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Abstract: This paper investigates in a Bangladeshi
setting whether membership of a microfinance pro-
gram reduces perceptions of socia exclusion as well
as impacting on poverty reduction. Using a control
group that has no microfinance institution member-
ship, it compares the responses of both members and
non-members on questions relating to socio-political
participation and socia inclusion. The evidence is
consistent with membership giving rise to reduced
feelings of social exclusion compared to the control
group without membership.
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|. INTRODUCTION

overty, in its most basic form can be defined as

a deprivation of well-being and it has been the

concern of good policy-makers, and more
recently of many non-governmental organizations
(NGOs). Yet, poverty is not a problem that has eased
with time. In the year 2005, there were 1.4 billion
people earning only US$ 1.25 a day [27]. Despite the
longstanding presence of poverty throughout the
nations of the world, it was not until the 1970s that
issues associated with poverty came to the forefront
of debate and policy formulation in the area of devel-
opment economics [44].

Y et the ramifications of poverty reach far more wide-
ly than the problems associated with a lack of income.
Individuals living in poverty “are particularly vul-
nerable to adverse events outside their control” [78]
and often lack social rights and social bonds, and are
excluded from society overall. Both poverty and so-
cial exclusion are major impediments for develop-
ment to any individual and to society. These concepts
are also the focus of researchers, development prac-
titioners, politicians and donor agencies around the
world. Together, these concepts constitute a key issue
that government and civil society have been trying to

address in every region in the world and, more impor-
tantly, in the devel oping countries.

There are many development initiatives that are
working towards addressing economic issues and
some initiatives facilitate essentia services (e.g.
health, education etc.) for the poor, but most NGO-
provided microfinance programs have a dua role of
financial and socia advocacy and thus aim to address
both poverty and social exclusion. Thisstudy’saimis
to investigate whether these aims are achieved in the
case of a specific microfinance program.

The purpose of this paper is to, within a developing
economy context, gather data and test for evidence of
an association between membership of a microfinance
program and socia inclusion/exclusion. Data is ga-
thered from interviews with members of a microfin-
ance program in Bangladesh and analyzed using a
non-MFI membership control group as a comparison.
The findings provide evidence that activities engaged
in as part of microfinance institution (MFI) member-
ship can enable membersto fight social exclusion.

The contribution of this study is to provide an evi-
dence base that supports the potential for MFIs to act
as change agents in both socia and economic senses.
In the developing world, millions of people are in-
volved in microfinance programs. It is no doubt im-
portant for reasons of public policy and for the man-
agement of the involved NGOs to know whether their
efforts are effective in fighting poverty. However, itis
important also to be informed about other potential
impacts arising from MFI involvement. Using MFI
involvement to enhance socia inclusion—a state
where poor are able to be free from socio-economic
restraint, participate in the socio-political process and
enjoy a quality life, thus achieving a higher state of
human development—is atool that potentially may be
just as important as poverty reduction.

The next section discusses the prior literature relevant
to poverty and social excluson and the nexus



2010 MICROFINANCE AND INCLUSION OF THE POOR 89

between the two. This is followed by an explanation
of the research method and sample used in this study.
Results and conclusions, limitations and future re-
search ideas follow that.

Il1. POVERTY AND SOCIAL EXCLUSION

The issue of poverty has been evident and discussed
in society for centuries. Indeed, Aristotelian Philoso-
phy spoke of an insolvent life as being one without
the freedom to choose how to be and what to do [45].
Similarly, the classica economist Adam Smith re-
garded poverty as the lack of ‘necessities’, where “ne-
cessaries’ are those things that enable one to live a
non-impoverished life [59]. In its most basic form,
poverty can be defined as the inability to attain a mi-
nimal standard of living in terms of basic consump-
tion needs or the minimum income to satisfy basic
needs [64]. In broad terms, poverty can be said to re-
sult from distributional issues including unemploy-
ment, lack of income, lack of fulfillment of basic
needs, landlessness and unavailability of credit.

The choice of norms is important in measuring po-
verty in terms of consumption. Under this dimension,
poverty can be seen as not having the means for the
necessary expenditure to enable purchase of a mini-
mum standard of, for example, nutrition. This amount
varies from country to country and between econo-
mies. This notion reinforces the dynamic concept of
poverty as the poverty line shifts with changes in the
overal condition of the economy [41], [58]. How-
ever, poverty has an absolute face when it refersto a
situation in which family consumption fails to main-
tain the minimum dietary standards [2], [41]. In this
regard Sen [3] argued: “There is... an irreducible
absolutist core in the idea of poverty. If there is star-
vation and hunger then, no matter what the relative
picture looks like (sic) there clearly is poverty.”
Much of the debate on absolute versus relative po-
verty resolves around semantic definitions. Sen [56]
argued that: “the characteristic feature of absol uteness
is neither constancy over time nor invariance between
societies or concentration on food and institution. It is
an approach to judging a person’s deprivation in
absolute terms (in the case of a poverty study, in
terms of certain specific minimum absolute levels),
rather than in purely relative terms vis a vis the levels
enjoyed by othersin society.”

Chambers [11] defined poverty by mixing two broad
categories namely, ‘physical ecology’ and ‘political
economy’. The first category, ‘physical ecology’, ex-
plains poverty as the causes of physical and biologi-
cal factors and the second category, ‘political econ-
omy’, refers to the social processes and the inter-rela-
tionships leading to poverty.

However, for the poor, poverty is more than this. As,
the Human Development Report [28] states: “poverty
can involve not only the lack of the necessities of
material well being, but aso denial of opportunities
for living a tolerable life. Life can be prematurely
shortened. It can be made difficult, painful or hazard-
ous. It can be deprived of knowledge and com-
munication. It can be robbed of dignity, confidence
and self-respect as well as the respect of others.”
Thus, poverty is multidimensional. As Clements [37]
argues. “Poverty is understood as a multidimensional
concept involving identifiable minimum standard of
nutrition, clothing, shelter, health care (including safe
water) education and political liberty”. Moreover; po-
verty restricts one's ability to participate in society.
Alcock [54] argues that for a clear understanding of
poverty, the task is to understand how these different
visions and perception overlap, how they interrelate
and the implications of different approaches and defi-
nitions. Thus, poverty needs to be seen as a compo-
site concept, embracing the range of meanings.

FIGURE I:
MULTIDIMENSIONAL NATURE OF POVERTY [16]
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This multidimensional nature of poverty is depicted
in Figure 1 drawn from Goronja [55]. This figure out-
lines four key aspects of poverty; namely, materia
deprivation, low human development, acute vulnera-
bility to adverse shocks, and lack of voice and ability
[33]. Thus, in a broader sense, poverty refers to vari-
ous kinds of deprivation, namely economic, socia
and psychological, occurring among people lacking
sufficient ownership, control or access to resources to
maintain a minimum level of living [51]. In summary,
poverty can be identified as a deprivation of well
being.

The notion of deprivation is broader than the concept
of poverty and is undoubtedly multidimensional [78],
[33]. Brown and Madge [65] provide insight in the
following: “Deprivations are loosely regarded as un-
satisfactory and undesirable circumstances, whether
material, emotional, physical or behavioral, as recog-
nized by afair degree of societal consensus. Depriva-
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tions involve alack of something generaly held to be
desirable—an adeguate income, good health, etc.—a
lack which is associated to a greater or looser extent
with some degree of suffering” [65].

Thus, it is obvious that deprivation has many forms,
but in common is that all these forms of deprivation
restrict what Amartya Sen calls “the capabilities that a
person has, that is, the substantive freedom he or she
enjoys to lead the kind of life he or she values’ [61]
This capability perspective further explains the notion
of deprivation which Adam Smith [78] depicts as
“unable to appear in public without shame” and
which is directly related to the concept of social
exclusion, a notion at the core of this research and
which is tested (with results presented in chapter
seven) in terms of its relationship with poverty.

Smith pointed out that inability to participate in social
interactions is a key form of deprivation as “being ex-
cluded from social relations can lead to other depriva-
tions as well, thereby further limiting our living op-
portunities. For example, being excluded from the op-
portunity to be employed or to receive credit may
lead to economic impoverishment that may, in turn,
lead to other deprivations (such as under-nourish (sic)
or homelessness)” [59]. Thus, it is argued here that
social exclusion is a part of capability deprivation and
instrumentally, a cause of diverse capability failures
[77]. All these forms of deprivation and capability
failures that cause social exclusion hinder the poten-
tial for socio-economic development of individuals.
The next section further discusses the theoretical pa-
radigms of poverty and social exclusion.

II1. THEORETICAL PARADIGMSOF POVERTY
AND SOCIAL EXCLUSION

Socia exclusion refers to problems associated with
poverty; however, it goes beyond the concept of po-
verty when it incorporates reference to socia net-
works. People are excluded if they are not adequately
integrated into society. Thus, the experience of exclu-
sion is much deeper than that of poverty [66]. Social
exclusion affects individuas, groups of people and
geographic areas. It can be seen not only in the level
of income but also in matters such as education,
health, housing, and access to services such as credit
etc [88]. The essence of the difference between exclu-
sion compared with poverty can be depicted by the
following quote: “If one defines exclusion as a pro-
cess which blocks all social, community or societal
change, one would say that some poor people are not
included, as one will find populations who have an
income who could feel or be considered socialy
excluded” [66].

The concept of social exclusion is, in some cases,
used as a substitute for the concept of poverty. Thisis
so because poverty is considered as a narrow concept
dealing with problems that are directly related to
economic resources, whereas exclusion deals with a
broad range of issues dealing with individuals' inte-
gration in society. Moreover, it is also argued that
poverty is a static phenomenon while social exclusion
represents a dynamic perspective focusing on the pro-
cesses that lead to a situation of exclusion and, for
that matter, poverty [7]. Therefore, the socialy ex-
cluded are the poorest among the poor and the worst
off [6].

Socia exclusion can be defined also in terms of the
failure of one or several social systems. Commins
[74] identifies the failure of four different social sys-
tems as being related to social exclusion. These social
systems consist of first, “civic integration” which is
the integration among democratic and legal systems,
which includes providing citizens with equal rightsin
the democratic process. Second is “economic integra-
tion”, which providesindividuals (i.e. labour markets)
with command over resources. Third is “social inte-
gration”, which provides citizens access to welfare
systems. Last is “interpersonal integration”, which
provides substantial access to social contacts for the
family and the community system as a whole. For that
reason, Walker [69] describes socia exclusion as the
platform on which poverty beginsits journey.

Figure 2 depicts a range of relevant factors that Gor-
don and Spicker [7] use to categorize into three types
of issues (material condition, economic position and
social position) that congtitute social exclusion. There
are three factors under each category that encapsulate
material condition (i.e. standard of living, need and
multiple deprivations) and economic position (i.e.
lack of resources, inequality and class). Additionaly,
there are four factors (i.e. lack of entitlement, lack of
security, exclusion, lack of power) that constitute
socia position. These factors together create the wide
spectrum of socio-economic issues that describe
socia exclusion.

Due to the diverse sources and categories of factors
that congtitute poverty and social exclusion, the theo-
retical paradigm behind these two concepts, is also
quite different [83]. Poverty derives from distribu-
tional issues such as alack of resources, as previousy
outlined, and social exclusion, on the other hand,
denotes relational issues such as inadequate social
participation or ‘lack of social integration and lack of
power [73], [83]. Individuals who are socially ex-
cluded are denied their socia rights and their socia
and occupational participation is undermined [73],
[62]. In the same context, Walker [69] captures social
exclusion as a “state of detachment from... a moral
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order (that) can be brought about by many factors,
including limited income.”

FIGURE Il
POVERTY AND SOCIAL EXCLUSION
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For the last three decades, several types of exclusio-
nary issues have been integrated in the development
literature, such as the role of landlessness and un-
availability of credit [59], [81], exclusion of women
from paid labour and economic activities, [1], [29]
and the lack of fulfillment of basic needs for the
substantial section of the population [23], [86]. These
various forms of inequalities between individuals may
impact subsequently upon social exclusion through
unemployment, family crises, lower motivation and
political activity [49].

Like poverty, social exclusion has to be assessed by
considering a multitude of measurable variables since
it too is multi-dimensional in nature. Hence the dis-
cussion that follows looks at the various dimensions
of social exclusion based on the relevant literature.

A. Food market and poverty

Individuals inability to maintain basic food supply
due to poverty is the most critical dimension of social
exclusion. Sen [64] describes this type of social
exclusion as involuntary starvation. There are a
variety of reasons that lead individuals to hunger and
starvation, such as crop failure, unemployment, loss
of purchasing power and exclusion from subsidy
arrangements.

B. Labour market exclusion

The lack of freedom to participate in the labour mar-
ket is one of the major forms of exclusion. Today, the
struggle for free labour continues, often buoyed by
the triumphs of the American civil war [33]. Without
a doubt, criteria of basic social living are capacitated
individuals and participation in the labour market
[16], [20].

C. Credit market exclusion

The lack of access to the credit market is another
form of exclusion that can lead to other deprivations
such as income poverty or inequality of opportunity
in making aninitial investment [5].

D. Exclusion from human rights

Human rights or socia rights encompass a much
broader perspective than material goods and services.
Socially excluded people do not have appropriate ac-
cess to socia and human rights. These include access
to the legal system, cultural system, and health care
system [83]. For example, the exclusion of large seg-
ments of the population from public health services
has created extensive problems in Asia [30]. Like-
wise, exclusion from employment opportunities, basic
education and land ownership for women also creates
problems[5], [61].

There are many development initiatives that are now
working towards addressing economic issues and
some initiatives facilitate essentia services (e.g.
health, education etc.) for the poor, but most NGO-
provided microfinance programs have a dual role of
financial and socia advocacy and thus aim to address
both poverty and socia exclusion. This study’saimis
to investigate whether these aims are achieved in the
case of a specific microfinance program. The next
section provides information in relation to the role of
microfinance in addressing poverty and social exclu-
sion and thus assisting microfinance program mem-
bers to improve their socio-economic status.

IV. MICROFINANCE'SROLE IN ADDRESSING
POVERTY AND SOCIAL EXCLUSION

In recent years, numerous studies suggest the positive
impact of microfinance on clients with regard to ma-
terial well-being, reduction in exposure to seasonal
vulnerability, contributions to consumption-smoo-
thening and a better ability to deal with crises [77].
However, none of these previous studies examine the
relationship between poverty and socia exclusion and
the impact of microfinance in moderating these dep-
rivations and thus improving the socio-economic
status of program members. This current research
intends to examine evidence of the impact of a micro-
finance program in mitigating the link between pov-
erty and social exclusion (and also, as discussed in
section 5.0, the link with human development). It puts
forward a theoretical model in chapter three that at-
tempts to explain the relationship between these con-
cepts and microfinance provision and in chapter
seven presents the evidence developed from inter-
views with the members of a microfinance programin
Bangladesh (ASA).
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Microfinance has become an ‘inducer’ in many com-
munity development activities, and an ingredient in
many larger programs, such as education and training,
employment generation, empowerment of women, so-
cial responsiveness and political awareness [14], [68].
It also promotes the growth of local enterprises and
women entrepreneurs [8], [50], [85]. Theoreticaly,
these successes rely heavily on the conception that
borrowers can make use of their social capital to
overcome many of the problems associated with
asymmetric information in credit markets, such as

adverse selection, moral hazard, collateral and con-
tract enforcement, etc. [13]. Hossain's [82] study in
Bangladesh reveals the importance of various factors
behind the improvement in economic condition and
thus improvement in material condition and poverty
alleviation among microfinance borrowers, as repro-
duced in table 1. The table shows that about 60% of
borrowers believe capital gained from a microfinance
program primarily assisted them to achieve a better
socio-economic condition.

TABLEI:

REASONS BEHIND IMPROVEMENT IN ECONOMIC CONDITION BY THE BORROWERS

Reasons Primary reason (%) Primary & secondary reason* (%)
Male Female Total Male Female Total
Free from the clutches of the money lenders 124 5.3 8.6 333 135 229
Accumulation of capital 67.7 52.6 59.8 88.4 79.2 83.6
Additional employment in productive work 8.7 31.3 20.5 28.0 65.6 47.7
Increase in wage rate 1.0 14 12 7.8 11.4 9.7
More involvement in poultry raising 0 0.5 0.2 13.9 19.7 16.9
More involvement in vegetable and fruit growing 0.5 0.2 0.4 52.0 38.2 448
More investment in agriculture 2.8 14 2.0 27.3 14.2 204
Other 7.1 7.3 7.2 19.4 24.5 22.1
Total 100.0 100.0 100.0 270.0 266.0 268.0

Source: [54]

Note: The respondents were asked to report three factors behind the improvement in their condition in order of importance. This column shows
the distribution of al responses. The figure and the row total show that the respondents reported, on average 2.68 reasons.

Microfinance programs are not only concerned with
poverty alleviation—they are also concerned with im-
pact on self-employment activities and income gen-
eration. For example, women have been the main par-
ticipants in most of the microfinance programs world-
wide because of their pivota role in the family and
community and because of their disadvantaged status,
both socially and economically [68]. As a conse-
guence, microfinance programs are generally aug-
mented by social development programs in maternal
health, nutrition and childcare. Additionally, feminists
and gender speciaists argue that microfinance pro-
grams can significantly improve women’s decision-
making power in the family in matters such as ex-
penditure on education and wellbeing of children
[14], [79], [85]. Several other studies argue that par-
ticipation in microfinance programs enhances wom-
en’s participation in socio-political issues and further
empowers them [34], [52], [70], [80]. Chapter five
provides a detailed discussion on the concept of
women's empowerment and the role microfinance
programs can play in empowering women.

Grameen Bank’s (the pioneer in introducing microfin-
ance programs in Bangladesh) experiments and its
success have led to wider acceptability of the notion
that access to credit by the poor through an institution
can bring about change in the socio-economic situa-
tion of the poor [34], [90]. Table 2, reproduced from

Hossain’s [82] evidence, shows that membership in a
microfinance program has a positive impact on bor-
rowers perceptions of their income status.

TABLEII:

BORROWER’ S PERCEPTION ABOUT THE CHANGE IN THEIR
ECONOMIC CONDITIONS

Changein 'E_conoml ¢ Borrowers % (N=975)
Conditions
Improved 91.2
Remained the same 57
Deteriorated 19
No Response 1.2
Total 100.00

In rural Bangladesh, if a shop-keeper does not want to
sell goods to someone on credit, then that someone is
thought to be an individual of low status or strength.
In one of the interviews conducted by Rahman [9] in
Bangladesh, the following response from a Grameen
Bank (GB) member was received: “I was starving. No
one bothered to give me a handful of rice. | went to
so many shop-keepers. They would not trust me.
They would not give me a seer of rice on credit. Now
that | have joined GB and | am doing fine in terms of
income earnings, everybody cares for me. If | want a
mound of rice, those very shop-keepers will possible
send it to my house without asking for a penny. What
a change’. Rahman's study [9] further revealed that
Grameen Bank clients strongly feel that they are now
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counted as ‘human beings'. Table 3, reproduced from
Rahman [9] also encapsulates that 90% of the clients
feel that Grameen Bank has given status to them.

MICROFINANCE AND INCLUSION OF THE POOR

TABLE IlI:
ENHANCEMENT OF STATUS OF GRAMEEN BANK MEMBERS
Number of Number of .
respondentstelling respondents telling
Study | Sample . that shopkeepers do
A that their status has :
Area size one up in the eyes not hesitate to sell
g goods to them on
of others )
credit
60
Rangpur (100.0) 59 (98.3) 59 (96.7)
) 60
Tangail (100.0) 49 (81.7) 52 (86.7)
30
Dhaka (100.0) 29 (96.7) 26 (86.7)
150
All Areas (100.0) 137(91.3) 136 (90.7)
Source: [62]

Note: Figuresin Parentheses are percentages of the row total.

Thus, there is evidence that participation in microfin-
ance programs enables program members to receive
more than economic benefits and to an extent helps
them to be socially included. In his study, Rahman [9]
looked into the rural power structure in Bangladesh
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and showed how Grameen membership played a
major role in empowering the rural poor and helping
them achieve socia status and recognition.

V. PROGRESSRESEARCH ON MICROFINANCE

Table 4, adapted and extended from Sharma and
Buchenrieder [75], provides an extensive summary of
the literature that examines the impact of microfin-
ance programs from 1989 to 2009, and documents
studies that have tested the impact of microfinance
programs on various types of socio-economic welfare
relevant to borrowers' lives [75]. The table classifies
socio-economic welfare into four types of capital;
human (e.g. education), physical (e.g. ownership of
assets), social (e.g. women's empowerment) and in-
come. This table shows that most studies focus on
poverty as measured by income aone [28], with only
a few studies examining concurrently two aspects of
socio-economic welfare [45], [78]. Given the above
discussion, the hypothesis tested in this study is as
follows. Individuals involved in a microfinance pro-
gram demonstrate more involvement in various social
activities than those not involved, which assistsin the
reduction of feelings of social exclusion.

TABLEIV:
RESEARCH APPROACH IN MICROFINANCE STUDIES
M ethodology
. Data gathering . . Comparison
Authors TCy peﬁalof :narlc))/:ci procedure & Sample Analys ighnlqu&s with control | Longitudinal
a PP size group
) o Survey, random Univariate analysis
Alamgir [66] Income Quantitative sdlection of (N=1195)| (e.g. Percentages) Yes No
Social and _— . . .
Berger [70] Income Quadlitative Literature review Descriptive No No
Chowdhury, Ghosh & Wright [87]| Physica Quantitative | Interview (N=954) Logit regression No Yes
Hebib, Hartd & As-saber [58] | TTYSCA 8| o iitative | survey (N=30p) | Unvariaeandysis |y, No
income (e.q percentage)
Hashemi, Schuler and Riley . _— Quasi-experimental - .
(1996) Social Quantitative survey (N=1300) Logistic regression Yes No
Semi-structured
Hietalahti & Linden [67] Income Qualitative |interview, Casestudy| Univariate analysis Yes No
(N=21)
Social and | Quantitative _ .
Johnson [71] Income Qualitative Survey (N=348) Descriptives, t-test Yes Yes
. . I _ Univariate analysis
Kim et. Al [90] Social Quadlitative Survey (N=860) (e.g. Percentages) Yes Yes
Fafchamps & Lund [91] Socia Quantitative |  Survey (N=206) Regression analysis No No
M ohindra and Haddad (2005) Human Qualitative Literature review Descriptive No No
Morduch (1998) Socia Quantitative Panel Data Regression Analysis No No
: . _— Quasi-experimental . .
Pitt and Khandker (1998) Socia Quantitative Survey (N=1798) Regression Anaysis Yes Yes
Zeller, Diagne and Mataya (1998) Physucal and Quantitative |  Survey (N=401) TW&stage_Probn No No
income regression

Human Capita = Investments in Human Capital in the short run can be the securing of food consumption standards: In the long run
investment in education can be referred to as “Human Capital Investment.

Physical Capital = Physical capital includes land, assets, productive (including animal stock) and consumption goods.

Socia Capital = Social capital comprises the development of the community, its local organizations, risk sharing capacity and femae

empowerment.
Source: adapted and extended from [65]







This study examines the issues from a wider perspec-
tive than most previous studies. It includes investiga-
tion of feelings and indicators of social exclusion,
rather than focusing only on the more fregquently
investigated income and capital-related poverty as-
pects. Table 4 shows also that qualitative survey and
interview techniques are used as the main data gather-
ing instrument in the prior studies, with a few studies
using case studies. Generaly, the populations ex-
amined do not have good literacy skills and so what
published papers describe as surveys, on closer read-
ing generally involve also at least some interviews.
The next section discusses the research design and
data gathering procedures used in this study.

VI. RESEARCH DESIGN AND SAMPLE SELECTION

The study is longitudinal in nature in that it gathers
data from MFI members who had been in the pro-
gram for at least two durations; 4 years and 8 years.
The third group of respondents consists of the control
group® none of whom are members of any microfin-
ance program. Two structured interview guides for
MFI members and non-members respectively are
divided into two parts; 1) personal profile and 2)
socio-political participation and social rights?. Sample
guestions socio-political participation and social
rights include: “Have you voted in the last nationa
election?’, “Why did you vote for the candidate?’,
“Are you a member of any political parties?’, “Why
do you support any given political party?’ etc. In the
question set for the MFI members there are specific
items requesting answers that provide data for two
different time segments, firstly for members present
status and secondly for their past or status before they
become a member of the MFI. The interview guides
were translated into Bengali to ensure better under-
standing of the interview questionnaires both by the
interviewees and interviewers. These interviews were
conducted in December 2005 by the first-named au-
thor and two other trained research assistants.

Bangladesh is chosen as the country or the geographi-
cal areafor this research due to the success of micro-
finance in that country in improving the socio-eco-
nomic status of the vast majority of poor people [45],
[64]. For the purpose of this study, the top 50 MFIs
were selected according to the Credit and Develop-
ment Forum (CDF) [15] ranking. This ranking is un-
dertaken on the basis of MFIS performance on sev-

1 A second approach is the control group method which has

been widely used. This requires a before and after comparison
of a population that received a specific treatment (i.e.,, a mi-
crofinance program) and an identical population (or as near as
possible) that did not receive the treatment Hulme (2000)

This is part of a wider study which included also questions
about economic profile and human devel opment.

eral operational aspects; namely number of active
members, net savings by the borrowers, cumulative
disbursement, outstanding borrower, Revolving Loan
Funds (RLF®) etc. Communication occurred officially
with the top 10 MFIs with an outline provided to
them of the intended research. After a series of com-
munications with the potential respondent MFls, suc-
cessful negotiation was made with the Association for
Social Advancement (ASA). In the process of select-
ing the specific locations for interviews with ASA
members, a random sampling technique was used and
three districts (Gaibandha, Gazipur and Kurigram)
out of 64 districts were selected. All of the names of
prospective participants provided were for femae
members, since members of ASA are primarily
women (99.99%) [19].

In the first stage, a sample from the three chosen dis-
tricts according to two categories; namely those with
4 year MFI membership and those with 8 year MFI
membership was required. Once the 4 year and 8 year
members had been identified by ASA, a random sam-
pling technigue was used to select 33 MFI members
from each group (Groups 1 & 2). In this way, atotal
of 198 MFI members were selected for the interview
process from the three digtricts (i.e. 3 districts x 2
groups X 33 MFI members). It was also agreed with
the participating MFI that if a selected member did
not wish to participate, details for a replacement MFI
member would be provided.

In the second stage, the first-named author randomly
approached one individual from households in the
local community, explained the project and then
asked if she was willing to participate in the research
and accept to be interviewed. Then, the potential par-
ticipants were asked whether they had ever been a
member of any MFI. People who had never been
involved in any microfinance program were selected
and interviewed as the control group (Group 3) until
99 such people had agreed to participate. Thus, 99
respondents from each of the three chosen districts
(Groups 1, 2 & 3) participated to give a total of 297
respondents.

VIIl. MICROFINANCE ADDRESSING SOCIAL
EXCLUSION: BANGLADESH EVIDENCE

This section presents data relevant to a social exclu-
sion context and represents an analysis that can be
used to assess the respondents’ state of social exclu-
sion. One indicator of socia exclusion is the extent to

3 Credit operations are carried out through a RLF. Loans rea-

lized, are created to and from a part of the RLF for extending
future credit. This process of lending, recovery and further
lending ensures that the credit facilities are eventually availa-
ble to al clients or group members. RLF comes from internal
and external sources.
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which individuals take part in political life. Member-
ship in microfinance programs appears to have an
impact on respondents’ participation in socio-political
activities. Table 5 reveals that 98% of MFI members
voted in the last national election compared to 81% of
the control group participants. This difference is sig-
nificant (Chi? =30.068, p<.01). However, there is no
significant difference (Chi? =0.338, p>.05) between
the membership duration of MFI members and their
voting practice.

TABLEV:
VOTING PRACTICE

Interviewees were asked also to indicate factors that
most influenced their voting decisions from a list.
Table 6 reveds the 10 most frequent issues that were
put to participants as a potential influence on
respondents’ voting decisions. More than double
(63%) the MFI members exercised their own personal
preference in making voting decisions compared to
respondents from the control group (30%). This dif-
ference is significant (Chi® =38.896, p<.01). Of the
MFI members, for 46% voting decisions were influ-
enced by the perception that the ‘candidate will bring
economic prosperity’ compared to only 19% of the
control group members and this difference is aso

Non-MFl o )
Voiedat| vl MFH Members significant (Chi?=327.293, p<.01). Moreover, 25% of
di‘tsiton (Control Group) | 4& ?Years 4Y_ears 8Y_ears the MFI members responded that they had a party
(N=99) (N=198) | (N=99) | (N=99) affiliation or were involved or participating in a po-
Yes 81% 98% 98% 99% litical party compared to only 13% of the control
(n=80) (n=195) (n=97) | (n=98) group respondents, which again is a significant differ-
. 19% 2% 2% 1% Chi’= 8.894 p< 0l
(n=19) (n=3) =2 | =1 ence (Chi”= 8.894, p<.01)
P‘gﬂs?” 30.068 0.338
0.000 0.561
p-value
TABLE VI
INFLUENCE ON RESPONDENTS’ VOTING DECISIONS
Non-MFI Member MFI members
Influence on Voting Decision Control Group 4& 8Years A Years 8Years
(N=99) (N=198) (N=99 (N=99)
30% 63% 60% 66%
Personal preference (n=24) (n=124) (N=59) | (N=65)
Pearson Chi? 38.896 0.777
p-value 0.000 0.378
} : o } . 19% 46% 45% 46%
Perceive candidate will bring economic prosperity (n=15) (n=91) (n=45) (n=46)
Pearson Chi? 27.293 0.020
p-value 0.000 0.887
; . 17% 21% 13%
The leader is from locality (n=5) (n=34) (n=21) (n=13)
Pearson Chi? 8.501 2.237
p-value 0.004 0.132
. 13% 25% 2% 22%
Party affiliation (n=10) (n=49) =27 | (=22
Pearson Chi? 8.894 0.678
p-value 0.003 0.410
47% 13% 15% 10%
Pressure from local leader (n=37) (n=25) (n=15) (n=10)
Pearson Chi? 24.471 1.145
p-value 0.000 0.285

Multiple responses: Percentages and totals are based on numbers responding

More importantly, this table reports that aimost half
(47%) of the respondents from the control group felt
vulnerable to pressure from the local leaders, which
influenced their voting decisions compared to 13% of
MFI members living in the same community. This
difference is also significant (Chi? =24.471, p<.01).
To the contrary, no significant difference is found for
NGO influence on voting decisions. For all categories
of suggested potential influence on the voting deci-

sion, no significant difference is found based on
membership duration among the MFI members. From
these results, it could be said that MFI members are
more informed and involved in the socio-political
process than control group members.

Participating in various socio-cultural and political
activities and membership of these organizations as-
sists individuals to be socially included. MFI mem-
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bers are found to be more involved in such activities
than control group members, as presented in Table 7.
This table shows the percentage of respondents who
support political parties. It reveals that 68% of the
MFI members actively support their desired political
party compared to 46% of the respondents from the
control group. It can be thus argued that the MFI
members are more involved in the political process
than the control group, with this difference found to
be significant (Chi?=13.078, p<.01). In consequence,
it could be said that MFI members are more inte-
grated and participative in social-political activities
and thus are more socially included than the control
group. Interestingly, there is evidence from the analy-
sis of adecline in supporting a political party in the 8
year group and this decline is significantly different
(Chi®=10.267, p<.01) from the 4 year’ group.

TABLE VII:
RESPONDENTS SUPPORTING A POLITICAL PARTY

Non-MFI MFI Member
Support Member
political Control 48& 8year | 4Years | 8 Years
party Group (N=198) | (N=99) | (N=99
(N=99)
Yes 46% 68% 79% 58%
(n=46) (n=135) (n=78) | (n=57)
No 54% 32% 21% 42%
(n=53) (n=63) (n=21) | (n=42)
Pearson Chi? 13.078 10.267
p-value 0.000 0.001

There are various reasons that could influence or mo-
tivate individuals to be involved in participating in or
supporting a political party. Table 8 reveals some of
these reasons that respondents indicate, from a list
provided to them, for their support of a political
party.

Table 8 provides further support for the finding that
MFI membership is associated with positive impact
on the socio-political life of members. Two reasons

(power/recognition and social status) are reported as
providing the most influence on MFI membersin sup-
porting a political party. The table shows that 33%
and 41% of the MFI members support a political par-
ty for power/recognition and socia status reasons
respectively. This needs to be compared with 9% and
24% respectively for the control group. A chi square
test of the difference is significant for power/recogni-
tion (Chi? =16.729, p<.01) and socia status (Chi?
=10.607, p<.01). In terms of NGO's role in social
advocacy in Bangladesh, the results support NGOs
role in fighting fundamentalism as only 5% of MFI
members are influenced by religious reasons to sup-
port their political party compared to 17% of the con-
trol group members, although, thisis not found to be
significantly different statistically (Chi? =2.844,
p>.05).

On the other hand, pressure from local leaders (43%)
and extra source of earnings (39%) are the major rea-
sons found to influence the control group respondents
to support a political party compared to 17% and
12% respectively amongst MFI members. Again,
these differences are significantly different (Chi?
=3.926, p<.05 and Chi® = 6.643, p<.05 respectively).
Thus, it could be said that the reasons indicated by
MFI members as influencing their support for a po-
litical party are more the personally motivating fac-
tors that to some extent bring about enhancement in
their socia status and the feeling of becoming some-
one in society, compared to reasons cited by the con-
trol group members. Control group respondents are
shown to be more vulnerable to pressure from local
political leaders and less able to exercise their social
rights independently. Moreover, due to poverty and
other reasons, these people are more at risk of being
exploited by local political leaders and less able to
think rationally, or else they are willing to take the
chance to make some quick cash and get financia
benefits for their support of a political party.
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REASONS INFLUENCING SUPPORT FOR A POLITICAL PARTY
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Non-MFI Members MFI Members
Reason Influenced to Control Grou
Support a Political Party - P 4& 8years 4Years 8 Years
(N=46) (N=135) (N=78) (N=57)
: 24% 41% 38% 44%
Social Status (n=11) (n=55) (n=30) (n=25)
Pearson Chi-sqg. 10.607 0.629
p-value 0.001 0.428
Pressure from Local 43% 17% 19% 14%
L eader (n=20) (n=23) (n=15) (n=8)
Pearson Chi-sg. 3.926 2410
p-value 0.047 0.121
Religious Reason 17% 5% 5% 5%
g (n=8) (n=7) (n=4) (n=3)
Pearson Chi-sqg. 2.844 0.148
p-vaue 0.092 0.700
: 39% 12% 12% 12%
Extra Source of Earnings (n=18) (n=16) (n=9) (n=7)
Pearson Chi-sg. 6.643 0.272
p-value 0.010 0.602
M ultiple responses.Percentages and totals are based on respondents.
The interviews in this study included questions in TABLE IX:
reIaIion to general Crimes taklng place in rural Ban- RESPONDENTSASVICTIMS OF CRIME IN LAST THREE YEARS
gladesh. Table 9 lists the type of crimes that the Non-MFI ME Members
respondents to this study had been victims of in the Victimin 'Vlcemtbefls Totd
last three years. This table shows that there were 71 last three é’rrc‘)l:g ag8yeas| ;v | overs| 100%
respondents (24%) who were victims of crime out of years? o 69% - - (N=71)
( _ 31% (N=49) (N=19) | (N=30)
the 297 respondents in the sample for this study. (N=22)
More MFI members were victims of theft (44%) and Theft 8% 44% 7% | 27% | 52%
hold-ups (11%) than was the case for control group — (n=6) L 5(”=31) (n=12% - é”zlg) (n=37)
respondents (8% and 3% respectively). This differ- p_valssg ' 0.000 0323
ence in having been gvi_ctim ofztheft (Chi? :22.205, Hold 3% 1% 3% 8% 14%
p<.01) or a hold-up victim (Chi“ = 15.524, p<.01) is P (n=2) (n=8) (n=2) | (n=6) | (n=10)
significant and in an unfavourable direction for MFI Pearson Chi? 15.524 2.615
member participants. In all categories of crimes that p-velue 0.000 0270
the MFI members became victims of, no significant lllegal 10% 3% 0 3% 13%
_ _ ( ' 9 _ eviction (n=7) (n=2) (n=2) | (n=9)
difference is found in terms of their membership Pearson Chi2 21.374 2639
duration. p-value 0.000 0.267

MFI members financial position could be the reason
for being more frequent victims of theft and hold-ups.
On the other hand the weak representation of control
group respondents in participating in various socio-
political activities and the poor economic status of the
control group could be the reason for the higher
incidence of being victims of eviction. Of the 71
respondents who had been victims of crime, 10% of
the control group had suffered illegal eviction com-
pared to 3% of the MFI members. This difference is
significant (Chi*=21.374, p<.01).

Table 10 presents responses to questions pertaining to
the core issue of this study: social exclusion. Analysis
of Table 10 reveals that a greater number of MFI
members (41%) do not feel socialy excluded com-
pared with the respondents from the control group
(7%). A Chi sguare test finds this difference to be
significant (Chi? = 37.093, p<.01). This Table not
only reveals the number of respondents who feel so-
cially excluded but aso reveals how often they feel
socialy excluded. The Table reveals that 46% of the
respondents from the control group responded that
they “aways’ felt socially excluded compared to only
12% of the MFI members and this difference is also
significant (Chi? = 43.214, p<.01). Moreover, respon-
dents from the control group recorded that 40% *“of -
ten” feel socially excluded compared to 30% of the
MFI members, aso significantly different (Chi? =
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3.015, p<.05). In the next category, 6% of the control
group “seldom” felt socially excluded compared to
11% of the MFI members. Statistical analysis did not
find any significant difference here. The totals show
that 93% of respondents from the control group re-
ported feeling socialy excluded at seldom or more
frequent levels compared to 59% of MFI members.
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TABLE X:

VoL.1

Thus, it is evident that MFI membership has a signifi-
cant relationship with the feeling of social exclusion
and that MFI members are found to feel more socially
included than the control group respondents. No rela-
tionship was found between membership duration and
feelings of socialy exclusion between the 4 and 8
year members of the MFI.

FREQUENCY OF FEELINGS OF SOCIAL EXCLUSION

Non-MFI
How often felt | Members MF Members
e;’(oc‘f'li'j'é’d %‘mg' 48 8Years 4Years 8 Years
(N=99) (N=198) (N=99) (N=99)
Never 7% 41% 38% 44%
(n=7) (n=82) (n=38) (n=44)
Pearson Chi-sq. 37.093 0.749
p-value 0.000 0.387
Always 46% 12% 16% 8%
(n=46) (n=24) (n=16) (n=8)
Pearson Chi-sg. 43214 3.034
p-value 0.000 0.082
Often 40% 30% 30% 30%
(n=40) (n=60) (n=30) (n=30)
Pearson Chi-sq. 3.015 0.000
p-value 0.032 1.000
Seldom 6% 11% 8% 13%
(n=6) (n=21) (n=8) (n=13)
Pearson Chi-sq. 1.650 1.332
p-value 0.199 0.248
6% 7% 4%
Very seldom 0 (n=11) (n=7) (n=4)
Pearson Chi-sg. 5712 0.866
p-value 0.017 0.352
Total 93% 59% 61% 55%
(N=92) (N=116) (n=61) (n=55)

The results presented in the foregoing tables shows
that MFI membership is associated with positive im-
pact on members political and perhaps socia lives
and that those members demonstrate evidence of
being more equipped to be socialy included rather
than socially excluded than the non-members.
Perhaps the only negative connotation is that MFI
members are subject to theft and hold ups more
frequently than the control group members, but even
this can be seen as evidence of the poverty-reducing
aspects of MFI membership.

VIIl. CONCLUSION, LIMITATIONSAND FUTURE
RESEARCH

Among al the respondents to this study, MFI mem-
bers are found to have better socia links and better
representation in social and political processes than
non-MFlI members. MFI members are ahead in en-
gaging themselves in supporting a political party of
their choice and participating in national elections
than the control group members. This participation in
voting can be argued to reflect better control over

personal choice and reasoning than the control group
respondents who appear largely controlled by the
decisions of others and who appear to receive pres-
sure from political leadersto vote for a particular can-
didate more often. There is also a tendency for non
MFI members to be prone to exploitation by political
party leaders, not only because of this pressure but
also because another large percentage of control
group members responded they were involved in sup-
porting a political party due to illegal economic bene-
fits they received from party leaders. These findings
also support and coincide with the very high level of
control group members responses compared to MFI
members responses that they felt socialy excluded
compared to the MFI members.

The aspect of social exclusion assumes an important
place in the current study and this is also a unique
contribution of the current study. No other study has
looked into the impact of microfinance programs on
socia exclusion, but some [33], [43], [66] have
looked at aspects (i.e. political independence) that
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relate to social exclusion considered under the current
study.

Membership duration in the MFI does not have any
relationship with involvement in socia activities by
members and thus does not have any relationship with
members feeling of social exclusion. No other study
has looked into this aspect of a relationship between
membership duration and feeling socially excluded.

In terms of limitations, there are three potential draw-
backs of impact studies like this one. These are
namely, (1) possible selection bias, (2) endogeneity
of program placement and (3) fungibility of fund [21]
[39], [44]. In terms of possible selection bias, indi-
viduals participating in microfinance programs have
their own personal and family characteristics [44] and
these same factors also play a key role in determining
program participation. The known and observable
characteristics are measured and analyzed by apply-
ing various statistical techniques to the data collected,
but there will always be some unobservable charac-
teristics that have influence on program participation.
Moreover, decisions by individuals to participate or
not to participate in microfinance programs is deter-
mined by the extent of incentives provided by MFIs,
given observable and unobservable characteristics of
the family and the individuals, including financial
wealth [58]. Hulme [39] mentions five possible
sources of selection bias, these are: a) difficulty in
finding a location with the same socioeconomic cha-
racteristics in both treatment and control groups; b)
difference in invisible attributes (entrepreneuria
drive and ability) among the treatment and control
groups; ¢) any intervention that may result in a short
term positive response from the treatment group
(Hawthorne effect) (e.g. influence from the MFI
credit officer/officials); d) the control group becom-
ing contaminated by contact with the treatment group;
and e) fungibility of the treatment group (e.g. creditis
transferred to someone else or misuse of loans).

A number of studies[33], [59], have used a quasi-ex-
perimental research design to estimate the effect of
microfinance on participants. This study makes use of
the control group method* for comparing various
aspects of the socioeconomic lives of MFI members
with those of non-members and aso to identify spe-
cific impacts of a microfinance program on members.
This approach helps to minimize the effect of selec-
tion bias in assessing the impact of microfinance pro-
grams. Hulme [39] also argues that careful selection
of the control group far away from the treatment

4 The control group method has been widely used. This requires

a before and after comparison of a population that received a
specific treatment (i.e, a microfinance program) and an
identical population (or as near as possible) that did not
recelve the treatment [39].

group can tackle the problem of the location (a)
problem. But as Bangladesh is a densely populated
country and in virtually every district there isamicro-
finance operation it was not possible to avoid the
selection problem (a) entirely and source out control
group respondents from a far distance from the MFI
members. However, the problem of contamination of
the control group (d) can be addressed by an ap-
proach such as “client-to-be” [38] a strategy this
study adopted as the control group population had
never been members of any MFls.

In terms of endogeneity of program placement, MFls
usually place their programs and branches in accessi-
ble areas with better infrastructural development [46].
Thus, the extent of the program impact also depends
on program placement, for example: micro enter-
prises located in areas with sound infrastructure have
better chances of survival than enterprises established
in rural, inaccessible locations. Although, program
placement does not impact at the borrower level [44],
this issue could have potential impact on individuals
earnings. However, Khalily [44] suggests that this en-
dogeneity has very little or no impact on those studies
identifying socio-economic, political and environ-
mental factors in assessing program impact at the
household level.

This study minimizes the endogeneity of program
placement in two ways. Firgt, it does not look into the
impact on micro-enterprise and second, it focuses
only on socio-economic and political factors in as-
sessing the program’ simpact at the household level.

Overwhelmingly, the evidence presented in this study
is consistent with MFIs having undeniably made a
substantial contribution to the overall improvement in
the socia inclusion and poverty situation of respon-
dent MFI members compared to control group mem-
bers. But, this achievement cannot be credited only to
the microfinance program under study or to the earn-
ings from micro-enterprise, as the researcher did not
control for macroeconomic conditions or other ex-
ogenous variables such as market conditions; environ-
mental conditions etc., and these are likely to affect
micro-enterprise performance.

The research uses a control group for comparing vari-
ous aspects of the socioeconomic lives of the MFI
members and also to identify the specific impact of a
microfinance program on members. However, each
interview procedure took approximately 25 minutes
per person to complete and involved recall of com-
plex information about asset holdings, income and
expenditure patterns and life style, retrospectively by
the respondent and this may have caused respondents
to tire. Respondents did not always have good recall
capacity and avoidance of providing correct res
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ponses due to social desirability response or some
other reason may aso have affected the quality of
information collected by the interviewer.

Plentiful opportunities for future research exist. It
would be beneficial to undertake further research to
investigate the impact of MFI membership on
individual’s level of socia inclusion over time. A
larger sample size could be used so that possible
spillover effects arising from average neighborhood
characteristics could be detected. Further extending
the interview questions to gather more specific infor-
mation regarding social exclusion and respondents
participation in political scenarios could take place.
Examination of other MFIs working in Bangladesh
and exploring a cross-country comparison of MFIS
impact on poverty, social exclusion and human devel -
opment and their relationship with cultural differ-
ences could occur.

In conclusion, the growing interest of researchers, de-
velopment practitioners and donor agencies in micro-
finance is enabling this industry to flourish in its ad-
vancement across continents. But a holistic focus is
necessary for MFls to further establish their role in
fighting poverty to include in a broader sense the
fight against socia exclusion. Countries across the
developing and developed world are increasingly sup-
porting microfinance in taking this role in develop-
ment initiatives. This study represents a response to
that role. Its findings further support and rationalize
the need for microfinance programs in both the
developed and developing world. This is so because
the very nature of microfinance is not just to support
individual and small enterprise by means of credit,
but also to fulfill a most powerful and important role
in social advocacy. In fact, it is argued here that
successful utilization of this capacity of MFIs could
transform a given society.
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