is low, being estimated as $ 11 per household per year.

The cros.s -over time is estimated following Knmbur (19S7). Tlie 1094 survey oT Analysis of Poverty
Trends Project of BIDS is used for the purpn<;e. Hie poverty line corresponds to Tk 524 per person per
month. Mean per capita monthly income of the nverase jioor and IH’P lias heen estimated at Tk 3 17 and
21.* respectively

Khandker,1998 pM8
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(iB feels it takes 10 to 12 years lor Intrrower (0 move from poverty situation to
no poverty situation. ASA feels that il takes 7-S years lor the borrower to cross the
Jioverty line while IJRAC’ olTieials were of the opinion liuit it takes 10 tt) 12 years l'or the

borrowers to cross tlie poverty lino and 'Stabilise lliemsclves above the poverty line.

It may be conclmlcti that a knv* time (more than 10 years) is required to bring
the poorest of the poor up to adeciu..te consumption level. The world Bank in its
discussion paper lightly points out " Vmler ilie ri*ht condifions, economic growth can
be powerful weapon against ahsoiute poverty. However, the initial conditions for
poverty alleviation through growth arc often less than ideal and further growth is less
than equitable. It may thus lake a long time to bring the poorest up to adequate
consumption level. Governments will rightly be unhappy with this, and may want to

intervene directly to increase the pace (fpoverty alleviation"™™

3,5.2 The Credit Methodologie.s : The 'Credit Only'
and Tlie 'Credit Plus' Approach

Credit Methodology is a set of systems and procedures developed by a credit
programme in order to deliver its services to its participants. Broadly, the credit
methodologies can be divided into two categories (Fifj 3,1) based on the guarantee of
their loans : (1) individual lending whicli is guaranteed by the borrower 's collateral
and or cosigners and (2) disbursement via groups or Peer Lending or Group Lending
in which the members of the group guarantee repayment of cach others' loans. The

current dominant nielhodologies conceptualisc from this typology.

‘The WB (IWO), Discussion Paper “>4. R.ivallii)ii M
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\in - 3.1 MiciofiiKiijcc  Mcfli<t(lolo;lic-s
Milior
(MclimdoNiv) Features
liulividiial (iroiip
1AlidiriL Li'tidiiif’
COﬂInnItlIty liidrpeiKlcnci®
Hascd Or~nnisation
Siiciiil (Joiils
Coinmunily-M.in.igctl Snving and l.oan Fiiiidin™

Kcvolvinj; l.onn Kiind Association

Adapictl aiul Modified from : Snviiips and Credit ninnagcnicnt for NGOs, CARH (1996)

The methodologies which guarantee business iiidividunlly ate usually highly
modified variants of the systems employed by the commercial banks with some
additional techniques and tools drawn from the experience of the money lenders. In the
Group lending, ihe functions typically performed by the bank staff arc delegated to the
borrower group such as identification and screening of the borrowers, small and
gradual increase in loan size, monitoring ctc. 'flic individual lending programmes can
all be cluslcrcd (ogcllicr as (licy follow more ov less (he same basic approach. As
ilUistraled in 3.1, ihe (lroiip can furlher be suivdiviilcd into two
approaches ; (1) Solidarity Groups which generally do not anticipate the eventual
graduation of the group from the lending institution anti (2) Community liased
Or~anisalion (CBO) which envisage tlie primary goal of developing Ilnancial
management capacity of the group so that the group can act like a mini bank and

achieve eventual independence from the lending iiislidition.
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The approaches related to Solitlarily Group can further be bifurcatcd on the
hasis ol' loan guarantee niechanism (AiiH'ricnn Model) anil as a means of social change
(Griiniecn Model). Similarly. CBO anpronchcs can further be classified into; (1)
Community Managed Revolving Loan Fund (CMRLF) in which a part of the loan
fund is received from outside the group resources and (2) Savings and Loan
Associations (SLA) which (without receiving outside funds) generate their own funds

through internal mobilisation of members savings.

The credit delivcry-rccovery and savings mobilisation methods of the MFIs have
similar characteristics such as : focus on the poor mostly rural poor and women;
service delivery through small groups; i-asy and simple delivery aiul recovery system;
non-collateral lending (group liability or social collateral replaces formal material
collateral); credit for any IGA usually chosen by the group members; weekly
repayments and maximum 50 weeks maturity; mandatory savings; simple
documentation compared to formal system ; transparency (general impression from
supply related stakeholders) of financing activities; and awareness building and

training for group members and organizational staff.

Generally, the twt) main approaches (VVnj909) - CiccUl Only (Minimalist) and
Credit Fins (Mulfisecfora! or Integrated) - are applied by MFIs. Most of MFIs in
Bangladesh use group based delivery mechanism to provide microcredit to the rural
poor, particularly, women. Credit only also called Miiiinialist approach (eg. ASA,
GB) envisages financial intermediation which include savings, loans, insurance etc.
and social intermediation including awareness !>uilding and group I'ormation. The Credit
Plus also called Integrated Api)ronch provides social services (eg. I'ducation, health
and nutrition, literacy, training, etc.) and enterprise development services such as
forward and backward marketing linkages in addition to providing services mentioned

under minimalist ap|Moacli. The es.scnlial features of Minimalist and Integrated

approach are illustrated in Fig. 3.2
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li)-: 3.2

Miiiiiiuilist and liiU'~rutccl

Approaches t(i Microfinaiicc

VI

KINAM 1Al,

VI tO\

Working Capital
Fixed Asset Loans

Siivinjjs

SOCIALI
INirUMKmAIION

Croup Formation

Leadership Trainin”
C()operati”mc
Learning

I'NTFKPUISI:

>l \KIOI’MKM SLK\ I( i:s

Mai Letinn
Biisine>is Training
Production Training

SOfIAI
IS

Fdiicalioii

Souicc: Adonted (modified by (he autlior) Proni Mierofinnncc Hand Rook \VI?. 19Q9
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3.5.3 Factors Towards Succcss d" iMicronnance

In various crciiit delivery inilijilives in cinnUties like [iiinglndcsli, India,

Thailand, Philippines, a common factor contributing towards the succcss of MFlIs is

th

e "Partnership” approach which involves multi-asiencies support as development

partners providing micronnance services. An analysis of various niicmcredil

programmes indicate the rolh)wing faclurs which conirihule towards tlie success of

m

)

(2)

©)

icrocredit programmes;

Building local People's Organisiitioiis:_ Most successful IMJU¥s have developed
elaborate mechanisms and processes for (he development of local organisations of
llieir members. Generally, it involves careful selection of members from similar
socio-economic background and their orientation and conceptualisation. Most credit
progranmics keep considerable gap between the group formation and the
disbursement of first loan to eiisure that members behave as a group and follow
group norms, ‘'riiese organisations, are usually grassroots organisations with
varying nomenclature. Conceptually, these grassroot organisations or CIBOs play
vital role in: identifying and organising groups of targeted beneficiaries for
microcredit; a.scertaining beneficiaries profile; identifying IGAs and local
infrastructure needs; approving loans ami ensuring repayments; reducing
information gaps which are major cau.scs of high default of small credit; acting as a

centre of various developmental activities that are promoted by the credit ;

Self management and participator} decision making: Self management and
participatory decision making by borrower memiiers create a sense of ownership
of the microcreilit programme ; ennfidcnce development among members; social
mobilisation and behavioural development; transparency in the microcredit
process; healthy norms ensuring repayment; transaction cost within acceptable

limits;

Group Guarantee as Social Collateral: It has become a standard practice to

t)btain joint group guarantee of the repayment of the loan by individual borrowers.
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w’) iii.sliliilioiialisc Iliis mccliaiiisin. ihc horrowcrs arc organised in small groups,
e.g.,five members in Grameen liatik :iix1 group guarantee is obtained jointly Irom
all members. Group guarantee provides: a S(K'al pressure on tlie liorrower (s) lo
ensure repayment; joint responsibility of group members to undertake more
profilable 1GAs; transparency in crcilit operations, However, still there are some
successful programmes like ASA which has a repayment rale of 99 percent plus
and where the borrowers arc not organised into small groups. Instead, ASA relics
on demonstration effect i)f 20-25 mcnibers complying regularly with the norms of
credit delivery and repayment to ensure easy compliance with the norms by each

member individually ;

(4) Matching Crciiil Policy wMj mrnthcer's licoiiomic and Financial Credit Needs:
It has been recognised that poor need easily accessible, reliable and appropriately
designed package of llnancial services, and not necessarily subsidised credit. It is
also recognised that effective and productive use of credit is linked to matching
credit with the specific needs of borrower's enterprise. I'he successful
microfinance programmes envisage a mechanism of careful selection of micro-

enterprises and credit needs for their bcnellciaries.;

(5) Linkages with overall Developmental Activities : Poverty is the outcome of a
number of inter-linked factors and variables that require multidimensional
response. Successful miciofmance progratnmes have attempted to promote
different packages of development actions that go beyond the prudent and

economic use of the crecdit,
3.5.4 Issues ill Microllnancc
The issues in microfinance may be classified into four categories as discussed

below;

(a) Targeting (he Poorest and achieving Sustaiiiahility: It appears, that there has
been no signiticant reduction in overall ptwerly level at macro level. On the other

hand, studies of microeredit programmes indicate their cn<irmous success. One of
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ihc reasons of this contnuliclidn, nijiy he that the niicrocrcdit prograninies liave not
liccn able to include the hardcorc poor, I'he destitute themselves feel that tliey arc
tiol creilitworlhy and that the miciocredil projiraninies do not see tlieni as luiving
entrepreneurial ability. In order to address the issue of including the poorest of the
poor, a number of questions may be raised such as : Is there a need for a totally
different product and delivery mechanism to address the problem of IICP ? ; Are
the existing institutions enough to ;nldiess this problem iir some new institutional
arrangement arc required ? ; Is there a need to reform the existing institutions,
products and delivery mcchanism ?; What should be the appropriate entry point eg
training before credit, cash grant, food sup|>ly or saving mobilisation ?; Is there a
need to define the role of small MI Is and large MI'ls to target moderate and the

IICP, respectively ?; What should be the role and policy of the Governments ?

(b) Wideuiu® the tarfjct fArniip: MI b have potential for horizontal expansion. For
instance in case of Bangladesh, the existing Mi Is could cover only 35 percent of
the target households. To increase participation and widen target group, new
strategics with innovative products and mechanism are needed. In expanding the
target group, the following issues are faced; Should MTIs follow the same
approach of group lending in order to attract new groups of borrowers e.g; small
business and rural industry ? ; Should the MI'ls offer saving schemes to those who
do not wish to borrow but w'ould like to deposit their savings ?; Is it necessary to
provide individual loan to expand vertical coverage ?; With vertical coverage, will
it not be a compromise with the original mission of poverty alleviation ?; Should
credit be extended for the activities other than 1GAs such as chiklren’s educational

loan, pension schemes to be offered by the larger institutions ?

(c) Accessing non-Donor Source of Financing: Donor funding has been a major
contributor in the success of microcredil in the past. There is every possibility that
the current trend of decreasing donor funding will continue. In such situation, how
can the microcredit institutions fill the gap in resources. Mobilising savings and

using commercial banks are the two major sources for MI'ls. To access non donor
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soiircc of riiiicling, the MTIs may L-ncoLintcr the following issues: Gfi hiis
borrowed from comincrci.il banks byissuing bonlJs. Can  Ml-Is of other
eoiinlries in llie region do (lie same?; Many Ml'ls I>orrowed from eommereial
banks eg ASA borrowed from ilic Agrani Hank, Orangi Pilot Project from Habib
iiank of Pakistan (Klian. A.. Il., (1996) . SRSC from Khyber Rank (NRSP, 1997)
; Can MFIs bi'rrow from the local stock market by issiiing equity ? Equity
Hnancing entails transparency and giving up autcMiomy. Are the MFIs willing to
give up autonomy ? Is it possible for Governments to provide funds to big MFIs
for onlending on their own ? What ab(uil commercial fimding from overseas. Can
and should the MFIs u.se this source of funding ? How would the MFIs deal with

the foreign exchange risk of borrowing from abroad ?

(d) Internal and External Governance lIssues: Research in Bangladesh and other
places show that a crucial element for the success of MFIs is the quality of
leadership. Most successful Mi Is were started by a charismatic leader or a group
of energetic leaders. This phenomenon has positive as well as negative
consequences. There is an understanding that the microfmance movement has
evolved in a regulatory vacuum. In particular, there is no regulatory framework
that caters to the special nature of MFIs. Given the current outreach of
microfinance, it may be neccssary to develop a rational regulatory framework
through consensus. The question of internal and external governance raises the
following issues: Are the institutional structure and culture conducive such that
new generation leaders will be able to steer the MFIs to the next century ? How
can one create an optimum regulatory regime that will protect the interest of all
partners of microcredit movement ? Should the laws be changed to allow MFIs to

take deposits ? What type of regulations are necessary to ensure the safety of

deposits?

A few other shortcomings found in Mi Is ;nv the large natitmal level MFIs arc

lop-hcavy, .sometimes bureaucratic and ik3 fiilly accountable to donors; external audit
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;iiui diniuial icporls ;irc not rciihir I'c.iliiivs; (lie snuillor or liiciill MI'ls iirc ortcii

ivVngmented iimongsl thcinsflws: ivhiflnnl lo atlopl pcrlbrnKincc iii(lic;ilors.

3.6 Conclusions

Most of the studies on poverty rcsirict themselves to the measurement of
poverty witliout providing socio-economic profile of [lie poor. Such ) profile is
important not only to identify the ciuises of poverty hut also is helpful for determining
a proper direction and targeting of pm'eriy alleviation programmes and framing
policies accordingly. The appropriate method argued in this study for measurement of
poverty (in absolute sense) is Tood Energy Intake Method in which required calories
are monetised including fcx'd as well as non food rcciuirements. In addition the
addititively decomposable measures proposetl by l'oster, (Jreer and Thorbecke (FGT)
is utilised in the pre.sent study. The I'G'l' measure is additively decomposable by
population sub-groups, as a result the aggregate poverty can be represented as an
appropriately weighted sum of poverty levels in the component sub groups of a
population. Additionally, a poverty pyramid is further suggested for analysis (see
chapter 5) related to identify and characterise hardcore poor . The poverty line

expenditure in Bangladesh is based on the cost of basic needs method.

The uneven behaviour In the progress of reducing poverty in Bangladesh s
evidenced by : (a) (he poverty reduction during 1983-85 and poverty increase during
1985-91 makes instability in poverty reduction ; (b) the decrease in national poverty
during 1984-92 was due to gains to the urban poor. During the later period, the
incidence of urban poverty using the head -count measure decreased by 7 percent in
sharp contrast to only 1 percent recoriled for (he rural sector. The national head-count
index fell at a rate of 0.6 percent per year compounded twer (he etilire period (Sen B ,
1997) w'hich implies that the total number of poor in Bangladesh increased at the rate
of about 1.5 to 2 percent per year; (c) the progress in reducing poverty was not
accompanied by the decline in extreme poverty. Osmani (1990) provides an evidence
applicable for 1973-83 period during wh'rh proportion of total poor decreased but the

incidence of extreme poverty' increased siihstnnti(dly ic 25-29 to j<S pcrcenf.
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UNDP stalcmciu (given as (juotc.s in llit' I)cginniiig of this cli;iptcr) provides a
clear inclicalion llial small scale iiilerveniions iiKhKiini’ tnicrol'inance are increasing
and also becoming common praclice in many emmtries at llic cost ol'other measures
which are long term and may be more sustainable. The strategy of poverty alleviation in
Bangladesh envisages three-prongetl apnroaclies ; (1) Fnhancing growth rate (2)
Accelerating social investment to enable pec'ple becoming to participate in economic
activities ; (3) Supporting targeting programmes envisaging microcredit as well as
ensuring minimum security, especially al the lime of distress. I’liese approaches are
further transformed into actions which include : (a) growth projects (including physical
infrastructures such as road and electricity and new technology in agriculture); (b)
luiiiian development (education, health and nutrition); (c) microcredit, self
employment; (d) income transfer priigrammes (also known as safety nets); and (e)
social mobilisation (empowerment at both gender and institutional levels). The F-ive
Year Plans of the country .support poverty alleviation as one among the priority agenda
items of the country. Particularly the 4™ I'ive Year Plan (IQW-95) was formulated as a
part of a perspective plan for 1990 - 2010 in which poverty reduction got emphasis as
an objective (end) as well as a strategy (means) and piwerty alleviation through
accelerated growth (7 percent on average) is one among the development goals of 5“5

Year Plan.

NGOs constitute a large active and effective sector witli nationwide coverage
in Bangladesh. Despite variations in perceiving problems and resultant thrust of various
prt)grammes, the NGOs by and large follow Target Group Siratcgy. Major issues
confronting these NGOs or MPIs arc related (i) : outreach, sustainability, deposit
taking, transformalion of credit NGOs into formal financial institutions and absence of
perl'ormancc standards. 'I'here are also increasing concerns about sustainability of such
programmes and institutions. The supply side factors of MFIs (their instimtional

mechanism and outreach) rei|uire further analysis which follows in the next chapter.
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Cliiip(cr IV
IM\TIL.USI().\" or HARIH'ORF. POOR : AN
OVTRICACII ANALYSIS OF SIIJXTEn Mils
* Bdii*hick'sh Inis ti sfroiif* Iriuliliaii of X (i()iiiovcniciii: Il iscslinuiied lhal NCiOs

currently cover over 7S/lerccni ofthe vilhiti's inlhin}*suk'slt and  tihoul twenty four
million people (npproximnlely onefifth ofthe population! henefitfnm i their nctiviHes. " -

4.1 IntnKluction

This cliaptcr deals  with dovL-lopinont Ncjos of Bangladesh envisaging
microfinancc which are also callcd Mi Is. C'omparison has been made taking into
account the related parameters pertaining to their salient features, credit profiles,
institutional and operational niechanisin, parlicularly with the perspective of poverty
targeting and outreach. A synthesis of sources of credit has been carried out. An
analysis of comparative performance of major Ml Is has been made compiling and
consolidating vital parameters outlined (o assess their performance over past five years
(1995-99). Major source of data is various reports and periodicals published by Credit
Development Forum (CDF). To what extent the MFIs have been able to reach the

hardcore poor remains the eenlral issue in the tliscussion and drawing inferences.

4.2 An Ovcn'iov of Mierofiiiancc

4.2.1 Historical Perspective

Starting from the beginning of nineteenth century, the historical developments of

providing microllnanc services can be summari.sed into the following :

(@) Colonial Period (up In 19-1 : During this period the major emphasis was on the
development of c(Kiperatives. Started in 1°>01, tite eo(iperali\e movL-uient continued with
its regulatory frame work envisaged in ; the Agricultural | oan Act 1885. Usurius Loan

Act 1933, Bengal Money Lenders Act 1933. Debt Settlement Boards 1935.

"'llie Iliimnn I5cvcli>pincnl Rcporl in Souilt Asin 1°)0*) is (utL- nnionii ihc annual scries ofreports since 1997
.stiiititircti hy (hilc) (Ir Mahtin(il> iil llni] Hio roporl is pivpiiictl in closc colUiluimlion willi Ihc rielcl offices
of UNDP i»\soiith Asin.
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(2) F.itst Pitkislaii Period (19-17-71); Ouiing litis pcrii-KJ Agricultural Development
Bank of Pakisliin was the main s(>urcc l'o' riiial llnance, The approach was based on
trickle down clTcct witli subsicMsccl lending. 1lu' cooprralive sy.steu) was formalised after
the successful experiments in Comiila at (then) Pakistan Academy for Rural

Development (now HARD) by (l.ale) Akiitar llamid Khan

3) Ban”ludesh's Rcltahilifdlion /‘criod (197J-76) : NCiOs movement originated
w'ith rehabilitation spirit during earl)' years. Hanks wore nationalised. Public sector
emphasis remained on the development of cooperatives. 'I'ne growth of NGOs continued
witli financial support mainly Irom tlonors. During (he year 1975, the number of local and

foreign NGOs were 45 and 56 respectively”.

4) Evolution of Dcvelo/dinciil i\(i(ls lhe NCiOs mi>vement gained
substantial momentum envisaging poverty alleviation initiatives followed by
evolutionary emphasis on microcredit. F.ocal NGOs increa.sed six times reaching to 395
and foreign NGOs were 99 at the end of 1990-9I. i")uring the same period, larger MFls
such as the Grameen Bank (CJii) started targeted lentling. BI*AG started credit plus
training. ASA and Proshika were active in social mobilisation in.stead of financial

services.

(5) Expansion in Microjinancc (IW(*-95) (during this period, GB expanded
reaching 2 million clients. BRy\C expanded to 1 million. ASA moved from social
mobilisation to crcdit entailing simplified GB model, increasing efficiency with
innovations and started growing rapidly in scale and sustainability. Foreign funding (aid)
disbursed to NGOs was almost doubled (“>6 percent) i.e. increased from 107 million US
$ ill the year 1990-0] to tiie tune of US %210 million in the year 1095-96. PKSF was
e.slablished to promolc and prolide funtling support for microcreilit activities. I'roshika

started focusing on financial services besides social mobilisation.

(6) Mew Horizon (1995-99) During this period. Grameen stopped its liorizontal
growth, mobilises Grameen companies focusing on replication t>f GB model within and

abroad. The issues of regulation aiul go\'crnancc of MFIs .services became important

~ I'hc figures liave lu'cn cxtiaclcil I'om ADB : N (i() ;\ITaiis I"urcau ilinilc<.l liy Ahinccl Mohiudciin, 1999
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topic fur discussions and conccrns. Cirowtli of ncvolopmcnl NCiOs continued further
increasing IVoni 790 local and 129 foreign NGOs in ihe year 1995->6to 1215 and 147
respectively in the year 1998-99. 'I'ne MI’ls who registered under cooperatives act were
allowed to mobilise savings from the puhlic. However, during this period the NGOs
foreign funding remained almost stagnant being US $ 210 in 1995-96 which was US$
207 during 1997-98.

Microfinance got separate identil> in Bangladesh after launching Grameen Bank
Project in 1976. However, before that all nuijor commercial banks were nationalised in
1972 with one of the objectives being enhancing credit in rural areas. Cooperatives and
Rural Development Programmes of Go\ >rnment of Bangladesh were other means of
niicrofinance in the country. The microllnancc sector by and large evolved out of non-
profit development community. Initially, most of the NGOs started as rehabilitation and
relief organisations with substanlial conlilbutions and support from donors. During the
last decade almost all the NGHs started micronnance activities. Local NGOs increased

sharply since mid eighties as it may be seen in (iniph 4.1

Graph 4.1

Growth of Devolopmont NGOs

1500
1000
500

| |
 J— e
1947 1970 1080 11985 1990- 1991- 1993 1994- {1095 11996—11998— 1999-

\

—e— Local 7 .2, 107 157 395 523 683 1790 882 , 997 1215 1223

— Foreign 2 19 63 1 79 99 il 124 129 ' 132 135 i 146 147

Dat:i Soiircc : ADH; NC'iO AfT.iiis Bureiiii lInnglndcsli, tunUctl in Ahmccl M (1)99;i)

The foreign devcloprncnt assistance to Bangladesh over the past decade has
shown a decreasing trend from US S 17'A” million in 1990-91 to US $ 1241 million in
1997-98. However, the percentage (ifshare ofaitl to NGOs. has comparatively, shown an
increasing trend from 1990-91 to 1995->6 as it may be seen (iraph 4.2 I'ne NGOs
received Tk 30.14 billion foreign fund (al’i'nt 10 billion per year) from the year 1995-96
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to 1997-9X. Tlic assistance I\v and large (.tMupriscd of y:ranls. nuiing 1997-98, BRAC
alone R’ccivcil 1k 4.02 I>illilm I'rom lori‘ign donors and 0.886 billion from the

Government of Banglatlesii whereas its own ineomo was Tk 4.35 millit)n.

(>rapli 4.2

The financial service iiulustry in liangiadcsh is liiglily lragmented with lilllc
integration and overlap between ihe fornuil. senii-rormai and informal markets for credit,
savings, insiiranee and various non-bank financial services. [I'hc trends with the different

actors in the MFI sector are summarised as follows:

. fhe NGOs. have iiiereasctl (heir inv<4vementand tiependency on microfinancc
programme for sustainability. Mobilization of savings became a priority.
Innovations in savings and credit products arc taking place. Majority of NGOs are
thinking for self-regiilaiion. Small and medium NGOs are suffering from capital

problems to expand their services.

. Due to const)lidalion policy (I<i make all lhe braiichcs viable), the cili is gradually
losing market share, Il has started di\ersifying and adapting new products in many

areas.

. I'ne traditional approach has been rejilaced by (.. approach by the public sector
agcencies. The main public agency, BRDB is likely to turn into a Bank.

Collaboration with NGOs have started.
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. Many comnicrci;il hanks (Sdiiali. Janata. Agrani) have started micro-lending in
collahi)ralion with the N(iOs. Some hanks are (lirectly cnj;aged in micro lending.
1 he banks have ini(iatei.i lloxihle poh'cy to niili/e tlie N( 10s in a more elTcctive way

to channel credit at grassroots level.

. riie donors arc piitting pressure on poitfoho inanagomeni and quality of services.
Majority of donors ha\e stcpped provitling grants to NdOs for Revolving Loan

Funds.

. PKSF adopted rating system amongst its partner organisation. It has been
receiving more money from the World Hank to expand lending. It is planning for

enterprise lending.

Government's own participation in microluiance in Bangladesli may be seen in two
ways. One is directly through its rural development projects. Bangladesh Rural
Development Board (BRDB) is the main designated government organisation directly
involved in rural development since the independence of the country in 1971. The other
way through NGOs is largely in credit plus form and in terms of providing enabling
environment for MMs to function smoothly. Governmenl of Bangladesh through NGO
Affairs Bureau has evolved an informal system ol keeping track of NGOs receiving
Ibreign money. PKSF has developed a system of .screening NGOs Ibr providing financial

assistance.

The major stakeholders of microfinance in Bangladesh may be classified into ;
(1) fhe Public Sector MFIs (BRDB, GB); (2) Scmi-formal Sector ie the Microfinance
NGOs (ASA, BRAC, I'roshika) ; (0) MFIs Support Or*anisations (PKSF, NGOs Affairs
Bureau, t ’redit I)evelopmenl I'onim, CIKI )AP)

4.2.2 riic Soiirccs of C’li'dH

One third households avail credit in Bangladesh, Among the rural households,
about 41 percent borrow from eiliier institutional (NGOs and Commercial banks) or
non-institutional sources (relatives, money lenders) compared to 23.Spercent for urban
households. The NGOs arc the largest .sourcc (14.9) percent) of institutional credit for

the poor households followed by Grameen being 9.9 percent. I'ne following table
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(Table 4. 1) piovitlecs ;i SLiminary of various Soiirccs of ciedil’ available ftir poor and

non - poor.

ruble-: 4. |
Credit Source
Institutional

L (lovl li;iiiks

2. Private Hanks

3. GB

4. Co-operatives

5. NGOs

6. BRDB/Youth/Sodal
welfare

Non-Inslitutional
Relatives

Non

relatives

Money | eiuler
Others

percent and 43 percent respectively, li

institutional sources (Arif, elal,

credit

NGOs in Bangladesh. The governmen!

household credit for the non poor households. Relatives

Total

Porn-

X1

12
14.9
2.8

26.3
12.5
14)
7.2

gl

National
Non-poor t’oor
16-1
2X 16
S4 6.8
12 15
114 10,7
j.S 34
2,v6 j3.0
11.f) 115
tILN 0.f,
7.1 1\3
101 100

Urhnn

Non-poor

<3
35
[,>
3.0
6.4
2.9

37.4
15.6
8.7
11.4

too

Poor

103
1.9
111
1.1
16.5
2.5

23.0
118
16.>
5.0

too

Source : CIRDAI’ - HHS fVnerl> Monitoring Survey. April-May, 1999

Dis(fibii(i(ni of Soiirt fs of Crctlit for poor iind non -poor
Tcreciit of Households

Rural
Non-poor

18.7
2.6
10.5
0.6
13.0
4.0

21.8
10.3
128
5.7

too

The proportion of non institution:!! sources oi’crcdil lo inslitiitional sources is 57

come from institutional sources

is interesting to note that in Pakistan the non

1999), constitute 78 pcrcent and the rest 22 percent

batiks

source of credit for both poor and non - poor households.

{16,9percent),

liangladc.sh. Money lenders

as a souice of rural

compared to Pakistan {3.4 percenO

N Tlie giiantative annlysis is [wnsed on (he

cretlit

It may be due to overwhelming role of credit
arc tlic main source (16.4 percent) of
were found to be a major
Followed by NGOs
GB was the second largest sourcc (11.1 percent) of rural credit in

(6 percent) is still higher

liKitiijzs of a rccent CIRDAP - Bt3S survey conducted
during April - May, 1999 through a large sample <i7C of 16000 honscholds (6000 urhaii and 10,000 rural)
in the country.
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4.2.3 The dynamics of NCOs ; A ( liiiiiut* fi oin Ciin* :iit(l

WL'H'iire Tduiirds ('mlil :md C'lidil ['lus

In Ihc colonial limes, NGOs wciv woiklng for welfare aclivilies, while presently
NGOs go for chiiniic aiul Jcvekipmottl rnli(’r lh;in c;uv aiul welfare activities flie
common mission of MI-Is e>;Dli(itly rt-in;iins poverly ailcvialioii. The largest MI'ls
claim their vision to serve the pmnvsl iti tlio rural areas {GDI'. 1996). ASA provides
credit exclusively to women willi its visinn " (V-iY/r//?" a broader space for marginulised
women ofrural areas as they can participalc in income ~“cneratin® aclivilies to increase
their income”. BRAC established as a relief organisation in 1972, over the years has
gradually evolved into a large and miihifacL'led dewlopmenl organisation with its
objectives stated as " Alleviation ofpowrty and empowerment ofpoor” (BIIAC, 2000)
and it has a focus on the people living bcUnv the poverty line. Gii is the largest rural
credit institution in Bangladesh extending banking facilities to the poor and brings the
disadvantaged, mostly the w(>men from the poor households into the fold of an
organisational format (Grnmeen, 199%). I'rosliika has an explicit mission to " Make (he

poor economically self reliant through nnderl<rkin<® income "enerittin® activities."

I'hc MI'ls have some eonuiion characlcrislies in their institutional mechanism

(Sharama, etal, 1999), Some are listed below :

. Collnlcral free Credit with simple doeunicntntion. In most eases, a simple application on
a piece of pnper is used (no judiciary sl:inip). Tlie npplication signed by the borrower and
the respective group nienibers nntl centre chief is forwarded with recoinmendalion to the
respcclive hnwicli' X Thc Mi I's llcM sLiff. Ilsuall\, llit- btanch manager is cdmpctciU to
approve the loan.;

. lii”h Rate of Kepayniciil (95pcrce!it - 100percenl) ensured through monitoring and close

supervision;

hy Area DcvelopiK't Centre hi ease of Cmshik;!; Simil.ir funelioii.s arc perConncJ by Area ol'lices in case of
BKAC while brnnchis termed in botli Gt? nncl ASA
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Ins(i(ii(iii}; (iroiip I>yni»mii-s (vi/. WcL-kly' mccliii”s. snviiiys moliilis;i(ioii, rcpnytnent L>f
weekly instalincnis in iik'sl (‘"( MI Is c(c) iiiul :i\varcncss raising aiui Ininian cicveiopnicnt;
IcxcluNive focus on \V<nm'n : M<isl ol liu- iTicmlu-is or llic loanees (alnnil 80-85 pcrccnt)
are women ;
Anioimf of loiins : On average it varies from Taka 2,000 to |k 10,000;
liitcrcsl orSL’niee f’liarj*cs varies even more (liaii 30 |»erteiiJ : On Hat basis alnnil
81 percent Ml'is (390 N(i()s) cliargc 11-15 perecnl . ami 13 percent MTIls (61 NGOs)
charge 16-20 pcrecnt interest. Tlic crHcli\ ¢ rale becomes almost doiihled; however, it has
been cxperiencecl that the cost oCciiJit has not hcci'me an issue for the microcrcdit
borrowers;
Rate of Interest on nicnil)cr's Savii>j;s : More than hall'of the MPIs (200 +) pay 6-7
percent on the savings ol'the menthers (Cni' V(I
Instant Ineomc (iencratiii® Activities:  Microflnancc is provitled mostly for non-farm
instant income generating activities. .'Mmit -12 percent (CIN- Statistics vol 9, 2000)
microHnance borrowers are engaged in small businesses;
Use of land criteria (landlessness and near!) landlessness) to identify the target
beneficiaries-Mostly, the criteria of targeting is based on the ownership of less than 0,5
acre of cultivable land or having total assets lower than one acrc of land in the locality;
Short term loan within one jear in weekly instalments;
Timely Repayments : the peer pressure - the main theme of the group approach - acts as a
driving forcc in ensuring timely repayment of credit;
Credit proceeded by skill development training, where ncccssary, credit is also followed
by marketing support to the entrepreneurs;
Enforced provision of savings with a view to generating own fimd of the members and
gradually lessening dependence on credil;
Sinuiltaneons intenention in oilier areas such as health, sanilalion and community
devcUipment etc. to improve overall coinlitiiMi of the group members.
Although loan is provideti to individual members, but entire group in usual practice, is

denied further credit if there exists outstanding arrears for any of the members;

' weekly meetings are comtnoii in case ol'(iH and ASA [I'riiii ilic \'er_\ heginning, Ilowever, IIKAC was
holding meetings (in forUiiglitly basis iinlil Ilie end of lasi year. Now liotn ihis ycai' 2000, BKAC has also
started their microfinance transactions on weekly t\isis. However, at the same time ASA has started another
innovative pilot projects in four districts by condiirfng microfiiinnce without weekly meetings ( ie
ituiividual approach). The results are rclioik-d lo Iv “Mceoss!ul. ilowever, an evaluation towards this effect

will be interesting which opposes the Gramern Gioup dieory.
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. l.ciuiiiig iu-livilits ;«ic suppkiiKnictl Iy lulivUk'.s IVoin cnlrcpmiciiral
skills (Icvclopmciif; cniH prncliiction; cdMcniioii on soci;il awjircncss aiui fnmily planning;
o C'ontiiimtion ol j>NNtj« |0 tni(‘i-*<'ncy Iind (hal may Ik' uskil by nicinlicis a( ihcir ticCti on

emergency occasions

Two more unique features arc noliccd in tlie fuiiclioniiigof MFIs in Bangladesh.
First is liie parlncrsliip between biy and small NCiOs in providing more finance. For
example, sinc'c 1995. ASA lias been runninu its parlnership programme with small and
local NGOs. The objeclives of this programme are : to share experiences; cover remote
and deprived areas and ercalc sustainable and capal>le niicrocredil practitioners. Up to
December, 1998, ASA provided I'k 275'S million fmancial support to promote 16
partners. I'hcse partners foniKHI 1901 groups by orgmiising members with net
savings deposits of Tk 2 2 . million. Credii disbursement 1o 2<->966 borrowers totalled
Tk 110.28 million. Besides Hnancial support, ASA has been providing technical support
to 90 local and small NCiOs. In respect of UK.AC, upto December, 1998, 35 NGOs had
received financial support to the tune ol' Tk 9.S million under similar partnership
programme. The Second [I'cature is remarkable resilience of NGOs to respond to
changing needs of the time. Both AS'X and t"RAC,” slarled wilh health and education
programmes but later on shilled to microiinance. HRAC is now contemplating to deploy

a nation-wide network of BR.AC Bank.

The direc major NGOs (BRAC. ASA and i’roshika) have clear and strict poverty
based cligibilily rules. BRAC lends to indi\'idii;!l who owns le,ss than 0.5 acre of land and
also works as labourer for at least 100 days in a year. ASA on the other hand lends to
women owning less than 0.5 acre of land and uhosc income does not e.xceed Tk 1500

per nionlh and who alst) sell (heir labour for at least 200 days a year

4 .2 .. Qu(rcit'li of MFIs

Bangladesh has a very large, acti\'c and effective NGO scctor that substantially
complemented the mainstream efl'orls for socio-economic development. The country
probably offers the best documcnletl and most varied elTorts envisaging innovative
approaches in microfmance. Microiinance institutions operational since last twenty five

years in Bangladesh have succeeded in increasing iheir outreach lo more (han 8.7
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million (85 pcrcenl female nnd 15 pen'cnt ni:ik') nclive hoiTowers®’ as reported by 524

mitrolliKincc NCJOs of which 26 pereeni (137 NdO;;) arc iirkni (('ni\2{)00).

The miinber oC housclmkis hnviiig ;icecss lo viuious N4iTs targeted programmes
has increased considerably over the years. The NCids have emerged successful in terms
of their outreach particularly tariicfiny ihe women in contrast (o the vast network of
institutional Illnancial intermediaries (e.g. commercial banks and specialised credit
institutions like Bangladesh Krishi Rank). The growth in the number of borrowers

during the period 1990-94 can be seen in 4.2.

'fiihlc 4.2: Number of honowers ol' Mi Is (19 ‘K)-")4)

Mils Years

19S9.W 1990-9! 19<)1-02 1992-93 1993-94
A. {"ovcniMieiiC i>7.10{, 146,731 147,371
Miiiistry of Women'’s ITairs - S6 - 765 17,796
Ministry oT Youth and Sports - - 5,200 17,300 22,500
BRDB 79.3/71 4.i.?4r. 61.996 128,666 107,075
B. "<;:0s 1.1?S. 11 NOS.O.M 3722,897 3696.810 3133,627
BRAC 180,272 267.8.11 1385,324 1682,914 707,429
GB S52.522 1041,630 13S5.326 1682.914 2002,819
I*ro.shika 70,348 115,159 133,978
ASA - - S57.534 197,757 262,429
Swanirvar 25,718 15.53S 15,365 18.066 26,972
C. U;>iiks - 6.';tIf>,S33 3042,188 4404,018 5022,517
Nationalised Banks - 2502.710 14 14.864 1581,939 1752,282
BKD and RAKUB - 3097,430 1659,687 2019,545 2467,701
Private Banks - 906,684 867,637 802,534 802,534
Total - 7961,7Y" 7732,281 8247,559 8303,515

Data Source: CI'D 1995

The Grameen I3ank (dlJ) in many studies (such as CP above) has been shown
amotig NCiOs which is nol appropriate, h should come under public sector as it was
cstablishcti under a presidential ordinance in Octolicr 19S3. as a specialised bank for the
rural poor, ihe number of borrowers in Ciovernment institutions arc higher (30 percent)
followed by I"RAC with 19 percent and (ill (IS percent) and ASA (8 percent). Other
579 NGOs provide 19 percent to the total .share t)f active members in Bangladesh as

illustrated in pic cliart 4.1

" Tlil'oiilrciii;li o('MFl.s lias furllior incrcn.scd to million .ts of I'\ ‘ccnilu'r. 1000 wilh :i loial
disbin-.sciiienl 0192.°% billion Tk ;is rcporlctl hv MI'ls ( Soitrcc ("HI" Sl.ntislics Vol 0, December. 1999)
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Pic 4.1

Oulreach Analysis Af.tivo Mnistjors of M;jjor MfLs
(s of June, 1909)

ASA
8%
FVostiika Swaniivar
1% Govl. Organisationss
30%
Grameen Bank
1%
BfV.C NGOs (578)
20% 1%

SiMirtt rilf skiilislu-<; vol! X 1il~ Aniiiizil Kr v " rK ciiiil nlluT", Uil Hivy ~ 1

The latest available dnla on the luimbLT nf horrovvois Tor the last three years is given in
the following table 4.3

Tiiljlc 4.3 ; Niimhcr of I>orro« cr<: liy MFIs (19%-97- 1998-99)

WVITY 19F)(,-97 1997-9S 199H-99
A. Governinciit 1936,627
Ministry of Youth oiul Sports 21 2,3'M,75."i 286,250
BRI5H 1650,377
It .(;ii 2.345,781 2,369,458
C. NGOs
BRAC 1,8>8,000 2.2.53.000 2,710,574
Prosliika 1,291,000 1,1.32,000 1,395.9Sn
ASA 66j,non 873,000 1.072,364
Swvaiiirvai' 682.000 667,000 687,750

Soiircc: CDF Statistics (various vohiincs)

During 1993-94, the share ofN (i() provitlet! ercdil was 65 percent, in aggregate,
credil provitletl by N(K) enieigeil as (lie inajdr snmve df inslihilioiial credit in the rural
areas. N(i()s disbiirsenient inereasei.i to about lour times Ironi 1991 to 1994 as against the

Banks disbursement which increased to two times only during the same period..
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4.3
Microcroclit Dishiirspmcnt hy MF-NGOs, Banks
and Govornmont Arjoncics (in Million Tk)
30000
20000
10000
0
1990-91 1991-92 1992-93 1993-94
Government 623.18 28007 671.61 1044.81
" NGOs 4,324.61 8.671.25 12.925.42 21,999.99
Banks 5,456.60 7,771.80 8,299.34 10,820.20

Diitn Source: CPD (1995)
In liic public scclor. ihc liuiiyiltHic.sh Nur:il I~)cvelt)piiil*nt Bonrd (BRD13) is the

Box -4.1

largest public scclor agcncy engaged in - _ i
Statistical Analysis of NGOs in Bangladesh

poverty alleviation. 1 has an milreach

of over 4.00 million benellciaries with

(524 NC.Os , as of .lunc, 1999)

Aciive Mctnlviship (Nos)

rcinak’ 7,376,%0
farm and non-farm crcdit. A major Male 1.326,287
- . . - - - - 8703'247
institutional innovation in Unngladesh is SLTeF Sircni:lli (Nos)
_ ) _ Total 75,328
llic Plalli Karma Sahayak foundation Nl eredil 30,509
, . . ; Oiilsianilitii: Nirrowers (N>'s) 6,196.287
(PKSIY). It is an apex financing S:ivinj’s (in inillioit T:ik:i) 5,951
. . . R . Coinimiiati ilislnirsciiiL’i illidii Tak 77,352
institution to assist and provide funds to ofnimitative flisinirscliitiu ( millidii Taku)
(iiisf;iiultii[; Loan ( million Taka) 15,934
promising NGOs in expanding their Soiirce.”; of RI.F (inillion Takii)
20.170.61
poverty targeted microcredil ) i
Mt’nihcrs savings 4.813.24 (23.63)
programmes. (Ahmed, 1999 b) PK.SH . 478356 (23.48)
l.ocnl Hank Lixm 2,342.85 (11.50)
litieinaiional NGO 58.57 (00.29)
Inli’iiialional ilonor 4. 157.40
An analysis ol available (20.41)
Sivii ¢ (hai(,0 2.317.W (11.48)
slalistics indicales that both lhe lonn:il HKA{" 121.82 (0.60)
ASA 27.55 (0.13)
and semiformal sectors have I'rosliika 40.92 (0.20)
Own tImd 1.041.15 (5.11)
outreach. In the Oiliers 645.55 (3.17)
Toial (100.00)

private scctor, a forum of NGOs called
S(>uitL: (T)|-Scui.slic.s; Vdliimk- S, June, 1999

Credit Development Forum (CD!") is Cl'nviTsion Uale: 1 HS$ = '18.73 langladc.slii Taka (BD I)

collecting statislics on regular basis.
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ChI- compiles, syiitlicsiscs ;ind |uihlislics MIMs slafislics iwicc ;i ye:ir ns of June and

Dcceinbecr.

About 6.2 million borrowors arc ihc ciiricnl members who have ihe outstanding
loans.(Box -4.1) The NGOs disbursed Tk 77.3.> billion or about US $ 1.55 hillion. The
bulk amount (94 percent) was disbursed in llie rural areas.(ibid) The .savings of the
members. linuling by I’KSI' and iiilernational ilonors contribute each about 20 percent to

the total revolving fund.

The number oC poor borrowers under the government and NGOs programmes
increased from 1.45 millron in 1990-91 to 1.2S million in 1993-94 .
I The number of crcdit NGOs also

increased from 40 in 1990-91 to more than 10(H) in 1999. The largest NGOs*namely :
(1) BRAC is operational in about 50.000 villages ol'all the 64 districts of the country; (2)
ASA in 13542 villages of 61 [districts and (3) I'rosiiika covers 7601 villages of 46
districts. The possibility t>f (he [iresence of more than one NGO in Ihe same village and
overlap of members cannot be excluded, fhe (iU of Bangladesh, a formal sector MFI,
recognised globally started as an NGO in early 70s and later it became a specialised
bank for rural poor since October. 1983. As of November 1999. GB has disbursed US
$ 2,951.78 million to over 2.35 million poor (including 2.23 million female) living in
39,635 villages through 67,610 centres working under 1143 branches throughout the

country"*.

4n Comparative Pcrforniaiicc of major MFls

4.3.1 Operational roaliires of Sclcckd MFIs; ASA, BRAC and («'raniccn Bank
Both the approaches - crcdii only (mininialisi)and credit plus (imiltisectoral) - arc

applied by the Mb'ls in Bangladesh using j*-roup based tlelivery mechanism to provide

microcrcdit to the rural poor, parlicularly. rural w'oincn. (\VB,1999) The crcdii delivery-

recovery and savings mobilisatitin mcth(His of the MI'ls are of similar characteristics :

"CIKDAP IW7,1 .0

” C'Dt-Slati.slics, June, 1009

itppcniiix A'l | cnvisiiging (iulro:U'li iini! ilumt insiiliilu>n;il nu'chniiisni

77



Dhaka University Institutional Repository

cxclusive focus on the poor and women; scrvicc delivery ihroiigli small groups; easy and
simple delivery and recovery .syslem; non-collateral lending (group liability/social
collateral replaces formal material eollateral); credit for any (CMA chosen by group
members; weekly repayments and maximum 50 weeks maturity; mandatory savings;
simple documentation; transparency of financing activities; and training for group

members and organizational stalT,

There is no intrinsic problem willi a programme targeting both the liCP and the
moderate poor. However, where the needs of the different groups arc different, it
becomes more difficult to meet the needs of the IICP. There is currently a worldwide
debate on poverty yardstick to identify tlie poorest. Many, including CGAP have tried but
have bogged down on the methodological issue. To identify the poor, various MFIs in

Bangladesh follow one or more of (he following criteria:

The assessment using the criteria given in Box 4.2 is usually made through
survey. Even thougli the discussions held with the representatives of a number of MFIs
indicated their preference to select the
poorest of the poor families on priority Rnx : 4.2 The Criteria of Sclccling Target Groups

basis. But this does not translate into 1 Fiiinilics owning 0.S ;icrc or Igss of wet land in rural
arcns
action due to the points indicated at 7 5 |y siih-iirban nnti urban areas, the incotnc arising from
1 Aero or less of wet land per t'aniiiy;
j. Family inconic less lliaii t'’k 2000 per month (this
varied up to Tk 6000). DRDB solects
'J.  Hoii'iing index covering the aspccts of type of house,

and 8 in the box. When the ability to

repay loan and the confidence of the

other group members comes into size of house, coivstriictioii material used and type of
rooT,
picture, the MCP get eliminated from 5. Clothing;
. @ Abilily to have 3 meals a day with vegetables.
MFlIs, In the selection of  Target Generally inaliility to have 22,'i0 kilo Calories of intake

jici perion per (lay lbr Ilic pooresi of 1Ue poor;

Ability to repay the loan. This plays a major role in

seticlion proccss. Tliis climiiiatc.s the lowest stratum

(HCP) of (he poor.

(GB, ASA and BRAC) which include S. Tlie group members should be confident of other
prospective members in their group for formation of

:l.andless poor; Holding less than or VM (iir i-redil;
9. The fandlies should not be member of other MKIs.

Group ('I'G) , more or less same 7

criteria is followed by the three MFlIs

up to 0.5 acre of land; Own earnings o ) o ) )
This is basically to eliminate tlic overlapping or

less than normal income from 1acre of tiouble Iniancing residting into over financing.

land; Selling manual labour to cam



Dhaka University Institutional Repository

livelihood ; Monthly income less than Tk 2000 (in ease of BRAC Tk 3000); 18 -50 age
limit (in case of ASA)

Sclcction of Area

ASA selects the area and location of its unit office carefully. It goes to such
compact areas in which at least 1200 target clients could be readied. Therefore, it prefers
densely populated area. It acquires officc-cum residential premises for its unit office in
the area. Unit manager and a few credit officers stay there. Location of the unit office is
ideally selected, keeping in view easy access to commercial bank and postoffice. ASA is
therefore also criticised many times for its 'road bias'. GB on the other hand, organises
groups/centres also in remote areas. BRAC also organises groups in isolated areas but at

manageable distance from their own office.

Collection of Savings

Savings mobilisation is a fundamental feature of all the three MFIs as summarised in

table 4.4
Table 4.4 : Comparison of Saving Mobilisations.
ASA BRAC Gramecn Bank

General member's savings collectcd
from each group member @ Tk 10 per
week

Microenterprise and individual
member savings deposited weekly @
Tk 20 minimum

Associate Member (members who are
not taking any kind of loans)'s savings;
for 5 years period no minimum or
upper limit, deposited voluntarily,
refundable/vvithdrawalable at any lime
Long Term Savings for 5 years period
- monthly deposit Tk 50, 100, 200,
400, 500 from borrower/non-borrower
members

Term deposits - fixed deposits in
multiple of Tk 1000 for at least a
period of one year

ASA also collects 0.3 percent towards
insurance (non-refundable)

Withdrawal or Refund : The request

Regular weekly

savings @ Tk 10

per week
Obligatory savings :
5percent towards
Group Trust Fund ; 1
percent for insurance ;
2 percent of loan
amount of 1st loan; 5
percent from 2" loan;
10 percent from 3 rd
loan and 15 perccnt
from 4r(h loan GI13
and ASA collect
savings in weekly
meetings and BRAC
collects in fortnightly
meeting

¢ The group members
deposit the following
types of savings;

. Regular weekly
savings (personal
savings) at Tk 5 per
week. Interest paid
@ 8.5 percent,
Refundable at any
time

. Centre Welfare Fund
and Education Fund.
As decided by the
group

. Obligatory savings -
Tk 5 for loan upto Tk
1000 and 5percent an
amount above Tk
1000

Only in Grameen, group

members can become
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Conditions for Sanction of Loan

for withdrawal is received by credit
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officer. He ensures that saving balance
is 15 percent of loans outstanding upto

Tk 2000 and 25 percent in case of
loans outstanding 2001 to 6000 is in
the SB Account of the member. CO
then recommends to Unit Manager

who allows withdrawal.

The three MFIs insist on fulfillment of certain conditions before sanctioning of

loan to any group member.

Table 4.5 : Comparison of Conditions for sanction of Loans

ASA
Minimum 80 percent
attendance in weekly meetings
Regular savings -at least for
last 3 months
Regular payment of previous
loan
Must have some know how
about IGA to be undertaken
One loan per year

BRAC
Has to complete social
awareness training
Regular attendance in weekly
meetings
Clear knowledge of 18
promises
No housing loan to begin with
One member from each group
would get loan at one time -
allowed be getting by rotation

Processing of Loan Applications and Approval Proccss

Table 4.6

ASA
Quickest method : Loan
proposals are processed and
sanctioned by CO (credi
Officer) or DM (Unit
Manager
Loan Disbursement schedule
Agreement with ASA
Individual and Group
Gurantee

BRAC
Loan application in fortnightly
meetings of Village
Organisations (VOs): PO
recommends to Area Manager
for sanction; Loan above Tk
12000 are sanctioned by
Regional Manager
Loan agreement between BRAC
and the individual member
Loan Disbursement schedule

Loan Products and Repayment Duration

Table 4.7

ASA
Small Loans : Tk 4000 (with
annual increase ofTk 1000);
Repayment: 45 weekly

BRAC
. Loans mainly for
productive activities
(IGAs) eg

GB
Recognition of group by area
Manager
Regular attendance in weekly
meetings
Regular deposits - weekly
savings
Has to complete six week
clientele training

Comparison of Processing of Loan Applications/Approval Process

GB
Loan applications
collected in the centre
meetings by Centre
Manager - Processed
in the GB branch -
approved by Area
office
Loan Disbursement
schedule

GB
General Loan : Tk 10,000
Housing Loan : Tk 30,000
Standard housing, basic
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housing, pre-basic
housing

poultry,fishery,
livestock(dairy
animalsigoats). - Homestead purchase
Sericulture etc; - Sanilary and latrine
Loan limits : Repayment in all the

I* loan Tk 4000 above cases is 45 to 50

(invariably for 1IGA); weekly instalments

2nd Loan Tk 6000

3% Loan Tk 10.000

instalments + 3 weeks grace
Microenterprise loans : Tk 10,000
(with annual increase of Tk 2000)
; Repayment; 46 weekly
instalments + 3 weeks gracc

Loan for sanitation, tubewells and
disaster : Repayment: 45 weekly
instalments + 3 weeks grace

Loan Di.sbursciticnt and Repayment Mefliodoln”

Comparison of Loan Disbursement and Repayment Methods
ASA BRAC

Loan amount sanctioned to Loan amount sanctioned,
individual member, is disbursed is disbursed to the

at the Unit Office which is member in BRAC’s Area
usually located in the village office or project office.
itself Repayment instalments
Credit OlTicer collects repayment are collectcd by
instalments from the members Programme Organiser in
during weekly meetings the fortnightly meetings of
Village Organisation

Table4.8
GB

Loans amount sanctioned

is disbursed to the

member in the GB.

Bank worker /centre

manager collects

repayment instalments in

weekly meetings of the

centre

Monitoring of End Use of Microcredit

All the three organisations ensure close monitoring and follow up tlirough
frequent visits of field workers to the purpose. The monitoring mechanisms of all the

three MFls is summarised below:

Table4.9 ; Comparison of M

ASA
More effective
supervision through
locally based unit offices.
The CredoE Officer visits
3 groups daily. Thus
covers 18 groups in 6
days ie Saturday to
Sunday (Friday off) and
contacts 360 members (20
per group).
ASA does not impart any
skill training (unlike
BRAC). Therefore , there
are chances of some mis-
utilisation. But ASA
appears to be not so
worried about it till
repayment is received on
due dates.

onitoring Mechanism

BRAC

The Programme Organiser (a
field worker of BRAC) visits
village at the time of meeting

of VO. He collects information
from members about utilisation

of loan disbursed.

It provides activity specific
training to the loanee which
ensures proper utilisation of
loans

Frequent visits to the members
houses also enables the field
worker to understand problems
in project implementation

It provides necessary inputs :
backward and forward linkages
and arranges for marketing of
the products through its own
outlets -Aarong.

GB
GB ensures close
monitoring through visits of
Centre Manager on the
dates of centre meetings.
After interacting with the
group members, he gets the
feed back on utilisation of
loan di.sbursed to the
members.
GB is not providing activity
specific/technical training
to its loanee members.
Frequent visits to the
members houses also
enables the Bank
Worker/Centre Manger to
understand problems in
project implementation
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Ensuring Repayments

The three MFIs have a repayment performance between 95 pcrcent - 100 percent
(cumulative). Various ingredients including : sclcction of borrowers; providing services
beyond credit; constant links; peer pressure bring about the remarkable rate of recovery.
According to ASA " the potential borrowers must have some repayment capacity
which is very essential to ensure smooth and continuous operation ofthe IGAs and their
regular repayment ofthe amount borrowed from ASA." Different approaches followed

by these MFIs are summarised below:

Table 4.10 : Comparison of Repayment System

ASA
ASA sensitivity to default is such
that ifa member misses a repayment
she can count on receiving a visit
from her CO the same day.
Dehquency is tal<en quite seriously
by COs and the Unit Managers alike
For repayment of ovcrdues, the staff
of ASA take the help of clients,
other family relatives and
neighbourers along with the help of
local elite.
ASA presumes that default in
repayment arises as a result of
communication problem and
absence of motivation by Credit
Officers,
ASA also takes help of police
informally in case of overdue
ASA has constituted a 6 member
committee headed by a General
Manager to deal with bad debt.
In some cases local youths are
engaged to recover bad debts on
payment ofconimission of25
percent of recovery amount,

Substitution of Collateral

BRAC
Credit plus
services
provided by
BRAC lielp in
recovering
cent percent
amount from
borrowers
BRAC docs
not write off
any loan as it
feels writing
off would
give a wrong
signal to the
borrowers at
large.
Similarly it
does not
transfer the
loan to
successor on
the death of
the borrower.

GB

Simple repayment mechanism
which is understood by the
borrowers such as ;

One year loan

Loan for IGAs

Equal weekly instalments

Repayment starts one week affer

the loan

Interest rate of 20 percent

Repayment amounts to 2 percent

of the total loan per week for 50

weeks
GB never uses judiciary in seeking
repayment ofa loan. As it is
assumed that they know how to do
business, they do not involve in
legal hurdles
Experience of GB with bad debts is
less than | percent. Even then GB
does not conclude that defaulting
borrower is a bad person. Bad debts
of this dimension are considered by
GB as a cost ofdoing business. GB
takes it as a constant reminder of
what they need to improve in order
10succeed.

The loans provided by these MFIs are generally collateral free. However, the

process itself envisages an in-built mechanism for substitution of the accepted norms of

collateral. It is evident from the following:
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0] The credit plus services provided by these institutions, particularly GB and BRAC
coupled with empirical outreach of their staff to the rural mass implies a feeling of
belongingness to the loanee members in these inslitutions which cthically bind them to
repay their loans in lime and this could be considered as an effective tool of substituting

collateral for the loans provided by these institutions.

(i) In case of natural calamities like cyclone , flood which are a regular phenomena
in Bangladesh, the staff of these institutions particularly those of GB and BRAC engage
themselves in relief operations suspending all credit operations. This kind of
humanitarian activities build up confidence of the members in these MFIs which have an

indirect bearing on the repayment ethics of the borrower.

(iii) Initially, all these MFIs provide meagre amount of loan, The next loan which is
generally higher than the first one, is contingent upon timely repayment of the earlier
loan. Since the member's requirements of loans are generally higher, they are very
particular against committing default in repayment so that they could avail the next loan.

This system also acts as an in-built collateral .substitution.

(iv) In all these MFIs, the loan is provided on the recommendation of the group
leaders. In many cases other group member's guarantee is far more effective than legal
pressure. This works as a social collateral. Once a member becomes a defaulter, the
credibility of the group is threatened and other members arc deprived of loan. Therefore,
peer pressure is exercised on the defaulter member to repay the dues. No member would

like to be singled out. Thus group works as ateam with mutual support.

(V) ASA ,BRAC and GB are fully aware tliat repayment does not necessarily come
out of IGAs. They, therefore do not insist on qualitative aspect of loan utilisation. The
GB has prescribed 16 decisions for the members to practice . Prof. Yunus says that these
are the social mandate of the Bank. The members have been made to memorise these
decisions. The belief is if she recites and remembers the 16 decisions, she will try to
practice also. During field visits, some members were observed practicing the decisions.
For example, some have planted trees, some have constructed good houses, some have

built tube wells and almost all children are sent to school.
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Like Grameen, BRAC has prescribed 18 promises as social mandate, 8 of which

are common with GB's 16 decisions. When the groups start their weekly meeting they

start reciting promiscs/decisions first. Certain other measures followed by these MFIs

also demonstrate substitution of collateral arc enumerated in Table 4.11

Table 4.11:

ASA

While taking a loan, ihe
signature of the member's
family head as a guarantor
and two other group
members as witnesses are
needed on the loan
application form. This
provides a collateral cover
for the loan.

Members have to deposit
0.3 percent of the loan
which forms an insurance
fund to take care of
default, death of a
member and complete
damage of loan scheme
From the second loan
onward, members must
have savings equivalent to
at least 15 5 of the actual
loan amount. This amount
is not refundable until a
member leaves ASA. This
is also a sort of collateral

situation
ASA 's credit
operations are highly
supervised leaving no

scope for default

Siihstitiition of Collntcral

BUAC
Loans arc sanctioned with
consensus from other
members of the group
which generates peer

pressure for repayment

The loanee has to sign a
guarantee  bond affixed
with requisite non-judicial
stamp which is required to
be  witnessed by lhe
President, Secretary and
Cashier of the Village
Organisation (VOs). This
bond acts as a substitution
of collateral

Besides personal savings,
members have to provide 5
percent of loan amount
which forms part of her
personal savings fund. The
fund thus creatcd serves as
a sort of collateral of the

loan

In case of Micro I-,nterprise
Lending Assistance
(MELA), there is a formal
collateral by way of
mortgage of the entire

scheme alongwith the land.

In

GB

Loans are sanctioned in a cycle of
2 > 2 + 1to the group members
and each loan is distributed with
the group gurantee. The system
generates peer pressure for timely
repayment of the instalments
Besides weekly personal savings,
a member has to provide 5
percent of her loan amount as
group tax which forms the Group
Fund. This fund provides a cover
towards the loan sanctioned by
the bank and acts as a substitute
to collateral

The fact that existing group
members are unwilling towards
entry of new members who do not
have capacity to repay speaks of
an in-built collateral in the system
respect of house building loan,

husband has to provide a registered
Will/Consent in favour his wife (loan
meinber) for the piece of land on
which house has to be built. Although

the
mortgaged,

be
in

land is not required to
provision of a Will

favour of the loanee member acts as a
collateral to such loan.

All the three MFIs attribute default in repayment due lo two main reasons viz,

selection of wrong member and lack of commutiication skills on the part of the field

officer, Il'thc wrong selection is made at the oufset, default will automatically arise. Thus

constant rapport and peer pressure acts as social collateral which replaces formal material

collateral in all cases. Similarly, genuine concern for the borrower in the shape of

providing : (a) credit plus servicc and (b) instant relief measures in the case of natural

calamities has created a niche in the heart of borrowers which makes usual collateral

redundant and unwarranted.
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4.3.2 Credit Profile of Major MFIs

ASA is the fastest growing MFI in Bangladesh. Over llic past five years its
membership increased annually at the rate of about 39 percent which is more than ten
times to that of GB and about twice to that of BRAC and thrice to that of Proshika.
Grameen Bank is giving more emphasis on its consolidation rather expansion, as
substantial number (about 30 perccnt plus) of branches arc not self sustainable. ASA and
BRAC's credit programmes arc 100 pcrccnt self sustainable. A comparative analysis of

the membership of these MFIs may be seen in Table 4. 12

Table 4.12 Comparalivc Analysis of MFl.s Membership
1995 1996 1997 1998 1999 Perccnt Annual™
Dec Dec Dec Dec Dec Change™ Change
GB - 20.59510 2272.50.» 2.767947 2357083 14.45 3.61
ASA 404000 562000 806000 894000 1179000 192.83 38.57
BRAC 1510000 1840000 20110000 24840000 30570000 102.45 20.49
Proshika 842000 1060000 1232000 1243000 1453000 72.6 14.52

- Information not available Data Sources: Various volumes of CDF Statistics.

Per Capita Savings

The saving policies of all these MFIs arc similar. The annual increase in the
average per capita savings is around 15 percent plus with marginal differences among
these MFIs. Per capita savings of GB in terms of amount is about four times greater than
ASA and BRAC. The comparative analysis of per capita savings of these MFIs over

past 5 years is given in Tabic 4.13

Table 4.13 Comparative Analysis of MFIs Per Capita Savings
1995 1996 1997 199S 1999 Percent Annual
Dec Dec Dec Dec Dec Change Change
GB - 2552 2902 3439 4104 60.82 15.21
ASA 609 790 896 1209 1076 76.68 15.34
BRAC 530.46 641.84 870.21 900.56 949.62 79.02 15.80
Proshika - - - 379 500 31.93 15.96

Information not available. Data Sources : Various volumes of CDF Statistics. Further
details have been synthesised in Appendix : IV

" I’crcciil Change is calculated by the changc between first and last year’s values
Annual Change is calculated by dividing the value of percent change with the number of years
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Per Capita Loan Disbursement

GD's per capita loan disbursement is more than three limes higherthan that of
ASA and BRAC and about seven times to that of Proshika. On the other handtheannual
increase in per capita loan disbursement of GBis the lowest and Proshika is the highest
among the four MFIs. The average annual increase in the per capita loan disbursement of
ASA is the lowest among these MFIs. It is probably due to the reason that ASA has
given more emphasis on expansion which is obvious from its highest rate of average
increase of membership (being about 38.6 percent as against just 3.6 percent in case of

GB as it may be seen in the membership table given above ) . A comparative analysis

of MFIs loan disbursement is given in the following Table 4.14

Tabic 4.14 Coinparalivc Analysis uT MFIs Loan Disbursement
Percent
1995 1996 1997 1998 1999 Change
GB - 34505 38733 45657 52622 52.51
ASA 7220 7810 4011 15167 15527 115.06
BRAC 6370 8002 10744 12059 13343 109.46
Proshika 2063 2821 4388 6585 7780 277.1

- Information not available. Data Sources : Various volumes of CDF Statistics. Further details have been

synthesised in Appendix : IV
Per capita Outstanding

The loan disbursement and outstanding has a positive correlation. The rate of
average increase per annum of per capita amount outstanding is more in Proshika
followed by ASA. The GB has shown negative value. Due to rnultiple loan policy, the
GBborrowers have more per capita outstanding amount which is almost twice to that of
Table 4.15 a sumrnary of comparative analysis of per capita

Proshika. provides

outstanding.

Table 4.15 Coniparafivc Analysis of MFIs Per Capita Outstanding
1995 1996 1997 1998 1999 Pcrcent Annual
Dec Dec Dec Dec Dec ClianEC Change
GB 5678 59Q7 6570 5653 -0.44 -0.03
ASA 1502 1671 1944 2481 3120 107.72 21.54

Annual
Chanee
13.13

23.01
21.89

55.42



Dhaka University Institutional Repository

BRAC 1474 1664 1812 1981 2200 49.25 9.85

Proshika 893 1111 16Q7 2155 2372 165.73 33.15

On the basis of financial parameters changc over past five years data, the annual

average change in percent per capita of the four MFIs is shown inthe Graph 4.4

Graph 4/3°

Average Annual Change inpercent Per Capita
1995-99

O Outstanding
m Disbursement.

O Savings

4.3.3 Comparative analysis of Income and Operating Cost

Operating cost per borrower of G13 (Tk 561) is twice to that of ASA (Tk 266)
while it is Tk 307 for BRAG. The number of borrowers per staff is about 3 for BRAG ,
5.8 for ASA and 5.4 for GB. Due to low salary structure, stafTcost per borrower is low
in BRAG (Tk 207) and ASA (Tk 217), while il is almost doubled ( Tk 466) for GB.
Interest earning per borrower is highest for GB being Tk 1157 followed by Tk 592 for
BRAG and Tk 588 for ASA. Table 4. 16 provides a summary of comparative
analysis on selected parameters of ASA, BARG and GB (GB).

Table: 4.16 Incomc, Operating Cost and Sclcckd I’crr«rnijuice Parameters
ASA BARC GB

Income (million Tk)

1 Interest on Loans 470 1244 2660
2 Bank interest 16 45 280
3 Other Income 18 15 82
4  Totalincome (1+2+3) 504 1304 2274

Less
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5 Loan loss Provision 43 255 747
6 Cost of Capital (at 6 percent)"”’ 116.34 272.34 803.76
7  Total op.income (4-5-6) 344.66 776.66 723.24
Opcratloniil Cost (million Tk)

8 Salaries & benefit 174 436 1072
9 Utilities & stationary 24 50 43
10 Rent & Depriciation - 30 53
11 Other expenses 15 129 122
12 Total Op. Cost 213 645 1290
13 Net profit (7-12) 131,66 131.66 -566.76
14 Net profit less other income 113.66 116.66 -648.76
Performance parameters

15 Borrower members (000) 800 2100 2300
16 No of Loans (000) 864.2 2003 5504
17 Total staff 4656 6190 12499
18 StafT per 1000 borrower 5,82 2.95 5.43
19 Av. Staffsalary (Tk/yr) 37371.1 70436.2 85766.9
20 Non-Salary cost per staff 8376,29 33764.1 17441.4
21 Operating Cost per Borrower (12/1.9 266 307 561
22 Staffcost per borrowerTk/yr (8/15) 217 207 466
23 Av. Size of loan/borrower (Tk) 5220 3856 10000
24 Outstanding loan per borrower (Tk) 2424 2161 5824
interest earning per borrower (Tk/yr) 587.5 592 1157

Source : Pankaj S. Jain, Maturing of Micro-credit Movement p2l (undated)

4.3.4 Focus on Women

The outreach of major MFLs is focused on women, the reasons for the same are
conceived differently. ASA focuses only on women as members of its groups, the
attributes of their reasons are: (1) the availability of women during the day time when
their staff visits the villages. ASA is not much conccrncd that the loan is utilised by the
women herself. In many instances'~ it was found that liie loan has been used by the male
member of the family, taking up some IGA; (2) the women are perceived as better
resource managers by ASA ; (3) ASA insists on guarantee of the husband for the loan
given to women for two reasons : (a) the rate of divorce is high which increases the
problem of women who is borrower so her husband bears the responsibility of repayment
as guarantor; (b) marketing and cash money is usually handled by her husband. ASA ,
in principle does not target unmarried women, because they may move after their

marriage.

For the purpose of comparison, a similar cost of capital @ 6 pcrccent is assumed. In practice, however, the
cost of capital differs from each other
““ Some instance observed during field visits are given under ASA in Appendix A4.1
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According lo GB. women go through (lic worst part of the poverty and have to
struggle hard to get out of it. GBfiirthcr believes and its experience also proves that
money "oin}> ihruugh woman in a household hronghi more benefits to the household
compared to a loan given to a man. Wlien the women brings in income, the immediate

beneficiaries arc children, who arc the future citizcns.

BRAC's goal is to transform the pcMir women from passive recipients to active
producers BRAC believes that a women is more socially conscious and dedicated to her
family's welfare. Traditionally, women have proved to be belter managers, capable of
managing small amounts efficiently. They arc also regular in saving and repayment of
loans. One of the BRAC studies indicates that in case of women borrowers, about 3™
were handling the loan and enterprises thcm.sclvcs another women handled the
amount and managed the activity jointly with their husbands while in the remaining

137 cases, the loan amount was entirely utilised by their husbands.

A study of 275 loans (22 of these to men) across four organisations (BRAC :

106 women + 22 men; GB : 53; TMSS ; 39 and RD12: 55) was conducted by Goetz

(1996) . The degree of women's control over loans (n = 2530 is summarised as
follows:
Full control : Full control over the entire produtiion process = 17.8 percent
Significant: Control over output except marketing eg mich cow = 19.4
Partial : provision of labour but loss of managerial control eg paddy husking = 24.1
Very limited : minimum input to production process = 17.0
No involvement eg riksha, carpentary = 21.7

It indicates that about one fifth of womwn have partial and one fourth have no
inolvement in the use of loansThe issue of transfer of loan control noticed by
Rahman's (1986) study of 151 loans to women in GB found that 77 percent of women
were using up to three quarters of their loans thetnselves while 12 percent surrendered
the entire loan to their husbands or other male guardians. In case Actionaid study'”?

loan use pattern suggest that about 50 percent of loans taken by women are used for
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men's productive activities. According to Assaduzzaman (1999), only about 60 percent
of members are from eligible target groups. Some professionals plea that NGOs have
become business organisations capitalising on poverty and helplessness of millions of

poor people'”.

In all the cases, where women have liccn targclcd as borrowers for microfinance,
the benefits of increased income generation have accrued to the families. Also in majority
of the cases, women's awareness levels and ability to find solutions to their problems
alongwith confidence levels have substantially gone up. This has been due to the fact

that she has been recognised as the channel for accessing crcdit.

The empowerment in the real sense focuses on helping people to help
themselves. It is a process of enhancing the feeling of self efficacy. In order to ensure
empowerment of rural poor women, the access to credit itself is not sufficient. ASA,
BRAC and Grameen are fully conscious of the fact that microcredit is more effective in
combination with other social interventions. MFIs programme in reaching the women is
impressive in terms of access of credit to the women. Control over loan use is a second
generation problem. Gradual empowerment and access to credit has brought about a

positive and qualitative shift in the life of women in Bangladesh.

4.3.5 Dynamics of Forming Groups

While forming the groups, MFI's field staff takes into consideration various
factors such as addiction to anti-social activities, lack of cooperafion from family
members and migrating tendency. Decision to allow her to become a member is firmed
up after satisfying that negative factors do not come in the way of according membership.
After forming a group, be it ASA, HRA(' or CB, llicrc is regular contact with the
borrower through weekly or monthly visits to borrower's hou.se to ensure that their social
and economic situations are improving , they can repay the loans and the whole family is

benefiting as a result of her taking loan from MFI

White(1991) : The study is based on 140 loans
Retrieved from an article titled . Questions Swrotindiii}; NGOs - Pari Il, Md Nazriil Islam. Published in
the daily newspaper Th Bangladesh Observer of 23 Seplcmber,2000
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Vacancy caused in the group as a result of migration or withdrawal of
membership (known as Broken Group or Hhanga Group) is filled within a period of 3
months. However, group continues to function as usual despite such vacancy. The
functioning of the groups formed by these MFIs is orderly and systematic. The group
meetings are conduced in a business like manner with a prayer or recitation of 16
decisions in case of GB and 18 promises in case of BRAC followed by normal business
(collection of savings, repayment of loans and discussions on other matters). In Grameen,
the group meeting start and end with salutation. In the case of ASA they do not have

promises or decisions for its members to recite.

These decisions or promises mainly relate to the social aspects like family
planning, children's education, not taking/giving dowry , environment, hygiene, no
discrimination between boy and girl child ctc. The attendance of the members are mostly
regular. Absences are allowed with the oral permission of the leader of the group or the
group chief However, savings and loan repayments have to be arranged even when the

member is absent in a particular meeting

All the monetary transactions of the group members are undertaken by MFIs
representative. The centre manager collects the money and deposits the same into the
branch. Neither the group members nor the elccted members of the group are allowed to
collect or remit the cash. Loan disbursements are also made by the respective branch. In
case of ASA, Unit Manger and 3-4 credit officers (CO) stay at unit office in the village.
Each CO is required to form 18 groups of 20-30 women. The Unit Manager and Credit
Officers contact people in the village and explain them ASA's programme and organise
women's groups of 20-30 members. ASA prefers women groups. At the end of June,
1999, out of total 1,072,364 member, the women members were 994.151 (92.7 percent) .
ASA Held functionary ie CO visits the village and monis ihe idea of forming a group and
at the same time undertakes a socio-economic survey of the area. The intending poor
women are subjected to a screening process and only those who satisfy the criteria of
ASA arc allowed as group members. The process of forming a group takes a minimum

period of 6 weeks and goes up to a maximum of 12 weeks. A minimum of four visits are
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required to be made by the field functionary to form a group. Group meetings are held

weekly, each elects a cashier and a president as group leader.

GI3 prefers to have only women groups , although there arc a few men groups.
Out of the total membership of 2,369,458 as on June, 1999, the number of women
members was 2,245,762 (94.8 percent), fhcre arc no mixed groups of women and men.
The bank follows its famous model of having a small compact group of 5 members each
and eight such groups forming into a cenlrc. These ccntres are linked to branches of the
bank. Each branch will have around 60 centrcs. tn order to form a new group, the field
functionary of the bank visits the village leader and other elders and introduces the idea
of forming groups. At the same time socio-economic survey of the village is also

undertaken by the centre manager of (IH.

After the survey, the centre manager identifies the target group. The poor women
among the target group and those who are in need of loan have to bring in four other like
minded women belonging to the same area and are well known to her. Then the centre
manager undertakes a detail screening proccss to clieck whether they satisfy the norms
adopted by the bank viz families having less than or equal to 0.5 acre of land or monthly
family income less than Tk 2000. The process of formation of a centre comprising eight
groups may generally take a time of three months to six months. The centre house (shed)
is constructed with funds raised by members of the groups. Weekly meetings are held in
the centre house. Each group is headed by a Chairperson. One of the chairpersons among
the eight groups is elected as Centre Chief. She conducts weekly meetings in presence of

Centre Manager. Each Centre Manager is responsible for 25-30 ccntres.

BRAC promotes groups in the form of Village Organisations (VOs) with 30 to 40
members consisting of 6 to 8 small compact groups of 5 members each. As on March
1999, there were 77, 292 VOs with a membership of 2.86 million and 96 percent of them
being women members. BRAC has an ambitious target to cover 3,5 million VOs with
413 Area Offices by the end of 2000. The field functionary is called Programme
Organiser (PO) and is responsible for 16 VOs. In order to form groups, a preliminary

survey of the village is conducted by the respective PO of BRAC.
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After the completion of the survey, and identifying the target group, weekly
meetings arc held where the intending members arc given training for six weeks (one day
per week). They are familiarised about lhc 18 protniscs of BRAC, terms and conditions
and norms of groups etc. Savings are collected in these meetings. After the sixth meeting
the group starts regular functioning and the group also elects two members as its leaders.
Till the sixth week members only save. f,oans are disbursed after this period. Although
there are weekly meetings, the money tran.sactions are done once in a fortnight*" ie
alternate weekly meetings. Other social and general issues are discussed in the remaining
weekly meetings. While the savings and repayments are collected in the VO meetings,
the members have to go to Area Office to receive loan amount. Each VO consists of
about 8 groups of 5 members each. BRAC Area office controls 150-180 VOs. It
supervises both , Rural Development Programme (RDP) including microfinance and 40
capsule Non Formal Education Programme (NFEP). POs generally stay in the quarters

provided at Area Office premises.

In all the three MFIs, their field workers establish contacts with each group
member through group meetings. Methods of holding meetings differ following a fixed
pattern of seating arrangements which also vary among the three MFIs as summarised

below:

384779

ASA: 4 -5 small 5 member groups are merged to form "Samiti". Credit Official (CO)
conducts the meeting of this Samiti on stipulated date and time every week.

Gramecn: Centre constituted by 8 small groups of 5 members each. Meetings are
held on stipulated date and time in the centre house. Centre meeting starts with Prayer
and 16 decisions. Later roll call is taken by the Ccntre Chicf followed by collcction of

savings by Centre Manager.

BRAC: A Village Organisation is constituted of 8 small groups. Meeting is held on
stipulated date and time. VO meeting starts with 18 promises recited by all members.

Roll call is taken. Collection of savings as well as decisions on loan applications are

” as mentioned in earlier foot note, BRAC has now changed its policy for holding such meetings on
weekly basis instead of fortnightly basis since the beginning of the year of 2000.
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taken during the meetings. After this , usually members arc given inputs on social

awareness, rights and responsibilities ctc.

I is difficult and complicated to work out tlie exact cost of forming
incurred by an MFI. Unlike India, where groups are first evolved and then linked to
financial agencies, in Bangladesh, the MFIs themselves organise mainly for the purpose
of providing credit. Therefore in case of Bangladesh, it is dinicult to bifurcate the cost of
forming groups. However, an attempt has been made in this scetion for the purpose of
comparison among three MFIs. The cost of forming groups mainly consists of cost of
staff (field functionaries) time. At the time of survey, initially, the field staff spend full
time of two to four days for each group. Therefore, the field functionaries undertake the
group forming work in addition to their ongoing assignment with the normal groups. The
cost of forming groups can be worked out by taking the number of man days involved. In
both the cases of GB and BRAC , 6 man days are required to form a centre consisting of

8 small groups of five members each and a group of 20-25 members respectively.

Taking into account the average salary of the field functionaries of these MFls,

the cost works out as under]8;

Particulars ASA GB ItRAC
No of man days required to form group/centre 4 6 6
Average salary of a field functionary (in Tk) 3000 5000 3500
Average cost of formation of group/centre 600 1500 1050

It has been observed that the target approach of the MFIs has serious limitations
in the true sense of including HCP for forming groups. MFIs are not in hurry to form
groups. As a matter of fact, GB is now in the process of deepening (he credit and not
widening the credit and it is hastening slowly In new group formation. More than forming
new groups, MFIs arc interested in keeping the already formed groups afloat.

" Note : The cosl ofthe survey, which normally rangesfrom 15 days In 2 months during which the staff
visit a number oftimes in addition to their normal duties has not been taken into considerationfor working
out the above cost. Further, the entire cost ofgroupformation is horn by the respective MFIs.The cost
does not include the overhead costs o fthe organisation. Neither prospective members expect nor MFIs

spends anything on small items like tea/snaks while the process ofgroup formation is on. In view ofthefive
working days only 20 working days arc taken per month
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Fig: 4
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In all The models of Self Help Groups (SII(3s) promoted by National Bank for
Agricultural and Rural Development (NABARD). India, (riiree-prongcd approach is
illustrated in Fig. 4.1, the essential features arc; weekly meetings, compulsory savings by
the members, decision making among the members, rotation of leadership, maintaining
books of accounts of the groups and recording the minutes of the meetings. The
decisions regarding to whom the loan should be given, repayment period and rate of
interest arc decided by the SHG members themselves where as such decisions are to be
vetted by the representatives of the Mi-’Is in Bangladesh context. In SHG model, it is
ensured that all the members are well conversant in transacting banking business over a
period of six months. However, in the case of groups promoted by the Indian banks,
presence of NGOs or other suitable intermediary is required to constantly monitor the
functioning of the groups and to provide the much needed credit plus services like health,

education, legal awareness, environmental problems ctc.

4.4 MFIls and Poverty

A recent study‘s conducted by BTDS/World Bank examined the impact of the
credit programmes of GB, BRAC and RD-12 (of BRDB) on the basis of household
surveys in 87 randomly selected villages. The overall results suggest positive impact on
reducing poverty in the project areas as given in l'ablc 4.17. The incidence of moderate
poverty is reported to be lower in GB (62 pcrcent in programme compared to 72 percent
in the control villages) and BRDB (64 pcrcent in programme compared to 67 percent in
the control villages). The matter of concern, is that the perpetuation of the large majority

(more than 60 percent) in these villages are in poverty situation despite the

lLalif, M. A,; Khandker S..R. and Klian ,Z,Il (1996), CrelJil Prioj*nimmesfor the Poor : Proceedings of
the Workshop, March 19-21, Dhaka, Bangladesh, (Hd), Bangladesh Institute of Development Studies and
the World Dank, Dhaka 1996 in two volumes
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implementation of the programmes. This reveals that the programmes of these MFIs
have a narrow coverage within the programme area and (or) these MFIs have not been

able to atlequately address the dyiuiinics of the prevailing poverty (CPI®, 1995).

Tabic: 4.17 Impact ofGB, BRAC and R!)-12 Programmes on Poverty Incidence

Incidcnce of povcerty i'M HRAC RD-12
Moderate Poverty (percent)
Participants 62 70 64
Non-Participants 72 67 67
Extreme Poverty® (pcrccnt)
Participants 10 14
Non-Participants 17 16 -
Severity of Poverty
Participants Less Less

Non-Participants - -

Annual Reduction Rate of
Moderate Poverty (perccnt) 4 1 6
Moderate Poverty refers to a minimum intake of 2 121 k.cal.pcr capita per day while extreme
poverty is set at below 1805 k.cal/capita/day. Soiircc : Khaiidkcr and Chowdhury (199.S)

Analysis of regionwise poverty situation and corresponding outreach of MFIs
(Table 4.18) has provided fairly enough indication and evidence that there exists
substantial mistargeting on the part of MFIs. It proceeds towards an interesting clue
proving the hypothesis that MFIs have not been able to focus or outreach on poor
households appropriately throughout the country. It is found that where there is greater
number of poor households, there exist lirniled outreach of MI'ls. This is the real issue
which is a major cause of the non-availability of MFIs in other terms exclusion of HCP
from the participation in the ongoing MFIs programme. The locational analysis of the

branches of MFIs are elaborated in the next chapter

® Extreme Poverty as explained in chapter 1refers to the HCP
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Table 4.1« : MKIs and Boverly : An Oulreiich Aiiiilysis
Si# Region Households Households percent No of percent
Total Poor Of Poor HH MFIN's Variations  outreach to
(1) ) (3) (4) members (6) = (3)-(5} Poor HH
®) (7

1 Barisal 1067630 508375 47.62 122517 385858 24.10
2 Bogra 657900 293865 44.67 72377 221488 24.63
3 Chittagong 1195594 470858 39.38 80169 390689 17,03
4 Connilla 1535468 666094 43.38 37566 628528 5,64

5 Dhaka 2661520 1090513 40.97 1090513 0.00
6 Dinajpur 849534 319915 37.86 111611 208304 34,89
7 Faridpur 1077978 532649 49,41 60025 472624 11.27
8 Jamalpur 603685 287153 47.57 33136 254017 11.54
9 Jessore 1042669 411369 39.45 125128 286241 30.42
10 Khulna 922902 352781 38.23 159035 193746 45.08
11 Kishoreganj 1032323 397050 38.46 9269 387781 2.33
12 Kushtia 673992 232234 34.46 48793 183441 21,01
13 Mymensingh 846453 443217 52.36 30222 412995 6.82
14 Noakhali 872708 392453 44 .97 31233 361220 7.96
15 Pabna 849732 355111 41,79 96476 258635 27.17
16 Patuakhali 536686 209433 39.02 10539 198894 5,03
17 Rajshahi 1381904 528910 38,27 41452 487458 7.84
18 Rangpur 1557306 773143 4965 70751 702392 9.15
19 Sylhet 1339274 499002 37,26 16399 482603 3.29
20 Tangall 694258 293198 42.85 195789 97409 66.78
21 Chit. Hill 247008 92960 37.63

Tract

Data Source : Synthesis by the author from CIRDAP-BBS Poverty Monitoring Survey,
April-May, 1999 and tlie GB statement of number of members as of Marcli 2000.

A 71T -Vivin

-b - ® CrUflyng.

OH4 r<«ut\ ;» Dliad™ i-i

MF-Is members are the members of 521 microrrnance NGOs (as of June 1999), excluding ASA, BRAG
and GB.
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Graph4.5

Outreach of MFIs Vs Number of Poor Households

Data Source : Synthesis by the niilhnr from riROAP-nRS Po\l'crty Moiiilorinji Survey,
April-Mny, and the Cili stntenicnt oriiiimlier oT member'; as oC March 2000

As il may be seen in nrnph 4.5, the targeting of oilier MI'ls trend in liarisal,
liogra, Chittagong and Comilla are appropriate and hetler than (ili targeting. It may he
menlioned that data for Dhaka region was not truly representative due to possible
overlapping as many head offices of MI'ls are located in Dhaka. Therefore, data on
Dhaka is not included in lhe above analysis. The corresponding Map 4.1 showing
regionwise oiitrcach of MicroHnance NCJOs (MI'-NGOs) excluding ASA. Proshika and
BI"AC is given as Map 4.1 The outreach of MI-NGOs while compared with the
poverty map developed in chapter 1 (Map - 1.1) provide similar evidence of

mistargeling.

4.5 Some Critical Aspects of MFlIs

MFIx claim that they are tackling poverty nftho.sc who are the people " liclow
the Poverty Line". But it must be remembered whot the i\ohel l.aiireale
Aiiiifftya Sen (IV,HI) said about the porcrtv inde\" that one shinild be cUuir
whether one's anti-poverty programme tarfrets the poor who are " Jtist below "
or "far down below" the poverty line .

MI'ls by and large agree that hitting on the "right target" lias been most difllcult
aspect in the implementation of microfinanee programmes. However, there is a
dichotoiny here. Most of the MFIs publicly "profess" that they intend (o alleviate poverty
by targeting the poorest of the poor. But in practice microfinance programmes are run

like "financial business" ventures. If we take their "public transcript” and "hidden
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transcript" into account, one could fuul the glaring variation between the rhetoric and
reality.

Most of tile NGOs, on the one hand have been pursuing some ol' (he innovative
social development programmes such as education, health, sanitation, environment
from their early times, on the other hand most of them have started shifting their thrust
and strategies towards credit programme. There is nothing wrong in credit programme
if this change in thrust docs not mean withdrawal of resources and endeavours directed
towards the HCP in bringing them into the main stream of socio-economic
development. However, apparently this change from care and welfare towards credit
and credit plus in case of Bangladesh has experienced less attention to HCP to become

participants in the MFIs progranunes.

The critical aspects are that in (he name of poverty alleviation what has been
done by the NGOs are mainly : (1) Funds being collected from poor are used as capital
hut no pro/ll (dividend) is ploughed back; (2) Interest is being realised at a hif*h rate’, (3)
labour of poor workers are being purchased at a very low price. In a recent report, thirty
eight NGOs have reportedly claimed to have spent Tk 412 crore (about US 84 million at
1998 exchange rate) for 5,732,000 slum dwellers/squatter settlements of Dhaka
Metropolitan City (DMC) on education, health and environment awareness (NGO
Bureau : Kabir, 2000). But on the other hand as per various survey reports, the total
number of slum dwellers in DMC slightly exceeds 3 million. Even by spending millions
in slums of DMC, these NGOs could not devise an ideal rehabilitation programme for
these poor people. It reveals that whatever be the destiny of the poverty stricken people
(Absolute poor (urban 49.7 percent and Rural 47,Ipcrcent), their existence is very much

essential M NGOs.

A survey carried out in I'cni village re\eals that inicrofinaiwc gradually has been
making the poor credit dependent rather than changing their economic status into self
reliant attainments. It is obvious that the rapid instalments of loans reduce the usage
period of the credit that virtually raise the interest rates nuich higher than declared. The
survey further indicates that the repayment is not rehited with the income from IGAs for

which the loan was availed. It can al.so be noticed that NGOs enjoy 6 month grace period
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in paying their llrst inslalinL'iit lo PKSF\ Whereas in most cases a microcredit
beneficiary (poor) starts paying inslallnioiits only after a week oCioan disbursement. As
a result microl'mance users are iorceil lo fio lor seeking (nrtlier loan in the name of

another projcct to continue repayment of tlie clue installment of the first loan.

All plus points apart, the group members formed by M/I’ls in Bangladesh arc
completely dependent on the representatives of the Mf'l, I'here is no systematic phasing
out or graduation of members or groups. The 10-15 years old groups as well as new
groups arc following the same system. The groups arc totally depending on the MFlIs
staff. Ihe  nationalised commercial banks, cooperatives and government's rural
development schemes, most often, could not provide credit to rural poor in Bangladesh,
mfhc rea.sons are well know'n such as : high transaction cost of microcredit; poor are

illiterate so documentation is a problem; they do not have collateral etc.

MFIs in Bangladesh have been carrying on their activities without any sort of
regulation and (or) supervision by the Ciovernmeiit i.e., Bangladesh Bank (Central bank
of the country) or by another body. During interactions with various authorities the need
for supervising the activities of these MFIs has been greatly felt. A debate has been
going on among the NGOs, Government of Ikingladesh and the Bangladesh Bank about
the possible supervisory mechanism. Various views emerging on this issue are

summarised below:

. Prominent MFIs feci that self regulation may be adequate and ideal without the
hassles of an imposing authority

. Bangladesh Bank feels that MFIs should hale a competent Board with sound
accounting audit and external audit systems

. An apex level formal agency has to be created for supervision

. The Bangladesh Bank is not equipped to act as the supervisor

. PKSF being fund provider could be (lie agency for supervision and regulation

. Registration of MFIs as financial institutions and licensing from Bangladesh

Bank
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It is expected (liiil in near rutuic ;m ap|-)ropii;i(e supervisory and regulatory set up
may be created fiilfilliiig the need for regiilalion aiul supervision of MI'ls, However, there
is general acceptance aniongsl all coiiccrned agencies that whatever he the regulatory and
supervisory set up, it should not in any way retard the process of development being

carried out by these MFls.

The Held visit experience (of various MI’ls in Hangladesh) of the author indicates
some mixed reaction of the NGOs bciicllciarics about their service providers. Some of
them compare the NGOs with the moiicy lenders and complain their inhumane dealings
to realise the credit. There are also discontent about the higher rate of interest of NGOs
than the government programmes, Kalpaiia Das is among dozen of women in a village in
Songazi Thana of Feni district wini at the same lime owes al least to four NGOs
operational for microflnance in the area. Her total borrowings are nearly Tk 60,000. The
entire amount was not sanctioned in her name. She used her relatives and neighboiirers
to get the money. As NGOs are strict in repayment, she is regular in repaying loans. " /

Ju.'i! take money with one hand a)ulpay hack with ihc other" she said.

According to Chowdhry™" " Mirropnance can attract liCP by special product
design means allowing them initially only flexible savings and withdrawal facilities.
Attendance in group meetings are not necessary, (f necessary, non group conceptfor
UCP can he introduced". Tiie views of Chowdhry who is accumulating decades of
experience of working in a microcredit programme, are more realistic reflecting the
necessity of designing special or exclusive programmes keeping the specific needs of
IICP. These poor as per Maslow' s theory of hierarchy of needs, arc at the stage basic

needs.

In terms of policies, product designs, institutituial structure and operational
mechanistn. present microfinancc progranune may not be able lo reach the IICP. It
requires different mandate, institutional structure and support from external sourccs

government and non-government to reach the poor. According to Sen (1998)”™\ in the

MrShjillqul Ilag Chowdhry isllic tnmuicr <il'ASA
Sen Binayak (IQ9K), t'otHics ofi'oveny AHevnuinn. in Rchiiinn Sotthnn (cii). The Crisis in Governance :
The review of Bangladesh’s Development. 1907, DPI., IOh;ik;i. 1')98
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first generation poverty filleviation. microcredit was a success but the programme is
increasingly being confronted wilh second generation problems. The innovation in the
microcredit has been excessively liiuilccl as llie |irogramnuiies have failed to reach IICP

and the vuhierable non-poor ((*ften known as tomorrow’s poor).

One point of view expressed by Mi Is ollicials is (hat while il is possible to help
50 percent just below poverty line. 25 percenl at the rock bottom are destitute, physically
handicapped, disabled, unwilling to work without any skills and prefer to beg. Any
amount of fmancial assistance would not change their attitude. Remaining 25 perccnt
may not be beggars and destitute, but the financial assistance will not help them as they
do not have either inclination or skills for taking up self employment. For them wage

employment is the only route 1o escape poverly.

4.6 Conclusions

It reveals that MI'ls have been able to e.xpand their outreach extending to
millions™ of poor particularly the women and have demonstrated some positive impact
on the family including change in the behaviour and attitude of the bencficiaries,
developing discipline through group organisation, reducing dependency on local money
lenders and increasing income and consumption for family needs™\ At (he same time it
has al.so been establi.shed that IiCP have not been efrectively readied by most of the

microfinance programme operational in Hangladcsh.

In spite of applying innovative methods in screening, identification and forming
groups of target beneficiaries, the MFIs by and large failed to achieve their confessed
goal of (1) reaching the IICP and preventing tlie "encroachment" of non target group
from entering into the areas earmarked for the poor. Whether one defends or despises the
"encroachmeni”, il has really created a "tense situation" between target group and non

target group on the one hand and the government and MTIs on the other hand.

Ihe inferences could be drawn IVoin ihe analysis given in this chapter that the

microfinance with its existing institutional and operational mechanism docs not cmbrace

all people below poverty line'. It may be reaching to those who are "ju.st below' or on' or

According U>CD ' statistics, the oiitrcach or MI'ls cxcceds 16 million at the end of 1999.
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'just above' the poverty line and leaving out substantial number of 1ICP. Therefore, there
is a need to explore or to go for exclusive programmes targeting the HCP.
Consequently, whelher it is a "pull I'jffcct" or "push cjject”, (he echelon of hardcore
poor by and large remains outside the coverage in the existing microfmance activities
. Docs this mean , that the existing MI’ls have not been able to reach the hardcore
poor ? These are very crucial issues and need further analysis to find out causes
behind this opposite, sometimes controversial, trend, The next two chapters deal with

these issues.

% Hossain M Azim (1997), Economic Grm'ili Through i\ficrocr(lil.
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Clinptcr V THE HARDCORE POOR : FACTORS LIMITING
ACCESS TO MICROEINANCE

Since the 1960s and 1970s. several countries hove made specific attempts to
measure the extent ofpoverty primarily through income and consumption measures
and more recently to measure the depth of poverty by distinguishing the poorest
among the poor known as Hardcore Poor".

5.1 Introduction

The primary focus of this cluiptcr is on demand side perspective of hardcore poor
(HCP). An attempt has been made lo identify Who and How many they are. It continues
further exploring and examining a catalogue of major reasons and factors, both
internal and external, that prohibit hardcore poor from becoming the participants of
MFIs programmes. The analysis entail.s . firstly developing an understanding of the
indicators and characteristics which identify hardcore poor and examining the causes
of hardcore poverty. Secondly, major issues related to HCP in accessing microfmance

have been analysed.

Quantifying mismatch between demand perspectives (HCP requirements) and
supply aspects (MFIs mechanism), an analysis has been made for the dropouts and left
outs of MFIs. In order to get a comprehensive view, division-wise spatial analysis with
selected parameters related to poverty and outreach of MFIs has been carried out. An
analysis of region-wise squared ptwerty gap both for urban and rural areas have been

included using the latest BBS data of 1 on poverty monitoring.

5.2 Indicators and Estimates of Hardcorc Poor

5.2.1 Indicators of Hardcore Poor

In the available literature one cannot find a uniform definition of the term Hardcore
Poor™ specially in the context of Bangladesh. What is possible is to look into certain

parameters, perceptions and indicators of HCP~. These may be summarised into two

' Matibubiil Maq centre for Human Devcloptnent (1900a), A profile of Poverty in Pakistan, UNDP,
Mlusain, 1999 pl66

’ Ttie term 'Hardcore Poor' is often used synonymoii.sly wilh ultra poor’or ’poorest of the poor’. Sharp
diflerences exist between poor am) ultra poor init not between poor and non poor. The differences are
related lo labour market and ilemograpliic behaviours <ii the basis of income linked nutritional risks.
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categories : (a) Economic Indicators such as : assctlcssness ; absence of male (adult)
income earner; chronic food insecurity; prone to disaster and lack of coping capacity;
wage depcndcnce and (b) Social Indicators such as: widowed; divorced, abandoned;
physically handicapped and floating, ethnic minority. In a conference*, the participants
unanimously defined 1ICP as those who lack ability in terms of food , shelter, occupation,

education, health and other social services.

In monetary terms, for the purpose of international comparison, the World Bank
defines’ extreme poor describing those vWho live on less than a $ 1 (in 1995) per day.
WB, elaborates further that the HCP are those who do not possess their own land or
house, sell manual labour with no other means of income, do not have personal savings
and ability to spend money on education, unable lo have meals at three times a day and
purchase minimum clothing. Considering the international standards , the ultra poor can
be identified as those : spending more than XO percent of their income on food; but
satisfy below 80 percent of 1973 r-AO/WilO calorie requirement for their age, sex,

activity group and actual body weight.

Rahman (1995) and llashmi,(1997) identify HCP as those w'ho arc forced to
subsist on a per capita income of about Tk 3757 per annum which is about half of the
poverty line income. The moderate poor again defined by Rahman (1998), are those
who subsist around the poverty line which was Tk 6287 per capita per annum in 1994.
They have an average landholding of 15 decimals only. As a group these chronically

deficit on average consume only 1805 kilocalorie or less.

In terms of K.cal per person per day BBS (1994) determined the minimum
requirements for Ultra poor, IICP and Absolute Poor are: 1600, 1805 and 2122
respectively. Lipton(1988) also provides sinnUir definition and calls the ultra poor as
both hungry and under nourished. Liplon further explains that People spending 70
percent or more of the income on food and meeting SO -100 percent of requirements are
unlikely to be under-nourished but are sometime hungry are called poor . It concludes

®The conference was held on "Redefining the NGO strategy on Reaching the IICP", lield on 9-10 May,
1998 organised by DIDS {Rehman (19<)8)
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that at risk of being undernourished due to low income defines the ultra poor and the risk

of being not harmfully undernourished hul hungry due to low income defines the poor.

The characteristics identified by ASA (1997) inckide: illiteracy ; lack of
vocational education; lack of healthcare; having weak asset base; earning low income;
mostly suffering from malnutrition, unstable in their residential status, influenced by
local elite. Using Cost of Basic Needs (CBN) method. BRAC specifies extreme poor

as those who are chronic food deficit while moderate poor are those who are occasional

food deficit.

Since officially defined poverty line of hardcore poor forms the basis of this
study therefore caloric requiremenls as determined under FIT (see chapter 3) is more

relevant while defining hardcore poor.
5.2.2 Estimates of Hardcorc Poor

The estimates of moderate and hardcore poverty during a decade from 1982 to

1992 based on calorie-intake method, is summarised inT;iblc5.1.

Table: 5,1 E.stiiiiiites of Modcrwlc anti Eliirtl-core Povcrtv Based on Caloric-Intakc Method

Absolute Poor * HCP**

Year

Rural Urban Rural Urban

Percent No. Percent No. Pcrceiit No. Percent No.
1981/82 60.9 74 6.4 66 43.1 52 3.0 31
1983/84 47.0 57 7.1 66 31.3 38 3.8 35
1985/86 44.2 51 7,0 56 19.1 22 2.4 19
1988/89 40.5 48 10.8 44 24.9 30 5.0 21
1991/92 45.7 48 5.7 47 27.0 28 3.2 26

* For 1981/82 and 1983/84, the data relates to llie proportion of the population below the recommended
daily per capita intake of 2200 calorics. The corresponding figures for later years is 2 122 calories
** The data relates to the proportion of the population below (he daily per capita intake of 1805 calories

Source: BBS 1995

’ WB Report No 15431 - Bangladesh, August 14. 1996 p 36-38 ciiioted in IICP in Microcredit.. ASA, 1997
pH
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It indicates a zigzag situation cnliiiling peaks and troughs of decrease, increase
or stagnancy. However, the niiniher of IIC'I’ tiecreased from 31 million to 26 million in
the years 1981-82 to 1991-92 respectively showing ;ui average decrease of haifa million
per annum. In case of rural area.s, the number of IICP decreased from 43 percent to 27
percent over the same decade. The absolute nnmber also decreased from 52 to 28 million

respectively.

Graph 5.1
M oderate and Hard-core Poor Based on Calorie-Intake Method
80
60
------- Absolute poor (R
50 | P ®
L — Absolute poor (U)
30 T
20 o7 _ _ Hard-core poor (R)
10 ‘0 n-Ai .
0 Hard-core poor (U)

1981-82 1983-64 1965-86 1988-89 1991-92

As it may be seen in the Tabic 5.1 and also refiected in Graph 5.1, the rural
HCP decreased sharply up to mid eighties and then showed a slight increasing trend
until early nineties. It can also be seen in the graph that the gap of percentage of IICP
between the rural and urban is becoming sharply narrow. The obvious reason of this

effect may be attributed to the substantial increase in rural urban niigration.

The recent CIRDAP - BBS Poverty Monitoring Survey of April-May,1999
reveals that out of 21.64 million of total households of Bangladesh, 42.29 percent (9.15
million) households are the poor households®. The region-wise squared poverty gap

provides the extent of extreme poverty in the country as depicted in Graph 5.2

"The number of rural poor, according 10 Ht"R 1000.arc 83.1 million (1inR1999 pl79).
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Regional Estimates of Poverty May, 1999

— Squared Fbverty gap (U-tjan) Squared Fbverty gap(Rjral)

In Dinajpur and Faridpur regions the severity of poverty is greater compared

to the rest of the regions of the country.

A survey of a sample size of '"200 households conducted by Helen Keller
International in October, 1999 reveals that among the surveyed households, 27,8 percent
were classified as vuhierable™ and 70.2 perccnt were classified as functionally landless
households in the rural Bangladesh. 'I’he findings of the survey depleting variations in the

regions arc summarised below:

(1) Vulnerability was highest in Chittagong Division (31.4 percent) and functional
landlessness was highest in Dhaka Division (31.4 percent). Family size in Chittagong
and Sylhet divisions was largest (6.8). l.ess vulnerable households had significantly

larger families than the vulnerable houschoKls (5.8 vs 5.0 respectively).

(2) The urban round of the same survey witli a sample size of 1440 households was
conducted by Helen Keller International during October, 1999 in the slums of three

big cities (Dhaka. Khulna and Chittagong) . The survey reveals that 41.1 perccnt of

" Helen Keller Inlemalioriiil defines Vulnerable llouscliold.s us lim.sc with no cultivahlc land and who.se main earner
depends on casual labour for income and Ihe Fnnclion.illy | andics.s households are detlncd as those owning less than
50 decimals of land
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the households arc vulnerahlc in Uihan Baiiglacic.sh. There was a significant

differcncc in family size between shuns but in) dirfercnee by vuhierability status.

(3) Among the surveyed households. percent were female headed with Khulna
having the highest percentage of 11.6 percent. Household crowding™ is an indicator of
social welfare.Overall, 45.2 pcrcent households had 6 or more persons living in a 100
sq.ft. of the main living area. Crowding was most common in Chittagong (72.3
percent). Vulnerable households were significantly more likely to be severely

crowded than the less vulnerable households ic 56.6 vs 37.0 percent.

(4) Close correlation between land and poverty is predictable, since land is still the
most important income generating as.set in the rural areas. The incidence of poverty in
the category of less than 5 decimals of land is as high as 77 percent compared with

only 11 percent recorded for hou.seholds owning more than 5 acres.

(5) The incidence of poverty among the pure tenants (who possess no cultivable land is
about 8 percent lower than in the case of non-cultivators. From poverty alleviation
point of view, the importance of education and physical infrastructure can hardly be
overemphasised. The incidcnce of poverty is 66 pcrcent in case of those without any
formal education, compared to 33 percent for those who attend secondary schools and
10 percent for those who passed the SSC examination. Similarly the incidence of
poverty is about 13 percent lower in infrastructurally developed areas (with good road

and electricity) compared to the more undcrdc\ clopcd areas.

(6) The agricultural wage labourer living in the hardcore poverty are about 47 pcrcent.
(Table 5.2). The construction is the second major category (37 pcrcent) under the

hardcore poverty.

*Ilouschold crowding is defined as the number of persons living in a hundied square feet of main living
area, crowdwd household have >6 persons /100 sq.fl
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Tabic 5.2 ; Inctdcncc of Poverty hy Major Occupation
(pcrci-iil of tnliil luiusetiolds in the group)

Mnjor Occiipntion Hanlcorc 1'oor Moderate Poor Non - Poor
Cultivator 20.6 24.4 55.0
Agriciittuial Wage Labourer L7 40.2 13.0
Non- agriciillural Wage |*aboiircr 24.3 34,6 41.1
Rural Industry 26.5 38.5 35.0
Trade 4. 2>6 61.1

22.3 34.0 43.7

Transport
Constructopn 36.5 34.6 28.8
P 4.7 147 80,6

Salaried Service

Source: Analysis of Poverl Projcct. BIDS (IW4) quoted in Centre for Policy Dialodgue (1997), Growth

or Stagnation pi28

The rcsiills of Analysis of Poverty 'I'rentls Project™(APT) show that the poverty is
higher in the category of fctnalc headed households, among Ihosc who possess little land
and arc cut off even from the tcnancy market, and who earn their livelihood mainly
through agricultural wage labour. For instance the poverty , according to head count
measure is about 12 percent higher in female headed households than for their male

headed counterparts as shown in the Tahlc 5.3,

Table 5.3 : Ineidcnee »f Poverty hy Socio-entnomie Charnclerislics
(pcrcent of Total luiusetiolds in (he tjroup)

HCP Total poor
Socio-cconomic Characteristics
. Gender Status
'emale Headed 37.3 62.7
Male Headed 21.8 51.2
¢ Age of Household 1lead
Less than 25 17,6 52.9
26-40 28.7 60.7
41-55 20.1 49.1
56 + 16.2 40,3
. F.diicalion of liouseholtl
Illiterate 321 66.3
Atlended Priniary 16.6 46.5
Atlcndeii Secondary 10,8 33.3
SSC 8.8 10.3
use + 0.0 12.3
. Land Tenure
Non - cultivator 38,5 2.7
Pure Tenent 24.6 65,3

*Analysis of Poverty Trend Projcct (APT) was a projecl iiiKlcrltiken by the Bangladesh Institute of
Development Studies (BIDS) in 1994. The facl.s and figures published by Centre for Policy Dialogue
(1997) In a book titled , Growth or Slof’nation. 1997
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Tcneiit - owner
Pure owner
Land Ownership (acre)
Less llinn 0.05
0.06 -
0.51 - L50
L51 -2.50
251-5.00
5.01 +
Infraslruclure
With road and eleclricily
With road and without clcclricity
Without road and without electricity

Source ; Compiled from Uossain (1996), quoted in Centre for Policy Dialodgue (1997), Growth
or Stagnation pi27

5.3 The Concept and Application nf a Poverty Pyramid

Remenyi'j991, 1992, 1994), presents a frnmcwork for the analysis of poverty

based on what he dcscribcd as the " Povcrly Pyramhi® . The poverty pyramid includes
all those who are below the poverty line ihe first principle of the Poverty Pyramid is
that the poor are not a homogenous class of low income people. Remcnyi argues that
there exists as much diversity among the poor as there is in society as a whole. In this
sense, one can consider poverty as being made up of'dLsfiuct sub-groups ofpoor people,
with each strata oj the hierarchy dejineii by the level of incomes and types of economic

survival activity.

Fig 5.1 shows that the echelons of poor can he characterised with the percentage
of GDP per head. Obviously, tlie higher the GDP per head, the better is the socio-
economic condition of the particular segnienl of (he poor. The labouring poor are better-
off than wvulnerable poor. Similarly, (he enlrcprcneurial poor arc better than self

employed poor and so on as depiclcd in ihc pyramid illii.slratcd in Tig ,i. L

Tiie live strata comprising tlic Povcrt) Pyramid arc further structured with

composition ofvarious cchclon of poor in the poverty pyramid in the Fig 5.1
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Composition of Poverty Pyramid

Fig 5.1
Percent of llniischoki
100 pcrceiit
Male Female

C

50 percent U
Self- Employed Poor
20 percent
Labouring Poor
5 percent
Vu nerable Poor
50 25 24 33 40

Source: Adopted from Remenyi (1994), p 278

The percentage figures presented in the above figure (Fig 5.2) composing pyramid

are arbitrary just to illustrate the framework. Further description of each of the

segments are as under:

Q)] Vulnerable Poor : At the lowest layer of Poverty Pyramid are the vulnerable

poor, by and large dominated by women and children but also include ill, weak

and old. Lipton (1988), described them as "Ultra Poor". The population

comprising of this sub-group is essentially dependent on others for their survival.

In Bangladesh context, these are also cailcd "extreme or HCP"

14
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(2) Labouring Poor : It is the second largest sub- group in the Poverty Pyramid.
These are the people who rely on their labour power for their survival. Typically,
the labouring poor do not have full time employment. The greater number of these
people depend heavily on the sale of their labour, as unskilled workers, on a daily
basis for wages and other income in kind. The labouring poor are widely seen in
the construction sites, in agriculture areas working as agricultural labourers and
in piece-work employment. Many of the vulnerable poor are dependent on the

earnings of the labouring poor for their livelihood and survival.

3) Self-employed Poor : These are the poor who basically work on their own eg in
tailoring, carpentry, repairs, store keeping, side street vending enterprises etc.
Remenyie (ibd) points out that, " These selfemployed poor are considered as
the backbone of the microenterprises sector in developing economies and their
enterprisesform an important source ofsurvival employment, typically on part
time basis, for the members ofthe vulnerable poor, including children, the weak

and ill persons

@) Entrepreneurial Poor : They may be considered as the most important and
dynamic sub group in the Poverty Pyramid. These poor are also self employed
but they run their own enterprises employing more than five persons including
their family members and outsiders. Although this sub-group shows success as
small business operators, many of them belong to households that remain below

the poverty line

(5) The Near Poor: The fifth and last sub-group of Poverty Pyramid is the least
materially deprived category of the poor community. They belong to the
households whose livelihood is intimately linked to the economic ijctivity of the
poor, but they typically receive an annual household income of somewhat above
the poverty level. But for many persons in Near Poor Households, their personal

annual income remains well below the national average income per head.
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poOvsrty pyffatn i<t

Up to Tk Chronic Housing <1805

2500 Deficit kcal
In sLinimaiy, llie purpose of liaving these five strata is to focus attention on likely
policy reforms or interventions that can be expected to increase the quantity and quality
or unit value of goods and services produced by the households that inhabit each separate
level of the Pyramid. An attempt has been made to make further structural analysis of

the poverty pyramid (hypothetical) in Fig 5.2.

The poverty pyramid can also be developed depicting the percentage of people
living in poverty in Bangladesh according to different parameters such as calorie intake
of less than 1805 cal per capita: 28 percent (ie the HCP) ; annual income of less than Tk
2500: 26.9 percent ; basic need like housing (Thatch + 1 room) : 9 percent and
chronic deficit: 23 percent.

Categorising Rural Poor by Incomc, Self Evaluation and Housing

According to a survey (Rahman, 1993) which used three indicators : (a) per
capita annual income; (b) self evaluation; and (c) housing condition, 61.8 percent
population lives below the poverty line income ie Tk 4608 per capita annual income
(during 1989-90). Among them, nearly half of the poor are those who have per capita
income up to Tk 2500 per annum. The HCP constitutes a distinct rural poor averaging
roughly a quarter of rural population while the vulnerable group accounts for a wide
stratum ranging from 31 percent by the housing criterion to 50 percent by the self

evaluation criterion . Corresponding data arc given in TableiT.4

Y poverty line Income was estimated as Tk 4608 per annum : Source : Rahman (1993)
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Table 5.4 : Incidence of Rural Poverty in Bangladesh
Per Capita Annual Self Evaluation Housing Condition
Income

Size Group Percent of Category Percent of Category Percent of

(in Taka) Population households households
Up to 2500 26.9 Chronic deficit 23 Leafroof 9
2500-3500 18.3 Occasional deficit 50 Thach 1room 12
3500-4608* 16.6 Self Sufficient 17 Thatch 1+ room 31
4608-6000 13.3 Surplus 10 Tin roof 45
6000 & above 24.8 Fucca roof 2
Total 100 100 100

* Poverty line Income Source : Riithman (1993)

5.4 Exclusion of HCP from MFIs

NGOs members can be categorised into three main groups on the basis of : (1)
land ownership; (2) labour category and (3) vulnerability. A survey" (results presented
in Table 5.5) reveals that significantly greater proportions of NGOs member households

are landless (being 78 percent). However those who also own land are about 22 percent.

A similar examination of the proportion of the NGO members by vulnerability
status reveals that although all three groups were significantly different from one another,
the most marked difference was observed between less vulnerable households (27,7
percent) and moderately vulnerable households (39 percent). This data also confirms the
findings of various studies that NGOs do target the poor, using the definition of land
ownership less than 50 decimals (WB 1998; Rahman. 1998)

Tabic 5.5: Characteristics of NGO Member households (perccnt)
(N = 7200 households)

Main Categories Characteristics NGO members
(percent)
Land ownership « Landless 78.1
« Land owner 21.9 100

" The survey was conducted by Helen Keller International (1998). A sample size of 7200 households was
selected on the basis of systematic sampling from 24 thanas (4 thanas per division. From each of these four
randomnly selected thanas, 10 clusters or mauzas are selected using probability to proportionate to size) in
Rural Bangladesh.
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Labour Category e Casual 44.3
e Permanent 55.7 100
Vulnerability « Extrenie/HCP 33.3
 Moderate 39.0
« Less vulnerable 27.7 100

Source: Helen Keller International, 1998 NSP Annual Report p30

According to UNDP Poverty Repoil 2000'~, " Microcredil is probably not
well suited for all segments of poor. The Hardcore Poor (HCP) are reluctant to take
the risk of credit and when they do so, it is usually for emergencies. In Bangladesh
only a fourth of microfinance clients are Hardcore Poor" The World Bank
document (1996) also reported exclusion of the HCP from MFIs programmes.
Identifying the limitations of the NGO approach, WB specifically mentions that
about four fifth of the Grameen loans are disbursed against schemes on agriculture,
livestock, processing and manufacturing. These schemes have certain gestation
period spread over several months or more. These activities do not match with the
conditions that require repayment of the principal and the interest in weekly

installments.

The HDR Bangladesh'~ reveals that even the best performing programmes hardly
reach the bottom 20 percent of the population. According to another report (WB, 1999),
the HCP who account for 50 percent of the poor population or about 30 million people
are not reached in substantial numbers by microcredit schemes. According to Dolla
(1999), despite considerable success in terms of outreach, studies in Bangladesh and
other countries show that microcredil is ublc fo xcrve only 35 percent of the target
population leaving out the HCP who constitute about half of the poor in Bangladesh.

Based on a sample size survey of 7200 households in the annual report 1998 of Helen

UNDP Poverty Report 2000, United Nations Development Programme,New York, Chapter 8 ; Focusing
Resources on the Poor, pp 82-91 .
UNDP, HDR in Bangladesh, Local Action under nafional constraints, Dhaka, 1992
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Keller International"*, only 33.3 percent of the vulnerable are the members of the

NGOs in Bangladesh.

According to recent study by BRAC'~ about 30 million people are characterised as
hardcore poor among the 50 million living below the poverty line in Bangladesh. Only
27 percent hardcore poor are being reached by the MFIs. A survey'™ based on a sample
of 1072 respondents further reveals that the number of non poor participants of MFls

programmes are 48 percent. Such a limited access to MFIs by the HCP is a crucial

issue.

Similarly, as pointed out by Ahmed (2000), about half of the MFIs credit is
disbursed to activities with long gestation periods and the credit is probably used by the
"better-off poor". It is logical to assume that those who can repay the loan in weekly
instalments have access to other sources of income. This means that MFIs credit for self
employment programmes presumes possession of basic assets on the part of the intended
beneficiaries, including social and financial skills and stable habitation. This leaves out

the HCP.

A case study carried out in three villages (Rahman, et al 1998) also finds that the
households surveyed have about one-third population each for HCP and moderate poor
(30.6 percent and 29.7 percent respectively) who are the participants of MFls

programmes.

5.5 Causes of Exclusion of HCP from MFls

The major variables hindering participation of HCP in MFIs programme are
related to : organisational policies (eg lime for group formation, transfer of staff,
changes in policy decisions etc), staffefficicncy and skills: selection of loanee members:
group functioning: ceiling limits ofthe credit ; service charge, organisational culture;

and NGOs competition. The factors related to potential beneficiaries include socio-

With the support from USAID, The Nutrition Surveillance Projcct (MSP) is operational since past more
than ten years. NSP is a joint initiative of the InstiUite of Public health Nutrition and Helen Keller
International, implemented in collaboration with 19 NGOs in Bangladesh.

Sustainable Livelihoods ofthe HCP - Evidencefrom a BRAC Study,, January, 2000

The survey was conducted by BRAC in 1998
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cultural and financial status of families, utilisation of loans, ability to invest, behaviour
patterns of group members. The variables related to geo-environmental factors are the

geographical location and environmental degradation.

A study of 296 centres (also called as samities) of 20 NGOs which included 7,097
members'™ found that 45 percent (62 centres) of the HCP were excluded consciously by

the group members. The same study (ibid) also found that :

e 1,553 members poorer than the members in 296 samities did notjoin the
groups due to thefollowing reasom:

(M 25,17 percent (391 persons) feared that they will not be able to pay
weekly savings regularly:

(i) 14.68 percent (228 persons) did notjoin as they would not he able to
repay instalments on regular basis:

(Hi) 7.3 percent (114 persons) were not interested in receiving loans;
(iv) 8.9 percent (108) did not like to attend weekly meetings;

(V) the other reasons were . old age (57 persons) and not permanent
resident (73 persons) ofthe area.

It is important to note that that the reasons mentioned above are among the

basic features ofthe microfinance programme.

Six hundred and forty three members left from 296 groups under the same study

due to the following reasons :

20.99 percent (135 members) could notpay weekly loan instalments;
18.66 percent (120 members) left the area for various reasons:

another 18.66 percent (120 members) did not attend group meetings;
1l4percent (90 members) could not pay weekly savings regularly and

14 percent (70 members left because ofobjectionsfrom their relatives

Dewan A alamgir. The Impact o fPoverty Alleviaiion programme nj Palli Karma Sahayak Foundation :
A case Study. Unpublished draft report, Robert S Me Naniara Fellowship Research, The WB, 1997
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A PRA FccUback on MFlIs

In the participation proccss of MFIs programmes, the criteria important to

borrowers may be set as (PromPT, 1996) the following;

* interest rates;

 ease ofrepayments;

«size ofloans; other services;

 easy procedure;

* advice/training; good behaviour ofNG O staff;
« diversified loans.

PromPT"™ carried out a survey through using the technique of Participatory Rural

Appraisal (PRA) in five districts (Sylhet, Rangpur, Dinajpur, Laximipur and Monikganj)

with about 500 borrowers ( 70 percent women) . The survey findings indicates the

following:

MFIs operations are skewed infavour of or}*anisations rather than the users. It is
obviousfrom the rules and procedures ofrepayment, retention ofsavings and group

formation are the mechanisms to safeguard the interest o fthe MFls

MFIs usually do not make clear to the borrowers about the Interest Rate which

include all cost ofavailing loan eg fax, insurance etc

Interest paid on full amount throughout the year is unfair. It should be based on

reducing balance method

GB is an expensive MFI. Five percent compulsory deduction at the time of

disbursement is unfair. It is strict in repayment. It has a Mahajan attitude

The interest rates of 10-12 percent are acceptable
The credit amount of less than Tk 3000 is rarely used for IGAs. rather it is used
mostly for household expenses. The amount greater than Tk HOOO can be usedfor

IGAs.

32 percent repayment comesfrom sources not related with the IGAs started with the

investmentfrom loans.

"* PromPT (1996)," Financial Services for ihe Rural Poor - Users Perspectives" a study conducted for
UNDP.
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Borrowers with outstanding credit with more than one organisations is common

Only 3.4 percent ofexisting loans are amounting exceeding Tk 8000. Most of these

loans are the housing loansfrom GB.

Borrowers regard NGOs as the Credit Business

Some times NGOs are out ofthe scene, taking away their savings. The Credit plus

organisations are more stable as these have other activities like health, education

According to borrowers the loans should be easy to get. It means simple application

forms, less time in processing and approval and to avoid preconditions ofsavings.

A PRA exercise of a BRAC study (Husain. 1999 p 168) identified the following

reasons for non participation of the HCP in the existing credit programmes:

Some of the most vulnerable and poor did notJoin any NGO because they were
concerned about not being able to make regular savings deposits or timely loan

installments

Some female-headed households did notjoin BRAC or any other NGO as there were
no adult males in their family. It is dijjicult for them to utilise loans and make

timely installments.

Some people did notjoin BRAC because they thought it would be difficult to leave
once they hadjoined. They were also concerned ahoul whether or not they would

get back their savings when they decided to leave.

Some people mentioned that they did not join BRAC because of high interest rotes

charged on its loans

According to some respondents, the poor of their village did notjoin any samities
because they think it will be a lowering oftheir prestige and dignity in the eyes of

the community.

From the discussions it also became clear tlutt comparatively better-off VO members
M>ere reluctant to include this section ofpeople in their samities. According to some

better-ojf VO members, poor people will be more prone to defaulting on their loan
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instalment payments and in order to ensure that the samity does not acquire a bad
name, they (the better-oj) members) will have to take the responsibilities to ensure

timely loan repayments.

 In one area, a religious minority group not included in the samity as the
members were concerned that the group might leave the village without informing

anyone.

From the above analysis, it may be concludcd that the factors which are by and
large responsible for the exclusion of IICP from becoming the participants of MFI
programme may be grouped into two categories ; (a) Endogenous Factors : HCP
cannot save regularly ; HCP cannot repay loan regularly; HCP cannot afford time to
attend meetings ; Absence of male adult earning member ; Lack of skill/entrepreneurial
capacity; social and traditional values inhabiting participation (b) Exogenous Factors :
Opposition of group members; in appropriate programme design; NGOs and Donors

concern for cost effectiveness

In order to achieve higher level of disbursement, NGOs disburse larger amount of
loan per member may be through multiple loaning. This requires higher capacity for the
members to manage larger amount of loans and better economic opportunities.
Consequently, it forces the concerned field forcc of the MFIs to select better-off members
with higher loan absorption capacity. Simultaneously the members of the groups also
select co-members from better-off section so that they can repay the loan installments
regularly. It helps in reducing risk of defaults and bad debts. Higher investment potential
exist in the areas where there exists good infrastructure. Thereby, the process

automatically excludes remote areas and the HCP.

5.6 Issues in Reaching the Hardcore Poor

The present trend of microfmance programmes reveals that the beneficiaries
undertaking IGAs are the main TO. The credit disbursement in the cottage industries
sector is getting priority. On the other hand food processing, small business, housing,
health and livestock sectors were getting less priority during the period December 1998

to June 1999. Sub-sector wise microfinancing shows that the small business still gets the
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highest share of 42 percent followed by livestock which is about 18 percent, (CDF
Statistics Vol 8, 2000)

Various research papers , reports and studies show that the two types of TGs ie
the HCP and the scaled upfrom IGAs are mostly beyond the outreach ofmicrofmancing
system. The graduation process among TGs is interrelated and it is a continuous process

as illustrated in Fig 5.3

Fig 5.3 : Gradiialioii I'rocess

With a view to reducing the gap among various strata of TGs and to enhance the

scope of microfinance, the TGs can be categoriscd into the following three categories;

(a) The Bottom line Target Group (BLTG) - The poorest of the poor or the
HCP (HCP) or also called the IICP or ultra poor

(b) The Middle Line Target Group (MLTG) - This echelon of poor comprise
moderate poor engaged in IGAs. Their economic and social conditions are
comparatively much belter than BLTCJ

(c) The Upper Line Target Group (Ul/rG) - Scaled up TG who have some
surplus income and have potential for Micro entrepreneural development

activities (MED)
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Due to their unique characteristics, it would be prudent to take befitting measures
for the above mentioned categories oflXis. in general , these TGs need financing to

undertake different activities as summarised below:

Categories of TGs Activities Objectives of Financing
Bottom Line (HCP) Survival by consumption To create Safety net
Middle Line (Moderate) IGAs To run liveliliood
Upper Line (potential entrepreneur) Micro Enlcrprise Development To attain growth

Essentially, ‘Poverty Targeting' is a strategy to increase income of the poor which
can improve their standard of living. At the same tiine, the income cannot be increased
unless the productivity of the IGAs of the poor are increased on sustainable basis. It also
relates to the changes in policy environment or parameters that determine the choices

open to the poor people.

5.6.1 Mismatch between Deniiind I’crspcctivc and Supply Aspects

The financial viability of MFIs is given utmost importance for sustainable
financial services to the poor. The financial viability in this context means recovering the
operating cost of a microfinance programme and gradually building up surplus to create
capital by the MFIs. Under usual practice, maximising income and minimizing cost are
the objective functions leading towards the full recovery of cost. The increase in rate of
interest has many implications and it is usually not preferred by MFIs whereas increase in
disbursement is possible to maximise income. Most of the NGOs whether big or small

follow this strategy (CDF, 1997)

The mismatch between these twt) with respect to programme components and

institutional viability may be summarised (Table ; 5.6) as under:

Table: 5.6 Mismatch bctAveen IICP and MFIs
Need of HCP MFI Programmes
Programme » Support for nutrition
Components e Skills development
(training)
« Small size loan  Bigger size loan

 Mandatory (rigid)
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* Flexible .savings savings
«  Weekly repayment
e Flexible repayment (mostly)
Institutional Viability ~ « Slow financial viability ¢ Fast financial
» Financial support/grant viability

is needed for nutrition,
training and delivery
mechanism

5.6.2 Targeting Approach and Criteria

Setting the criteria for “ targeting the poor" is another issue which may exclude
one section of the poor. There arc four methods' which could be used in targeting the

poor by various MFIs. These arc :

(D) Area Based Approach : It is based on backwardness, with the assumption
that all or most of the inhabitants living in the remote or backward areas
are to be poor. Experience lu)vvcver shows that non tribal encroachment in
tribal areas of Chittagong Hill Track of Bangladesh or Tribal Area in
Andhra Pradesh or Madhya Pradesh in India is an open secret. Therefore
to target microfinance on such a blanket basis is tentamount to inviting the
NI'Gs to encroach upon and gamer the benefit meant for the TGs. IFAD

tried this method in Paragnay with some degree of success ;

(2) Income and (or) Land Based Approach : GB , BRDB, BRAC and many
other NGOs of Bnagladcsh for instance are using landholding of 0.50 acre
as an eligibility criteria. ASA considers Tk 1500 per month as basis for
selection of its TGs, An alternative to long and lengthy household survey,
David Gibbon of CASIIPORE ( a network of 23 GB replications in nine
countries of Asia evolved a new tool called CASIIPOIIE Housing Index
(CHI). The three elements in CHI are ; size of house, building material or
physical appearance and the type of roofing. These reflect the poverty or

prosperity of household. It is true that most of the houses that belong to the

These methods have been used by various government and non government agencies in India. The article
was published in the daily Financial E.xpress, September 10, 1999
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poor are made up of thatched roonng, bamboo roofing or roofing made of
plastic material. Combined with size of house and kind of material, one
could come very close to identil'ying I'Cls. However, there may be some
situations in which CHI would give poor or even wrong results. In such
situations, alternative participntory methodologies like PRA or wealth

ranking could be used to ascertain TGjs. ;

3) Size of Loan Approach ; .lohn de Wit of Small Enterprise Foundation
(SEF), South Africa wanted targeting through "Meagre" loans by reaching
the poorest of the poor through offering very small loans on the
assumption that only poor would take such small loans. But later SEF
realised that their TGs was not really IICP. It shows small size loan would

not guarantee right targeting;

(4) Triangiilaiion Method : Since no single method is perfect, the MFlIs tend
to use a combination of these methods which can be termed as

triangulation.

Most of the MFIs target those households in their programme (mainly the credit
programme), who have land up to 0.50 acres. This type of target setting may not actually
help in bringing the poorest of the poor under its coverage as it may be possible that even
within this binding, people with relatively large landholding will increasingly participate
in the programme. There arc clear indication that target households also comprise a
significant portion of programme participants. One study found 30.5 percent and 33.1

percent members o fBRDD-RPP and BRAC-RDP fall beyond the definition ofpoor.

In order to attain a favourable framework in poverty targeting. Remcny (1994)
argues “ Poverty tar”etin}’ should assist poor households in this endavour by creating
the conditions for sustained improvements in the ability of the poor to earn income, be
competitive in the market place, choose options that mil lead to greater selfreliance and
accumulate surpluses ofincome and assets to more than tide them over the next ‘crisis

In shortpoverty targeting is about helping people to escape their mire ofpoverty”

% Alamigir(1997)
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The land ownership criteria is widely used to deilne and determine the eligibility of
joining the microcredit programme in Bangladesh. Landless or near landless are perhaps
best defined as those household who neither own nor operate land, plus those owing
holdings too small ... given typical quality of land ... to provide after meeting off-farm
costs, even one third of food needs (l.ipton 1988). This does not prove that the policies
aimed at raising productivity among the poor do not help (he ultra poor, but it does
suggest that the ultra poor may require different policies in particular "calories and health

first" if they are to be able to raise their productivity, (ibid)

A comparative study of BRAC and BRDB programmes”' shows that 30.5 percent
of BRDB-RPP and 33.1 percent of BRAC -RDP programme participants fall beyond the

above mentioned parameters of the poor.

A study of 100 very poor families of Kishoreganj Sadar Thana (UNDP,
1996,pl33) shows:

(a) Nutrition: 5 percent of the families gel one meal a day. These families do
not always get 2 square meals a day;

(b) Land ownership : 12 percent do not have homestead and 79 percent do not
have agricultural land ; 6 percent have water .sealed laterine; chronic disease
ofone or more members;

(c) Housing : 72 percent have thatched house. The number of HCP are more
in inaccessible areas.

It concludes that under the usual norms, men and women owing 0.5 acres or less
land are eligible to participate in a microcredit programme. With this criteria, about 60
percent of the population of Bangladesh falls under the target population following the
above criteria of land ownership but as indicated by various studies, the HCP ( bottom
10-15 percent of the population of Bangladesh ) are not reached by these programmes

(Alamgir, 1997).

Debapriya Battacharya, Rural Poverty Alleviation Throui’h Non-Fiirm Emphymciil Profrramme.s, Final
Draft BIDS, 1990
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5.6,3 Mistargeting

The Gramcen Bank microcrcdit pmgrammo possesses an in built self targeting
mechanism in the form of small loans size, targeting women, floor seating during centre's
meetings, chanting slogans and saluting etc which the high income class people (NTGs)
may not like to follow. Most of the MFIs in practice fuid lheir programmes containimated
by "Mistargeting". Hossain (1988) estimated mistargeting in Gli, was 4 - 6 percent.

Later studies estimated the mistargeting to be 20 -30 percent (SubralimanyMjij 1999).

Recently Imran Matin studied the issue of mistargeting in GB using the household
survey data on 354 GB borrowers in four villages of Madhupur Thana in Tangail.
According to his analysis (rejecting the hypothesis of graduation), the introduction of
seasonal loans in 1992 alongside the general loans is believed to have caused the
mistargeting in GB. The expansion of loan portfolio increased the average loan size per
borrower as well as entry point loan size. lie also found that the post 1992 household

borrowers own more than the prc 1992 clients (‘rablc 5.7). Over 30 pcrcent of the post

1992 beneficiaries own more than 1G0decimal of land .
Table 5.7 : Land Ownersliip Distribution of GU Member Households
Land ownership Class Prc - 1992 Hon.scholds (n = Post - 1992 Households (n
269) = 85)
Landless (1) 48.5 30.2
> 0 to <= 50 decimals (2) 30.4 18.9
Target Group (1) + (2) 78.9 49.1
>50 to <= 100 decimals (3) 8.3 18.9
> 100 decimals (4) 12.7 32.1
Non-target Group (5) 21.0 51.0

Source: Imran Matin. Xfisnirjjciin}; by GB A passible Explainafion, IDS Bulletin, Vol 29 No 4,
1998

As, it may be seen in Tabic 5.7, while the extent of mistargeting in pre 1992
households is 21 percent, it has increased , 51 percent in the case of post 1992
households. Usually, the large size loans ; general and seasonal are attractions and act as

an incentive for the participation of non-target groups in the microcredit.

According to Hasan Zaman's study on BRAC's RDP in Matlap area, the

proportion of NTGs is 32 percent. I'ne N T(is figure is based on the data collected in
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1995 which possibly includes some households graduated from TG. But the baseline data

also shows that 28 pcrcenl of households belonged to the NTG category.

Who benefits from mistargeting ? It may be concluded that for : NTGs -their
inclusion increases the demand of more and bigger loans and productive deployment of
resources in microenterprises. For the MMs - it rcduces the risk of default and augments
savings possibly increasing the financial sustainability.

5.6.4 The Mystery of MFIs Borrowers Exceeding

the Number of Poor ITou.scholds

It has been pointed out from many quarters and also revealed and recognised by
MFIs themselves that, the HCP (bottom 15-20 percent of the population ) by and large
remain outside the main stream of socio-economic development of MFIs. . The factual
position (Ahmed, 1999b) pertains to " Micro success and Macro FuUure of (he MFIs".
It is evident over the past decade that the percentage of poverty below the poverty line
remained without significant change being 47.5 percent in 1995-96 which was 47.8

percent during 1988-89"\",

In this scenario, it is interesting to take notice of the fact that there has been a
substantial increase in the number of microfinance borrowers during the same period of

decade as follows:

« The number ofdevelopment NGOs increased almost doubled ( local: increasedfrom

395 to 882; Foreign increasedfrom 99 to 132) from 1990-9! to 1995-96

e The percentage of aid (foreign funding) to NdOs increased to almost three times
(Increased from 6.2 percent in 1991) 01 to H.9 perccnt in 1995-96). In the
meanwhile, the economic assistance disbursed to Bangladesh during the same
period remained almost stagnant ie US S 1732 million and US $ 1739 million
respectively in theyears 1990-9! and 1995-96"".

Original source BBS, also quoted by Ahmed Munitazudtlin (1999),

Sources of figures are : ADB; NGO Affairs Bureau quoted by Ahmed Moliiuddin, 1999 p27; Bnagladesh
in the New Millenium p414. Community Dcvclopmenl library (2000)

Figures Source: Conimunity Development Librnr™ (2000), IThwglcuivsh in the NewMillenium p 414
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It is therefore, logical to say that with subslaiilial increase in outreach of MFls,
the number of poor should decrease over time or there should be a positive change in
reducing poverty level, if MI’ls arc intended to achieve the real goal of reducing
poverty in the country. In simple terms with many assumptions, it may be expressed in

the following expression:

Outreach o 1p
where 'p' represents tlie level of poverty

But in practice, the poverty level has not shown worth mentioning decrease
proportionate to the input deployed through microflnancc (outreach of MFIs ) with
corresponding intended output (decrease on poverty level). So the critical issues still to

be addressed arc :

(1)  Whether the exix/ing MFh have inherent limitations in (heir delivery and
(or) institutional mechanism making them unreachable to the HCP?;

(2)  Whether some reforms or modifications are required in (he existing MFlIs
operadons to make them able to reach the HCP and what could be those
changes 2.

(3)  Another alternative analysis may he to see whether totally a new product
or strategy or aUernative models and institutional mechanisms are
required ?

The outreach of MFIs exceeds 14 million horrowers in Bangladesh whereas the
number ofpoor households are 9.15 million™ or about 54 million. Assuming that each of
these borrowers are representing a household (as in principle NGOs advocate), then this
presents an obvious mismatch with a substantial difference i.e. outreach excceds the

number of poor families.

This mismatch indicates obvious overlapping with the same borrower taking
loan from many sources. Results of a UNDP study conducted by PromPT(1996) confirms
this effect. Even then the factual situation is that the substantial number of MCP remain

outside the developmental activities of MFIs. The main issue continued to be examined is

According to the la(est survey conducted by CIRDAp during April - May, 1999
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that why the potential HCP remain outside microcrcdit programmes and how potential
HCP arc constrained from becoming the members of microfinance programmes. The next

section carrics on this discussion.

5.6.5 Dropouts and Left Outs Of MFlIs

When the defauh rate bccomes very higli and the repayment rate decreases to a
dangerous level, it becomes alarming for (he survival of an MFI. There are large NGOs
like ASA which has repayment rate of 98 percent plus but at the same time there are
NGOs which on the other hand have the a default repayment rate of 98 percent such as
Madaripur Unnayon Kendro (MUK). Kabir (1997) ‘s study on ASA identified the
following major factors causing default in the microcrcdit programme ;

» irregularHies of henejiciciries to lake parl in ihc activities of NGOs
Programmes ;

* mismatch between formal institutians and /or nonformal institution and the
requirements o fthe poor; location and market relatedfactors.

The default rate is simply calculated through deduction from repayment rate. A
sample representing such a high default rate (17 MFIs) is given in the following

Table : 5.8 for selected 17 MFIs in Bangladesh :

Tabic : 5.8 Rate of Repayments of Selected MFIs
Name of MFI Repayment Rate Default Rate
(in percent) (in percent)
1 Comilla Proshika Centre for Development (CF°'CD) 79.25 20.75
2  Palli Gana Unnayan Kendra 78.0Q 22.00
3 Adarsha Samaj Seba Samity (ASS) 60,00 40.00
4 Come To Work 54,45 45.55
5 CHEMF 52.00 48,00
6 Palli Kallyan Sangsiha 50 (10 50.00
7 Anirban Sikha 42.00 58.00
8  Miikti Shikha 38,00 62.00
9  Rural Development Socicty (RDS) 18.00 82.00
10 Organisation for Distress People 16,00 84.00
11 Gram Bikash Kendra 15.00 85.00
12 Thengamara Mohila Sabuj Saiiglia (TMSS) 15.00 85.00
13 Community Reconstruction Centre (CRC) 12.00 88.00
14 Shariatpur Development Society 12,00 88.00
15 Akota Samaj Unnayan Kendra 10,00 90,00
16 New Earth Concern 8.33 91,77
17 Madiapur Unnayon Kendro 2.00 98.00

Source : CDF quoted in an ASA publication, Cuuses oj I'iefaiili in Micrncredit May, 1997 p3
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Big MFIs (GB, BRAC, ASA. Pmshika), have repayment rale of over 90 percent.
These MFIs have a combined coverage of over 80 pcrcenl, therefore in terms of quantum
at national level, the smaller MFIs such as above are ignored in the analysis. But the
default is a major issue in microfmance. It also depends upon the socio-economic
situation . The rate of defaults vary from one country to the other. In case of Pakistan, the

MFIs repayment is very low being around 60 perccnt ( Zafar, 1997).

(i) The Factors I~cading towards Dropouts

Discontinuation of membership is a phenomenon occurring in the group dynamics.
It can be of two kinds : (1) voluntary dropout by members and (2) expulsion of members.
A case study of BRAC with a .sample size of 1072 households (Mu.sain, 1999) indicates
that out of 143 dropped out members, 121 (85 perccnt ) reported that they left BRAC at
their own. The rest 22 (15 percent) dropped out members were forced by BRAC to

leave. The six reasons of withdrawal of membership arc given in the Table 3.9

Table : 5.9 Reasons for Dropout
Reasons for dropout Number Percentage
| Savings retained by staff for adjustment of overdue loan 27 18,9
2 Inability to pay instalment due to loss in IGA 99 69.2
3 Parda (vel) restruction imposed by the senior/aged family members 1 0.7
Untimely distribution of loan and receiving of lower amount due to
4 forced savings 9 6.0
Misbehaviour of the Held staff
5 Misunderstanding among the members 3 21
No response 1 0.7
7 3 21
Total 143 100.0

Source: Husain, BRAC, 1999 P 282

As it may be seen in the above tabic that inability to pay instalment due to loss in
IGAs is the major reason. Some other reasons of dropouts explored during PRA

conducted by BRAC using Ranking Technique were identified as given below:

Q)] Some members accumulated a lar)*c amount of savings in their individual
account. The BRAC policy of restriction on withdrawal of their savings, forced

them to quit so as to get their savins’s
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Some members reported that the loan irav spent on treatment of the earning
member who my/vsick. Unfortunately after the death ofthe earning mamber, they

found it difficult to pay their instalment Other members ofthe VOforced them to

pay regularly that is why they left DRAC.

Some of them are also members of other NCOs . After receiving loans from

different NGOs, it was not possible for them to manage all the due repayments

Many of them felt that their economic condition improved as a result of their
husband’ business. So they need not to stay any more in the VO and left BRAC. It

is desirable and happy situation.

h has been time consuming for some mcmhcrs to attend meeting at a place which
is far from their residence. Besides, they cannot spare their time from their

household work. So they left BRAC

Some ofthem joined GB after leaving BRAC. The reason given by such members
is that the GB allows two loans at a time. GB gives crop loans and allows
withdrawal of group funds and savings from the savings account at any given

time

Another reason for dropout is the migration of the female members due to

marriage or due to change of residence

The dropout factors may he classified into the following three categories:

1) internal factors (rules of M I’ls, quality of staff and Management skills);
(2) Hxtcrnal factors (Minration. ,soio*cultiiral and family related); and
3) Mixed factors (Voliintary dropouts, facilitation of other NGOs, and profit

of the project).

Analysis of a survey of 173 units (with 202 different level of field staff of ASA)

on the dropout factors reveals that:
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(1) Insufficient time for group formation (™1 percent response) : ASA allows its field
staffie CO (Community Organiser) a period of 3-4 months to form 15-18 groups
each with about 20 members. Ninety one percent respondents expressed their
opinion that the time allowed for group formation is in-sufflcient. The staff can not
have a clear understanding of the situation of the TO and the geographic area
within a short span of time. Consequently, it causes improper selection of group

members.

(2) It sometimes also violates the organisational rules such as overlapping with other
NGOs, Floating members, more than one members of one family included in the
group, more than three groups in a village (under the organisational principle

maximum of three groups are allowed in a village).
(3) Similarly frequent transfer of staff (75 pcrcent response) also hampers repayment.

(4) Change of policy decisions (51 pcrcent response) such as the increase in the amount
of savings, withdrawal conditions, credit amount and repayment procedures,
interest rates which are usually higher than the formal sector etc also contribute to

defaults

(5) Default due to wrong selection of loanee members : It was mainly due to the

following factors: (in percent)

More than one member in a family 79.70
Unmarried loanee member 53.54
Elderly loanee member 64.79
Loanee member from distinct locality 70.17
Loanee member having unemployed husband 73.K3

(6) Rules and Regulations of Groups : I'ne major factors were found as follows (in

percent):
Attendance in the group 95.59
Repayment through others 80.44
Lack of adherence to the rules of the group 90.46
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l-ack of mutual relations among group members 93.88

According to Proshika™”, llie crucial factors responsible for dropout of the group
members are as follows: (1) internal management problem of the group; (2) less frequent
contact by worker with the groups; (3) inadequate access of groups to credit programme
as well as savings management; and (4) natural calamities such as river erosion which

causes dislocation/migration of the group members

Taking all these points into consideration, the legitimate question that needs to be
addressed is that how far the NGO programmes (both credit and social) can be
expanded. Since in the absence of competitive service charge, the return from the social
programmes to NGOs is very low (mostly negative), it is very difficult to expand these
programmes without threatening the viability of the whole NGO programmes. On the
other hand, if some charges (unaffordable amount) arc to be paid for social programmes,
a large number of poor, particularly the IICP, will prefer not to avail this service since
when the survival is the only motive of livelihood, services like social programmes are

highly elastic.

(i) Is there any Diffcrcnce between MFI Members and the Dropouts ?

According to a survey conducted by BRAC, there is no significant difference
between the BRAC members (n =1072) and to those who have dropped out (n=143) with
respect to their initial condition, present landholding, dependency, quality of housing as
measured by value of houses and per capita floor .space, level of household education.,
food and non-food net worth. The survey also indicates that for botli the drop out
households (143) and existing BRAC members (1072), the percentage of households

below the poverty line is almost the same (Table 5.10) being 52perccnt,

Rahman A etal, 1998 p70
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12
13
14
15
16
17
18
19
20
21
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members and dropouts

Indicators

Demographic dependency ratio (percent)

Economic dependency ratio (pcrcent)

Proportion of female income earner (perccnt)

Average level of'household education (scorc)

Pro BRAC land (decimal)

Present Land (decimal)

Pre capital floor space (sft)

Value of living houses (Tk)

Percent of self employed

Percent of wage employed

Last 3 year institutional Loan ('I'k)
percent of BRAC to total institutional loan
percent received training

percent of BRAC to total savings

Total savings (Tk)

Members' annual income (Tk)

percent of food to total expenditure
Monthly per capita expenditure (TkO
percent Per capita calorie intake per day
Total land assets (Tk)

Net worth (Tk)

percent below poverty line

significant at 5 percent level, *** significant at | pcrccnt level

Dropouts
(11=143)
48.9

240

Tt
39
69
9106
42.7
40,6
4377
52.0
21.0
S.7
N
534
67.8
675
2364
15931
69212
52,4

BRAC
(n=1072)

51.0
246
9.6
99
36
42
70
9718
52.2
30.3
6813
82,1
26,2
86.8
1245
1094
64.1
687
2306
17125
63009
52,1

Mean (liffcrcnce of indii‘ators between BKAC existing

T
Value
0.50

-0.43
-0.11
- 1.34
-0.35
-0.35
-0.08
-0. 54
-2.13
2.48
-4.33
-8.64 ox*
- 135
-4.40
-6.27
2. 71>
2,89*
-0.21
1.25
-0.66
0.75
0.09

Source; Husain, BRAC P 157

According to Fatimi (1998), the HCP have been left out , either by the poor

themselves who keep (hem out becaiisc they have neither the resources to pay back, nor

do they consider themselves as credit worthy or the credit programmes edge them out

since the implied poor recoveries reflect poorly on tiie NGOs and their t'leld workers.

There may be structural factors such as size of average loans too large for the HCP to

handle or the abscnce of soft lending terms, both of which are entry barriers for the HCP.
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It may be mcnlioncd here that the participation in any programme Is innuenced by
the interaction of the demand and the supply tactors®*. The demand factors depend on the
judgement of tlie households while the supply factors arc determined by the NGOs (eg
whether to locate the program, whom to encourage to participate, setting eligibility
criteria, etc). A simple model envisaging the following variables may explain the

behaviour of participation :

PART = C + bi LNDII + b: LPCI + b3 EDNHH +
b4 RCLOAN + bsCONT + ET

Where :
PART = 1f the household participates in the programme
=0 if the household do not participate
LNDH = Total Landholding of the household in Acres

EDNHH = Education of the household head
(1 if literate , O otherwise)

RCLOAN = Wohether receiving loan from the NGOs
(1 if yes, 0 otherwise)

CONT = Whether NGO Workers contacted to encourage participation
C = Constant term
ET = Error Term

Since, the dependent variable is dichotomous in nature (assuming only 0 and 1
values), logistic regression is estimated. Results of a sur\'ey (carried out by Attiur
Rehman, Razzaque etal, 1998) of the logistic regression indicate that increase per capita
income (LPCI) and increased access to crcdit (RC1,(*AN) would increase the probability

of participation as the coefficients were found signillcant.

Zaman, H, Microcredii Programs : Who Participaics and 'o What Extent ?, Working Paper Number
12, BRAC - ICDDRB, B Joint Research Projcct, | Quoted in Raliman A etal (1998) p36
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5.7 Conclusions

The poverty pyramid of Bangladesh represents 28 percent of its population
(about 30 million) as IICP who consume less than 1805 k. cal per capita per day. The
major parameters characterising such population are : chronic deficit: 31 percent;
housing : 3 1percent ; annual income up to Tk 2500 : 27 percent. Whether it is a "pull
ejfect" or "push effect", the MCP by and large remain outside the microfinance
programme. Situation analysis indicates that ; IICP in general are not proportionally
represented in the groups of microfinance programmes ; field workers of the MFIs
sometimes try to reduce the risk of fund by including better-off members so that the
weekly recovery of loans (IOOpercent) are ensured. Their tendency is to form groups with
members from better-off section within ihe poor who still remain within the definition of
the poor ; since members have joint responsibility of repayment, they also prefer
members from better-off sections and in the process the HCP are excluded.; and the
requirements of regular savings and payment of vveckly instalments mainly prohibit the

HCP from joining microfinance programmes.
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Chapter VI

REACHING THE HARDCORE POOR: MODELS FOR OPTIMISING
MFIs "OUTREACH IN GREATER DISTRICTS OE BANGLADESH

"NGOs in Bangladesh hm'c already demonstrated that (he position ofthe marginal poor can be
improved through empowerment, education, health and other targeted interventions....... Bangladesh needs
a variety of other arrangements to deal with risk on three dimensions -risk reduction, risk mitigation and
risk coping. These arrangements can he individual or household based (such as preventive health care),
group based (such as microcredit), market based (such as crop diversification and nonfarm growths) or
public actions (such as macro-economic or public health policy’) ™

Federick | Temple. (2(KI0) ilk-WnrUl Hisnk's Country Dircclor, Hujigladcsh'

6.1 Introduction

This chapter examines the efficacy of MFIs in reaching the HCP. It  presents
locational analysis of MFIs entailing foLir major determinants which affect the
decision(s) related to the geographical location/placement of branches of MFlIs viz: ()
poverty condition in the targeted area ; (ii) expcctcd level of ckmcnui : (iii) the cost
involved in providing credit services in the target area; and (iv) the risk  factor of
conducting credit operations in the target area. The Econometric Specifications and
related outreach equations with regard to the placement of branches of selected MFlIs
(ASA,BRAC and Proshika) pertaining to poverty and risk related variables are also

illustrated in this section.

In the backdrop of MFIs' inability to reach the HCP, one needs to look into
various options or alternatives towards reaching the HCP. A comparative analysis of
outreach of two selected safety net programmes is presented. These programmes are :
(1) Food For work (FFW) and (2) Vulnerable Development Programme (VGD). The
focus of analysis is mainly on their targeting (comparing bencficiaries vs non
beneficiaries). The last part of the chaptcr provides a unique and innovative approach
for determining region-wise financial requirements of microfmancc in Bangladesh and

respective outreach analysis and efficacy of MFls.

" Fedrick. Temple, T. (2000), " Strategics to Alleviate the 1Vocs o f Poverty".., Country Director, The World
Bank Bangladesh.
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6.2 Efficacy of MFIs : The Placement Analysis

Analysis of facts aiul figures imlicaic that all the villages covered by MFIs
are not inJiabited by the poor. The following table provides a cursory look on the
outreach or coverage of the villages with pcrcent coverage by govt., banks and NGOs

under various types of programmes.

Table: 6.1 Outrcach or Programmes at Villaec Level
Share of Proprammes (percent)
Village Type Govcrnemnt Specialised N C, Os
Bank
FFW~" VGD FMH Grameen BRAC Others
Poor 53 64 50 49 52 57
Non - poor 47 36 50 51 48 43

Source: Bangladesh in the New Millenium, Commimiiy Development Library, Feb, 2000

As may be seen from the Table 6.1, the outreach of Vulnerable Group
Development Programme (VGD) in terms of reaching the poor villages is greater (64
percent) compared to other similar programmes like FFW and FFE” Similarly,

outreach of BRAC in terms of targeting poor villages is better than the Grameen Bank.

Within the broad framework of reaching the IICP, a major issue required for
examination may be whether MFIs or other poverty alleviation programmes, instead of
targeting poor areas, should target households with personal attributes that foster poverty,
no matter w'here they live ? Ravallion M and Wooden Q (1997) in their paper made

an attempt to address this question with arguments against it.

Poor areas arc not poor just because households with readily observable
attributes that foster poverty arc gcographicall)- conccntrated. There appears to be
sizeable spatial differences in the household characteristics. The results of the study by
Ravallion M. (1998) reinforce the case for an(i-p<wcity programmes targeted to poor

~Food For Work and VGD Vulnerable Development Groups programmes are collaborative programmes of
the Government of Bangladesh and the International donor agencies.
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areas even in an economy with few obvious impediments to mobility. However, the
limitation of the paper is that its results do not tell us what aspects of poor areas are
giving rise to poverty. Whether it is the lack of physical infrastructure or something
else, such as poor schools or heterogenity in the unreached household characteristics.
Ravallion M, (1997) in another paper argues that for targeting purposes, comparisons of
poverty rather than mean consumption are often relied upon in order to place more

emphasis on less favoured households.

One of the possible indicators of the cfficacy of MFIs, may be to evaluate
whether the pattern of placement of branches of MFIs at the grassroots levels realty
match the needs to cater the demand in terms of reaching the HCP. The analysis requires,
first to identify the criteria for placement i)f bianchcs. Certain determinants dissociated
with these criteria need further analysis with selected parameters of placement of

branches of MFIs. This section provides such analysis.

6.2.1 Determinants of Placement of Branches

The placement of NGO branches and client coverage under their operations are
among the most important determinants in the outreach analysis of MFIs. It will be
helpful to understand whether MI'ls arc targeting their services to the poor in relatively
underdeveloped or disadvantaged region or do they locate their branches in relatively
better endowed areas. Sharma and Zeller 0999) in their study using secondary data from
391 Thanas (administrative unit in Bangladesh) examined three NGOs viz: ASA, BRAC
and Proshika. The analysis indicates that even though NGOs were attentive to reducing
poverty, branches were more likely to be established where there was better access to
transport and communication infrastructure. Consequently, the NGO services are inclined
towards the poor who reside in relatively developed area rather than the poor in more
remote and less developed regions. One hypothesis could be that NGOs locate their

branches in Thanas that have a larger proportion of households owning less than 0.5 acre

’ FFE stands for Food For Fducation. It is a speciali/.cd programme under food is provided for the
children and or their mothers in order to increase literacy (rarticularly the female education) in the
country
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of land - as this criterion most closely defines the target households of most of the NGOs

in Bangladesh.

6.2.2 Econometric Specifications and Results

If the objective ftmction is to maximise profits, then the decision to place a branch
location is justified to be based on investment theory. Since NGO's primary objective is
not to maximise profit, hence the placement rules followed by the NGOs may be
expressed (Sharma, 1999) as the function of the variables (poverty, demand, cost, risk)

expressed in the following linear equation:

Bi = f(Pi,E(Di),E(Ci).Ri) (@H)
Where
Bi is the objective function representing placement of branches
Pi is vector describing poverty condition in the targeted area. It may
be the Thana (lowest administrative unit) in case of Bangladesh
E(Di) is the expected level of demand for credit services in that Area
E (Ci) is the expected level of cost of providing services
Ri is index of risk of conducting credit operation in the targeted area

In poverty targeting, two further measures (as also proposed in Sharma, Zeller
study, 1999) are ; Thana-wise literacy rates and Thana-wise level of "distress" index.
The distress index is developed by Helen Keller Institute'* (HKI) in Dhaka which has its
focus on the vulnerability in its programme. Literacy rates generally are highly
correlated with poverty levels and HKI stress index combines information on
vulnerability to floods/natural disaster which frequently occur in Bangladesh, general

wage levels and availability of irrigation facilities

*With the support from USAID, The Nutrition Surveillance Project (NSP) is operational since more than
ten years, NSP is ajoint initiative of the Institute of Public health Nutrition and Helen Keller International,
implemented in collaboration with 19 NGOs in Bangladesh. The survey follows a multistage sampling
design where 40 clusters (mauza) are randomnly selected from each of the six administrative divisions.
These 40 clusters are chosen from four thanas that were initially randomnly selected from each division.
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It is important to know the level of demand of microfmance* to ensure right
targeting at right place avoiding the area where such demand is non-existing or lower
than minimum threshold level. It is expected that the demand for microfinance will be
more in the areas which are relatively more constrained by lack of infra-structural

facilities like transportation, product markets and market information.

Hence the demand component of the expression for microfinance may be

expressed as :

E(Di) = g(Wi) -----mmer 2)

Where the vector Wi consists of thana level variables which affect the level of
the microfinance demand. It includes the level of physical infra-structural development
eg access road, electricity, irrigation ; agro-climatic conditions and general income levels

and the level of urbanisation of the local economy.

Since profit seeking is not the objective ofthe NGOs, therefore other cost related
issues important in placement of a branch are : general security concerns involving
handling of cash. If the NGOs are using the services of the commercial bank branches,
then they will prefer to locate their branch which is near by or accessible to them.

Keeping in view the unit level expected delivery cost variables ie vector Zi, , the
expected COSt function may be expressed as :

E(Ci) = g(Zi) (3)

In practice, vectors Wi in the expression (2) and Zi in expression (3) are likely to
be similar if not identical. In the MFIs' programme, an important factor is to maintain
high repayment rates. On this basis, they get high ranking for getting more funds from
donors, government, banks, specialised financial institutions such as PKSF. The

objective of maintaining high repayment rate affect the placement of their branches

With each cluster, 30 target households are selected using a systematic sampling. Thus during each round a
total of 7200 households are selected and constitute the rural sample.

* Using Linear Programming Technique demand of the microfinance at each of the 2 1regions (greater
districts) of Bangladesh at urban, rural and national levels has been determined in the next section (5.4) of
this chapter
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avoiding areas with low marginal returns due to backwardness, disasters prone eireas.

The expected risk function may be specified as :

The variables included in Vi are literacy rate, distribution of land, HKI distress
indicators. Some details of distress indicators may be seen in the chapter on MFlIs of this

study.

The linear expression of the efficacy of MFIs as given in expression (I) after

subtracting from (2) - (4) will become as:

Bi = Pia +Wi ... +Zip + Vi5 ... (5)

It is difficult to find P,W,Z,V (poverty, demand, cost and risk) separately . For
instance, it is difficult to find variables that affect poverty levels but not credit demand, or
risk of conducting microfmance business. A more practical formulation may therefore be
regarded the elements in PW,Z and V to be common and represented by vector Xi as

given below:

Interpreting its coefficient " = (av + .. .i + (3 + 5 v) as the combined effects

of the four determinants of placement. Finally the infrastructure, urbanisation, other
community level endowments are likely to affect jointly the levels of poverty as well as
demand for microfmance services, the cost of microfmance services and the risk of
conducting business. Similarly the possible natural disasters simultaneously affect

poverty, credit demand patterns and the risk and cost of operating microfmance business.

Another consideration is the effect of unobservable variables. If placement of
government infrastructure progarmmes as well as levels of poverty are functions of
unobservable factors such as political considerations, agro-climatic potentials, then
exclusion of such factors in equation (6) is likely to lead to biased estimates of the r|s. In
order to minimise bias arising out of location-specific unobserables, a district level effect

of rid is included in the equation (6). Since Bi in equation (6) is a binary dependent
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variable taking the value equal to one whenever there is branch of the NGO in a Thana
and equal to zero otherwise, the equation is estimated using the fixed effects logit

estimation that wipes the effects of district level unobservable (s).

The vector X in (6) contains the following variables:

Poverty -related variables : Landsize - the percentage of people in the Thana that
are below 0.5 acres in size; Literacy - the percentage of population literate in the thana;
Electricity - the percentage of villages electrified in the thana; Market - the number of
market centres in the thana; Density - the population density of the thana ; Urbanisation -
the percentage of urban population in the thana; Road - the kilometer of metaled road per
thousand persons in the thana; Hospital - the number of population per hospital bed in the
thana; Doctor - the number of population per doctor in the thana; Postoffice - the number

of postoffices in the thana

Risk related variables: Distress - the thana wise distress index is computed by
HKI . All data except for distress level are published in various issues of the statistical
year book of Bangladesh published by BBS (1994), Data on the dependent variables can

be obtained from different MFls.

Econometric Results of Outreach
Analysis of MFIs at Thana Level

The estimated logit equation where the dependent variable takes on a value of
one when a branch of at least one of the three NGOs (ASA, Proshika, BRAC) exists in

the thana and zero otherwise is presented in the following Table 6.2:

Table : 6. 2 Placement of all NGOs estimated fixed - effects logit equation (N=391)
No Variables Coefficients t-value

1 Landsize 0.0242372 0,987

2 Literate -0.102779 -3.631

3 Electricity 0.0156035 0,842

4 Market 0.0144544 1.162

5 Density -0.0002954 0.593

6 Urban 0.0099031 0.893

7 Road 1.373573 2.156**

8 Hospital 4.11 *10 0.294

9 Doctor -4.30*10 o -1.241

10 Postoffice 0.0344091 1,875
u Distress -3.255817 -2.684 **

Significant at 10 percent level
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+*

Significant at 5 percent level ~ Source; Siiarnia and Zeller, World Development Vol 27 p2129

As it may be seen in the above Table 6.2, the coefficients of Road and Postoffice
are positive and significant. Both of these are among the infra-structural variables
measuring the extent of transportation and communication facilities in the thana. The
percentage of urban population in the thana and the population density are not
statistically significant. Neither are the two health service indicators ie hospital and
doctor . the number of market centres in the thana or the percentage of villages that are

electrified in the thana (electricity).

It therefore appears that the decisions related with the placement of branches of
MFIs are attentive to transportation and communication facilities but that the net effect
of other infra-structural facilities measured or proxied by population concentration ,
urbanisation and the availability of medical and health services appears to be
insignificant. The co-efficient of literate is negative and strongly significant. Hence
placement of branches appears to respond to literacy rates -with more branches being

placed in thanas with lower literacy rates.

It may be noted that if considerations of demand, costs, and risks favour thana
with higher literacy rates that is if (pnterate + Ylitrae + S nterate) > 0 then it may be
concluded that the poverty consideration (ttijtcraic) is significantly large to overturn the

combined positive effect so that the net effect is

| Otiiieraie | 7 I P literate ™mY literate 5 Hterale I-

The coefficient of the landholding variable land size has a similar interpretation
that is the poverty effects of the smaller land size more than outweighs the combined
effects on credit demand and risk costs. Land size , however, is not significant at the 10
percent level. The co-efficient of distress is negative and significant at 5 percent level.

MFIs are thus less likely to place branches in high distress locations.

Overall, the estimated branch placement equation suggests that while MFIs

appear to respond to poverty (at least to the extent that they correlate with literacy levels).
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they are more likely to place branches in locations that already have favourable
infrastructure. They also are less likely to place branches in high distress location. It

implies that outreach of MFIs is limited to better off segment of the population.

Econometric Specifications of Placement of
Branches of selected MFI at Thana Level

The equations describing thana level placement of branches of ASA, BRAC and
Proshika are presented in the Tables 6.3 to 6.5:

Table : 6.3 Placement of ASA : Estimated fixed - effects logit equation (N=139)

No Variables Coefficients t>vaiue i*
I Priorcomp -2.054474 -1.810

2 Landsize 0.1028597 . +e

3 Literate -0.0472607 -0.839

4 Electricity 0.00561694 0.145

5 Market 0.0290323 1.249

6 Density -0.0020257 -1.543

7 Urban -0.0476018 -0.957

8 Road 5.032872 LI

9 Postoffice 0.0317485 0.979

10 Distress -1.613692 -0.601

« Significant at 10 percent level

** Significant at 5 percent level Source: Sharma and Zeller, World Development Vol 27 p2130
Table ; 6.4 Placement of BRAC : Estimated fixed - effects logit equation (N=251)
No Variables CoefTicients t-value
1 Priorcomp -1.767272 -1.938 ¢
2 Landsize 0.0713646 .
3 Literate -0.094561 -1.822
4 Electricity 0.0418247 1.431
5 Market 0.009626 0.572
6 Density 0.0001987 0.515
7 Urban 0.0215618 1.394
8 Mtropopt -0.3358834 -0.2524
9 Postoffice 0.0452446 1.683 *
10 Distress -4.187979 -2.592 ¢*

e Significant at 10 percent level
«* Significant at 5 percent level Source: Sharma and Zeller, World Development Vol 27 p2130

Table : 6.5 Placement of Proshika : Estimated fixed - effects logit equation (N=308)

No Variables :Coenicietit$ At-Naiue ;
1 Landsize -0.0141334 -0.391

2 Literate -0.0762417 -2.205 o*

3 Electricity -0.023736 -0.807

4 Market 0.0161901 0.950

5 Density -0.0000959 -0.155
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6 Urban 0.0116141 0.822

7 Road 0.8796203 1.096

8 Postoffice -0.0078585 -0..296

9 Distress 0.5198919 0.310

10 -1.613692 -0.601

** Significant at 5 percent level Source: Shaima and Zeller, World Development Vo! 27 p2130

In the equations, most of the explanatory variables are the same as defined before
except for one extra consideration ie the response of an MFI to pre-existing branches of
other MFIs. On one hand, may be the cause that MFIs prefer to work in exclusive
markets, in the absence of any competition or any other types of influences from other
providers of similar services. On the other hand, the case may also be that pre-existing
branches of other MFIs in a particular location may signal to a potential entrant.

Clustering of MFIs may be observed.

How MFIs respond to pre-existing branches of other MFIs is an empirical
question. For this reason an indicator variable Priorcomp” that takes the value one
whenever the branch of another NGO in the same thana existed prior to the placement of
branch of the NGO concerned is used in regression equation. For example in the BRAC
equation, the indicator variable would equal to one whenever an ASA branch existed in
the thana prior to the establishment of BRAC branch and would be equal to zero
otherwise. Due to non availability of data for Proshika, the indicator Priorcomp is not
included. Therefore the indicator Priorcomp are used only in BRAC and ASA
regressions. The coefficients of priorcomp in BRAC and ASA both are negative and
significant indicating that both these MFIs are less likely to establish branches in

locations that already have a competitors branch .

The coefficient of the percentage of population owning less than half an acre of
land (landsize) is positive and significant at 5 percent level in both the ASA and BRAC
equations though this is not the case with Proshika equation. On the other hand the
coefficients of literacy rate (literate) are negative in all the three NGO - specific
equations, though they are statistically significant only in BRAC and Proshika equations.

‘ The variable Priorcomp represents the availability of the branch of another NGO before the placement
of the branch of the NGO concerned.
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It may be noted that Literacy is the only significant variable in the Proshika equation.
The MFI specific equations are thus indicators of placement decisions, especially BRAC

which responds to both literacy and landholding levels.

The transport and communication variable ie Postoffice is positive and significant
at 10 percent level in case of BRAC while Road is positive and significant in the ASA
equation. This is an interesting result as BRAC aims to conduct its own banking services
in the near fiiture while ASA will continue to use banking services offered by commercial
banks. It is therefore important for ASA to locate branches in areas that have belter
access to transport infrastructure because it is this type of area where commercial banks

are located.

The above analysis tends to lead to the conclusion that placement of MFI
branches i.e their outreach’ facilitation at gross-root level are by and large not positively
correlated with communities where there is lack of infrastructure. There exist no
branches where there is a need with particular reference to poverty concentrated

disadvantaged areas.

6.2.3 Equation of Selected MFIs Outreach at Thana Level

The econometric specification of the outreach regression equations is similar to
the branch placement equation except that the dependent variable Outreach is a
truncated variable ie client coverage is observed only in the thanas that have branches of
MFIs. An additional variable Years is used in the outreach equation to control for the fact
that client density is expected to increase with years of operation of the branch. Years is
the number of years for which the branch has been in operation. The outreach equation
(with absence of years data of Proshika) for BRAC and ASA was estimated by
computing years as the sum of years for which branches of both ASA and/or BRAC in
the thana had been operational. Accordingly, the combined outreach equation for ASA

and BRAC is presented in the following Table 6.6

AQutreach may be defined as the participation density measured by the number of participants in a specific
programme per 1,000 people in the thana (administrative unit) as an indicator of client outreach.
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Table; 6.6 Outrcach Equation : BARC and ASA (N»121)
No Variables CoefTlcients t'Value
1 Years 3.6693 6.305 N
2 Landsize -1,1799 -1.782 ¢
3 Literate 0.22979 0. 377
4 Electricity 0.83156 *10" 0.219
5 Market -0.28682 -1.164
6 Density -0.77299 *10 -0.569
7 Urban -0,89751*10" -0.283
8 Road -0.62777 -0.023
9 PostofFice 0.84270 *10-! -0.213
10 Hospital -0.15839 *10 ¥ -0.595
n Doctor -0.33360 *10 ™ -0.462
12 Distress 53.777 4.175
13 Lambda -5.4164 -0.629
** Significant at 5 percent level Source: Sharina and Zeller, World Development Vol 27 p2132

In the outreach equation presented in Table 6.6 only the coefficients of three
variables are significant. These are Years, Landsize and Distress. The coefficient of years
is positive and highly significant, indicating that MFIs have expanded their client base
through time. Outreach is significantly higher in thanas that have higher distress index.
This result is completely opposite to that of the placement equation which indicated that
placement rule disfavoured high distress areas. Outreach is significantly lower in thanas
that have a higher proportion of marginal fanners, as shown by the negative coefficient
of Landsize. The outreach equations for ASA, BRAC and Proshika are presented in

tables 6.7 to 6.9

Table 6.7: Outreach Equation : ASA (N=30)

No Variables Coefricients t-value

1 Years 1.8775 2.360 **
2 Landsize -0.64975 -1.803 *
3 Literate 0.14303 0. 727

4 Electricity 0.26966 0.782

5 Market -0.25883 -2.018 *e
6 Density 0.64746 *107 1.137

7 Urban -0.16404 0.786

8 Road 22.129 1.164

9 Postoffice *0.13857 -0.591

10 Hospital 0.20427 *10° 1,229

11 Doctor 0.58186 *10" 0.896

12 Distress 29.506 3.129**
13 Lambda -6.2603 1.365

Significant at 5 percent level

Source: Sharma and Zeller, World Development Vol 27 p2132
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Table : 6.8 Outreach Equation : BRAC (N=69)
No Variables Coefllcients t'Value
Years 11.729 4.355 e
2 Landsize -1.3952 -1.252
3 Literate 0.75704 0. 630
4 Electricity 0.24252 0,419
5 Market -0.23829 -0.608
6 Density 0.25463 *10- 0.098
7 Urban 0.38024 0.752
8 Road -46.715 -1.053
9 Postoffice m0.20706 0.373
10 Hospital -0.24825 *10 ® -0.689
1 Doctor -0.14880 *10°' -0.110
12 Distress 27.334 1.366
13 Lambda 0.39479 0.039

«* Significant at 5 percent level Source: Sharma and Zeller, World Development Vol 27 p2134

Table 6.9 ; Outreach Equation : PROSHIKA (N=30)

No Variables Coefflcients t-value

1 Landsize -1.2036 -1,474

3 Literate -0.15589 0.256

4 Electricity 0.25219 0. 343

5 Market -0.67597 -1.844

6 Density 0,18198 *10' 1.130

7 Urban 1,0296 2511 **

8 Road 54.068 1.510

9 Postoffice -0.65262 -1.059

10 Hospital 0.37920 *10° 1.258

1 Doctor -0.13093 *10" -1.479

12 Distress 91.139 5.294 *e

13 Lambda -16.524 -1.846
-6.2603 1.365

Significant at 5 percent level Source: Sharma and Zeller, World Development Vol 27 p2132

The above analysis provides evidence that the branch level outreach structure of
these MFIs tends to be located in poor pockets of relatively better developed areas than
in the remote and less developed regions. It leads to further strengthening of the
hypothesis that MFIs by and large have not been able to reach the HCP. In order to
attain the objective of reaching the HCP, one needs to look for some alternative
mechanisms through exclusive or safety net programmes which are discussed and

analysed in the following section (section 6.3).
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6.3 Reaching the HCP through FFW and VGD Programmes

It will also be relevant and appropriate to look into safety net programmes or
exclusive programmes which are aimed at reaching the HCP. A field survey in
Bangladesh ( Rahman A, 1998) suggests that most of the HCP were eager to get relief
materials rather than credit. Hashmi (1997) pointed out that microcredit is not
necessarily the best way to bail the poorest of the poor out ofpoverty. There is a strong
case for a 'special safety nets' programme for them. Therefore, a different approach is
required to address the problem of HCP. Realising this scenario, there are some
initiatives already undertaken in Bangladesh by implementing HCP focused programes
such as : Income Generation for Vulnerable Group Development (IGVGD) programme;
Rural Maintenance Programme (RMP) ; Food for Work Programme (FFW); Integrated
Food Security Programme (IFSP); GB's goat leasing programme; Ashrai (an NGO's
implemented programme by promoting local level organisations called Community
Based Organisations to undertake poverty alleviation programmes) working for the
Tribals of Barind Tracts in Bangladesh. These programmes with some comparative
advantages, have been able to achieve considerable success in reaching the HCP with
some degree of varying performance. But these are not enough when compared to the

quantum of the problem as a whole.

“ Exclusiveness, says Prof. Yunus of Grameen Bank, should not limit itselfto the
client level, it should extend upto the implementing machinery level too. A delivery
mechanism which is entrusted to deliver all kinds of goods to all kinds ofpeople will
always cater to the richest and most powerful among the clientele. Specialised delivery
mechanismsfor the PFPs (Poverty Focused Programmes) will require specialised people
startingfrom planning and designing level down to the person to person contact level in
the field. 1f one accepts the proposition that the PFPs are a new breed ofprogrammes,
one has to agree that they need a new breed of people to put them together and to

manage them. It is another inexorable law ofnature. 1fone has to deliver any thing to the
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poor, the delivery mechanism has to be designed and operated exclusively for the poor.

There is no (wo ways about it" ®

In Bangladesh, the major safely net programmes are collaborative in nature being
implemented jointly by the GOB and the NGOs. These programmes involve substantial
donor funding. The major concerns /indicators related to collaborative programmes are
related to ; (a) Resional/Spatial factors (whether targeted to the economically
disadvantaged areas ie the placement of branches of MFIs or Exclusive Programmes; (b)
Soocial factors Avhether the MFIs and (or) the Exclusive programmes have been able to
target the HCP ; and (c) Seasonal factors (whether it has been timely targeting ie

providing assistance at the time/season of the need of HCP).

In order to illustrate the institutional mechanism adopted in reaching the HCP,
two major progrzimmes currently in operation in Bangladesh are discussed in this
section. These are Food-for-Work and the Vulnerable Group Development Programme.
These two programmes account for about 43 percent of the total resources released

through food - assisted programmes in 1994-95 (Centre for Policy Dialogue 1997).

Bangladesh has been the largest recipient of WFP for aid for development
projects since 1989 and WFP assistance has become an integral component of
government plans in poverty alleviation strategy. At present WFP provides food worth 78
million US $ annually through multilateral and bilateral food aid resources through a
nationwide FFW and VGF programmes. Food is distributed under the food for work
(FFW) and vulnerable groups feeding (VGF)/ vulnerable group development (VGD)
programmes. The major components™ of the programmes are: Start up support
including 30 Kg of free wheat per month per woman beneficiary of IGVGD programme
for an initial 18 months and cash support of Tk 425 per month to cach agroforcstry

woman for 12 months; Training in marketable skills; Credit for IGAs etc.

* Source APDC (1991), Reaching out EfTectively, Eds Getubig and Shams p 40.

"Access, BRAC, 2000
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The comparison of the incidence of HCP as

beneficiaries of FFW and VGD

programmes with respect to selected socio-economic characteristics of households is

given in the Table 6.10

Table 6.10 : Comparison among Benericiaries of FFW and VGD Programmes

Socio-economic characteristics
Households

Per Capita Income (Monthly) fi.

Per Capita Expenditure (Monthly)

Per Capita Food Intake (gm)

Land size owned (dec)

Land size operated (dec)

Literacy Rate (5 +) percent

Level of education (SSC +)

Single Person Nuclear family (percent)
Size of Household

Access to immunization

Agriculture as main occupation (percent)
Non-Agric. as main occupation (percent)

Source ; Centre for Policy Dialogue, 1997

FFW

222
221
756
26
32
13.2
0,6
7.44
4.62
37.6
86.8
13.2

Beneficiary

VGD

174
170
799
13
14
13.9
0.3
37.1
4.00
30.3
69.2
30.8

Similarly, based on the same socio-economic characteristics a comparative

analysis of non-beneficiaries of FFW and VGD programmes is summarised in the

Table 6.11

Table6.11 : Comparison among Non beneficiaries of FFW and VGD Programmes

Socio-economic characteristics™
Households

Per Capita Income (Monthly) ‘'fk

Per Capita Expenditure (Monthly) 7~
Per Capita Food Intake (gm)

Land size owned (dec)

Land size operated (dec)

Literacy Rate (5 +) percent

Level of education (SSC +)

Single Person Nuclear family (percent)
Size of Household

Access to immunization

Agriculture as main occupation (percent)
Non-Agric. as main occupation (percent)

Source : Centre for Policy Dialogue. 1997

FFW

212
212
709
19
23
12.0
0.5
6.56
4.55
35.5
79.2
20.8

Non-Beneficiary
VGD

173
169
760

u
125
0.3
36.0
3.80
20.1
67.6
32.4
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The comparative analysis among the two programmes reveals that the share of
the poorest segments is relatively more in VGD compared to FFW. Substantial
difTerence can be seen from the targeting asjpects. The beneficiaries of VGD programme
are relatively more poor (income being Tk 174 per month ) than the beneficiaries of FFW
programme (income being Tk 222 per month). Other factors such as expenditure, land
size etc also support this evidence as shown in table 6.10. One can also see that non-
beneficiaries of VGD have also low income (being Tk 173 per month) compared to non
beneficiaries of FFW (being Tk 173 per month) as shown in table 6.11. Interestingly, the
per capita income of non-beneficiaries of VGD beneficiaries is even less than the per

capita income of non-beneficiaries of FFW programme.

The comparison among beneficiaries of FFW and VGD programmes on the
basis of household expenditure classification (categorised into moderate poverty line,
food poverty line and the extreme poverty line with respect to headcount, poverty gap
and squared poverty gap) is summarised in the Table 6.12

Table 6.12: Impact of FFW and VGD Programmes
(Per household expenditure classiflcation of Beneficiaries)

Jtieiltdtiold Expenditure n Beneficiary
AT Classification -
FFW VGD
1 Moderate Poverty Line
Head count 91.6 96,6
Poverty Gap 45.0 57.4
Squared Poverty Gap 25.7 37,1
I Food Poverty Line
Head count 76.9 90.6
Poverty Gap 29.6 42.3
Squared Poverty Gap 14.4 24.3
Il Extreme Poverty Line
Head count 63.4 83.2
Poverty Gap 21.1 34.2
Squared Poverty Gap 9.4 17.6

Source : Centre for Policy Dialogue. 1997 : Survey carried out by BBS (1991-92)

Under the FFW programme, the poverty line expenditure per month per

household is Tk 1751, for food poverty line Tk 1268 and extreme poverty line is Tk 1051
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whereas under VGD programme , the poverty line expenditure per month per

household is Tk 1516, for food poverty line Tk 1098 and extreme poverty line is Tk 910

Based on the same household characteristics as identified above , the impact of
FFW and VGD programmes from the view point of their non-beneficiaries is

summarised in Table 6.13

Table 6..13: Impact of FFW and VGD Programmes
(Per household expenditure classirication of Non-beneficiaries)

Per Household Expenditure Non-beneficiaries
Classification
FFW VGD
1 Moderate Poverty Line
Head count 95.1 97.4
Poverty Gap 50,3 60,6
Squared Poverty Gap 30.0 41.0
I Food Poverty Line
Head count 84.2 92.2
Poverty Gap 34.8 47.4
Squared Poverty Gap 17.8 28.4
Il Extreme Poverty Line’®
Head count 72.3 85.9
Poverty Gap 25.8 38.7
Squared Poverty Gap 12.0 21.5

Source : Centre for Policy Dialogue, 1997 : Survey carried out by BBS (1991-92)

It reveals that extreme poor who are participants of of VGD programme are
relatively more in numbers (being 83 percent) compared to WFF participants (being 63.4
percent). The difference is very significant amounting to about 20 percent. Similarly the
proportion of VGD beneficiaries with respect to poverty and poverty gap is more when
compared to FFW beneficiaries as shown in table 6.12. It provides enough evidence
leading towards drawing conclusion that VGD has performed relatively belter in terms

of targeting and reaching the hardcore poor.

’Extreme Poverty is synonymous to the hardcore poverty
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Analysis of APT (Analysis of Poverty Trends) data indicates that the share of
households in the three lowest expenditure groups belonging to the poorest category
is about 74 percent in case of FFW and 93 percent in case of VGD beneficiaries which
may be compared to only 23 percent observed for the rural areas as a whole as reflected

from the Table 6.14 and Table 6.15 .

Table: 6.14 ; VGD Beneficiaries compared with Rural Expenditure Distribution
Class interval VGD Beneficiary VGD Beneficiary All Rural Households (1988-
of monthly (October, 1998) (April. 1990) 89)
Household percentof percentof percentof percentof percent of percentof Exp-
Expenditure ' Househol Expe- Househol Exp- Househol nditure
d nditure d nditure d
<750 66.53 47.17 56,08 37.11 .5.05 1.20
750-999 19.18 23.52 23,89 27.91 7.73 2.84
1000-1249 7.16 11.71 9.31 12.78 9.96 4.67
1250-1499 411 8.40 6.64 11.77 10.28 5.86
1500-1599 2.13 5.48 2.67 5.81 19.61 14.19
2000-2499 0.32 1.07 1.06 3.29 14.64 13.64
2500-2999 0.20 0.83 0.30 1.09 9.88 11.22
3000 + 0.37 1.82 0.05 0.24 22.85 46.38
Total 100 100 100 100 100 100

Table: 6.15 FFW Beneficiaries compared with Rural Expenditure Distribution

Class interval of FFW Beneficiary (1988-89) All Rural Households (1988-89)
monthly
Household percent of percentof Expe- percent of percentof Exp-
Expenditure Househol nditure Household nditure
d
<750 33.16 17.79 .5.05 1.20
750-999 24.45 19.96 7.73 2.84
1000-1249 15.78 16.77 9.96 4.67
1250-1499 11.05 14.35 10.28 5.86
1500-1699 9.94 16.23 19.61 14.19
2000-2499 2.18 4.65 14.64 13.64
2500-2999 1.23 3.25 9.88 11.22
3000 + 1.76 7.00 22.85 46.38
Total 100 100 100 100

These tables suggest that beneficiaries of these programmes are among the

households belonging to the poorer section.

synonymous to the hardcore poverty
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Land ownership information also indicates that these programmes are targeting
the poorer groups. FFW has 74 percent and VGD has 93 percent of households who own

less than 0.5 acres, compared with about 50 percent for all rural households during 1988-

89 as shown in the Tables 6.16 - 6.19

Table 6.16: Land ownership of FFW beneficiaries and Non-bcnericiaries (1989)

Landownership (dec) Beneficiaries (N = 1920) Non-beneficiaries (N=1920)

<5 26.98 34,79

5-10 19.64 25.00

11-20 11.20 10.00

21-30 60.25 3036

31-50 90.58 8.28

51-75 60.72 5.11

76-99 30.80 2.24

100 + 15.83 9.22

Total 100 100

Source : Centre for Policy Dialogue, 1997

Table: 6.17 : VGD Beneficiaries by Land ownership (percent distribution of household)

Landownership VGD Beneficiary Non-beneficiary

(dec) tN ° 1920) (N = 1920)

1988 1990 1988 1990
<5 47.98 45.21 52.97 54,64
5-10 30.88 32.19 24.95 27,92
n-20 9.74 9.79 9.84 7.55
21-30 3.54 3.07 3.76 1.82
31-50 3.59 5.47 4.42 3.75
51-75 1.46 1.67 1.35 1.72
76-99 0.78 0.52 0.94 0.36
100 + 2.03 2.08 1.77 2.24
Total 100 100 100 100

Source : Centre for Policy Dialogue, 1997

Table 6.18: Average consumption by Household Expenditure Groups
Monthly FFW Benericiaries(1988-89) Rural Household Expenditure
Household (1988/89)
Expenditure perccent of Average percent of Average Monthly
Household Monthly Household Consumption
Consumption
<750 66.53 470.00 5,05 572.89
750-999 19.18 812.98 7.73 883.98
1000-1249 7.16 1083.76 9.96 1127.22
1250-1499 4.11 1354.60 10,28 1370,47
1500-1599 2.13 1708.06 19,61 1739.97
2000-2499 0.32 2218.46 14.64 2240.83
2500-2999 0,20 2759.82 9,88 2728,57
3000 + 0.37 3259,88 22,85 4882.69
Total 100 100 100 100
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Source ; Centre for Policy Dialogue, 1997

The average consumption of FFW beneficiaries is consistently lower than the
average consumption of the rural area as a whole. I’he difference, as it may be seen in
Table 6.19 among the lowest income groups is about 5 percent for the two lowest
expenditure groups. This trend is more sharp in ease of VGD bcncficiaries. For instance
the share of FFW households living in the lowest expenditure group is 33 percent

compared with 66 percent for the VGD programme.

Table 6.19: Average consumption by Household Expenditure Groups
Monthly FFW Beneficiaries (1988-89) Rural Household Expenditure
Household (1988/89)
Expenditure percent of Average percent of Average Monthly
Household Monthly Household Consumption
Consumption
<750 33.16 548.85 5,05 572.89
750-999 24,45 834.87 7.73 883,98
1000-1249 15.78 1087.04 9.96 1127,22
1250-1499 11.05 1327.86 10,28 1370.47
1500-1599 9.94 1670.33 19.61 1739.97
2000-2499 2.18 2179.42 14.64 2240.83
2500-2999 1.23 2697.42 9,88 2728.57
3000 + 1.76 4067.03 22,85 4882.69
Total 100 100 100 100

The foregoing analysis suggests that VGD beneficiaries are targeted from more
poorer groups than FFW beneficiaries. VGD are supposed to be recruited from amongst
the destitute women, while the FFW in general tries to respond to the problem of
agricultural labourers who may fail to secure adequate lean season employment through
the normal market mechanism. In relative terms, the FFW labourer households are
socially less vulnerable and economically better-off than the groups of the female poor

accessing VGD programmes.

6.4 Regional Analysis of MFIs Outreach: Multiple Regressions

The regression models presented in this section attempt to examine MFIs efficacy
in targeting the poor households in various regions of the country. The output of the LP
model (estimates of loans required by 21 regions) has also been included in the

framework of regression analysis to account for financial requirements. The selected
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outreach parameters (number of members and the amount of loan disbursed) of selected
MFIs (ASA and BRAC) has been compiled from the data collected from the head-offices
of the respective MFIs. The analysis has been carried out with respect to (a) membership

and (b) loan amount disbursement by developing Multiple Regression Models.

6.4.1 Outreach Analysis by Membership

The following Table 6.20 provides a summary of region-wise number of poor

households (Rural)' and the number of members of ASA, BRAC and Proshika .

Tabic 6.20: Outreach Analysis : Region-wise Number of Poor Households and
the number of members of Major NGOs

No. of Poor Number of Number of No. of Number of Number of
Sl Region Rural members members of members of members of members of
No Households of ASA (as BRAC (as Grameen Proshika (as MFIs  (as
(As of on Dec on Dec Bank (As on on March of June,
April, 1999) 1999) Mar 2000) 2000) 1999
19991)
1 Bogra 277586 56743 195032 241884 85661 72377
2 Chittagong 318644 34659 62298 118012 121901 80169
3 Comilla 641817 84365 147200 117912 80719 37566
4 Dinajpur 301923 31977 105722 158962 19195 111611
5 Faridpur 511667 54164 326499 132345 97174 60025
6 Khulna 292000 31093 82137 123693 77485 9269
7 Noakhaili 371427 76598 78702 92583 83300 31233
8 Patuakhaili 205660 66057 49896 137226 26571 10539
9 Rajshahi 456603 96883 243353 185859 131285 41452
10 Rangpur 728569 56521 328001 244167 58807 70751
11 Sylhet 487720 36833 156656 138235 344 16399
12 Tangail 276086 24678 96283 203241 117201 195789

Data Sources: BBS-CIRDAP Survey 1999; Various reports from the selected MFIs; CDF
Statistics Vol 8 , Grameen Bank Circular April, 2000

" Rural number of poor households data has been considered for analysis as the total disbursement of
reported 524 NGOs (being Tk 77352 million) has the breakup of 94.47 percent in rural areas and the rest
5.53 is in urban areas,(Source CDF Statistics Vol 8. as of June, 1999)

MFIs Exclding ; ASA, BRAC and, Proshika as per statistics of CDF vol 8
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Taking the number of poor households as dependent variable, Y and ASA,
BRAC, Proshika and MFIs members'r as the explanatory variables, a regression

model can be developed as follows:

Y = > + p,X,+ P2X, + P3X3+ PX4 + pxs + e

Where:
Y represents the number of poor households

X Constant

X) Number of ASA’s members
X]| Number of BRAC’s members
X3 Number of Grameen Bank members
X4 Number of Proshika's members
X5 Number of MFIs's members
e Degree of Error

Pi , P2.P3 .P4and p5are the parameters to assess the extent of change that will

affect the coverage of potential number of poor households in the rural areas occurring
below the poverty line. Taking the number of poor households below the poverty line as

dependent variable, the SPSS results (Appendix; A6.2)of the above regression model

(with all the above MFIs as explanatory variables) indicate that:

The Analysis of Variance Table (ANOVA) indicates an error value of0.265 which is
nearly 27percent being much higher than the permissible error (usual permissible
extent oferror is 5percent ie 0.05), therefore the model is highly insignificant and
thefitting is notpermissible.

The summary ofregression coefficients indicates that among these only the BRAC
's  membership under the framework of multiple regression being 0.049 is
significant by nearly 5 percent.

Standardised beta valuesfor ASA, BRAC, Grameen Bank , Proshika and other
MFIs are 0. 996, 1.342, -.749, -.596 and -1.4 respectively. It means after BRAC,
only ASA s outreach is effective whereas the rest of the MFIs are not reaching or
contributing effectively to the potential number the poor households.

It is assumed that each member of the NGO represents an household. In most of the NGOs mandate, the
targeting criteria includes that their members should represent a family. However in practice a lot of
deviation is observed. Consequently there exists substantial overlapping. Further quantitative analysis may
be seen in chapter 3 under targeting the HCP
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6.4.2 Outreach Analysis by Loan Amount Disbursement

The following Table 6.21 summarises region-wise LP Model cstimalcd loan

amount (derived from the outcome of previous section) and corresponding

disbursements by ASA, BRAC and other MFIs"*,

Table 6.21:

Sl
No Region

Barisal
Bogra
Chittagong
Comilla
Dhaka
Dinajpur
Faridpur
Jamal pur
Jessor
Kishorcganj
Khulna
Kushtia
Mymensingh
Noakhaili
Pabna
Patuakhaili
Rajshahi
Rangpur
Sylhet
Tangail
CHT

EBoo~NtounrwNR

NN R p bR R R R
P O o o ~o o b wiN

Region-wise LP demand (amount) Vs Mfis’s outreach
(Amount in Million Tk)

LP Estimated
total Loan
Amount
required
14553.00
7325.00
10062.00
19861.00
20717.00
7807.00
15381.00
6962.00
11196.00
9320.00
7874.00
5668.00
10584.00
13845.00
9078.00
6095.00
11544.00
17666.00
15177.00
8915.00
2457.00

ASA ‘s
disburscme
nt (as on
Dec 1999)
283.81
347.98
227.47
527.12
1081.86
179.16
323.14
226.00
338.6
203.62
356.47
212.87
530.74
429.20
169.08
445.11
564.67
123.90
212.10
151.94

BRAC ‘s
disbursement

(as on Dec 1999)

341.91
608.04
176.24
654.89
972.92
339.97
1070.96
402.31
719.58
237.96
378.50
483.57
527.74
266.78
464.28
142.84
874.04
805.56
461.49
311.51

MFls loan amount
disbursed as of June,
1999

478.60
368.90
601.82
183.76
7300.63
848.61
540.00
94.66
1113.50
52.42
692.58
352.65
179.03
208.84
130.17
82.54
62.92
243.52
61.704
1774.14

Taking Loan amount requirement as dependent variable, Y and ASA, BRAC and

MFIs disbursement as the explanatory variables, the regression models can be developed

as follows:
Y = A+ p,Xi+ P2X2+ P3X3+ e
Where :
Y represents LP loan estimates
X Constant

" MFIs Include all those NGOs involved in microfinance excluding major MFIs eg ASA, DRAG and

Proshika . List of these NGOs with selected parameters is given in Appendix A 4.2

MFIs Exclding : ASA, BRAC and, Proshika as per statistics of CDF vol 8
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X| ASA’s disbursement
X2 BRAC’s disbursement
X3 MF-NGO disbursement
G Degree of Error
Pi , P2 and p3 are the parameters showing what change will be affected to the

required amount of microfinance estimated for the people below the poverty line.

Solving the above regression model, the results (AppendixA6.2}arc as follows :

e Usually 5 percent error (0.05) is permissible. The Analysis of Variance Table
(ANOVA) indicates an error value 0 f0.036 which is less than the permissible error,
therefore the model is significant and thefitting is permissible.

e The summary of regression coefficients indicates that only BRAC 5 disbursement
pattern under the framework of multiple regression being 0.055 is significant
compared to other MFIs included in the model

The value ofthe constant is 5962.535. Standardised beta valuesfor ASA, BRAC and
MFls are 3.87, 7.637 and 0.347 respectively

Putting these values in the regression model, the values may be estimated as under:

y = 5962.535 +3.872 X, K 7.635 X2 + 0.347 X3

(iii) MFIs Outreach Towards HCP

The following Table 6.22 providesa summary of region-wise number of HCP

households (Rural)'* and the outreach of ASA, BRAC and Proshika .

Regional number of HCP households estimates has been worked out on the basis of CIRDAP-BBS
Survey 1999 and the percentage of division wise Vulnerable households estimated by Helen Keller
International including distress indicators during October, 1999 under Round 58 - Rural (Mutritional
Survellance Project) . Vulnerable households as defined by Helen keller International are those with no
cultivable land and whose main earner depends on casual labour for income. For the purpose of analysis,
the authors have used vulnerable households as interchangeable to the term HCP households. It is also
assumed that the percentage of HCP remains same in all the regions of the same division.

The number of HCP members of selected MFIs have been estimated on the basis of the LTN-Poverty
Report 2000 which indicates that 25 percent of the total households arc reached by NGOs in Bangladesh,
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Table 6.22: Outreach Analysis :

Sl
No Region

1 Barisal

2 Bogra

3 Chittagong

4 Comilla

5 Dhaka

6 Dinajpur

7 Faridpur

8 Jamal pur

9 Jessor

10 Kishoreganj

11 Khulna

12 Kushtia

13 Mymensing

14 h

15 Noakhaili

16 Pabna

17 Patuakhaili

18 Rajshahi

19 Rangpur

20 Sylhet
Tangail

Data Sources;

Dhaka University Institutional Repository

No. of
HCP
Household
s (rural)

122971
8105S
100054
201531
152075
88162
133033
70571
96837
85196
75920
61876
110500
116628
96188
52649
133328
212742
136562
71782

BBS-CIRDAP Survey 1999;

Major MFlIs

No. of HCP
members
reached by
ASA (as on
Dec 1999)
13475
14186
8665
21091
37463
7994
13541
9495
15451
14950
7773
3360
22097
19150
9772
16514
24221
14130
9208
6170

Region-wise Number of HCP and

No. of HCP
members
reached by
BRAC (as
on Dec 1999)
27253
48758
15574
36800
57042
26430
81624
41477
56214
33523
20534
32965
47802
19675
44310
12474
60838
82000
39164
24070

No. of HCP
members
reached by
Proshika (as on
March 2000)
47358
21415
30475
20180
93362
4799
24294
3168
11688
24437
19371
3082
25870
20825
18700
6643
32821
14702
86
29300

the number of members of

No. of HCP

members
reached by

MFIs ™* (as of

June, 1999

30629
18094
20042

9392

27903
15006
8284
31282
39759
2317
12198
9873
7808
24119
2635
10363
17688
4100
48947

Various reports from the selected NGOs; CDF
Statistics Vol 8 ; Helen keller International (1999); UNDP-Poverty Report 2000

Taking the number of HCP households as dependent variable, Y and the number

of HCP households of ASA, BRAC, Proshika and MFIs

variables, a regression model can be developed as follows:

Y

Where

X
Xi
X2
X3

X4

Y

= X + PiXi

Constant

+ P2X2 +

members'? as the explanatory

p3 X3 + P4X4 + G

Number of ASA’s HCP members

Number of BRAC’s HCP members

represents the number of HCP households

Number of Proshika's HCP members
Number of MFIs's HCP members

"* MFIs Excluding : ASA, BRAC and, Proshika as per statistics of CDF vol 8
” It is assumed that each member ofthe NGO represents an household. In most of the NGOs mandate, the
targeting criteria includes that their members should represent a family. However in practice there is
observed a lot of deviation. Consequently there exists substantial overlapping. Further quantitative analysis

maybe seeninchapter.
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G Degree of Error

Pi , p2,p3 and P4are used as the parameters to assess the extent of change
that will affect to the coverage of potential number of HCP households. The SPSS
results (Appendix : A6.2jof the above regression model (with three major NGOs as

explanatory variables) indicate that;

e The Analysis of Variance Table indicates an error value 0f0.071 which is 7 percent
being more than the permissible value of 5 percent, therefore the model is not
significant and thefitting is not permissible.

e The summary of coefficients indicates that among these NGOs only BRAC 's
membership under theframework ofmultiple regression being 0.047 is significant

e The value of the constant is 44166.708. Standardised beta valuesfor ASA, BRAC,
Proshika and MFIs are 1.644, 0.994,9.83 and 189 respectively

The above analysis shows that among the major MFIs (Grameen Bank, ASA,
Proshika, BRAC ) and other 521 MFIs, only BRAC has significant level of its

outreach for targeting poverty in terms of membership and disbursement of loans .

6.5 Conclusions

. . : 6. i f Cc
The offshot of above analysis is that MFIs’ Box:s &4 VelceofaHer
I was Hungry
Andyou net up a Committee
poor". In other words they have not been effective  TO investigate my Hunger,

| H'cjj Homeless
conduit, in applying appropriate mechanisms, Andyou compiled a Report

. . ] i On my Homelessness
particularly in reaching the HCP whose basic needs and  / was Sick

Andyou held Seminar

programmes have been effective mostly for "marginal

respective responses are voiced in Box 6.1,The . my sickness
regression and econometric analysis of placement and :2? :::: ﬂgrrl]gerl};ss
outreach of major MFIs (ASA, BRAC, Proshika) I 'am still Sick

Anonymous

based on four vital determinant variables : poverty

condition; demand for microfinance; cost of providing services and the risk of conducting
microfinance operations in the target area shows that the services of these MFIs are
inclined more towards the poor who reside in relatively better developed areas rather than

towards the poor in more remote and less developed regions. The non-availability of
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commercial banks branches in the remote area/poor locations limits the access of the

MFIs which carry out their transactions in the branches of these banks.

The analysis of the experience of FFW and VGD or IGVGD programmes,
suggests that to reach the IICP with microfmance and other development programs, it
requires (a) food assistance or fund for food and consumption need; (b) capacity building
and (c) small size of loan. Therefore, the microcredit programme designed for the HCP
needs flexible rules for savings and loans. More focused and exclusive programmes are
desirable for reaching the HCP in both government and NGOs sectors. VGD
programme has been found better in terms of its effectiveness in reaching the HCP

compared to other safety net programmes..

Nearly 100 billion Tk has been disbursed by the MFIs (CDF, 2000) which is less
than half of the total amount of estimated demand for credit of Tk 232 billion"® for
rural areas. The multiple regression analysis of the outreach indicators (membership
and loan amount disbursed) indicates that BRAC has been relatively nore successful in

reaching the poor compared to Grameen, ASA* Proshika and other 521 NGOs.

Policy implications of these findings call for evolving a strategy to promote the
philosophy of VGD programme on a larger scale at national lecvel. The present coverage
of over 100,000 beneficiaries under IGVGD is far less than the required scale to reach
HCP. While replicating this programme, other interested NGOs may also be included
which will ensure an healthy competition leading towards better services targeting the

HCP.

"®An estimated demand of microfinance for all the population below the poverty line in Bangladesh
has been worked out by the author by developing LP Models envisaging minimizing function with 21
constraints equations at national, rural and urban level. { see appendix A 6-1)
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Chapter Vi

SUMMARY OF FINDINGS AND POLICYIMPLICATIONS

In this thesis an attempt has been made to determine the incidence of poverty in
Bangladesh identifying social economic profile of the poor with a focus on the
characteristics of hardcore poor. The possibility of poverty alleviation through
microfinance is explored using latest BBS 1999 data with regional (greater district
wise) breakup of a sample size of 15000 households and the outreach data of major
NGOs engaged in microfinance known as microfinancial institutions (MFIls). Examining
their role, an attempt has also been made to see the extent of MFIs' reach towards
hardcore poor. The main conclusions of the present study and some policy

recommendations are presented below

7.1 Major Findings

Defined by the level of incomes and types of economic survival activity.
Poverty Pyramid suggests five strata and echelons envisaging distinct sub-groups of
the poor : vulnerable poor, labouring poor, self-employed poor, entrepreneurial poor, and
near poor. Lack of income and assets, wage dependence; physical weakness
(malnutrition , sickness, disability, lack of strength); isolation (ignorance by others,
illiteracy, distress, inaccessible location); vulnerability (to contingencies , lack of coping
capacity to natural disasters); and powerlessness are some of the socio-economic

indicators of HCP.(Chb)

The officially defined two poverty lines in Bangladesh provide basic parameters
to explain absolute poverty (2122 k.cal) and IICP (1805 kcal). Over the past decade
the percentage of population below the poverty fine in Bangladesh showed a decline
though insignificant, from 47.8 percent in 1988-89 to 47.5 percent in 1995-96.
According to BBS(1998), 49.7 percent urban and 47.1 percent rural population comes
under absolute poverty. The IICP arc 27,3 pcrcent in urban and 24.6 percent in rural
Bangladesh.(Ch *e). A recent poverty monitoring survey (1999), indicates that out of
21.64 million of total households of Bangladesh, 42.29 percent (9.15 million) are the

poor households. The number of mral poor, according to HDR 1999, are 83.1 million.
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The World Bank has come out with a disquieting statement which reveals that in the
beginning of the year 2000, 61 percent of the total urban population in Bangladesh was
below the poverty line, out of whom 40 percent were HCP. The capital city of Dhaka
has got 55 percent of its population below poverty line while 32 percent of the population

are termed as HCP. (Ch2)

Bangladesh has a strong tradition of NGOs movement, covering over 78 percent
of the total villages. About twenty four million people (approximately one-fifth of the
population) benefit from their activities It is estimated that about 60 percent of the total
poor in Bangladesh are reached through microfinance, of which two-third are reached by
MFIs in non-governmental sector. At present more than twenty two thousand NGOs
(registered) are working in Bangladesh envisaging their mission of reducing poverty
through microfinance with a yearly budget exceeding Tk 40 billion. The three major
microfinance institutions viz., Grameen Bank, BRAC and ASA cover about 80 percent
of the total outreach of MFIs in Bangladesh. These are among the best 30 microfinance

practitioners all over the world. (Ch4).

The main features of the various stakeholders in MFIs are : increased
involvement in the field of microfinance (turning from care and welfare to credit and
credit plus) and dependency on microfinancc programme for sustainability; mobilization
of savings (which on average constitute about one-fifth of their revolving fund);
innovations in savings and credit products; thinking for self-regulation; vital role of
PKSF as a financial intermediation with unique mechanism in providing funds to MFls
and creating professional development in the microfinance sector aimed towards the

alleviation of poverty in the country.(Ch4)

About half of the MFIs credit is disbursed for activities having long gestation
periods and the credit is mostly used by the " better-offpoor™ . It is logical to assume
that those who can repay the loan in weekly installments have access to other sources of
income. This means that the MFIs crcdit for self employment programmes presumes
possession of basic assets on the part of the intended beneficiaries, including social and
financial skills and stable habitation. Consequently, this leaves out the HCP.(Ch 4,5)

About four-fifth of the Grameen loans are disbursed against IGAs related to agriculture,
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livestock, processing and manufacturing. Most of these IGAs have certain gestation
periods spread over several months or more. These activities do not match with the
conditions that require repayment of the principal and tlie interest in weekly installments.

(Chs)

Most of the MFls, in practice, find their programmes affected by the problem of
"Mistargeting”. The estimated mistargeting in GB is 20 -30 percent. Over 30 percent
of (he post 1992 GB borrowers own more than one acre of land. The extent of
mistargeting in pre- 1992 households ie 21 percent, has increased to 51 percent in the
case of post 1992 households™In case of BRAC in Matlab area, the proportion of non
target groups is 32 percent. A comparative study of BRAC and BRDB programmes
shows that 30.5 percent of BRDB-RPP and 33.1 percent ofBRAC - RDP programme
participantsfall beyond the defined parameters ofthe poor. BRAC's survey finds 27
percent members as HCP, 25 percent as moderate poor while the rest 48 percent are non

poor. (Ch4)

The regression, econometric and outreach analysis of grassroots placement of
major MFIs (ASA, BRAC, Proshika) , based on four determinants : poverty situation in
the target area ; level of demand for microfinance in that area ; level of cost of providing

microfinance services and the risk of conducting microfinance operations in the target
area are expressed ; Bi = f (Pi, E (Di), E (Ci). Ri). The results indicate that

services of MFIs are inclined more towards the poor who reside in relatively better or
developed areas rather than towards the poor in more remote and less developed

regions. (Ch 6 ) It leads to the conclusion that the microfinance does not embrace 'all
people below poverty line'. It reachcs those who arc "Just below' or on' or 'just above'
the poverty line and leaves out substantial number of poor at the bottom end ie HCP (Ch

4,5,6)
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This study estimates an enormous amount of Tk 232 billion' required (Ch6) to
provide loans to all the people below poverty line. The existing MFIs are only providing
about 100 billion Tk (Ch4). Therefore there is a need to formulate a comprehensive plan
to meet this drastic deficit of Tk 132 billion with a view to alleviate poverty altogether
from the country. There is scope to extend LP models further at district and thana

levels provided such input data is available. The model provides a broader guideline.

The hypotheses related to the exclusion of the HCP can broadly be categorised
into two types : (i) the supply side factors pertaining to operational mechanism of MFIs
and (ii) demand factors of the HCP. (Chi). It would not be appropriate to put all the
blame on the MFIs for incidental inclusion and systematic exclusion of the HCP from
the microfinance programme. This is because when the microcredit programme was
designed, it did not take into consideration the fact that distinction among the poor may
itselfbe an obstacle in the participation ofthe HCP. It is observed that even after more
than two decades of operation , the microcredit programme still lacks adequate
innovations to reach the HCP. It is further argued that there exists a mismatch between
the characteristics of HCP (demand side) and the reaching mechanism and programme
design of MFIs (supply side). The consequence of this mismatch makes the MFIs

programmes inaccessible for the HCP in the country.(Ch5)

The factors which by and large are responsible for the exclusion of HCP from
participating in MFI programme, may be grouped into two categories : (a) Endogenous
Factors : HCP do not consider themselves credit worthy; they also cannot afford time
to attend meetings ; usually male adult earning members are absent to guarantee
repayment of loan; generally they lack skill and entrepreneurial capability; social and
traditional values inhibit their participation ; the requirements of regular savings and
payment of weekly installments mainly prohibit them from joining microfinance

programmes; (b) Exogenous Factors : there exists opposition™ from other group members

' The demand has been estimated througli I.P model developed by the author using region-wise existing
poverty situation (CIRDAP-BBS Poverty monitoring survey April-May, 1999). The analysis takes into
account the outreach ofongoing MFls,

~N A study of 296 samities/centres of 20 NGOs which included 7,097 members® found that 45 percent (62
centres) of the HCP were excluded consciously by the group members.(Ch? ;f-5)
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of higher social status who also suspect them for committing defaults; the programme
design is inappropriate; NGOs and Donors arc too much concerned about cost

effectiveness. (Ch 4,5) instead of greater coverage.

The outreach of MFIs exceeds 16 million borrowers in Bangladesh, whereas the
number ofpoor (in Dec.1999) are about L CHmillion (9.15 million households) including
about 21.6 million hardcore poor. Assuming that each of these borrowers is representing
a household (as in principle NGOs advocate), this is a clear indication of a substantial

overlap and mismatch i.e .outreach of MFIs exceeds the number of poor families. (Ch5)

The outreach analysis (chapter 6) shows that VGD in terms of reaching the
poor villages is comparatively better than other similar programmes like FFW.
Multiple regression analysis indicates that in terms of targeting poor villages, the
outreach of BRAC is better (significant) than that of GB, ASA and other selected 521
MFls.

With the existing product designs, institutional structure and operational
mechanisms, (Ch5), the present microfmance programme may not be able to reach
HCP. There are several issues which require attention in this regard, such as: (1) there
are as yet no substantial programmes to take care of the credit needs of microcredit
graduates - those who have been able to cross the poverty line receiving microcredit for
several years. There is lack of MFI linkage and access to formal credit sector; (2) the
IGAs financed by microcredit have been found by and large less-productive with low
growth potential which limit their contribution to macro-economic development; (3)
women’s actual participation in the use of credit and control over income is limited; (4)
there is a need for regulatory framework for making MFIs more accountable and

transparent in operational mechanism.(Ch4,5)

The services related to microfinancc are mostly of “promotional” type instead of
being “survival” and *“ protective” in nature . I'nc existing grassroots institutional
mechanism allow the better-off poor to expand their business. But the HCP arc constantly

vulnerable to income erosion due to contingencies, they badly need credit for survival
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and protective purposes. The microfinance, in its present mechcinism, has been inclined
towards making the poor credit dependent rather than changing their economic status
into self reliant attainmenls(Ch6) Therefore, a different institutional structure and support
mechanism from external sources, government and non-government, Is required to reach

HCP.
7.2 Policy Recommendations

In the backdrop of slow growth and widespread poverty in Bangladesh, targeted
interventions for alleviation of poverty will continue to be of paramount importance in
the foreseeable future. The mechanism and magnitude of these programmes will depend
on : (a) growth of GDP; (b) sources of growth and linkage with employment creation;
and (c) growth in agricultural production (including fisheries and livestock) (Ch3). The
following are some major recommendations towards appropriate policy formulations

and implementations:

(1) There is now growing concern, based on studies in Bangladesh, that the
conventional poverty alleviation programmes including microfinance by
both government and NGOs need to be restructured to make them more
effective in accomplishing their basic objective of helping the HCP in the
country. (Ch6), An effective GO-NGO and NGO-NGO cooperation will
lie at the heart of the success of the proposed programmes for HCP.
Special attention is required to expand the programmes to the poorest (as
identified in the map 11 (chapter 1) economically depressed areas. The
problems of overlapping by the NGOs can and should be overcome. MFIs
need to restructure their institutional and operational mechanism which
aims at reaching the HCP through easy and quick access to microfinance

services.

(2) In order to reach HCP, some measures required for reorienting MFIs
programmes are as follows: (i) a different model (different product and
delivery mechanism) may be designed envisaging longer loan repayment

period, flexible savings, lower interest rate etc ; (ii) new institutional
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arrangements may be made to solve the problems of HCP, like
consumption needs, social services etc, as identified (Ch4);(iii)
appropriate entry point such as food supply, cash grant, saving
mobilisations, training etc may he identified. ; (iv) tasks may be divided
among NGOs (eg large NGOs for moderate and small NGOs for HCP) ;
GO-NGO collaboration may further be sought to help HCP. Ail these
options are suggesting the potential contents of exclusive programme (s)

to reach the HCP.(Ch6)

3) Microfmance as a strategy of poverty alleviation, has a strong focus on
women (85 percent) by the government as well as credit NGOs. The
demography of Bangladesh shows that the poor population also
comprises the bulk of young population. If their poverty is not addressed ,
this larger segment of poor will be bypassed and a vast amount of human
resources will be wasted. Unemployed youths also pose a formidable
threat to social and political stability. The MFIs may include the potential
youth (18-25) in their microfmance programme by forming separate

youth groups and providing smaller size (Tk 5000-10000) loans

(4) The ongoing exclusive programmes for HCt (such as those initiated by
ASA (savings credit) , Grameen Bank (goat rearing) and BRAC’s
IGVGD) are not proportionate to the number of HCP. These programmes
are very limited in their scope and coverage. There is therefore a need to

promote, enhance and increase such types of programmes.

(5) The analysis of IGVGD programme demonstrates that access of HCP to
microfinance and other development programs, requires (a) food
assistance or fund for food and consumption need; (b) capacity building
and (c) small size of loan. Therefore, the microcredit programme for
HCP needs flexible rules for savings and size of loans. Cosequently,
more focused and exclusive programmes are desirable to reach HCP in

both government and NGOs sectors.(Ch6)
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(6) HCP are more interested in getting relief than microcredit. During the
operation of such rehef programme, a package approach may be
implemented in which NGOs may include programmes like skill
development, training, literacy course, health care facilities etc for the

beneficiaries.

©) Microcredit is not necessarily the best way to bail the poorest of the poor
out of poverty. There is a strong case for a 'special safety net’ programme
for them.. In this scenario, there are some HCP focused initiatives already
undertaken in the country such as ; VGD, RMP, FFW. These programmes,
with some comparative advantages, have been able to achieve
considerable success in reaching the HCP. But these are again not
enough when compared to the magnitude of the problem as a whole.
(Ch6). Comparative analysis indicates that VGD has shown better
performance compared to the other safety net programmes. Therefore,
such type of programmes should he enhanced, promoted and replicated, at

larger scale.

(8) As a step forward, VGD should be integrated with other interventions like
education, health, sanitation etc. This will require GO-NGO
collaboration and efTective NGO-NGO cooperation. The government may
allocate part of its poverty alleviation budget to the NGOs for such
integrated development programmes. More priority should be given to the
female headed families; households with the elderly people as the
principal earners; households with disabled earner members and others

who are most vulnerable.

(9) Whereas, the GOs, in most cases inherited the colonial structure with

top-down directives based on " control and authority close guarding
of the NGOs or incorporating them with GOs is likely to affect its

uniqueness of " support and equality” . (Ch6) Considering the inherent
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structure of the organisations, it may be suggested that the NGOs may
be allowed to function with the autonomy and flexibility, as it is
presently enjoying , Too much of control mechanisms for NGOs may
jeopardise the “specialities” of NGOs, which may ultimately affect lives

of the poor.

Apart from very few specialised NGOs, most of the MFIs have either not
at all or very weak social development programmes for the handicapped
and other vulnerable people. Even the IGVGD failed to address the
problem of these socially disadvantaged groups of people in the country.
In this regard, GOB should initiate innovative programmes either alone or
in collaboration with NGOs. The outreach of these programmes needs to
be monitored regularly and vigorously. For such programme funds may

be generated by introducing charity programme

The demand for different types of loans and saving services is affected by
area specific factors. Reducing the cost of credit delivery and increasing
the marginal impact of credit on borrowers depends on the extent to which
the savings and credit products arc responsive to area specific
characteristics. MFIs' products arc almost similar. Their branch offices
have adequate decision making flexibility in carrying out the headquarters
prescribed arrays of financial products but they do not have the flexibility
to design new financial products or introduce modifications in the existing
ones. Middle level tiers of MFIs such as divisional or district level offices
should be given some flexibility for innovations or modifications aimed at
meeting the special needs of their respective districts. It may be started

initially by launching some pilot projects.

At present the big MFIs like GB, BRAC are corporate in nature, it may

not be a difficult task for them to create microenterprises/income earning

opportunities exclusively for the poorest of the poor. Following an
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innovative approach, their homes can facilitate one of the most important
means of production. Therefore, the option of providing low cost houses
to the homeless families may increase their social status and help in

ensuring permanent residential status.

The analysis shows that mistargeting in terms of selection of area,
selection of beneficiaries and hence coverage of the poor is emerging
as an another area which requires a separate analysis. The bottom up
approach also requires a separate study for looking the efficacy of
microfinance in upholding microcredit graduates. In order to include
HCP in MFIs programme some options as identified earlier under 7.2 (2)
above may be examined carefully and these issues may be undertaken in

future studies.

Tamat bil khair : Walhamdidlila
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Like many countries, poverty in Bangladesh

APPENDIX :

Evolving LP Models

A 61

(with national level average of 42. 29

percent) varies across it’s regions. According to CIRDAP-BBS Poverty Monitoring Survey of

April-May, 1999, the poverty (in terms of the number of poor households) varies from 34.46

pcrcent in Kushtia and 36.26 percent in Sylhet to 52.32 percent in Mymensingh and 49.65

percent in Rangpur regions . The following Tabic A 6.1 shows region wise' data on the number

of total households, number of poor households, percent of poor household to the total

households, urban/rural poverty based on minimum caloric/ expenditures per month per family.

Tabic: A 6.1

Sl#

|
2
3
4
5
6
7
8
9

10
1
12
13
14
15
16
17
18
19
20
21

Region

Barisal
Bogra
ChittaKong
Comilla
Dhaka
Dinajpur
Faridpur
Jamalpur
Jessore
Kishoreganj
Khulna
Kushtia
Mymensingh
Noakhali
Fabna
Patuakhali
Rajshahi
Rangpur
Sylhet
Tangail

Chit. Hill Track

Baneladesh

Data Source :
April-May, 1999

Population and Poverty (National): Analysis

Households
Total

1067630
657900
1195594
1535468
2661520
849534
1077978
603685
1042669
922902
1032323
673992
846453
872708
849732
536686
1381904
1557306
1339274
694258
247008
21636532

Synthesis/analysis

(As of April - May , 1999)

Househol percent
ds Of Poor HH
Poor
508375 47.62
293865 44.67
470858 39.38
666094  43.38
1090513  40.97
319915 37,66
532649 49.41
287153  47.57
411369  39.45
352781  38.23
397050 38.46
232234  34.46
443217 52.36
392453  44.97
355111  41.79
209433  39.02
528910  38.27
773143  49.65
499002 37.26
293198 42.85
92960 37.63
9150294 42.29

by the author

Urban Rural Poverty
Poverty (Tk) (Tk) Per
Per month month
831.9 596.7
817.3 520.1
878.5 623.9
1045.3 615.7
956.5 704.4
608.9 507.5
829.4 584.5
709.2 501.3
750.0 571.0
716.8 540.6
857.0 527.6
1016.9 521.5
863.3 486.9
833.7 733.8
759.5 544.7
783.0 579.1
625.0 496.4
636.5 477,0
854.7 607.1
800.8 633.0
758.5 584.9

By Region

Pu

764.3
668.7
751.2
830.5
830,45
558.2
706.95
605.25
660,5
628.7
692,3
769.2
675.1
783.75
652.1
771.05
560,7
556.75
730.9
716.9
671,7

from CIRDAP-BBS Poverty Monitoring Survey,

' Twenty one regions were called districts during East Pakistan period. These are also called Greater districts. Now
Bangladesh has 64 districts. Since district wise poverty data is not available” "ttierefore the analysis is based on 21
regions. The data has been extracted from CIRDAP-BBS Poverty Monitoring Survey conducted during April-May,

1999

~Average of the urban and rural poverty based on calorie intake method
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In this section an attempt has been made to develop Linear Programming Models which
(with the available data) could estimate optimum fmancial requirements (the loan amount) at
various locations (in this case the 21 regions of Bangladesh). The model is developed by making
use of a famous Operational Research Technique called Linear Programming (LP).

Accordingly the objective is to determine :

An optimum (amount) resource ( as a revolving fund for microcredit) required at the
regional level ( x/) keeping in view the average rate of return (r) of selected Income
Generating Activity (IGA) in order to make microcredit amount available to all the
poor households in the region under the known region-wise poverty line (threshold)
expenditure.

Kn
The model tested with the available data running through computer optimisation
run solving the objective function (z) with equations envisaging certain constraints/conditions

and related assumptions..

LP Model Formulation :

Objective function “z” is to

Minimize z = X| + X2 +#Xi AN —X @
Subject to :
R icas * Xj
Y/ @
HH
Where ;

U k;a! is the average rate of return of the potential income generating
activities in the region.

Xi to X are the regions in Bangladesh. At presentj = 21 (regions of
Bangladesh)

HHpj are the number of poor households in the respective region
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Pi.j is the poverty line threshold amount (regionwise) required to meet

the minimum caloric requirements (on the basis ofFHI method).

Data

In order to estimate R igas harmonic mean has been determined on the basis of
financial (investment & Rerum on Investment) data of the following selected major Income
Generating Activities (IGA), extracted from a publication {in Bengali Language) by Rashidul
Hasan (1998) “ Hundred 1GAs Profile”

Table A 6.2 Selected IGAs Profile
Major IGAs Loan/Investment Return on Duration of
Amoiini Investment loan ( months
Required (avg) (ROI) percent avg.)

Trading/Small Business

« Grocery Shop 8000 n 9
e Tea Stal 1600-20000 22 12
* Peddy Business 2500-3000 27 3
« Peddy Husking 5000 8-10 -
Live stock
. Milking 10000-25000 10-15 12
. Fattening 5000-10000 40-50 3
Poultry
. Broilor 7000-10000 18-20 5-6
« Layer 10000 16-20 5

. Homestead Vegetable

Gardening 5000-20000 25-50 3
e Fishries 20000 50-100 12
Sourcc: Exlractcd from a Hcngali I'liblicalion by Rnshicliil Ilasan (1998) “ Hundred
IGAs Profile”
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Among the above, trading, poultry and livestock are most common IGAs.

Table A 6.3 : K:itc of Hctui Il un IGAs

Selected IGAs R.O.1 Duration ROI per
month

Grocery shop A1 9 0.0122

Tea Stall .22 12 0.0183

Peddy Business .27 3 0.09

Broilar A8 55 0.0327

Layer 18 5 0.036

Livestock (milking) 12 © 0.01

riierefore the harmonic mean of these IGAs gives the monthly rate of return as

calculated by the following formula ;
H = = 0.019629148

Hence R k;a, 0.019620148

Now by applying these models, solutions (a and b, below) are obtained for the two
estimates (urban and rural) with two sets of constraints/equations on the basis of the variable

related to poverty (number of poor households), and the respective rural/urban poverty lines.

@ LP Model for Urban Estimates

The regionwise values of P,j for the urban tlireshold poverty lines is known , Therefore

the regionwise equations (constraints) may be developed from the data given in the Tabic: A6.4

Table : A6.4 Population and Poverty (Urban) : Aiialy.sis Dy Region
Region Households Households percent Urban Poverty (Tk) Per
1 Barisal 67632 28019 41.43 831.9
2 Bogra 37209 16279 43.75 817.3
3  Chittagong 415931 152213 36,60 878.5
4 Comilla 80924 24277 30.00 1045.3
5 Dhaka 1265296 505608 39.96 956.5
6 Dinajpur 41841 17991 43.00 608.9
7 Faridpur 44643 20982 47.00 829.4
8 Jamalpur 32258 15725 48.75 709.2
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9 Jessore 84337 30120 35.71 750.0
10 Kishoreganj 47904 17365 36.25 716.8
11 Khulna 232323 105050 45.22 857.0
12 Kushtia 54945 20329 37.00 1016.9
13 Mymensingh 38760 18217 47,00 863,3
14 Noakhali 51282 21025 41.00 833.7
15 Pabna 65420 25700 39.29 759,5
16 Patuakhali 8385 3773 45.00 783.0
17 Rajshahi 174358 72307 41.47 625.0
18 Rangpur 93024 44574 47.92 636.5
19 Svihet 41025 11282 27.50 854.7
20 Tanqail 32085 17112 53.33 800.8
21 Chit. Hill 27075 10586 39,10 758.5
Bangladesh 2936662 1178542 40.13

Data Source : Synthesis/analysis by the author from CIRDAP-BBS Poverty Monitoring
Survey, April-May, 1999

Applying the LP M odel,

Minimize z = X, f X2 + X, + —Xj (€))
Subject to :
R IGAs * Xj
@
HH
Where :

R IGAs is the average rate of return of the potential income generating

activities in the region.

X to X are the regions in Bangladesh. At present j = 21 {regions of

Bangladesh)

HH pj are the number of poor households (Urban)

in the respective region
Pi.j isthe Urban Poverty line threshold amount (regionwise) required to
meet the minimum caloric requirements (on the basis of food energy

intake method).
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The linear equations (constraints or conditions) of the LP Model can be formulated by

putting the respective values as follows;

0.0196" x, /0.028019“> 831.9; 0.0196 X2/ 0. 016279 > 817.3 ;

0.0196 X¥ 0.152213 > 878.5; 0.0196 Xi / 0.0224277 > 1045.3;

0.0196 X5/ 0.505608 > 956.5 0.0196 x /0.017991 > 608.9

0.0196 X7 0.020982 > 829.4 0.0196 X% /0. 015725 > 709.2

0.0196 x9/0.030120 > 750.0 0.0196 Xjo /0. 017365 > 716.8

0.0196 xii /O. J05050> 857.0 ; 0.0196 X2 /0.020329 > 1016.9
0.0196x13 /O. 018217 > 863.3 0.0196 X4 /0O, 021025 > 833.7 ;
0.0196x15 /O. 025700 > 759.5 0.0196 X6 /O 003773 > 783.0;

0.0196 x,7 /0.072307 > 625.0 0.0196 XS /0 .044574 > 636.5;

0.0196 x,9/ 0. 011282 > 854.7; 0.0196 xxn [/ 0,017112 > 800.8 0.0196

X1 /0.010586 2 7585

As indicated earlier, for this study, the objective function has been set up to determine a
minimum amount required for the urban areas of all the regions as a whole as well as region-
wise amounts to be disbursed under the constraints (conditions) that the poor families in the

respective regions can generate their monthly threshold level of income.

The above LP Model was solved by using a computer software programme. The
results are given Accordingly, the value of objective function (z) comes to
Tk 50, 795 million. The model also provides regionwise breakup of the required loan amount
to start selected 1GAs which could yield an average rate of return of about 0.019 (percent) per
month as worked out earlier. With the available statistics of NGOs microfmance (regionwise)

data, the regional estimates can further be determined.

(b) LP Model for Rural Estimates

The region-wise values of Pij for the rural threshold poverty lines is known . Therefore
corresponding equations (constraints/conditions) may be developed from the data given in the
Tabic: A 6.5

> Rounded off at four digits after converting into percentage
A Number of poor households cnverted into millions to simplify calculations
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Table: A 6.5
Region Households
(Rural)l
Barisal 999997
Bogra 620690
Chittagong 779663
Comilla 1454544
Dhaka 1396224
Dinajpur 807693
Faridpur 1033335
Jamalpur 571427
Jessore 958331
Kishoreganj 874998
Khulna 800000
Kushtia 619047
Mymensingh 807693
Noakhali 821426
Pabna 784312
Patuakhali 528301
Rajshahi 1207545
Rangpur 1464282
Sylhet 1298248
Tangail 652173
Chit. Hill 219933
Bangladesh 18699869

Data Source : Synthesised/analysed by the author from CIRDAP-BBS Poverty Monitoring

Survey, April-May, 1999

Applying the LP Model :

Minimize z = X| + X2 { X3 +
Subject to :
RiGas * Xj
nil

ropulatiun und Poverty (Rural)

(As of April-IMay , 1999)

Households
Poor (rural)

480355
277586
318644
641817
584904
301923
511667
271427
381249
335416
292000
211904
425000
371427
329411
205660
456603
728569
487720
276086
82373
7971752

percent
Of Poor HH

48.04
44,72
40.87
44,13
41.89
37.38
49.52
47.50
39.78
38,33
36,50
34,23
52,62
45,22
42,00
38.93
37,81
49.76
37.57
42.33
37,45
42.63

Analysis

Rural Poverty (Tk) Per

By Region

month
596.7
520.1
623.9
615.7
704.4
507.5
584.5
501.3
571.0
540.6
527.6
521,5
486.9
733,8
544.7
579,1
496.4
477,0
607.1
633.0
584.9

* LP programme of the packagc " Managemert Scientisl" can maximize or minimize the value of a linear objective

function subject to a set of linear constraints. The programme can handle a maximum of 25 constraints and a
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icAs is the average rate of return of the potential income generating

activities in the region.

xi to X arc the regions in Bangladesh, At present j = 21 (regions of

Bangladesh)

HH @ arc the number of poor households (rural) in the

respective region

Pi.j is the Rural Poverty line threshold amount (regionwise) required to
meet the minimum caloric requirements (on the basis of food energy

intake method).

The linear equations (constraints or conditions) ofthe LP Model can be formulated by

putting the respective values as follows :

0.0196® X, / 0.480355" > 596.7 ; 0.0196 xo/ 0.277586 > 520.1 ;

0.0196 x3 / 0.318644 > 623.9 ; 0.0196 x1 / 0.641817 > 615.7;
0.0196 xs / 0.584904 704.4 ; 0.0196 xs /O. 301923 > 507.5 ;
0.0196 x» /0.511667 > 5845 ; 0.0196 xx /0. 271427 > 5013 ;
0.0196 @ /O, 381449 > 571.0 ; 0.0196 x,, /O. 335416 > 540.6 ;
0.0196 X1 /0.292000 > 527.6 ; 0.0196 X]2 /0. 211904 > 5215 ;
0.0196 xi3 /0. 425000 > 486.9 ; 0.0196 x4 /O. 371427 > 733.8;
0.0196 X5 /O. 329411 > 5447 ; 0.0196 xj¢ /0.205660 > 579.1;

0.0196 xI7 /0. 456603 > 496.4; 0.0196 xig /0.728569 > 477.0;

0.0196 Xi9 /0.487720 > 607.1 ; 0.0196 »n /0.276086 > 633.0;

0.0196 x»1 /0. 082373 > 584.9

As indicated earlier, for this study, the objective function has been set up to determine a

minimum amount required for the rural areas of all the regions as a whole as well as region-

wise amounts to be disbursed under the constraints (conditions) that the poor families in the

respective regions can generate their monthly threshold level of income.

maximum of 75 variables. This model contains 21 constraints (related to 21 greater districts of Bangladesh).
*Rounded off at four digits after converting into percentage
* Number of poor households converted into millions to simplify calculations
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Accordingly, the value of objective function (z) comes to Tk 232,098 million . The model also
provides region-wise breakup of the required loan amount to start selected IGAs which could

yield an average rate of return of about 0.019 (in percent) per month as worked out earlier.

(¢) LP Model for National Estimates

On the similar framework, LP Model for national estimates was developed on the basis of
the average of poverty expenditures of urban and rural. Accordingly, the consolidated estimated
financial requirements come to Tk 319180 million at national level. The model also provides
regional estimates. Since most of the MFIs are working in rural areas, therefore more detail

analysis on national basis has not been carricd out in this section.

* LP programme ofthe package “ Management Scientist” can maximize or minimize the value ofa linear objective
function subject to a set of hnear constraints. The programme can handle a maximum of 25 constraints and a
maximum of 75 variables. This model contains 21 constraints (related to 21 greater districts of Bangladesh).
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Regression
Variables Entered/Ramovecf’

Variables Variables
Model Entered Removed Method

1 PROSH
ME, NGM,
ASA ME
M, Enter
BRAC M
EM,
MABP®

a- All requested variables entered,
b. Dependent Variable: RHH_POOR

Model Summary

Std.
Error of

Adjusted the
Model R R Square R Square Estimate
1 767*1 588 244 138234.5

a Predictors: (Constant), PROSH_ME, NGM, ASA_MEM, BRAC_MEM, MABP

ANOVAN*
Sum of Mean
Model Squares df Square F Siq.
1 Regression 1.63E+11 5 3.27E+10 1.710 .265*
Residual 1.15E+11 6 1.91E+10
Tota! 2.78E+11 1

a. Predictors: (Constant}, PROSH_ME, NGM, ASA_MEM, BRAC.IVIEM, MABP
b. Dependent Variable: RHH_POOR

Coefficients*

Standardi
zed
Unstandardized Coefficie
Coefficients nts
Model 8 Std. Error Beta t Siq.
1 (Constant) 302769.5  215816.7 1.403 210
" ASA_MEM ,996 2,737 139 .364 728
BRAC_MEM 1.342 ,545 .806 2.462 .049
MABP -1 40E-02 1.159 -.005 -.012 991
- NGM -.749 1.046 -.235 -.716 501
"mPROSH ME -.596 1.325 -.158 -.450 .669

a. Dependent Variable: RHH_POOR
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Variables Entered/Removec”

Variables Variables

Model Entered Removed Method
1 MF NGO
S,
ERAC DI Enter
ASA DIS
B/\

a All requested variables entered
b. Dependent Variable: LP_REQ

Model Summary

Std.
Error of

A("usted the
Model R R Square R Square Estimate
1 .636® 404 .293 3783.7653

a. Predictors: (Constant). MF_NGOS, BRAC_DIS, ASA_DISB

ANOVA*
Sum of Mean
Model Squares df Square F
1 Regression 1.56E+08 3 51847591 3.621
Residual 2.29E+08 16 14316880
Total 3.85E+08 19

a. Predictors: (Constant). MF_NGOS, BRAC_DIS, ASA_DISB
b. Dependent Variable: LP_REQ

Coefriclents*

Standardi
zed
Unstandardized Coefficie
Coefficients nts
Model B Std. Error Beta t
1 (Constant) 5962.535 2199.770 2.711
ASA_DISB 3.872 5.886 .188 .658
BRAC_DIS 7.635 3.691 .450 2.068
MF NGOS ,347 777 ,123 447

a Dependent Variable: LP_REQ

Sig-

.036®

Sig.
.015
.520
.055
.661

/as
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Regression

Variables Entered/Removec”

Variables Variables
Model Entered Removed Method

1 HCP PR
0s,
HCP MFI
S, Enter
HCP BR
AC.
HCP ASA®

a All requested variables entered,
b Dependent Variable: HCP_R

Model Summary

Adjusted
Model R R Square R Square
1 646* 418 .263

ANOVA*
Sum of
Model Squares df
1 Regression 1.46E+10 4
Residual 2 03E+10 15
Total 3.49E+10 19

a. Predictors: (Constant), HCP_PROS. HCP_MFIS, HCP_BRAC, HCP_ASA

b. Dependent Variable: HCP_R

Coefficients®

Unstandardized
Coefficients

Model B Std. Error
1 (Constant) 49067.015 29120.062
HCP_ASA 1644 1.915
HCP_BRAC .994 .459
HCP_MFIS -.189 .745
HCP PROS 9.830E-03 642

a Dependent Variable: HCP_R

Std.

Error of

the

Estimate
36787.47

a. Predictors: (Constant), HCP_PROS, HCP_IVIFIS, HCP_BRAC, HCP_ASA

Mean
Square

3.64E+09
1.35E+09

Standardi
zed
Coefficie
nts

Beta

.298
460
-.058
.005

E
2.692

1.685
.859
2.167
-.253
.015

Siq.
.071*

Siq.
113
404
.047
.803
.988
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Internet Website Addresses

Governinent

Australia -Taskforce on Poverty
http://www.fcs.wa.gov.au/taskpov.htm

International Year for Eradication of Poverty
http://www.fcs.wa.gov.au/povertv.html

Pakistan - Ministry of Population Welfare
http://www.pak.gov.pk/izovt/population.htm

Pakistan - Social Development website
http://www .ditiitalin.coin/dcvpak

Sri lanka - Minstry of Samurdhi, Youth Affairs and Sports
http://www.lk/national/ministry/youlh.html

International Organisations

Asian Development Bank
http://www .asiandevbank.org/

CGAP: Consultative Group to Assist the Poorest, World Bank
http://www.worldbank.org/html/cgap.html

Asia Pacific Development Information Programme
http://www.apdip.net

Centre on Integrated Rural Development for Asia and the Pacific
httD://www.cirdap.ormi.sg

ESCAP
httD://iinc.scap.ort»/dccadc/indcx.hlm

FAO of the United Nations
http://www.fao.org/

International Fund for Agricultural Development (IFAD)
http://www.ifad.org/

Microcredit Summit Information
http://www.microcreditsummit.org
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Virtual Library on Microcredit
http://lwww .soc.litech.ac.jp/icm.html

World Bank -The Consultative Group to Assist the Poorest (CGAP)
http:://www.worldbank.org/html/cgap/cgap.htm

Web site on Hunger and Poverty Issues
http: ;//www.ifad.org/www.html

Asia-Pacific Development hiformation
http://www.adpip.net

ILO -Asia and the Pacific

http://www.ilo.orE/asie

NGOs/MFls
Bangladesh - Grameen Bank
http://lwww .soc.titcch.ac.jp/icm/gramccn-info.html

The Grameen Home Page
http://lwww.graineen.org

Palli Karma-sahayak Foundation (PKSF)
http://wvm .pksf.org

Grameen Dialogue
http://www.grameen.com/gtrust/dialogue.himl

Grameen Trust Information
http://www.grameen.com/grameem/gtrust/

Bangladesh - Friends of Bangladesh
http://www.entecheng.com/fob.htm

CARE International
http://www.carc.org/programs/intcrnational.htm

International Development Research Centre, Ottawa, Canada
http://www.idrc.ca/index e.htm

Nepal - Self Dhikuti The Self Help Bank
http://www.soc.titech.ac.iD/icm/dhikuti.html

The Hunger Project
http://lwww,igc.org/thp/home/home.htm
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http://www.carc.org/programs/intcrnational.htm
http://www.idrc.ca/index
http://www.soc.titech.ac.iD/icm/dhikuti.html
http://WWW

Publications
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Poverty Alleviation
http://www.unescaD.cra/unis/pub/povcrtv.htm

Gender Dimensions of Poverty in Bangladesh
http://www.foundation.novartis.com/bnnpov.htm

Poverty Lines Australia
http://www.ccom.unimclb.cdu.au/iacsrwww/povcitv.html

Changing Face of Poverty
http://vyvyw.undp.org.in/Repoi-t/HDR97/hdrface.htm

Socio - economic poverty
http://www.uia.orE/uiademo/pro/b0388.htm

The University Press Limited
www.uplbooks.com

Sustainable Banking with the Poor : Microfmance Handbook - An

Institutional and Financial Perspective, 1999
http://vyww.worldbank.org/html/esd/agr/shp
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