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Abstract


Discussions about microfinance and the extreme poor in Bangladesh have been one of extremes. Up until about the early 1990s, the term ‘poorest of the poor’ was an important component of the microfinance lingo. In the recent years however, the pendulum has swung the other way, with most experts arguing that microfinance largely does not reach the extreme poor, and some experts arguing that microfinance in general is not for the extreme poor. However, these views are predominantly derived from a homogeneous and static notion of (extreme) poverty, and a particular way of defining the role, scope, and future of microfinance. 

The point of departure for this research is that microfinance engagements of the extreme poor are complex and strategic in ways that are different from that of other poverty groups. Participation in itself tends to be less stable, but more importantly, interlinked with non-financial factors that constitute the overall survival and coping strategies of the extreme poor. Appearances can thus be deceptive and digging deeper becomes very important. In this research, I intend to explore in detail the complexities of microfinance engagements of the extreme poor so that we can better define the role and scope of microfinance in the overall development strategy for addressing extreme poverty. 

This paper is a first exercise in this exploration. Based on a few case studies, I intend to highlight a number of themes that emerge as important in understanding the nuances of microfinance engagements of the extreme poor. The next step will be to develop possible testable hypotheses from these themes that will be explored in the second stage of the research. 

I.
Introduction: The Extreme Poor and Microfinance  

Mainstream development programmes, such as microfinance, largely leave out the extreme poor. This was one of the important starting points behind BRAC’s new programme targeted at the ultra poor, called ‘Challenging the Frontiers of Poverty Reduction/Targeting the Ultra Poor’ or CFPR/TUP for short. The targeting followed a two stage process—the first was a Participatory Wealth Ranking (PWR) exercise and the second stage was a household survey of all the households that were ranked in the bottom two wealth categories (PWR extreme poor, hereafter). The household survey used a simple questionnaire that collected information on the targeting variables consisting of five inclusion and three exclusion indicators
. A preliminarily selected household had to qualify through all the three exclusion indicators and at least three of the five inclusion indicators (selected extreme poor, hereafter).    

Among the three exclusion indicators was one pertaining to household’s borrowing from microfinance institution, i.e. if the household is a current borrower of any microfinance institution, the household would not qualify. We thought that given our assumption of microfinance and its coverage of the extreme poor, there would not be many among the extreme poor who would be excluded due to the microfinance exclusion indicator. 

We were surprised: among the households who were PWR extreme poor; almost a quarter had current microfinance borrowing. Of them, more than three quarters fulfilled at least three of the inclusion criteria. This of course varied a lot across space, and at times, even between villages within a union. In one region, we had to stop the targeting process, as we could not find adequate number of the extreme poor mostly due to the microfinance exclusion criterion. 

This experience from the TUP programme targeting is one reason for being suspicious of the conventional assumption of microfinance outreach to the extreme poor. In another study on IGVGD, a nationwide programme also targeted at the very vulnerable and the poorest, I also found that there were a significant proportion of VGD cardholders who were borrowing from microfinance institutions prior to obtaining a VGD card (Matin, 2003; Matin and Hulme, 2003). This also suggests that the microfinance participation of the extreme poor is quite significant and probably underestimated. 

There are very few studies focusing on microfinance and the extreme poor, especially on impacts. Ultimately, this is what the key is—if microfinance is benefiting the extreme poor, it makes sense to focus on those who are not being able to participate. The study by Sen (2001) uses a three-year panel data to examine the changes that had taken place some key variables in the extreme poor microfinance households. This study uses very useful microfinance participation categories: regular participants, occasional participants and non-participants. 

The general finding is that among the extreme poor, the regular participating households do register important improvements, while the change is negligible for the occasionally participating households and not significantly different between them and non-participating households. Yet, about 43% of the microfinance participating households among the extreme poor were occasional participants who were not really benefiting much from their microfinance participation. Excluding microfinance participants from a programme targeted at the extreme poor, such as CFPR/TUP, then becomes less clear and justifiable as a policy. 

The main aim if this research project of which this paper is a first step output, is to explore these nuances of microfinance engagements of the extreme poor, so that we can better define and design the role and scope of microfinance in the overall development strategy for addressing extreme poverty. In this paper, based on a few case studies carried out on extreme poor microfinance participants, I intend to highlight a number of themes that emerge as commonly important. The next step will be to develop possible testable hypotheses from these themes that will be explored in the second stage of the research. 

II.
Methodology

We piggybacked on the CFPR/TUP targeting information for the case studies. As identifying the extreme poor was already done quite successfully in the CFPR/TUP programme (Matin and Halder, 2003), we selected two CFPR/TUP area offices—one from Kurigram, a region where microfinance penetration is relatively low, and the other from Jamalpur, a region where the microfinance penetration is relatively high
. Both rank high in terms of food insecurity. We then asked the CFPR/TUP staff who were involved in targeting to select ten PWR extreme poor households who they considered ‘really’ extreme poor but could not be considered for the programme due to their microfinance engagements
. We carried out detailed case studies on these households exploring various aspects of their microfinance experience. The emphasis was on understanding the decision-making processes, and the turning points pertaining to their microfinance engagements.

III.
Emerging Highlights from Case Studies

NGOs as new patrons

We have high level connections. If you join our samities, you can access different types of relief assistance.

NGO-MFI staff of a national NGO in a samity setup meeting

Microfinance is not necessarily the main reason why the extreme poor join NGO-MFIs. Neither do NGO-MFIs emphasize microfinance when recruiting members. Luring members with promises of access to relief assistance is not uncommon, especially in poorer areas. As the most extensive safety net programme of the Government, the VGD programme has very strong relationships with NGO-MFIs, it creates a strong perception among the community members that NGOs are important players in government patronage distribution. We came across remarks such as, ‘I joined because to get VGD card, you have to do samity’. NGO-MFIs who do not have direct relationship to programmes such as VGD also take advantage of this community perception to attract clients. 

Questions for further exploration: 

· What are the supply side incentives of NGO-MFIs?

·  Why do they seem to be unconcerned about taking on clients who may be too poor to be able to use credit? 

·  How do community people perceive the relationship between NGOs and government assistance? 

· How is this perception used by NGOs in its field management?

Crisis and MFI participation

Yes, timing is important—but we poor people do not have any control over timing-- how can you have control over timing when you are at the receiving end? You just have to try all sources you can manage to have access to.

You never know what may happen. Taking loan was not the idea, but it is good to have an option to do so if the need arises. But these samities are loan samities and if you do not want to take loans one after the other, they do not want you. 

Crisis events that almost always create a sudden demand for cash appear to play an important role in MFI engagement decisions of the extreme poor. Social networks play a crucial function here in determining the ease with which MFI engagements can be used as a response to crisis situations. Relationships with existing members, who are powerful and act as agents of the NGO staff can be very important not only to ease entry but also to accelerate loan disbursement. The extreme poor appeared to be more likely to have access to and more comfortable in using such networks compared to the relatively better off. 

Questions for further exploration: 

· How are the social networks used? 

· Who are excluded? 

· What are the direct and implicit costs?

More moving around and not returning

Single MFI participation was extremely uncommon among the extreme poor. So was multiple MFI participation. However, hopping from one to another seemed to be an important pattern. Another characteristic was long term dropouts who had participated but had not rejoined since. 

The table below is from another study (Matin and Cortijo, 2003) that used a relative poverty assessment tool developed by IFPRI for CGAP. This tool is based on according a poverty score for each household using principal component analysis. If we compare various MFI participation categories, we get a picture like the one shown below.

Comparison Between Various Microfinance Participation Groups
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The pattern that emerges suggest that for the poorer population, (1) participating in the past but not currently, and (2) never participating but are interested in participating, are more predominant forms of microfinance engagements of the extreme poor. We can map the conclusion emerging about broad MFI participation dynamics and poverty groups into a diagram. 

MFI Participation Dynamics and Poverty: The Emerging Pattern
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Questions for further exploration: This is clearly an important area for this research. Microfinance participation dynamics of the extreme poor has major implications for microfinance products and services, and ways we approach the problem of microfinance inclusion that are useful for the extreme poor. We plan to collect detailed quantitative information on ever MFI participation and explore causes of different types of turning point decisions through in-depth case studies.  

Local players more popular

Local MFIs, usually operating within a few unions appeared to be more popular among the extreme poor because of local staff but also because they were more understanding with loan installments. Small, local MFIs have been observed to have somewhat better poverty outreach performance compared to the larger national MFIs in some studies (Sen, 2001). But this could also be because most of the newer entrants are local players who probably found it difficult to compete within the existing market segments. 

Questions for further exploration: 

· What is the competition dynamics between incumbents and entrants?

·  Has the poverty outreach of microfinance become deeper over time? 

· If so why?

·  Is this sustainable engagement or short-term opportunism? 

Appearances can be deceptive

The member to borrower ratio, according to one study for the extreme poor in microfinance is 1:0.60 while the average Bangladesh microfinance standard is about 1:0.80 i.e. the extreme poor tend to be less intensive borrowers (RED, 2003). 

More interestingly, the loan use pattern reveals the complexity of their microfinance engagements. On lending mostly on interest and participating as pure intermediaries often for close family members in order to secure support, are some of the more complex investments that the extreme poor make with microloans. Monetary returns on these investments are often in the form of the savings installments that accumulate in the name of the member. 

Questions for further exploration: 

· Why does the market for such exchanges exist? 

· What are mechanisms through which such exchanges are governed? 

Location matters

This particular theme emerged from the baseline survey results of the CFPR/TUP programme (RED, 2003). 

	Variables
	Mainpost
	Outpost
	

	% of HHs reporting outstanding debt
	33%
	26%
	***

	% of NGO borrowings 
	20%
	11%
	***

	% of in kind borrowing of all borrowing
	15%
	29%
	***

	% of HHs reporting ever NGO participation
	14%
	8%
	***

	% of with interest loans of all non NGO cash borrowings
	63%
	75%
	**


BRAC covers each upazilla by mainpost and outpost area offices. The outpost areas offices have been introduced to cover relatively remote regions within an upazilla. A comparison between the two in terms of financial market participation of the extreme poor show the extent of financial market participation defined by percentage of households reporting outstanding financial transaction at the time of survey, is higher in mainpost areas than it the outpost. This is true for both NGO and non-NGO loans. Ever NGO participation among the extreme poor is also lower in outpost areas compared to the mainpost areas. We also find that in kind borrowing among the extreme poor living in outpost areas is more prevalent than their counterparts living in the mainpost areas. Though with interest cash loans appear to be the dominant form of financial transaction in the informal financial market for the extreme poor in general, it is more prevalent in outpost areas compared to the mainpost.

Definitions may not be simple and binary

It was quite easy and straightforward for BRAC Head Office to lay down the condition not take any household that has active microfinance members into the CFPR/TUP programme. The reality of microfinance engagements of the extreme poor however is much more complex. For instance, how to categorize someone who borrowed once three years ago upon the insistence of the landowner of the land she is living on, to whom she passed on the loan and who subsequently defaulted? How to categorize someone who claims that she has dropped out from a NGO-MFI while the NGO-MFI records show that she is still a member owing a small amount of money? How to categorize someone who is a long-term defaulter and does not seem that she would be able to repay in the foreseeable future? How to deal with someone who is a irregular borrower and borrowing mostly to maintain her credit lines open so that she can use it when in trouble?  

For the sake of operational simplicity anyone who had any relationship with any NGO-MFI was excluded. But, such complexities in MFI engagement of the extreme poor will need to be explored well and understood rather than assumed, if we are to critically understand and define the role and scope of microfinance in the overall development strategy for addressing extreme poverty. 
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� The five inclusion criteria of which at least three had to be satisfied were: (1) No physically able adult male in the household, (2) Household owns less than 10 decimals of land including homestead, (3) Household has no productive asset beside the homestead land, (4) Household has to send children of school going age for labour instead of school, and (5) Women works outside homestead. The three exclusion criteria of which all were binding were: (1) No current loan from microfinance institutions, (2) Not receiving benefits from Government programmes, such as RMP, FFW, VGD, Asrayan, etc. Old Age Pension and Widow Allowance were exempted, (3) At least one physically able women in household.   


� This is based on a thana-level microfinance penetration data (Zohir and Matin, 2003). 


� This was actually quite easy for the CFPR/TUP targeting staff to identify. Many were very emotionally involved with the targeting process and felt unhappy that they could not include these households in the programme.  
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