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Microfinance and Sustainable Entrepreneurship Development in Developing Countries:

Lessons from Bangladesh

1. Introduction

Winning over poverty is one of the most important components of Sustainable Development Goals
(SDG) of United Nation (UN), adopted to ensure "blueprint to achieve a better and more sustainable
future for all" by 2030 (UN 2015). Over the past decades, Bangladesh has made commendable progress

in fight against poverty and socio-economic development.

According to the UN Committee for Development Policy (CDP), Bangladesh met the criteria for
graduation from the Least Developed Country (LDC) category for the first time in March 2018. If
Bangladesh meets the graduation criteria for a second time, at the next triennial review in 2021, the CDP
will recommend it for graduation from the LDC category in 2024. If Bangladesh graduates, it will be
one of the first large LDCs to do so, and it is the first country to meet all three graduation thresholds of
the LDC criteria, namely gross national income (GNI) per capita, human assets index (HAI) and

economic vulnerability index (EVI).

In Bangladesh, 2.1 million people enter the labor force annually, of which over 85% aged between 15
or older are employed in the informal sector as job creation is very low as compared to intense
demographic pressure. It is widely recognized that the success of Bangladesh’s rapid transition to the



For some decades, credit constraint has bee



The study has also administered some qualitative tools, like Focused Group Discussions (FGD) and Key
Informant Interviews (KII), for a deeper understanding on how MFI intervention can help in sustainable

microenterprise development



potentials of microfinancing have been depicted in the second section. By presenting a basic profile of
BRAC Progoti microfinancing scheme, the third section provides a short description on the microfinance
and microenterprise growth history of Bangladesh and summary of the microenterprise financial
products. The fourth section gives a short account of literature review in the related field, while the fifth
section makes a performance analysis of microenterprises and examines the sustainability of welfare
gains. Finally, in the light of inclusive financial growth and sustainable entrepreneurship development,

some concluding remarks and policy recommendations have been made in the sixth section.

2. Theoretical Foundation: Sizes and Growth Potentials

Micro and small-scale enterprises (MSEs) have been acknowledged in the literature as the catalyst for
sustainable development and means for effective resource utilization (Tolentino 1996, Oboh 2004, Odeh
2005). These businesses establishments have been found to have vast employment potentials, limitless
opportunities for self-employment, livelihood provisions, and entrepreneurship building in some

countries.

In the development discourse, supportive and opposing thoughts are there on the importance of micro

and smaller enterprises (Ayyagari et.al., 2003).

In a study of Julien Pierro-Andre et.al., (1998) the role of entrepreneurship had been emphasized as ‘new
theory’ about the emergence and continuation of small businesses. It acknowledges that the acceleration
of economic changes and dynamism is provided by the emergence of systematic renewal of
entrepreneurship through the creation of thousands of small business. It relates to building a positive
relationship between smaller businesses and effective competition and entrepreneurship, so that it can

bring about economy-wide efficient external benefit



uses or location considerations. At the same time the small firms can meet the demands for the products
more economically, which are strictly local. If the raw materials are bulky and scattered, or in sparsely
populated regions, or where markets and sources of supply overlap, it is better to carry out production

in small units.

However, it needs to be realized that the concept of niches is associated with ‘the increasing pace of
economic changes and growing difficulties in reducing uncertainty’. Such uncertainties and associated
risks compel the firms to operate in groups or constellations or in systems are more flexible and hence

quickly adapts to changes.

The theory of ‘the pursuit of flexibility’ refers to the rate with which internal management and
technology can be adapted to external changes. It requires business organizations characterized by
compatibility with changes, production etc. which are possessed by small business. Carlson (1989) and
Schuman et.al (1985) claim that micro and small businesses compensate for the absence of economies

of scale by greater, especially in periods of rapid, sudden, and unpredictable changes.

The concept of flexibility is further supported by Mini and Rodriguez (1998). They stated that small
factories with higher average costs can co-exist with large plants in competitive markets. Mills and
Schumann (1985) argue that superior output flexibility sustains small firms in competition over the
business cycle. Mills (1990) draws on earlier work by Manne (1967) and Gilbert and Harris (1984) to
show why high-cost small enterprises can survive in growing sectors with uncertain, fluctuating demand.
If installed production capacity is permanent and product-specific, then competitive investment games
in uncertain environments involve tradeoffs between scale economies and capacity holding costs. The
ability of small plants to come online more quickly may outweigh their scale-related cost disadvantage

in such cases.

Interestingly, the major opposing view cast doubts on arguments favoring small enterprises for different
reasons. It argues that on grounds of productive impacts, the large enterprises are preferred because of
their inherent capacity to exploit economies of scale and natural advantage to cover the fixed costs
associated with R&D (Research and development) expenses. It also questions the claim of small

enterprise proponents centering around job creation argument as compared to their larger counterparts.
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As opposed to these claims some advocates of smaller enterprises finds smaller enterprises to be more
productive than the larger ones, provided no built in bias is there against the development of smaller

enterprises with regard to finance and other institutional impediments and failures.

It is as well viewed that when employment issues are considered, smaller enterprises boost employment
more as compared to larger enterprises because of it’s labor intensive nature of operation. Birch (1979)
argued that small firms are particularly important in job creation. He reports that over the 1970s, firms

with fewer than 100 employees generated eight out of ten new jobs in America.

Besides there are other existing literatures regarding small and micro concepts in both developed and
developing countries. A large theoretical literature holds that firm size distribution is a function of
national endowments, technologies, national policies and institutions (Kumar et al., 2001; Hallberg,
2001; Snodgrass and Biggs, 1996; You, 1995; Caves, Porter, and Spence, 1980). The underlying thought
believes that institutional improvements and broadening access to financial services to micro and smaller

enterprises would boost economic growth and facilitate development.

Also, Piore and Sabel (1984) explains the importance of SME (Small and Medium Enterprises) in Italy’s
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The importance of adequate financial resources in economic growth has been hypothesized since a long
time ago when Schumpeter (1911) stated that entrepreneurs needed credit to finance the adoption of new
technologies. Literatures on microfinance and its impact on poverty reduction and other dimensions of
household welfare suggest that given necessary financial and non-financial services, MEs could
successfully develop competition and entrepreneurship. Forthcoming sections will hold further
discussion on the pivotal role of microfinancing in facilitating the growth of microenterprises.

3. Microfinance and Microenterprise growth history in Bangladesh
3.1. Microfinance in Bangladesh

Rural areas are typically characterized by dispersed populations demanding small average loans,
households with low levels of savings and wealth, and poor transportation and communication facilities.
The risks and transaction costs associated with financial intermediation in these low-income areas are

therefore considered too high for formal private banks to achieve any economies of scale.

Informal finance does provide valuable services, but in small amounts, for short periods of time, often
exploitative and costly. On many occasions, state-owned development banks have intervened to fill the
vacuum left by private banks, but with negative consequences. Subsidised interest rates, administrative
loan allocations and targeted credit do not displace informal sources of financial services and do little
to increase investment levels. Regardless of these government interventions, investment in areas where
poor people predominantly live is generally below economically optimal levels. Such market conditions
can have long lasting implications for the ability of poor households to accumulate capital, and thereby
for growth and equity in the economy. Back then, the emerging development policies of 1970s and
1980s, such as SSE and SME (for small-scale enterprise and small and medium enterprise) were also

felt inadequate for not paying attention to the wellbeing of the poorest section of the population.
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3.1.1. Microfinance Program of BRAC

BRAC is the world’s largest NGO and own the largest microfinance bank in Bangladesh. Since it
launched in 1974, it has covered all 64 districts of Bangladesh. It provides four stages as a ladder to help

the vast majority of the population to get out of the poverty trap: first, is to provide asset grants and soft
loans from Targeting the
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The BBS 2013 Economic Census data assessed the existence of nearly 7 million MEs in Bangladesh and
of which 3.4 million are located in the rural areas. In a separate study conducted by Khandker, Samad

and Ali (2013) found that 80 percent of the rural businesses are comprised of microenterprises.

Table 3.1: Number and Persons Engaged in Different Categories of Enterprises, 2013

Category Enterprises Total persons engaged | Average engaged
Number % Number % person per enterprise
(thousand) (thousand)

Micro 6,946.9 88.85

(including

cottage)
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in developed countries are family businesses employing one or two persons. According to information
of the Census Bureau, MEs make up 92 percent of the 32 million US companies tracked by the Census.

3.3. Microenterprise financial products offered by MFIs in Bangladesh

More than half of the world’s working-age adults (about 2.5 billion) still do not have access to financial
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micro insurance covers issues that could directly or indirectly relate to micro businesses, such as,
life, health, disability, property (especially, agricultural insurance, theft/fire insurance), and
insurance for natural disasters. Hamid et al., 2011 argued that microinsurance could help when
serious health shocks reduce work capacity and investment and require a redirection of
resources to the consumption of healthcare. Besides, when households are insured against
health risk, they may invest in high- return riskier assets because they do not need to retain cash

or to hold highly liquid assets for precautionary purposes.
Microsavings

Microsavings require entrepreneurs to save small amounts of money with MFIs and help use
the savings for transactional (consumption smoothening), precautionary (risk mitigation) and
speculative purposes (windfalls/opportunities). It offers a supply of lump sum cash against future
events, i.e., emergencies, start-up business capital, and major life cycle events, and support daily
consumption needs of the poor people (Mersland and Eggen, 2007). Also, enterprising
households can have significant concentration of wealth, which could result from the high

savings rates of the entrepreneurs (Quadrini, 1999).

In a way credit and saving services of MFIs facilitate ways for poor entrepreneurs to earn income and
generate savings (Belwal et al., 2012). Among the poorest of the poor, the most important element of

microfinance is not
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positive changes in other financial aspects. Subsequently, an improved financial state contributes to

achieving better education, healthcare, and empowerment.

Sutoro (2013) showed that participation in development initiatives impacted enterprise performance, as
indicated by increases in enterprise income by 93 percent, ownership of productive machineries by 26
percent, and ownership of business vehicles at about 16 percent. According to Uotila (2005), increased
participation in microcredit and training programs, increases participants’ enterprise income, assets,

and level of households’ welfare over time.

Microcredit increases business escalation to the real sectors and then promotes economic growth,
decreases unemployment rate through increasing in labour demanded, increases income and decreases
poverty (Sipahutar et al., 2016). Dunn (2005) also reported similar results, that is participation in

microcredit had significant positive impacts on business investment and business registration.

In Malaysia, Al-Mamun et al. (2012) reported that existing and frequent participants of development
initiatives, scored a positive relationship between the number of participations per month and key
microenterprise performance indicators, such as the amount of credit, as well as current market values

of assets comprising livestock,
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microcredit group on average had a higher income and a higher value of household assets than non-
borrowers. Similarly, Chowdhury, Mahmud, and Abed (1991) noted that the participants of Bangladesh
Rural Advancement Committee (BRAC) makes higher income and owns more assets, relative to the
non-participants. Bradely, McMullen, et al. (2012) argue that loan capital could enhance entrepreneurs’
income where markets are less developed. An Institute of Microfinance (InM) study on ‘Access to
Financial Services in Bangladesh’ survey data had been used by Muneer and Khalily (2015) to
investigate the employment generation and poverty reduction potential of ME. The study estimates that
on an average per ME employs 1.9 people and these enterprises have created about 12 million full time
jobs that in turn contributes immensely in reducing poverty. Job creation factor in Sub-Saharan Africa
evidenced a positive and significant impact of microcredit on employment (Abdullah-Al-Mamunetal,
2011).

Quayes (2012) argued about a positive impact of microfinance on economic development. Some other
studies suggest economic development to be positively correlated with productive uses of credit (Imai
et al., 2010; Vial and Hanoteau, 2015).

A study on sub-Saharan Africa found that microcredit participants are more likely to own their own
home and make investments in the quality of their home than their control groups (Brannen, 2010;
Barnes etal., 2001a).

Mukherjee and Zhang (2007) found credit access to be a significant determinant for entering into non-
farm market. In a series of studies, role of credit has been recognized in enhancing enterprises
productivity and growth (Johnson et al., 2002; Levine et al., 2000; McMillan and Woodruff,
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poor people’s savings (Adjei et al., 2009; Barnes et al., 2001la; Dupas and Robinson, 2013;
Ssewamalaetal., 2010).

Chatterjee et al. (2018) noted a one on one positive relationship between group based financial services
and empowerment of microenterprises female loanees both in economic and social terms. How access
to credit facilitates household decision-making, enhances greater control over financial and economic
resources, extends social networks and increases mobility have been brought about distinctly in a study
of Pitt, Khandker, and Cartwright (2006). A significant positive relationship have been observed
between credit and eight different dimensions of women’s empowerment in a cross-organizations study
of Hashemi, Schuler, and Riley (1996) on the 120 credit recipients households from six villages of
Grameen Bank and the BRAC in Bangladesh. Microcredit empowers women because it improves
women’s decision-making power (Barnes et al., 2001b). There are evidences of women borrowers
gaining financial management skills, owning bank accounts, gaining greater mobility outside their
homes, and taking pride in contributing to household income (Lakwo, 2006). A study finds that after
joining the women groups and receiving microcredit, there is a significant enhancement in the economic
situation of women in Kerala (Kumar, 2016). Another study shows a positive association between
microfinance and empowerment of women which pushes them into the mainstream (Hashemietal,1996;
Maity, 2016). Besides, a study by Vachya (2015) shows that microfinance activities have altered the

living condition, and these activities have also contributed to the social empowerment of women.

In a study on 329 households of the Grameen Bank, Hamid, Roberts, and Mosley (2011) revealed the
impact of micro-health insurance placement on health awareness, healthcare utilization, and the health
status of microcredit members in rural Bangladesh. According to Wright (2000) himself, microcredit
empowers people to cope with and overcome many of the shocks like seasonality, illness, theft of assets,
natural disaster, Life cycle factors etc. (p-38, ibid). These shocks together are described as “downward
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and political stability, and persuading positive changes in income sharing and demographic
characteristics. Additionally, impact of MEs in transforming women’s livelihoods in Bangladesh by
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subjective welfare counts. In order to investigate the sustainability of economic and other welfare gains,
comparisons were also made between the former graduated beneficiaries and the current beneficiaries

of BRAC Progoti program in the same survey area.

This part consists of seven different parts. Followed by an introduction in part 5.1, part 5.2 presents
BRAC Progoti financed various microenterprise investments of the current borrowers in the survey
area. Part 5.3 provides the background for the assessment of impacts of credit-based microenterprises
on consumption expenditure and household asset accumulation, while parts 5.4 and 5.5 assess the
poverty impacts of micro loan uses on consumption expenditure and household assets, respectively.
Part 5.6 makes an assessment on subjective gains of microenterprises and findings on sustaining

economic gains of microenterprises have been highlighted in part 5.7.
5.2. Current Investments of BRAC Progoti beneficiaries in various Microenterprises

To understand the investment in various microenterprises, a total of 120 current BRAC Progoti
members of the Comilla district of Bangladesh were studied. As our objective is to assess the poverty
impacts on borrowing households against their microenterprises, samples were drawn from those who

have taken the loans at least one year ago.

The current use of their loans is presented in the table 5.1. Only 13 activities have been identified as the

commonly invested microenterprises by the current clients in our sample area.
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Table 5.1: Investment in Microenterprises by current beneficiaries

Uses Total

Farm Sector

Farm crop and non-crop sector

Crop Production 18 (15)
Livestock 10 (8.3)
Poultry 8 (6.66)
Fisheries 5 (4.16)
Non-farm sector

Rural Transport 10 (8.3)
Handlooms and Handicraft 11 (9.16)
Petty Trade 14 (11.66)
Food Processing 12 (10)
Textile dying and block printing (manual) 8 (6.66)
Plastic products 7 (5.83)
Footwear 7(5.83)
Computer software and information technology 5 (4.16)
Other Microenterprises 5 (4.16)
Total 120 (100)

Figures in the parentheses show percentage
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Our survey gathered information on different activities in which members are currently involved. Some
members started new activities, while others expanded or upscaled their previous activities. However,
investments in Computer software and information technology, textile dying, and block printing, plastic

products, and footwear have been noted as a newer trend in the survey area.

Our findings demonstrate that crop production, petty trading and food processing dominate the list
(table 5.1). However, handlooms and handicrafts, livestock, rural transport were also observed to be
popular. Textile dying and block printing (manual), poultry, plastic products, and footwear hold similar
importance. Fisheries, Computer software and information technology and other microenterprises, such

as cartwheels, silk weaving, small grocery stores come next in line.

5.3. Background for Assessment

The difficulty encountered when measuring financial flows associated with calculating the values for
fixed and current business assets also applies to estimating household income. First, the income sources
on which micro/small entrepreneurs subsist can be diverse as well as inconsistent due to seasonality
(Hentschel and Lanjouw, 1996). Given these circumstances, household income reflects an aggregate
figure based on data collected from three different sources: a) wage income (i.e., wages, salaries in
cash/kind) b) rental income (i.e., rents and payments from the use of physical and financial property),
and c) profits from assisted and other enterprises (i.e., derived from gross receipts minus costs)
(Alderman, 1993). Since income is generated from various sources within the households, and since
credit and money in general are fungible, it is difficult to posit causal links between loan use and

changes in income.

Expenditure data, a proxy for income, reflects the estimated cost of that which is consumed in the
household based on income, household savings, home-produced goods, and alternate forms of credit.
Another rationale for using expenditure data is that it is easier to collect than income data because
people tend to underreport their actual income. Income levels, specifically those of poor people in a
rain-fed agrarian economy, fluctuate all through the year. But people always try to even out their

expenditure (Ravallion, 1992). Therefore, expenditure levels can be used to estimate poverty.

A higher expenditure level indicates a greater likelihood of moving above the poverty line.
Consumption data mirror accurately the total amount the household is capable of consuming, after

inspecting the income or wealth from multiple sources. Also, it is argued that by observing changes in
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the accumulation of household assets, researchers may gauge the degree to which program participants

are prepared for fluctuation in income, short-term crises, and natural calamities.

The impact of microcredit on poverty can be assessed at individual or household level. Most impact
assessment studies have been conducted at household level. A few studies have been conducted at the
individual level (for example, Peace and Hulme, 1994). Although an impact assessment at an individual
level is easier to implement, it fails to identify the impacts which go beyond individual level. Individual
level impact assessment fails to distinguish between individual impacts and group impacts (Hulme,
2000). Though an impact assessment at household level is less easy to conduct than an impact
assessment at an individual level, a household level assessment is much broader in terms of coverage
than the individual assessment. It covers impacts on individuals as well as impacts on other relevant
aspects of households that are important for better livelihood for individuals (Hulme, 2000). Given the

advantages of household level impact assessments, this study has conducted assessments at that level.

This study is focused on explaining household consumption expenditures and asset accumulation, the
key program outcomes. Specifically, the direct and indirect relationship among variables which
influence, and possibly explain, cli
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expenditures on commodities consumed in the household. (Eight categories of commodities constituted
the weekly consumed household food basket: 1) rice, cereals, cereal products, bread; 2) cooking oils;
3) sugar; 4) produce; (i.e., fruits and vegetables); 5) meat (i.e., fish, beef and chicken); 6) tea; 7) milk;
and 8) other (i.e., eggs and salt).

Regarding non-food expenses, yearly estimates were collected for health, education, clothing, costs
incurred for energy use (i.e., lighting, cooking,) and personal transportation, expenditure on other major
household heads like household repair/maintenance, ceremony, and rituals. For cosmetics (i.e., hair oil,
soap and dental care) monthly expenditures were considered. Rent was not included in the household
maintenance equation, because over 90% of our sample members are not paying rent (currently or
previously) as they owned their own homes®. The study therefore uses seven consumption variables,
which are (1) weekly total food expenditure, (2) monthly total cosmetic expenditure, (3) yearly total
educational expenditure, (4) yearly total medical expenditure, (5) yearly total clothing expenditure, (6)
yearly total expenditure for personal transportation and energy use, and (7) yearly total expenditure on
other major household heads, like, personal computer, mobile phone, household repair/maintenance,

ceremony and rituals.

Thus, the survey used here included the ‘list recall method’. That is while collecting data on food

expenses, trained enumerators asked all households in the samples to recall the quantity, price, and
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data. Therefore, the total weekly household consumption data presented in this part will be referred to
as weekly income, and the terms household expenditures, income, and consumption will be used

interchangeably.

Microenterprise and its impact on household asset generation have also been analysed here to
investigate whether microcredit and hence the loan use in microenterprises increases assets of
borrowing households through a comparison of pre-and current state of the beneficiary households. It
is to be expected that the study will find a higher volume of assets during current period of

microenterprise beneficiary households.

Broadly three asset variables were considered: productive asset, consumer non-land asset/consumer
durables and household savings/financial assets. The productive assets of households include land,
poultry and livestock, big trees with timber of a value of BDT 500 and above in current prices,
rickshaws/vans, boats, tubewells, husking machines, power tillers, fishing nets, looms, farm tools and
other such assets. On the other hand, consumer durables include houses, jewellery, TVs, radios, clocks,
cassette players, and other durable goods, each with a current money value of BDT 500 or more.
Computers and mobile phones were either put under productive asset or consumer durables depending
on their uses. For gathering information on total household savings or financial assets, both formal (in
banks, co-operatives, with BRAC or NGOs) and informal (in the house, with relatives and friends)
savings were considered. While collecting data on savings along with cash savings, non-cash savings
in the form of paddy seeds, mushti chaal (handfuls of rice) saved by cutting food consumption, jute,
and potatoes have been considered. All types of savings are converted to cash and are considered as the

total savings of the household.

5.3.2. Statistical Techniques Used for Data Analysis

Mean values and standard deviations have been used in the analysis to compare consumption and assets
of the pre-BRAC and current situations. Appropriate statistical tests have been conducted on the basis
of the nature of the data, basically to assess the microenterprise wise impact of credit use on the poverty
of borrowing households by comparing different aspects of present and post situations. For testing null
hypotheses, paired-samples T tests have been carried out for comparison. A multi-variate analysis, i.e.
the ordinary least square technique (OLS), has also been used to assess the microenterprise wise impact

of credit use and also to control for the contribution of other important variables in assessing the
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and Ha or the alternative hypothesis is:
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It is to be noted that for all 13 microenterprise activities undertaken with BRAC credit,
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Table 5.5 presents the comparative contributions of loan use in different microenterprises to the total
consumption expenditure level (comprising of food and non-food items). To assess the current situation,
per capita monthly total current consumption expenditure has been used as a dependent variable in the
first regression equation. The independent variables are the total amount of loans received from BRAC
Progoti so far, current amounts of other (institutional and non-institutional) loans, different
microenterprises where BRAC Progoti loans are used (dummy), the current value of total assets, current

household size, and village-level infrastructure and marketing facilities (dummy).

For the pre-BRAC period, per capita monthly total consumption expenditures have been considered as
a dependent variable. Independent variables are: the amount of other (institutional and non-institutional)
loans in the pre-BRAC period, households engaged in different activities where BRAC loans are
currently used (dummy), the value of total assets in the pre-BRAC period, pre-BRAC household size,

and village-level infrastructure and marketing facilities (dummy).

Findings reveal that the contributions of loan use for Computer software and information technology,
Fisheries, Food processing, Footwear is higher both now and before as compared to Crop, Petty trading,
Livestock , Poultry, Rural Transport, textile dying and block printing (manual) , plastic products , other
Microenterprises (such as, cartwheels, silk weaving, small grocery stores etc.), Handlooms and
Handicraft to per capita monthly total consumption expenditure.

However, currently this contribution has been found to be highest for those using their loans in
Computer software and information technology. Also, substantially higher contribution has also been
noted for loan uses in Fisheries, Food processing, Textile dying and block printing (manual) and
Footwear. Besides, per capita monthly total expenditure was also moderately higher for investments
made in Plastic, Livestock, Crops and Other Microenterprises (such as, cartwheels, silk weaving, small

grocery stores etc.).

During the pre-
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non-land assets and total savings/financial assets of the households, in this part we are going to examine
the pre-BRAC and current asset situation of the microenterprises borrowing households.

5.5
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Productive assets. By contrast, during pre-BRAC stage mean value financial assets are only 589.1
BDT and the mean value consumer non-land assets is 4455.7 BDT.

5.5.2. Test of Hypotheses

For each microenterprise, we can test three hypotheses to assess the impact of loan financed
microenterprises on building assets for their households. To compare the means of the two variables, a
paired-samples T test procedure was carried out for the total average figure obtained for the sample

area.
The hypotheses were tested with reference to the following:

i. Total Household Assets
ii. Productive Assets
iil. Consumer Durables

v, Financial assets/savings

The results of the tests of hypotheses are presented in tables 5.7 and 5.8 for all the microenterprises

in our study.
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Table 5.7: Hypotheses Testing on Household Assets for Different Microenterprise Households

Activities
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Table 5.8: Hypotheses Testing on Household Assets for Different Microenterprise Households

Activities Variables Difference | Degrees T Sig
in means of (2-
(in BDT) | freedom tailed)
Textile dying and | Total Household Assets | 25,581.25 7 .063 .002
block printing Productive Assets 15,962.5 7 4.43 .003
(manual) Consumer Durables 4181.25 7 22.68 .000
Total household savings | 5437.50 7 30.08 .000
Footwear Total Household Assets | 25,685.71 6 9.79 .000
Productive Assets 14,085.71 6 11.49 .000
Consumer Durables 5285.71 6 9.53 .000
Total household savings 6314.29 6 14.30 .000
Plastic products | Total Household Assets | 24,847.14 6 22.71 .000
Productive Assets 13,000 6 13.80 .000
Consumer Durables 6578.57 6 16.24 .000
Total household savings 5268.57 6 18.07 .000
Other Total Household Assets 25,692 4 13.94 .000
Microenterprises | Productive Assets 13708.54 4 6.190 .003
Consumer Durables 6,442.00 4 416 .003
Total household savings 5541.46 4 45.328 .000
Fisheries Total Household Assets 27,375 4 .829 .005
Productive Assets 12,000 4 1.00 .001
Consumer Durables 7750 4 23.00 .001
Total household savings 7625 4 9.737 .000
Handlooms and Total Household Assets 23,100 10 .590 .001
Handicraft Productive Assets 11,700 10 5.090 .003
Consumer Durables 6100.00 10 12.89 .000
Total household savings 5300.00 10
Computer Total Household Assets 26,340 4 5.942 .000
software and
information
technology
Productive Assets 15,217 4 7.199 .003
Consumer Durables 6,000.00 4 6.41 .003
Total household savings 5123.00 4 42.32 .000
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Table 5.7 and 5.8 show results of the test on the hypotheses developed for the four aspects of household
assets for different microenterprises financed with BRAC Progoti credit.

Across all 13 activities undertaken with BRAC Progoti credit, the borrowing households currently
possess higher total household assets than the pre-BRAC period. The differences in the mean have been
found to be substantially higher for productive assets, consumer durables and financial assets. In all
categories differences are statistically significant and we, therefore, reject the null hypothesis. In
essence, the statistical evidence illustrated that the borrowing households involved in various
microenterprises currently possess a significantly higher amount of assets than in their pre-BRAC

phase.
5.5.3. Regression Analysis

A linear regression technique has been used to find the relative contribution of microenterprise activities
undertaken with BRAC loans to total asset levels, and to assess the degree, direction and significance
of other variables affecting total household assets (productive assets, consumer durables and financial
assets/savings). As before, two regressions have been carried out to ascertain the current and pre-BRAC

status of the microenterprise households’ asset accumulation.

Table 5.9 presents the magnitude of the difference in the assets of households for both periods for
various BRAC-financed microenterprises. The influence of some independent variables in explaining

the changes in the dependent variables has also been examined.
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(34%) Nevertheless, during pre-BRAC stage a substantive amount reported that foods are neither
deficit nor surplus. In this category, current beneficiary households are rather more responsive
(41%) as compared to their pre-BRAC stage (34%).

Table 5.13: Present Economic Status of the BRAC Progoti Financed Current Microenterprise
Households

Subjective Well-Being Current beneficiary Now (%) Current beneficiary
Pre-BRAC (%)

Very poor 3.43 34.49

Poor 64.83 51.87

Lower middle class 28.54 11.50

Middle class 3.20 2.14

Total 100.00 100.00

Table 5.13 delineates the present and former economic status of current microenterprise beneficiary
households currently and during pre-BRAC stage. It is evident from the table that about 68% of the
microenterprise households are still poor and 85% of these households were either poor or very poor
during pre-BRAC stage. Interestingly, middle class comprises only a very few households both

currently and pre
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groups. During one-on-one qualitative interviews with the current and former beneficiaries, the study
also figured likely differences in the program content that might be linked with the former beneficiary
pool having had less exposure to training, less for savings, and comprising of slightly higher percentage

of elderly people.

Findings about the new survey in the same area on 30 matched former beneficiaries, who graduated
from the microfinancing program of BRAC Progoti have been presented in this part. To assess
sustainability of the microenterprises, discussions are made on the current investment portfolios of
former BRAC Progoti beneficiaries and differences in the wellbeing between the former and the
current microenterprise beneficiaries. However, comparisons are not made across microenterprises of
the two groups as the scope of the study for this part were just limited to 30 former beneficiaries and

cross-matching of microenterprises have been felt difficult.

Table 5.14: Investment in Microenterprises by former BRAC Progoti beneficiaries
Uses Total

Farm Sector

Farm crop and non-crop sector

Crop Production 6 (20)
Livestock 3 (10)
Poultry 3 (10)
Fisheries 3 (10)

Non-farm sector

Rural Transport 4 (13.3)
Handlooms and Handicrafts 3 (10)

Petty Trade 2 (6.66)
Food Processing 4 (13.33)
Other Microenterprises 2 (6.66)
Total 30 (100)

Figures in the parentheses show percentage
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According to our survey data, 50% of the former beneficiaries are engaged in the farm sector and 50%
in the non-farm sector. 20% of the survey respondents have been found to engage in farm-crop sector,
followed by 13.33% in the rural transport and food processing. Livestock, poultry, fisheries, handlooms
and handicraft, petty trade and other microenterprises (small grocery stores) were found next in line.
However, it is to be noted that the former beneficiaries were not found to be occupied with the relatively
newer form of microenterprise investments (textile dying and block printing, plastic products, footwear,

computer software and information technology) like the current beneficiaries.
5.7.1. Monthly Expenditure and Asset Value of Current and Former Beneficiary Households

As before, expenditure and asset data are used in assessing sustainability of microenterprises.

Table 5.15: Household Expenditure (in BDT) of the BRAC Progoti Beneficiaries (Current and

Former)
Food Non-food Total Expenditure

expenditure expenditure | Expenditure | per capita

Current beneficiary Mean 3035.6 2749.8 5785.4 2719.2
SD 1610.1 3205.7 3756.3 2653.9

Former beneficiary Mean 2931.2 2356.1 5287.3 2361.7
SD 1566.2 3792.3 4276.6 2947.5

All Mean 2985.5 2561.3 5546.8 2547.9
SD 1589.2 3502.5 4019.3 2802.4

Mean values of household expenditure have been presented in table 5.15 for current and former
beneficiary microenterprise households of BRAC Progoti program. It can be seen that current
beneficiary households make a little higher expense than their former counterpart as a whole. As
for food and non-food expenditures separately, current beneficiaries also make higher spending as
compared to former ones. Also, current beneficiary households spend more on food (3035) and less
on non-food (2750). In a similar fashion, former beneficiary households spend more on food (2931)

and less on non-foods (2356).
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Table 5.
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attention on the part of MFIs and NGOs on reassuring the resilience aspects in their poverty

fights while focusing on SDG goals.

6. Conclusion and Policy Implications

6.1. Conclusion

Bangladesh’s journey to the middle-income country status depends on promoting more inclusive
and sustained growth. This acknowledges the potential role of the poor to come out of the poverty
trap and contribute more dynamically to the overall development of the economy. The idea of
poverty trap stipulates a worldview that the poor’s income today is so little that it does not produce
enough efforts to enhance income tomorrow. Initial low income typically had low domestic
savings and investment ratios, thus creating a vicious cycle of low income-low savings-low

growth-low income.

Under this backdrop, the proponents of microfinance paradigm express a great deal of optimism
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With a case study of BRAC Progoti microentrepreneurs in the Comilla area of Bangladesh, the
research question that we tried to address in this paper is whether a considerable injection of
resources coupled with support services—--can improve and sustain the improvements in poverty
situation of the microenterprise households. This question is important as Bangladesh’s journey
to the middle-income country status demands a pivotal role on the part of MEs towards promoting
more inclusive growth as drivers of economic transformation, especially in the rural areas. The
study compares the pre-BRAC state and the current state of the 120 current beneficiary BRAC
Progoti households across different economic and subjective welfare counts and assessed the state
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Microenterprises (such as, cartwheels, silk weaving, small grocery stores etc.) and Handlooms
and Handicraft. This study finding could be treated as an indication for the potentials on

microenterprises for possible future investments.

Interestingly, the statistical evidence presented here is in conformity with the ‘Engle’s Law’?
developed by Ernest Engle, which “posits that the proportion of family budget allocated to food

decreases as consumption increases’ (Lynch, 1991; Timmer, Falcon and Pearson, 1983). Even if
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stage and across all 13 activities undertaken with BRAC credit, the borrowing households

currently possess higher total household assets than in the pre-BRAC period. The differences
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Fourth, studies reveal that in recent years microenterprise activities in trade, services, agriculture
and food processing sectors have expanded rapidly in response to higher demands and there
exists more potential for their future expansion. Innovation and searching for new markets are
also important for sustaining the growth of existing MEs and flourishing of new MEs. For

accelerating future growth and viability of the MEs, accessing new inputs, technological
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