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Saturday

9:00 - 09:30 - Reception & Registration

9:30 - 10:00 - Opening Remarks / Mukaddime Hall

10:00 - 11:00 / Mukaddime Hall
Keynote Speech

Affluence and Ethics: From Ibn Khaldun to Modern Capitalism
daal) Adlanid 1 G 9a8 cl e zaull g i)

Zenginlik ve Ahlak: ibn Haldun’dan Modern Kapitalizme

Wael B. Hallaq (Columbia University & Ibn Haldun University)

11:00 - 11:15 / Coffee Break

Session 1: 11:15-13:00 / Mukaddime Hall

Economy, Justice and Morality

Chair: Liitfi Sunar (Istanbul Medeniyet University)

Economics Before Economics: The Challenge of Squaring the Circle of Justice with Khaldunian
Resources

A galad) 3 ) gal) 8 Adlaad) B il gaad aluai®y) b Slandy)

Adalet Dairesini ibn Halduncu Araclarla Kareye Cevirmek

Bruce Lawrence (Ibn Haldun University)

A Wheel in Time

Gl B Adas

Zamanin Icinde Bir Déngi
Michael Brett (SOAS)

The ‘Dead-End’ of History: Liberal-Authoritarian Bipolarity and the Moral Order
ABNAY) 48 sload) g Agd) yualll Aual) A5 1y LN €0 guual) (k)

Tarihin “Cikmaz Sokagi”: Liberal-Otoriter Catismasi ve Ahlaki Diizen

Mohamad Hammour (Ibn Haldun University)

Between Ifrat and Tafrit: Ibn Khaldun, Luxury, and Civilizational Decline
oy jiil) g Jal_BY) Gy 10 sald ) e g ldaad) laady) g Al

ifrat ve Tefrit Arasinda: ibn Haldun, Liiks ve Medeniyetin Cékiisii
Joseph Kaminski (International University of Sarajevo)

4



5th International lbn Khaldun Symposium

MOl /27 APRIL 2019

Saturday
13:00 - 14:00 - Lunch Break

Session 2: 14:00 - 15:45/ Mukaddime Hall

Politics, Law and Morality

Chair: Burhan Koroglu (Ibn Haldun University)

Al Farabi’s Normative Philosophy and Ibn Khaldun'’s Philosophical Realism:
Lessons for Contemporary Islamic Political Philosophy

5 _yaalacall Apadlay! Apaibeal) A8l (ug )2 10 9AA () Aadl g g ) W Ay s
Farabi’nin Normatif Felsefesi ve ibn Haldun’un Felsefi Gercekciligi:
Cagdas Islam Siyaset Felsefesi icin Dersler

Mugtedar Khan (University of Delaware)

Morality and Mortality in Ibn Khaldun's Kitab al-‘Ibar
QLA G al) GUIS 8 pLidl g (BIAY)

ibn Haldun’un Kitabii’l-iber’inde Ahlak ve Oliimliiliik
Waseem Al-Rayes (Michigan State University)

The Theory of Asabiyya Revisited: The Meaning and Importance of Asabiyya
within Conditions Dominated by Formal Structures

Apan ) JSg Lte (pangS gl (A Amaanl) Loanl g e daseand) &0 Bl Sals |
Formel Yapilarin Etkin Oldugu Sartlarda Asabiyyet’in Mana ve Ehemmiyeti:
Asabiyyet Teorisinin Yeniden Degerlendirilmesi

Tahsin Gérgiin (istanbul 29 Mayis University)

Law and Ethics in Ibn Khaldun’s Classification of Islamic Sciences
Lyl agladl B (DAY g 08N ¢y galA () Ciiiial

ibn Haldun’un islami ilimler Tasnifinde Hukuk ve Ahlak
Abdulaziz Sachedina (George Mason University)

15:45 - 16:00 / Coffee Break
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Parallel Session 3: 16:00 - 17:45 / Mukaddime Hall
Asabiyyah, Power and City
Chair: Ramazan Aras {Ibn Haldun University)

On Civic Tribalism and the Death of City Text
Kentsel Kabilecilik ve Kent Metninin Oliimii Uzerine
Abdullah al-Bayyari (Arab Center for Research and Policy Studies, Doha/Jordan)

Armies as Tribes: On Postmodern Military Asabiyya and the Future of Civility
Ol Jifiaa g Ay Sl pand) o 1 HLES (i gaal) )
Kabile olarak Ordular: Postmodern Askeri Asabiyye ve Sivilligin Gelecegi Uzerine
Heba Raouf Ezzat (lbn Haldun University)

The Struggle for Prestige from Ibn Khaldun to Contemporary Sociology: A General Theory of
Diminishing Returns in Symbolic Power

Jasl 558l A il gad) el Aale Ayl ; jalaal) glaia¥l ale ) ¢ gald cpl G ASall Jal (e Jualll

ibn Haldun'dan Cagdas Sosyolojiye Prestij Miicadelesi: Sembolik iktidarin Azalan Verimine Dair
Genel Bir Teori

Raffaele Alberto Ventura (Groupe d’études géopolitiques Ecole Normale Supérieure de Paris)

Power and Urban Life: Reading the Historical Changes of Tehran and pre and post-1979 Tehran
from the Khaldunian Perspective

H9a jalala (ya VAV B gl dayg Jb ) gl Ady ) @l i) (B Be A 1Ay puiaadl Bl g 5 o)

Iktidar ve Kentsel Yasam: 1979 Devrimi Oncesi ve Sonrasinda Tahran’in Tarihsel Déniisiimiinii fbn
Halduncu Perspektiften Okumak

Mahmoud Farhadimahali (IRIB Research Center, Tehran)

Masoumeh Nasiripourkalayeh (Kharazmi University, Tehran)
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Parallel Session 4: 16:00 - 17:45 / Mesnevi Hall

Capital, Consumption and the Socio-Politics
Chair: Erik Ringmar {lbn Haldun University)

Ibn Khaldun and the Political
%,.\.uL,m1 bl g Al ol

Ibn Haldun ve Siyasal

Ali Aslan (lbn Haldun University)

Economy-Politics of Asabiyya: The Genealogy of Luxury and Violence in Khaldunian Thought
OgdA b die g8l g Ll ¢ Asaadl Adliu g dLal)

Asabiyetin Ekonomi-Politigi: [bn Hald{n da Liiks ve Siddetin Soykiitiigii

Kamuran Gokdag (Mardin Artuklu University)

The Relationship Between Asabiyya and Social Capital in the Contemporary Turkish Society
palaall (S ) adinall A olaia¥) Juall gul g Aspanl) ¢ A8Vl

Modern Donem Tiirkiye Toplumunda Asabiyet ve Sosyal Sermaye iliskisi

Mehmet Emin Babacan (Ibn Haldun University)

isa Yilmaz (Istanbul 29 Mayis University)

The Changing Face of the Art Market: A Khaldunian Approach
A9NA zgia t O (Fomd palall 4l

Sanat Piyasasinin Degisen Yiizii: Ibn Halduncu bir Yaklasim
Yosra Jarrar (Girne American University)
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Sunday

9:00 - 09:30 - Reception
Session 5: 09:30 -11:00 / Mukaddime Hall
Global Economy, Change and Sustainability

Chair: Yasin Aktay [Ankara Yildirim Beyazit University)

The Historical Logics of Global Modernity and its Future
W“WJu}dlaj1JﬂlﬁJm1 db.'\.d'l

Kiiresel Modernitenin Tarihsel Mantigi ve Gelecegi
Prasenjit Duara [Duke University)

Foreign Influences on Domestic Institutional Change
Al pansall juadl) o A A1 )l

Yurtici Kurumsal Degisime Yabanci Etkiler

Adeel Malik (Oxford University)

Seed Wars: How Corporations Manipulate Nature and Our Food Choices

Ulalads il bl g daadall g (g Sl S Hal) e DU G 200l g

Tohum Savaslari: Sirketler Dogay! ve Yiyecek Tercihlerimizi Nasil Manipiile Ediyor?
Ali Nizamuddin (University of Illinois)

11:00 - 11:15 / Coffee Break
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Session 6: 11:15 - 13:00 / Mukaddime Hall
Economic Philosophy, Islamic Finance, and Justice

Chair: Nihat Gimiis (Ibn Haldun University)

Risk Management and Risk Sharing in Islamic Finance
__,-ﬂ'JLuY'I Ja gatll gﬁ )}.‘.ll_in.n “.\.w&:_g JI:V;AJ'I 5

'slami Finansta Risk Yonetimi ve Risk Paylasimi
Rodney Wilson [Durham University)

Law and Justice in Ibn Khaldun’s Perspectives on Development: An Application to Islamic
Finance

2dgad bl o sail) sApaiill G gaA ol jghita e Allaadl g ¢ gl

ibn Haldun’un Kalkinmaya Yaklasiminda Hukuk ve Adalet: islami Finans Uzerine Bir
Uygulama

Habib Ahmed (Durham University)

'bn Khaldun's Economic Philosophy

LalaiBY) ¢ gald ol Adeald

ibn Haldun'un Iktisadi Felsefesi

Sabri Orman (Central-Bank of the Republic of Turkey)

Khaldunian Understanding of Economico-Legal Philosophy: A Living Mechanism for Civili-
zational Existence

gobaal) 3ol dga AlT 14, 0baBY )AL gila) AGlil 5 galdl) agdl)

ibn Halduncu bir iktisadf Hukuk Felsefesi Anlayisi: Medeniyetin Varliginin Yasam Mekaniz-
masi

Mohammad Zakaria (International Islamic University Malaysia)

13.00 - 14:00 / Lunch Break
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Parallel Session 7: 14.00 -15:45 / Mukaddime Hall

Islamic Finance, Regional Economics and Development
Chair: Vahdettin Isik (Ibn Haldun University)

Rethinking the Iltizam System as a Financing Tool for Urban Development

A eaad) Aaiill 49045 58 ) ) AT A a8l Bale)

Kentsel Kalkinma icin Bir Finansman Araci olarak Iltizam Sistemini Yeniden Diisiinmek
Yusuf Varti (lbn Haldun University)

Sustainable Development in the Viewpoint of Abdul Rahman Ibn Khaldun
QoS G Gan ll e BT Aga g (e dalisal) dpainl)

ibn Haldun Acisindan Siirdiiriilebilir Kalkinma

Mahdi Abdolhamid (Iran University of Science and Technology)

Amir Muhammad Esmaeili (Imam Sadiq University, Tehran)

An Attempt to Understand the Crisis of the Liberal Model by Employing Khaldunian Thought
gAY a8l Cab g e N pal) 73 galll da ) agdt Al glaa

ibn Haldun Diisiincesi Araciligiyla Liberal Modelin Krizini Anlamak

Mustapha Bekhouche (Biskra University)

Stock Markets and Financing Economic Growth
g lai®y) gall) Jagaig Cila gl

Borsalar ve Ekonomik Biiyiimenin Finansmani
Rasim Ozcan (Ibn Haldun University)
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Parallel Session 8: 14.00 -15:45 / Mesnevi Hall

Public Economy, Development and Morality

Chair: Faruk Yaslicimen {Ibn Haldun University)

Religious Roots of State Capacity across Nations
ol e Algall o jal Anal) ) 53adl

Uluslar Arasinda Devlet Kapasitesinin Dini Kokleri
Sadullah Yildirim (Ibn Haldun University)

Economic Development and Corruption in the Post-revolution Tunisia: Returning to the Khaldunian
Cycle

C9A ot Bsd A Bage B gl dag La Ada ja (B (i gi B dlaudl] g ApaluaiBy) daitl)

Devrim sonrast Tunus’ta Ekonomik Gelisme ve Yolsuzluk: ibn-Haldun’un Dairesine Déniis

Sofiane Bouhdiba (University of Tunis)

Analysis of the Concept of Fairness in the Islamic Economic System: Lessons for the Improvement of
Existing Economic Systems

Aailal) AgabatdY) alall) ] (ug ag i) s baiBY) AUAIN B Jand) o ggla Julas

islami Ekonomik Sistemde Adalet Kavraminin Analizi ve Mevcut Ekonomik Sistemlerin Gelistirilmesi
icin Cikarilacak Dersler

Seyed Ali Mohamad Najafi Farashah [Allameh Tabatabaei University, Tehran)

Mohammad Abdolhosseinzadeh (Allameh Tabatabaei University, Tehran)

Governance Structure of Microfinance Institutions: A Comparison of Models and Its Implication on
Social Impact and Poverty Reduction
Slaay) il o W il Naill cp 4 8a 1 al) i gall) sl Aas sl S

Al G aadlg
Mikrofinans Kurumlarinin Yénetisim Yapisi: Modellerin Karsilastirilmasi ve Sosyal Etki ve
Yoksullugun Azaltilmasi Uzerindeki Etkisi
Md Nazim Uddin (International Islamic University Malaysia)

15:45 - 16:00 / Coffee Break
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Governance Structure of Microfinance Institutions: A Comparison of Models and Its
Implication on social impact and poverty reduction

Md Nazim Uddin!
Hamdino Hamdan?
Nor Azizan Che Embi?
Salina Kassim?
Norma Bt Md Saad*

International Islamic University Malaysia
P.O. Box 10, 50728 Kuala Lumpur, Malaysia

Abstract

The purpose of this paper is to compare three different models of MFIs, namely
microfinance banks (MFB), Microcredit programme (MCP) and rural development scheme
(RDS), by focusing on their governance structures, and subsequently analyse their implications
on social impact and poverty reduction of the MFIs. Three MFIs, one from each model, will be
considered, using Bangladesh as the case study. Bangladesh is a country which is considered
to be a pioneer in providing micro-finance to the underprivileged people to improve their
entrepreneurial capacity. The objective of this study, to determine the relationship between
governance structure with social impact and poverty reduction of microfinance institutions
(MFIs). In methodology, the study relies on Porter’s Competitive Strategy Theory (1979). This
theory is based on the concept that five forces determine the competitive intensity and
attractiveness of a market which assesses five forces. Determine the attractiveness of a business
entity and affect its ability to serve its customers and make a profit. The study relies on
secondary data collected mainly from the annual reports of the three MFIs, and Microcredit
Regulatory Authority (MRA) report. This study aims to contribute towards better governance
practices of the MFIs given its strong implications on social responsibility, accountability,
transparency, financial performance, increasing their social impact and poverty reduction of
the MFTs. Findings of this study provide essential inputs on the way forward for the evolution
of microfinance, as framed by the global development discourse and subsequent public policy
choices. Overall, the study shows that only a limited number of variables influence the social

' Corresponding author. PhD Candidate, Department of Finance, International Islamic University Malaysia,
P.O. Box 10, 50728 Kuala Lumpur, Malaysia. (E-mail: nazim.uddin'@/live. iiwm.edy.n1y)

* Assistant Professor Department of Finance, Kulliyyah of Economics and Management Sciences, International
Islamic University Malaysia,(Email: hamdino(@iium.edu.mv)(Email: izanebbm@iium.edu.my)

? Associate Professor Institute of Islamic Banking and Finance, International Islamic University Malaysia .
(Email: ksalina(@ ifum.edu.my )

4 Professor, Kulliyyah Of Economics And Management Sciences, International Islamic University Malaysia.
(Email: normaleiium.edu.my )




impact and poverty reduction of an MFI. The limitation of the studied investment fund is that
it invests in expanding and mature MFI’s. So the results of this research can only be generalised
to expanding and mature MFI’s. The governance structure was recommended in the industry
guidelines and which are studied here are often not relevant concerning the social impact and
poverty reductions of MFIs. The approach to microfinance governance should be broadened
by focusing more on stakeholders and the decision making process in an MFL. Better social
responsibility and poverty reduction of the MFIs contribute positively to financial inclusion
through poverty alleviation, empowerment of the poor and better financial access, leading to
sustainable economic growth.

Keywords: governance structure, microfinance, social impact, microfinance banks, rural
development scheme, social responsibility and poverty reduction.

INTRODUCTION

Bangladesh presents a unique opportunity for studying specific detail aspects of
microfinance given a numerous and diversified model of microfinance existed in the country.
Ever since the start of microfinance in Bangladesh in 1978 through Grameen Bank, the
microfinance industry in the country has continued to expand and evolve rapidly. Bangladesh
has a most significant and most wide-ranging microfinance program in the world, with more
than 34.76 million active borrowers and BDT 1313.67 billion gross loan portfolio. This sector
manages BDT 771.80 billion worth of deposits from 39.48 million depositors who are often
referred to as members. The general network of six hundred fifty-five MFIs has provided to
access to financial service to 77% of the population. Moreover, according to the microfinance
regulatory board (MRA, 2017), conclusions are drawn from an analysis of the microfinance
social impact, poverty reduction and governance issues in Bangladesh can be generalised for
an entire industry.

One of the areas that are currently capturing the attention of the stakeholders is the
impact of commercialisation on the depth of social impact, as now there are three distinct
models of microfinance operating side-by-side in the country: the microfinance bank (MFB),
microcredit program (MCP) and rural development scheme (RDS). MCPs are mostly NGOs,
while MFBs are Banking institutions and RDS is Islamic microfinance system, wherein the
context of Bangladesh, are regulated by the central bank of Bangladesh, Credit and
Development Forum (CDF) and Microcredit Regulatory Authority (MRA). In essence, social
impact and poverty reduction are the primary goals for MFIs. However, it is activities to
provide credit to the poor (Hermes, Lensink, & Meesters, 2011) Many MFIs in the developing
countries have had limited achievements in cost efficiency, thus there is an excellent challenge
for the MFTIs to choose between social impact and poverty reduction (Baklouti, 2013 & Parvin
et al., 2018). Social impact and poverty reduction are considered as the benchmark of MFIs
performance (Baklouti, 2013). Yunus (2007) highlighted that a financially sustainable
institution could ensure long-term operation and service to society.

Similarly, in the context of MFIs, sustainable, efficient MFI can serve the social purpose
better than a bankrupt MFI and Several studies were conducted to investigate the impact of
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microcredit programs in different regions. However, there has been a little study conducted on
the MFIs’ financial sustainability. Additionally, several studies recently showed MFIs
declining financial performances, and this has brought the need of examining the efficiency of
MFIs (Wagner & Winkler, 2013; Azad, Masum, Munisamy, & Sharmin, 2016).

The Grameen Bank is the first model to introduce the idea of microcredit. This model
has been replicated by many other microfinance institutions (MFIs) such as the Self Help
Group (SHP), MFBs has also introduced some unique features in providing financial services
to the poor. Both types of model are popular and widely used in the country and even outside
of Bangladesh. Another popular model is RDS of IBBL which provides some services to the
poor according to the shariah principle. The RDS also replicates some of concepts of the
Grameen Model especially in Microfinance Banking (MFB) and NGO-MFTIs its operational
and lending methods although the models of operation and product of Islamic Microfinance
(IMF) are different.

This study analyses three models of MFIs in their governance structures and operational
aspects, and these have important implications particularly regarding how the MFIs deal with
their borrowers. The principles of conventional MFIs are different from Islamic MFIs in many
issues. The practice of interest is the most distinctive feature in conventional MFIs, whereas
the principle of profit loss sharing is the key feature of Islamic MFIs.

First, by presenting a thorough comparative analysis of MFIs, MFBs versus RDS.
Second, by analysing how organisational governance structure impacts institutional practices,
including client poverty reductions and social impact the institutional parameters of
transparency, reliability, and flexibility - especially relevant for microfinance (Parvin,
Mohiuddin, Hoque, & Su, 2018).

On the backdrop of these issues, this study aims to conduct a comprehensive analysis of
the three main models of microfinance, namely the MBF, MCP, and RDS, and subsequently
compare the operational structure and the services offered by the MFIs as well as their
functions. In particular, a comparison will be made in the financial performance of Grameen,
MFI, and RDS, covering their social impact and poverty reduction, management system,
financing, and financial performance. The review also covers the evolution of microfinance
and the regulatory environment in Bangladesh.

This study investigates the possible impact of governance structure attributes to
determine the attractiveness of a business entity and affects its ability to serve its customers
and make a profit, using microfinance institutions (MFIs) from Bangladesh. These paper results
show that MFB, MCPs hurt the financial performance of MFIs, and RDs have a positive effect
if it augmented by gender diversity in management. The rest of the paper organised as follows.
Sec.2 provides an overview of the extant literature on the governance of MFIs; Sect. 3 describes
the research methodology; Sect. 4 contains the analysis of the impact of governance structure
on MFI performance, and finally, Sect. Five comprises some concluding remarks.



LITERATURE REVIEW

In Bangladesh, microfinance becomes an essential industry as the country is considered
the origin of microfinance. The journey started with the concept of microcredit about four
decades ago with the noble idea of prof. M. Yunus through MFB. The industry is composed of
thousands of microfinance institutions (MFIs) that have been operating across the country
aimed at poverty alleviation through increasing income and productivity of the borrowers
(MRA, 2017). MFIs have covered about 60 per cent of the market. It is estimated that the
industry serves more than 30 million poor people where it employs about two hundred thousand
workers under different MFIs. Only eleven MFIs including MFB have 85 per cent of total
servings (around BD Tk 426.68 Billion) and 81 of an entire outstanding loan (around BD Tk.
771.80 billion ) of this microfinance sector (MRA, 2017). The authority is entitled to provide
a license, set limits and investigate the performance of MFIs regularly. It is relevant to know
the categorisation of MFIs, sources of funding and various models used by the MFIs in the

industry.

Table 1: Common Microfinance Client Segments and Characteristics

iii) Food deficit status:
Occasional to
chronic deficit

Target Characteristics of Each [Service Needs of the ommon Strategy

Beneficiary Segment Beneficiaries (financial Followed in

Segments End non-financial Bangladesh

ervices)

Hardcore poor  |i) Daily calorie intake: | Primarily savings services; | Skill training
(Extremely less than 1 800 Starts with food aid; skill | Saving services

poor or ultra- ii) Land ownership: less training; and minimal loans | A small amount of loan
poor) than 0.15 Acre Food aid and asset

transfer

Moderately Poor

i)  Daily calorie intake:
less than 2112

ii) Land ownership: less
than 0.5 Acre

Savings and credit
services;
Flexibility in services

desirable;

Savings and credit
services

loans); Access to market

iii) Food deficit status: Selective  productive
30-40% above skill training
the poverty line
Marginal farmers | i) Landownership: | Agricultural extension A limited number of
less than 1.5 acres,| services; NGOs is in these
i) Food deficit Selective training on non- markf-:t AeSENESAIE
status: break+ crop income generating WArEma. TfmiE.
S activities: families 1r.1(:luded in
’ regular microfinance
Savings and credit services. groups. Savings and
credit service
Small Farmers i) Landownership: | Agricultural extension A few NGOs are
less than 2.5 services; Training on involved; mainstream
acres. diversification in farming NGOs are yet to get
ii) Food deficit: and other areas and new involved in this
surplus farming technologies; market segment;
iii) Normally no- Savings and credit (more limited savings and
poor considerable and seasonal credit services.
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and farm inputs.

Microentrepreneu] Managed by  the Credit services Credit service
s owner; less than ten (substantially larger: similar to regular
employees. USD 500-10 000) microcredit with
It is p.artly linked with Busthioss larger loan size.
the mainstream market.
development

May possess capital
machinery.
Investment normally
higher than income
igenerating  activities;
Need more massive
loans.

services  including
access to market and
product
development.

Sources: (Alamgir, Hassan, & Dewan, 2010), Alamgir 2009; MIDAS and ICG (2004);
Wright and Alamgir (2004); McKennie and Rahman (2003)

Prominent Microfinance Models

The MFB (Grameen Model or Self-Help Group) is the first model to introduce the idea
of Microcredit. As noted earlier, this model has been replicated by many other MFIs. Along
with the concept of MFB, MCP has also introduced some unique features in providing financial
services to the poor. Both types of model are popular and widely used in the country and even
outside of Bangladesh. The third most popular model is RDS of IBBL which provides some
services to the poor according to the shariah principle. The RDS also replicates some of the
concepts of the MFB Model especially in its operational and lending methods although the
models of operation and product of Islamic Microfinance are different.

Microfinance Banking (MFB) model

Also known as the microfinance Banking model, the operation of this model based on a
group-based credit approach. It targets the poorest of the poor. This group structure provides
mutual support of its members and encourages group with strict discipline, allowing the
borrowers to maintain good credit status and ensuring repayment in time. The system works
based on trust. There is no written contract between MFB, and its borrowers 87 per cent of its
members are women, and bank claims a loan recovery rate 99 per cent. Besides these things,
MFB believes that charity is not an answer to poverty.

Yunus (2007) also emphasised to enlarge tools and services of financing that benefit the
poor. Their outcomes and impacts were supposed to be carefully deliberated by institutions and
system which work on development and poverty alleviation. As of now, MFB has 2568
branches in operation with nearby 9 million borrowers borrower through overall 93.15 per cent
repayment rate.

Yunus (2008) says “microcredit is supposed to describe loans offered with no collateral
to support income geniting business aimed at lifting the poor out of poverty. He further suggests
that the microcredit summit campaign which is a database of all microcredit programs should
include only one type (poverty fighting) programs because only these contribute to the
campaign’s goal of using microcredit to help to eliminate poverty.



Indeed, microfinance’s wide-reaching identification can be attributed to Muhammad
Yunus, founder of MFB in Bangladesh. In 2006, the Nobel prize for peace was awarded to
Muhammad Yunus and the MFB in the 1970s as an effort to address the multi-dimensional
aspects of poverty. In the Nobel honorary reception, Professor Yunus says “I strongly believe
that we can create hunger and poverty-free world if we collectively believe in it. In a poverty-
free will be the world and the only place would be able to see poverty is in the poverty
museums”. As he believed that “the poor have an entrepreneurial drive and well equipped with
survival skills that let them turn out a successful micro-entrepreneurs.” These views of Yunus
were further supported by Engler (2009).

More importantly, microfinance is a financial movement that tries to serve the poor
because they are not capable of offering sufficient collateral. The traditional Banks and other
financial institutions generally do not consider them creditworthy, but Muhammad Yunus, the
founder of the MFB Bangladesh, proved that the poor are creditworthy and bankable. Indicates
that credit will not be a new practice to the weakest members of the society as most of them
borrow either from friends, relatives or local moneylenders. The UN Millennium project (2005)
suggests that “microfinance is one of the practical development strategies, approaches that
should be implemented, supported to attain the bold ambition of reducing world poverty by
half.” In light of the MFB model, the next sub-section examines how conventional
microfinance is operational in Bangladesh.

Micro Credit Programme Model

Since 1974, the micro-credit programme (MCP) started its credit operation which now
becomes one of the largest MFIs, regarding loan coverage and clients. Its lending approach is
almost similar to the MFB. Like many other MFIs, it has the goal which is to alleviate poverty
through empowerment.

Bangladesh with its 42 % people living below poverty line and 8.5% living in absolute
poverty is suffering from acute rural-urban economic disparity and illiteracy, lack of proper
health and sanitation facilities. The country's economy undoubtedly an agrarian one with the
vast majority are living in village or rural areas. The agriculture sector and handicrafts are
unable to provide any further scope for employment resulting in the influx of rural population
towards urban areas. Stagnant agriculture and small industries characterise rural areas. Now
Underemployment and unemployment is a regular phenomenon, especially in rural areas. The
vast human resources (HRM) have remained unutilized due to some lack such as (education,
training, funding, and concerted efforts ) to help grow the rural economy.

MFIs have undertaken many holistic approaches to alleviate poverty. The ‘credit plus’ is
one of the methods through which borrowers enjoy the quality inputs, training and necessary
support in marketing their products. Another approach is “Microloans” (Dabi), ranges from
US$100-US$1,000, given to the borrowers. This type of loan usually disbursed for undertaking
different income generating activities including fishing farm, poultry, livestock, fruit and
vegetable cultivation, handicraft and other rural business. The loan repayment method is now
more flexible that supports borrowers to repay their instalments is the monthly basis or weekly



basis. From an economic viewpoint, this arrangement is cost effective for the institution also
(Amin & Author, 2011).

Another poverty alleviation scheme of MFIs-NGO is named as 'Progoti loan' (i.e.,
'Progressive loan') ranges from US$1,000- US$ 10,000 that covers both male and female
entrepreneurs. Indeed, these entrepreneurs are non-bankable and not qualified to receive a loan
from the commercial bank for their small enterprises like grocery shops and small scale
manufacturing farms (Amin & Author, 2011).MFIs-NGOs initiates a new step to reach out to
the ultra-poor (who are suffering from chronic extreme poverty) and to help them in achieving
the socio-economic developmental goal. The target population selected for providing them
with various supports such as asset grant, skill training, healthcare service. Also, MFIs-NGOs
forms village poverty reduction community to supervise and monitor the overall activities of
the target group. Once the ultra-poor members have completed their assigned work in two-year
grant phase, then they are allowed to join in the mainstream development program of MFIs-
NGOs, and they enjoy wide ranges of financial services along with health care, human rights,
and legal aids. (Amin & Author, 2011).

Rural Development Scheme (RDS)

Islamic microfinance a scheme in the name and style of Rural Development Scheme'
(RDS) first introduced to the investment needs of the agriculture sector and rural sector to
create an opportunity for a generation of employment and raising the income of the rural people
to alleviate poverty. In 1992, MFIs-NGOs introduced the Rural Development Program (RDP)
mainly for the poverty alleviation in a rural area. The program is designed in a way to improve
health condition and to provide mass education among the rural poor. The RDP has two wings,
namely, income and employment generating a program for enhancing social development. Not
only that, but the program also provides microcredit along with other support such as training
facilities, raw material or input supplies and product marketing. These services are confined to
only six particular sub-sectors, namely, fisheries, livestock, poultry, vegetable cultivation,
sericulture, and social forestry.

In 1995, the Rural Development Scheme (RDS) established for ensuring equity, justice
and employment opportunity for the rural people. The scheme is designed in a way to meet the
investment needs of rural people, particularly in the agricultural sector. It supports them to get
rid of poverty and to become self-reliant. It emphasises both farming and off-farming activities
that not only create jobs but also enhance their incomes (Obaidullah, 2008).

Until now, the scheme is considered one of the largest Islamic Microfinance programs
across the country (Chowdhury, 2007). According to a study, only 7% of 1 million borrowers
have access to financial services in Bangladesh (Bhuiya, 2006). This small group of borrowers
has a better chance to receive Islamic Microfinance services from RDS not only due to its
flexible terms and conditions of the loan but also due to low charge for a loan amount
(Obaidullah, 2008).

The RDS maintains a mandatory savings provision where each member deposits Tk.10
per week under Mudarabah savings account. In case of urgency, the members are allowed to
withdraw their accumulated savings if they are not indebted to the RDS. In addition to this
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saving arrangement, each member is required to contribute a minimum of Tk. 2.00 per week
which deposited as Mudarabah savings account under the name of the respective centre. By
this, a pool saving created which is later used as Microinsurance to cover the unexpected loss
of the borrowers due to their accidents or sudden natural disasters (Islami Bank Bangladesh
Limited, 2016).

The Bai-muajjal is the only mode of financing currently practised by RDS. Some other
potential modes of financing like Mudharabah, [jarah, and Bai-salam are yet to adopt (Islami
Bank Bangladesh Limited, 2016). The individual group member requests for the financing in
around eight weeks of the membership and the initial loan that he or she can get ranged between
Tk. 8000-10,000 to until Tk. 30,000. Upon successful repayment of this category of loan, the
members are then eligible to apply for a higher loan which is ranged between Tk.30,000 to
Tk.200,000 under Microenterprise Investment Scheme (MEIS). Regardless of the type of loan,
group members are required to pay off their total debts (principal amount with profit) in 44
equal instalments every week ((IBBL), 2016 &Parvin et al., 2018).

The RDS emphasises on moral and spiritual aspects of the group members. These are
implemented through various programs, for instance, a lesson on the social and religious
responsibility to lead the lives in the Islamic way. Not only that, it inculcates many moral
lessons among the members, a few of those are leaning life honestly, performing good deeds,
abiding by the law and abstaining from illegal work, self-reliance, working for prosperity,
health consciousness, seeking knowledge through education. (Islami Bank Bangladesh
Limited, 2016). Table 02 1: Islamic Micro-finance Conceptual Model to achieve SDG

l Islamic microfinance Instruments
: v ¥ y
Profit & loss Non-profit & Islamic social Charity based
sharing loss sharing enterprise based financing
financing financing financing ¥

v - ¥
Mudaraba ~ (Trade || Murabaha (Cost - Awqaf based - Masque based
financing) plus markup) financing financing
Musharaka (Equity | | Jjara wigtina - Quard of - Direct charity
Participation) (Lease financing) Hashanah based financing
Musugat  (Orchard Bai’salam (Benevolent
financing) (Forward contract) | | loan) l
Muzar’ah (Share of -
harvest) l Through different trustee boards and

¥ autonomous bodies received funds as
Through Islamic commercial banks and Sadaqa, Awqaf, and Zakat
Islamic microfinance institutions i

A 4

Economic development, environmental sustainability and social inclusion by
creating employment opportunity, spreading knowledge and skills, making self-
dependent, protecting from adverse effects

Figure 1: Islamic Micro-finance Conceptual Model to achieve SDG



RESEARCH METHODS

The principal of Porter's competitive strategy theory (1979) explains as to why it is
incentive compatible for comparison, to design a pay structure for model and workers that
partially based on performance. If it were possible to design a complete and comprehensive
contract that covers future periods in a costless fashion, it would deem the competitive strategy
theory redundant in providing a role for corporate governance structure and social impact.

According to (Momanyi, Ragama, & Kibati, 2018), it explains how the study
conceptualised, how data would be collected and analysed. Hence it does not only provide the
philosophical basis for the study but also the practical roadmap. This study adopted a causal
research design. The design was adopted because the study conceptualised in such a way that
one thing causes another, such as good governance practices causing the social impact and
poverty reduction of the industry. Total 655 members of MRI. However, some institutions did
not have available data while others were in the Grameen Bank, MCP, and RDS with
microfinance divisions.

This study used secondary data, different techniques and approaches to data processing,
analysis and presentation were applied. The techniques and approaches determined by the type
of data collected. The analysis was mainly through descriptive statistics and inferential
statistics.

This study focuses on the importance of governance structure such as social impact and
poverty reduction ownership structure, CEO (manager) and director (board member)
remuneration, board structure (size and composition), auditing, information.

Majority of MFIs operate as non-profit organisations and are often accountable to
multiple entities some of whom may not even fall under the traditional definition of a principal.
While some competitive donor strategy requires transparent and stringent governance
mechanisms, others require a nominal level of governance; most of the MFIs fall somewhere
in between. On the other hand, many MFIs may also have internal motivation for highlighting
an organisation with well-functioning governance to attract more funding by demonstrating
their success. While the majority of the MFIs registered as Non-Governmental Organizations
(NGOs), a large number of MFIs registered as commercial banks, cooperatives, credit unions,
nonbank financial institutions, or rural banks. MFIs depend on their donors for funds and the
donors depend on MFI’s for reputation and to some extent attaining their social goals (Hasan
et al., 2018).

This study investigates the possible impact of governance structure attributes to
determine the attractiveness of a business entity and affects its ability to serve its customers
and make a profit, using microfinance institutions (MFIs) from Bangladesh. These results show
that MFB, MCPs hurt the financial performance of MFIs, and RDs have a positive impact if it
is augmented by gender diversity in management.



Conceptual framework

Table 3: Conceptual framework

Corporate governance .- Social impact
Financial Accountability \
1

Poverty reduction

Financial Transparency -

Independent Variable Dependent Variable

DATA ANALYSIS AND INTERPRETATION

The above discussion on three selected MFIs reveals that each of the institutions has a
certain way of dealing with their borrowers. The principles of conventional MFIs are different
from Islamic MFIs in many aspects. The practice of interest is the most distinctive feature in
conventional MFIs whereas the principle of profit loss sharing is the key feature of Islamic
MFIs. The following Table 4 presents the fundamental differences among the three MFIs under
study.

Table 4: Microcredit Regulatory Authority (MRA) June -2017

Particulars Member | Borrowers | Amount of | Amount of Loan
(Million) | (Million) loan Deposit | disbursement
outstanding | outstanding | (Tk. Billion)
(Tk. (Tk.
Billion) Billion)
Microcredit regulatory 299 25.98 583.82 216.71 1045.78
Authority (MRA)
Grameen Bank 7.14 7.14 134.58 191.02 207.85
Government NGO and 1.52 1.12 24.2 11.23 29.66
others
Government Bank and 0.92 0.52 29.4 7792 30.38
commercial Bank
Total 39.48 34.76 771.80 426.68 1313.67

Before starting the discussion on microfinance institutions and their contributions to
attainting social impact and poverty alleviation, this scenario is microfinance institutions in
Bangladesh. Bangladesh is leading in microfinance institutions .it has a large number of NGOs
that are involved in giving collateral -free credit to the poor and ultra-poor people. By providing
microcredit, these NGOs have been able to reduce poverty in millions of families through a
generation of own-orientated employment over the last couple of years. Microfinance
institutions in Bangladesh gained pace after establishing the microcredit regulatory authority
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in 2006. The microfinance development in Bangladesh in recent years is summarised in table
04. From table 04, although the number member, borrowers, amount of loan outstanding,
amount of deposit outstanding, loan disbursement in June 2017. Table 5 below shows more
detailed information as regards to MFB (Grameen Model), MFIs (Microcredit model) and RDS

in IBBL show in the following table.

Table 5. Features of Three Microfinance Programs

land.

Program Microfinance Microfinance Rural development
Features Banking institutions scheme
Membership Minimum half of an | Day  labour  is | Must have at least
Criteria acre of  land. | working for a wage | half acre of land.
Members  selected | and has a maximum | Members are selected
through a means test. | of half an acre of | with a strict means

test.

Group Features

Five members in a
group and five to
eight groups (25-40
members) constitute
a centre.

30-40 members form
a village organisation
(VO), Vos is split
into solidarity groups
for men and women.

Five members in a
group and 2 to 6
groups constitute a
centre.

Group Meeting Weekly are meeting | Weekly are meeting | Weekly are meeting
of groups. of solidarity groups. | of groups.
Regulation of | Group members are | Group approach is | Group members are
Services responsible for | not compulsory morally responsible
repayment. and religiously
motivated
Funding Self-funding NGOs, Donors | From IBBL, charity,
supply the funds IBBL Foundation
Saving Compulsory IS | Compulsory is | Compulsory is a
Mobilization saving of Taka one | saving of Taka two | weekly saving of
per week. per week. Tk.10.

training s between
15-30 days. Leased
skills-based training

ranged between 3-6
months  substantial
skills-based training.

Credit  Delivery | Group liability acts | Group liability acts | Group liability acts as

Mechanism as social collateral | as social collateral | social collateral
where 50-week | where 50-week | where 44-week
instalment of the | instalment of the loan | instalment of the loan
loan

Target Group Mainly poor women | Poor households Poor women through

family

Type of loan Small and medium- | Small loans for short | Small and medium-
size loan duration size loan

Training Duration was of | Duration of training | Not provided

Source: Grameen Bank, Microcredit Regulatory Authority (MRA) & RDS in IBBL.
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The study focuses on the success and failure factors MFB Grameen Model, MFIs and
RDS in IBBL. In their comparative analysis, we show that the overall governance structure of
RDS is relatively better than the rest others regarding growth, repayment rate, charging fees,
operational efficiency, accountability, and transparency. For example, the annual growth rate
of RDS is 12.57 per cent while this rate is around 7 per cent in the case of both MFB and MFTIs.
The RDS is relatively new in the Microfinance Industry in Bangladesh compare with MFB and
MFIs. However, the scheme is getting popular among the borrowers who have the firm belief
in Islamic morals and values.

Microfinance Banking Model

Grameen Bank: The capital structure of the Grameen Bank is unique, that is, similar to that of
a commercial bank, which currently social impact is a total number of branches 2568. Number
of members 8.93 million, active borrowers 7.23 million, number of active borrowers per branch
end of the years 2814. Moreover, number loan officers 11922, women member is 96.65 per
cent and average loan balance per borrower BDT 19,977 in 2017. This structure has been
possible due to its legal coverage as a bank to raise savings as well as additional permission
from the government to offer various savings services. The deposits of the bank come from
members’ savings (various short and long-term deposits), deposits of staff members and
deposits from other sources. No other MFI in the country has such legal basis, an array of
savings services as well as dependence on deposits to finance microfinance operations. That s,
Return on equity( ROE) IS 17.09% was last year, but it is not constant. Moreover, operating
self-sufficiency (OSS) and financial self-sufficiency(FSS) is 106.92% and 103.42%.
Additional insights can be obtained from Table 9 below which provides a comparative sheet
of Grameen Bank for 2013 to 2017 [Grameen Bank 2017]. That is, the bank is financed from
internally generated resources. Grameen Bank has benefited enormously from its legal position
compared to other MFIs, being the only MFI legally able to offer long-term savings products
to its members and to take savings from the public. Besides, not many MFIs give the poor
people access to their savings and pay good interest on savings other than Grameen Bank.

Table 9: Comparative sheet of Grameen Bank

Social Impact

particulars 2013 2014 2015 2016 2017

1 | Number of branches 2,567 2,568 2,568 2,568 2,568

2 | Number of members (In 8.54 8.64 8.81 8.90 8.93
millions)

3 | Number of active 6.74 7.03 7.18 7.29 723
borrowers (In millions)

4 | Number of active 2,625 2,739 2,796 2,837 2,814
borrowers per branch
(year-end)

5 | Number of loan officers 12,826 12,800 12,734 12,279 11,922

6 | Percent of women 96.21% | 96.26% | 96.51% | 96.54% | 96.65%
members

7 | Average loan balance per 12.522 12,438 13,427 16,230 19,997
borrower (Taka)

12




Poverty reductions
1 | Return on equity (ROE) 13.65% | 4.15% 022% | 11.82% | 17.09%
2 | Operating self-sufficiency | 105.15% | 101.53% | 100.08% | 104.53% | 106.92%
(OSS)
3 | Financial self-sufficiency 99.59% | 96.51% | 95.80% | 101.23% | 103.42%
(FSS)

Source: Grameen Bank Annual Reports for various years

Commercial Banks: The formal Banking sector comprises four categories of organisations:
the state-owned banks (nationalised commercial banks (NCBs)) namely Sonali, Agrani, Janata,
and Rupali Banks; six specialised; private banks; and foreign (commercial) banks. Following
the success of Grameen Bank, the four NCBs and two agricultural banks started to offer local
microcredit by replicating group-based management technology, in addition to their small
loans for agricultural as well as other purposes. Invariably all such group-based programs
managed directly by the bank staff members have collapsed with huge default of loans.
Currently, NCBs have largely abandoned lending to group-based small loan programs but have
maintained their original individual loan operations. Commercial banks, state-owned and
private, are offering ‘wholesale loans’ to MFIs at interest rates varying between 10-15%. The

exception is IBBL, which has sizeable retail microfinance operations as described below in this
paper.
Rural Development scheme (RDS) in Bangladesh

Total rural development scheme clients in the whole world are approximately 1 million, more
than half of them are in Bangladesh, and over 80 per cent of them are involved in Bangladesh,
Indonesia, and Afghanistan. Islamic microfinance market comprises of 6 Islamic banks, 20
small Islamic microfinance institutions (IMFIs) and Islamic microfinance program of a
conventional MFI. Association of Muslim Welfare Agencies in Bangladesh (AMWAB) works
as a wholesale fund provider to a limited scale(Uddin, 2018). Islamic banks are regulated by
Bangladesh Bank, Central Bank of Bangladesh while Islamic microfinance institutions (IMFIs)
have licenses from Micro Credit Regulatory Authority (MRA), the watchdog of microfinance
in Bangladesh. Islami Bank Bangladesh Limited (IBBL), the first Islamic bank in South Asia
is the largest provider of Islamic microfinance in Bangladesh accounting for 78.84 per cent
share of Islamic microfinance market (Nabi et al. Uddin,2018). Islamic microfinance
institutions in Bangladesh usually use deferred-payment sales (bay mu'ajjal) mode of financing
that is facing a massive competition with conventional NGO from Table 10: Scenario of Islamic

Microfinance in Bangladesh (2017).
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Table 10: Scenario of Islamic Microfinance in Bangladesh (2017)

[Provider of IMF Number of | Yearly Loan Outstanding of
Clients(Mil | disbursement( | [,oan ( BDT in
lion) BDT in Billion) Billion)

[slami Bank Bangladesh Limited 0.947 29.92 20.80

Al Arafah Islamic Bank Limited 0.050 3.52 0.66

First Security Islami Bank Limited | 0.004 0.10 0.08

Social Islamic Bank Limited 0.0007 0.01 0.01

[slamic NGOs/ MFIs( 20)* 0.220 4.17 237

Conventional NGO with Islamic | 0.005 0.23 0.03

Microfinance (1)*

Total 1.70 37.95 24.36

Source: (i) Respective Islamic banks, (ii) Association of Muslim Welfare
Associations Bangladesh (AMWAB) and (iii) TMSS- Only conventional NGO

with Islamic microfinance program. * Provisional data

The social impact of Rural Development Scheme up to 2017

Islami Bank Bangladesh Limited launched its journey of Rural Development

Scheme in 1995. In the meantime, 350+ branches of the bank have been performing their

activities of the scheme in their respective areas. About 18, 615 villages have been covered

by the scheme were 9, 47,305 members have been involved. The members have been

provided investment facilities an amount of BDT 1, 30,445.12 million having outstanding
BDT 20,798.82 million where members saving is BDT 6,490. The recovery rate of the
scheme is approximately 99.59% Table 3: Performance of Rural Development Scheme in

Bangladesh
Table 11: Social impact of Rural Development Scheme June 2017
SI. | Area of performance No. & Volume/ Amount
01 No. of Branches handling the scheme [350+
02 | No. of Villages 18,615
03 No. of members 9,47,305
04 Cumulative disbursement BDT(Million)130445.12
05 Current Outstanding BDT(Million)20798.82
06 Members savings BDT(Million) 6890
07 Share in IBBL’S total investment 3.64%
08 Rate of Recovery 99%
09 No. of women members 85%

Islami Bank Bangladesh Limited is offering a vast dimension in Investment arena for

RDS throughout the country. The investment and saving scenario of IBBL that have been
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increasing day by day since launching the scheme. This increased investment
phenomenon is contributing a lot to the up economic gradation of the poor- trodden people
of the country.

Microfinance Model

The capital structure of the NGO is unique, that is, similar to that of a non-banking financial
institution, which currently social impact is some branches 17,120. Number of members 29.9
million, active borrowers 24.85 million, number of employees 139526 .moreover Loan
Disbursement 1045.78 billion, Amount of Loan Outstanding 583.62 billion, Agri Loan
Disbursement 408.87 billion, Agri Loan Outstanding 354.00 billion, Amount of Savings
216.71, Loan Recovery 876.85 billion in 2017. This structure has been possible due to its legal
coverage as an MFIs-NGO to raise savings as well as additional permission from the
government to offer various savings services. The deposits of the MFIs -NGO come from
members’ savings (various short and long-term deposits), deposits of staff members and
deposits from other sources. No other MFI in the country has such legal basis, an array of

savings services as well as dependence on deposits to finance microfinance operations.

Table 12: Microfinance sector of Bangladesh (Basic Activities)

[Particulars une, June, June, |[June, June, June,
2012 2013 2014 2015 2016 2017

No. of Licensed NGO- MFIs590 649 742 753 758 655
(Provided valid data)

No of Branches 17,977 |14,674 14,730 (15,609 (16,284 {17,120
No. of Employees 108,654 110,734 (109,628 (110,781 (127,820 139526
No. of Clients (Million) 24.64 [24.60 [25.11 [26.00 R7.79 9.9
Total borrowers (Million) 19.31 (19.27 (19.42 R0.35 [P23.28 [4.85

Loan Disbursement (Tk. Billion) 456.02 432.28 462.00 |634.00 [787.00 |1045.78
Agri Loan Disbursement (Tk. Billion)110.84 |131.98 [155.73 266.25 [353.00 [408.87

Amount of Loan Outstanding (Tk.211.32 257.01 [282.20 [352.41 1459.37 [583.62
Billion)
Agri Loan Outstanding (Tk. Billion) 66.71 [89.05 |115.77 (147.60 285.00 [354.00

Amount of Savings (Tk.Billion) 75.25 ©93.99 (106.99 (13541 |171.19 R16.71

Loan Recovery (Tk. Billion) 314.11 [375.07 447.89 [522.47 (773 876.85
Recovery Rate 97.74 97.69 [95.64 1[96.02 95.9 96.5
Data Source: MRA-MIS 2017 and Authors.
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Empirical Studies on MFB, MFI, RDS

In the study Badan Kredit Kecamatan (BKK), Kredit Usaha Rakyat Kecil (KURK or
credit for activities of the poor in East Java), Bank Rakyat Indonesia (BRI) in Indonesia,
Regional Rural Banks in India, Grameen Bank in Bangladesh, BRAC, Thana Resource
Development & Employment Programme (TRDEP) in Bangladesh and Primary Thrift and
Credit Co-operative Society (PTCCS) in Sri Lanka. It shows that borrowers’ income always
increases due to their participation in outreach and governance.

Khandker (2005) focuses on the MFB, MFI, and RDs and shows that households who
are poor in landholding and have formal education tend to participate more in the program, and
microfinance program is much useful in reducing extreme poverty than moderate poverty.
Besides, the welfare effect of the program's participation is also positive for all households,
including non-participants due to the spillover effects.

While studying the case of MFI and MFB in Bangladesh, confirm that the borrower's
income is significantly related to certain variables, i.e., land holding size, total yearly
employment, amount of loan, days suffered from morbidities; the number of times loan taken,
family labour; length of membership and length of training. Moreover, regression analysis
shows that three variables such as family labour positively relate the income of the NGO
beneficiaries, the days worked in a year and land holding size, which the factor days are holding
size, while the factor days suffered from morbidities impacted negatively.

It was that NGO membership length, times, and a loan taken has no impact on their
income rather than an increase in the amount of land asset, employment, family labour and
reducing morbidities enhance family income. These findings are posing the question on the
actual contribution of MFIs towards poverty alleviation through to economic development.
However, few others exhibit the positive effect of MFIs on poverty alleviation in the long run.

Some others show that both MFB and MFI are contributing to the poverty alleviation by
adopting different approaches. Grameen Bank (GB) provides a loan to the group members and
this supply of capital used for agricultural and non-agricultural activities which generate more
income and thus help increase consumption in the long run. Due to the difference of the
repayment system, BRAC's member enjoys much flexibility than GB's member. That is why
to increase income and consumption; it takes a more extended period in the case of GB
comparing to NGO. The study finding demonstrates that NGO is efficiently utilising its
resources than GB. Hence, MFIs-NGO is comparatively ahead of poverty alleviation; however,
if the institution does not find a way to improve its economic performance, its action will not
be sustainable in the long run. For MFB, they suggest that it needs to increase the training for
its members and to exploit other sectors of self-employment.

Ahmed (2008) makes the differences between MFB and RDS concerning their programs
and operations. The study focuses on institutional aspects in Microfinance operation with the
help of secondary data. It identifies a few limitations of GB, for instance, not to give loans to
the landless or hardcore poor people, make excessive profit margin which is 54.95% compared
with other businesses like retailers, manufacturers and commercial banking where their profit
margins are 15%-25%, 10%- 15% and 14%-16%, respectively. In contrast, the rate of return
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(lending cost of the borrowers) of RDS is only 10% against its various investment schemes.
Also, it introduces a 2.5% rebate on timely repayment of the loan. Besides, RDS provides
special cash fund to the borrowers during the time of natural calamities. It has been shown that
25% of GB's borrowers are inclined to switch the program to RDS due to the high rate of
interest and the extra pressure of weekly repayment system.

An indebt analysis shows that RDS has the lowest lending or investment rate (i.e., 10%),
the highest growth rate (i.e., 12.57%) and the lowest dropout rate (i.e., 5°/0) and the highest
loan repayment rate (99%) among MFIs and MFB. The study focuses more on the operational
aspects of RDS where it argues that field officers do not follow any harsh rule during the
collection of outstanding instalments. Besides, due to a natural disaster or other uncertainty,
affected borrowers enjoy special rebate or wave of some instalments until their financial
recoveries (Parvin et al., 2018).

Bhuiyan et al. (2011) in their study focus on the impact of microcredit on the household
income of MFB and RDS. It reveals that the microcredit contributed positively to the income
level of the borrowers of both MFIs; however, the average monthly income of RDS's
households is higher than that of MFB's households. Besides, households from both institutions
have successfully been able to increase their income levels by more than 50%. However, the
RDS borrowers utilise the loan amount more effectively than others. Furthermore, 42% of GB's
respondents and 31.8% of RDS’s respondents used to spend their loan amount for consumption
purpose. These findings are quite astounding because borrowers’ incomes are increasing in one
hand and their loan amounts are being spent on consumption purposes or unproductive actives
on the other hand. Nevertheless, the study confirms the substantial and significant positive
relationship among demographic, socio-economic factors with a total household income of
both MFB and RDS. It is recommended that both intuitions should emphasise on income
generating activities, a supply of sufficient loan, increase the period of instalment of payment,
provide necessary training, and above all utilise the Zakat and Qardhasan institution for
strengthening the poverty alleviation in Bangladesh.

Another study mentions a few other challenges of RDS such as sponsorships
investments, resources, and mechanisms, lack of understanding in differentiating interest and
profit. Can lead to failure of the scheme. Besides, many borrowing in another most critical
challenge for MFIs, also, it is hazardous for the clients who get trapped on the various debts
and fall under permanent poverty cycles. Therefore, the problems of fund inadequacy must be
resolved for the practical result of MFIs.

The social impact and poverty reduction of the Microfinance Program

The findings of social impact and poverty reduction studies vary from the nature and
context of the MFIs. Some studies find strong pieces of evidence on the social impact and
poverty reduction of the Microfinance Institutions (MFIs) on Poverty alleviation while few
others also observe some flaws of the MFIs which are the impediments to the poverty
reduction. The different results may also due to the inadequacies of the research designs and
inappropriate research techniques. It studies fail to meet the appropriate research should
include more rigorous statistical analysis with proper research methodology: the social impact
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and poverty reduction regarding selecting a sample, location, and the control research
framework (Morduch, 1998). Thus, the findings of the social impact and poverty reduction of
particular MFIs not only depend on the proper research design and technique, but it also
depends on the location, time and other factors.

In Bangladesh, numerous studies conducted in Microfinance which have found a
positive impact on improving borrowers' capacity to generate income, and also help to enhance
their households incomes, fixed assets, net working capital, spending on food and medical
facilities and children's schooling. These studies mostly observe the impact of Microfinance
program on household incomes and assets only. However, the weakness of these studies is not
to address the effectiveness of the program.

MFIs impacts positively as the participants can afford health care and even to educate
their children up to a higher level. Hence, the program makes the participants both physically
and economically active which are the necessary conditions for poverty alleviation. In another
study, it shows that MFIs can also build up the dignity and the self-confidence among the
participants.t also impact positively on their loan repayment performances and sustainable
incomes.

The MFIs are social impact and poverty reduction particularly in a place or area where it
is tough to get a loan from the NGO financial institution, and the rate of interest is high. Hence,
MFTIs are designed in such a way that the borrowers have easy access to a loan with a low rate
of interest. For instance, 5 per cent of the total participants of both MFB and MFIs-NGO get
rid of poverty annually. Moreover, the MFIs are found thriving in an environment where loans
are sanctioned to those who have entrepreneurial skills. It is found that 42 per cent of the total
of GB's members has successfully been able to cross the poverty line.

A study on MFB, MFIs-NGO, and RDs confirm the usefulness of MFIs regarding
reaching the poor. However, the programs are found social impact and poverty reduction in
reaching the hardcore or vulnerable poor (Amin & Author, 2011). Similarly, BRAC's MFI has
a positive impact on human well-being, schooling of children and the survival rate of group
members. Khandker (2005), in his subsequent research, demonstrates that MFIs is adequately
addressing the issue of poverty as the program facilitates the individual borrowers and
households to enhance their incomes, health care, nutrition, empowerment, and education.
Thus, they get rid of poverty and hunger and move on to a higher standard of living.
Nevertheless, measuring the outreach and sustainability of MFIs would be more appropriate if
some other factors such as interest rate, loan size and use of loan were included in the studies.

RDS is becoming accessible and useful because of practising moral and spiritual values
among the group members and the field staff. It leads borrower to generate higher income,
saving, reduction of production cost and family expenditure. MFIs have a crucial role in
upgrading the livelihood of rural inhabitants. He suggests that even with the assistance of MFTs,
the agricultural sector can be developed where rural people mostly rely on their jobs. Some
factors such as technological advancement, infrastructural development, and fair market
arrangement can change the agricultural sector, and MFIs have a pivotal role to play.
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The poor are hardworking and innovative, so they need decent options to apply their
skills and qualifications in conducting businesses. Although in some cases MFIs are charging
high-interest rate compare with the conventional financial institution, the borrowers used to get
loans and maintain good repayment performances which lead them to success in various petty
businesses.

The author applies qualitative and quantitative analysis to justify the efficiency of
Microfinance operations. The result indicates that MFIs has a positive effect on borrowers
(those who have joined the program for at least three years) regarding household incomes and
expenditures. Also, borrowers have been able to intersect the extreme poverty line, but they
are yet to cross the moderates poverty line. Besides, the MFI has created employment
opportunities to enhance the income levels of the borrowers. However, the impact of the
program on the borrowers' savings and the conditions of dwelling houses are found
insignificant.

CONCLUSION

This study finds that the pressure to earn commercial profits has weakened the poverty
alleviation agenda for most MFBs and MFIs. RDs, in comparison, appear more committed to
their social mission. Part of the reason is that MFIs are operationally more flexible and can
keep their operational costs low, thanks to fewer regulatory requirements, which allows them
to expand outreach to more indigent clients, who are in general more expensive from the
institutional point of view. However, the findings also suggest that the distinctions between the
two institution types are in no small extent policy driven.

MFIs have become more committed to achieving financial sustainability. It has meant
that most MCPs and MFBs now target the less poor or even the non-poor; most MFBs and
some MFIs do not lend to start-ups. At least one MFI asks its borrowers to pay a few days
ahead of the actual due date so that repayment rates can look good, and most MFBs have
stepped up lending against gold — a clear departure from the original non-collateralized
microfinance model.

The study finds RDs, a zero interest based MFI, to be the sector’s clearest outlier. It
mainly seeks social change and poverty alleviation and has little interest in becoming
commercially viable. However, there are other institutions the poverty alleviation agenda takes
precedence over finding financial returns.
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