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1 Introduction
Microcredit, which was first introduced in rural Bangladesh by Grameen Bank in 1970s, overcame major

failures of conventional agricultural credit for small and marginal farmers provided by governmental
financial institutions or cooperatives. These were characterized by: low repayment rates (less than 40%),
loss of financial sustainability, and the inaccurate targeting of credit to wealthier farmers. Therefore, a large
number of empirical studies have focused on the effectiveness of group lending and/or other strategies in
order to keep the high repayment rates [Besley et al, 1995], [Conning, 1999], [Gine, 2006], [Kono, 2006],
[Shoji, 2007], the impact of microfinance on reducing poverty amongst borrowers and, the financial
sustainability of microfinance institutions. Thanks to methodological developments, the impact of the
evaluation of microfinance on poverty reduction has also been developed using randomized control tests.
However, most of the impact evaluations measure this aspect and so little research has focused on social
structures or norms: a substantial amount of financial inflow into rural areas should, one would think, affect
the social relationships in the village, including those between borrowers and non-borrowers of
microfinance®. Thus this paper tries to fill the gap in research by examining the changes wrought by
microfinance on social networks and, on rural households in Bangladesh. This is based on a unique survey

of a whole village, which covers both the borrower and, the non-borrower.

For a long time, many research papers have stated that one of the biggest outstanding agendas for
microfinance is its outreach. The poorest villagers are excluded by “peer monitoring” from microfinance
programmes, because of their low creditworthiness. Based on this assumption, | set a working hypothesis
that microfinance programs may have increased gap between the villagers who can and cannot borrow
thereby weakening the relationship between the two groups. Contrary to this hypothesis, however, the
common belief that the poorest cannot access microfinance was not true, at least in my research village and
the surrounding area. Rather, the poorer people had access to microfinance and borrowed more. Is this then,
a good indication that more people reap a benefit from microfinance? It seems not. Most of the poorest
borrowers are heavily indebted and borrow from many sources to make repayments, often to other

institutions.

1 One exceptional study focuses on social network is Banerjee et al [2012], examining how participation in
a microfinance program diffuses through social networks
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What is worth noting however is that most of the poorest borrowers manage to make weekly repayments by
borrowing from informal sources, such as relatives or friends. It was also observed that a borrower without
a connection to the major financial network in the village fell into default. Such was the strengthening of
the financial transaction network through microfinance, and, then converted into the subordinate-superior

relationships.

This paper proceeds as follows: section 2 will explain the details of data; section 3 will present findings
from research evidence that the poorest households in my village tended to borrow microfinance more
often; section 4 will discuss the social network analysis and section 5 will include some concluding

remarks.

2 Data

2.1 Village and basic data

This paper is based on data collected during a month-long field survey in a village (gram)? located in
Netrokona District of Bangladesh, in 2008. In this village, three of the biggest microfinance institutions in
Bangladesh, Grameen Bank, BRAC and ASA, operate a microfinance program. Though they also provide a
saving service but most of them are compulsory savings deducted from the disbursement of loans and
mainly function as insurance in case of the borrower’s death or defaults. The members of microfinance
schemes are rarely able to withdraw from the saving account and indeed, only a few respondents are even
aware they have their own savings account. Thus, in this paper, I mainly focus on the credit service of

microfinance.

My research survey consisted of interviews in the branch offices of microfinance institutions and a full
census that collected data on all households in the villages. Some households in my research village
borrowed microfinance provided by another village, and in doing so, they borrowed microfinance from six

branches of the three institutions in total

The household census gathered demographic and economic information and detailed information related to
borrowing from the microfinance programme from every household. There were a total number of 144
households in the village. Of these the 144 households, the heads of 7 households were away from the
village for migrant work, and thus, either his wife or his son responded to the interview on his behalf. Most
importantly, these individual surveys also included a module that collected social network data along two

dimensions, including names of friends or relatives from whom the respondent would borrow money and

2 Gram, I call it as “village” in this paper, should not be considered as an administrative village, but as one
entity composed of a few natural villages, which is called as “shomaj” or “para”. It does not have an
administrative body nor head, but everyone can tell what the borders are, and inside and outside of the
gram.
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from who the respondent gets advice, as described in section 4 in more detail.

2.2 Characteristics of the Research Village
This paper is based on in-depth research of one selected village. Therefore, at first, | would like to state the

representativeness and specialty of my research village to generalize my findings.

The research village is a typical Bangladesh village in regard to basic information, such as its demographic
characteristics for example, its population and its density, and, its education level. On the other hand, it is
categorized as a relatively poor village, with a relatively high rate of landless villagers and located on the
border of local administrative segment (Upazila), and under the circumstances its informal social network
is of great importance. Another point to note here, is that the village is composed on one shomaj (see
footnote 2) and all the households are Muslim. This could be a problem with regard to generalizability, but
the dynamic in which the village integrates as one unity of community and has a border which divides

inside and outside the community, presents an ideal situation to analyze the closed network within that

society.
3 Observations from Field Research
3.1 Income levels of Households

As with other villages in Bangladesh, the most important income source for villagers is agriculture, and a
source of wealth which connects deeply to the agricultural land. Indeed, even if some households are
mainly engaging in work other than agriculture and they do not cultivate their own land, they still in most
cases, own agricultural land, which is a very important income source: in my research village, there are no

high-income households without any land.

While | have collected detailed income data, such as regular income, current assets, land ownership and
structures of houses and family composition, it is still difficult to know the income level accurately. This is
mainly because it is difficult to denominate agricultural output into currencies and most of income
fluctuates, thus it is difficult for villagers to report their average monthly or yearly income. Against this
backdrop, | at first then, divided the population into five classes, taking into consideration the above
mentioned data. After that, | made a correction based on a discussion with a social leader (who is known as
“matabor”) in the village. Specifically, the poorest 12 households were extracted as extreme poor
households, out of which 3 households are lonely elder and widows, who are not capable of working,
getting their daily meal from other households every day. The other 9 households are headed by widows or
elders with more than 6 children/elders. This definition sounds arbitrary but actually, such families typically
live near the local market without composing bari®, or one with many children which allows us to clearly

distinguish them from other households. | call these, 12 households as extreme poor households in this

® In Bangladesh, most households establish bari based on paternal families. Usually, 5-10 houses are built
around courtyard and one cannot see into bari from public road. ?
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paper.
Table 1 shows relationships between the household income level and ownership of agricultural land. This

shows the strong relationship between land ownership and income level, with the correlation of more than

0.7, portrays the villager’s appreciation to ownership of agricultural land.

Table 1 Land Distribution and Income Level

Land Property No. of Poor «+ Income Level —Rich
(decimal =1/100 acre) | Households 1 2 3 4 5 6
251- 5 2 2 1
201-250 4 1 2 1
151-200 12 2 10
101-150 9 1 7 1
51-100 20 6 14
1-50 41 8 21 11 1
0 53 12 25 15 1
Total 144 12 33 43 38 16 2

Source: Field Research in 2008

3.2 Credit Deepening

In previous researches, group lending or the weekly amortization system has been thought as the
mechanism used to exclude high risk villagers without assets and/or regular income from the microfinance
programme and it is key factor: the high repayment rate. While some studies using quantitative analyses
cast doubt on the effectiveness of group lending on a high repayment rate, the effective exclusion
mechanism of poor households is still thought to be critical for microfinance institutions to keep the high
repayment rate. Such explanations have been supported by empirical studies and so the outreach to the
poorest households is considered as major challenge of microfinance [Armendariz and Morduch

2005:Chapter4]. However, my field research painted a totally different picture.

First, in my research village, poorer household borrowed more from the microfinance programme. Besides
the 3 extremely poor households, who were not capable of earning money or food by themselves, 8 out of 9
extreme poor households had access to microfinance. Detailed profiles of the extreme poor are described in

table 2 below.
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Table 2 Usage of Microfinance (MF) by Extreme Poor Households

(Currency: in Taka)

Total No. of MF with | Borrowing Other
ota
Income Source | Family | outstanding from Financial Purpose of MF
ncome
Member loan MF(*) Source
Construction 2000 from Consumption
2000 7 2 8000 )
Works Cooperative | Repay to other loans
50000 from | Invest for business
Tea Shop n/a 7 3 27000 )
multi-sources | Repay to other loans
Agricultural Invest for business
3000 4 2 27000 - )
Worker Medical Treatment
Non-Agricultural Consumption
4000 6 1 10000 - )
Worker Invest for rikshaw
Non-Agricultural .
8000 13 1 9000 - Invest for livestock
Worker
Rikshaw Puller 7500 12 1 8000 - Consumption
Rikshaw Puller 4000 8 1 5000 - Invest for rikshaw
Rikshaw Puller Local Money
3500 8 - -
Lender

Source: Field Research in 2008

(*) Total amount of disbursed loan which is not yet fully repaid.

What is important is that most of the extreme poor households borrow from the microfinance programme,
and the loan amount seems to be more than they can fully repay.” Provided that there were 60 borrowers of
microfinance within the research village, and its average amount of borrowing was 8051 Bangladesh Taka
(with standard deviation of 10284 Bangladesh Taka, excluding one outlier), the borrowing by extreme poor
households is relatively high. Moreover, it is noteworthy that out of 8 borrowers from microfinance above,
only 2 households fell into default but the other 6 households managed to make a weekly installment. Even
taking into consideration a margin of error in data collection, they should not have enough income for their
daily requirement. Still, they can make this weekly installment, depending on help from the informal

network, with relatives, friends or in some very rare cases, local money lenders®.

* For example, the head of the household listed on the top of the table is a woman. The household got
agricultural land worth 30 decimal by redeeming pawn known as bondok and relent it to a sharecropper
with 50% of production as the land rent. She borrows 18000 taka from Grameen bank and BRAC in total
and they are used for repayment to other loans and daily consumption. Facing trouble in paying back to the
microfinance programme, she changed her name and borrowed another 8000 taka from other branch of
Grameen Bank. Still facing difficulty, she is now borrowing from a cooperative (shamiti).

> It was reported that the local money lender, imposing a high interest rate, declined in the past 10 years.
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In moving on to the case of wealthier classes now, | found that the tendency of usage of microfinance
differs from those previously discussed: the poorest households utilize the credit for daily consumption or
repayment to other loans but slightly wealthier classes invest for movable assets. For example, rikshaws,
three-wheeled passenger carts pulled by one man, or livestock, such as cows and goats, since these are
regarded as capital for production and/or savings or insurance at the same time. Wealthier members of the
village than this utilize microfinance for redeeming pawn to acquire agricultural land (bondok) or for
investing in commercial business and only few utilize credit for the purpose of coping with exogenous
shocks. This group said that they would like to avoid borrowing from microfinance institutions, since the
weekly repayments do not fit with their daily cash flow. Such was the investment pattern that this may
suggest that the poverty gap and the initial income level determine the productivity of microfinance to

some extent. Though, such a tendency could not be tested statistically due to data limitation.

One reason why it has been believed that the poorest households cannot gain access to the microfinance
programme, is that the outstanding loan amount has been often used as proxy of borrower’s income level.
According to Morduch [2007, p.21], the proxy is supported by statistical test, but this is at least, not the

story of my research village.

It is also true that there are geographically or culturally isolated areas in Bangladesh such as the char areas,
known for riverine sand and silt landmasses, and often as such areas are very poor regions. Thus, in such
isolated area, and mainly because of transaction cost for microfinance institutions, there are still barriers to
microfinance, but we need to be aware that the credit constraint is mainly because of the transportation cost
to the microfinance institution. As far as my research village goes, all the villagers have accessibility to the
microfinance programme, only three widows or elders does not have access but for such households the

social security programme is required rather than credit.

4 Network Analysis

As discussed above, many of borrowers face difficulty in making weekly repayments, and sometimes they
over borrow more than they can fully pay back on schedule by themselves. Still, most of them repay on
each due date without delay. There seems to exist, informal financial transaction networks and this works as
a social safety net. In Bangladesh villages, people often lend and borrow money as a daily routine, many of
payments take place in small shops in these village are sales on credit, and sometimes villagers establish
cooperative known as shamiti to facilitate flexible financial transactions. Indeed, the use of these daily
financial networks with relatives and friends work as social safety networks. Such is the nature of this
financial transaction that it does not usually take explicit interest. Jain et al [2003] theoretical empirical
study argues that in villages where microfinance institutions conduct their programmes that this increases
information on financial transactions. In this section, | would like to reveal the financial transactions
between villagers which act as a social safety net, by applying a social network analysis. In other words,

where the microfinance is based on such an informal social network, this is what support poor households
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with a heavy debt burden.

4.1 Network Measurement Concerns and Choices

A first question is whether we should consider the individual or the household as the unit of analysis. In our
case, because microfinance membership is limited to one member per household and borrowing decisions
are often made at the household level, the household is the correct conceptual unit. For a similar reason in
that the transaction of a substantial amount of money is managed by the male, my research focused on the

network of head of families and most of them are in fact male.

Second, | basically consider the relation as a directed graph, which means that the direction of the network
is important, since in many cases the relationship between the borrower and lender is not equivalent. If one
regards network as a mode for information diffusion, the existence of the network tie itself is important and

not the direction.

Third, we treat the networks as closed societies even though there exists relations across villages, though |
did allow respondents to nominate anyone outside the village as well. The villages appear to have relatively
few cross-ties (cross-marriages are rare) and the villages are mostly geographically well-separated, so this
does not appear to be a major concern. Besides, the integration of the society as a unit entity allowed me to
consider the network as closed one.

My interview included names of friends or relatives from whom the respondent would borrow money and
from whom the respondent gets advice. This study is based on the social network data from all the
households in the village. Missing parts of the network data may become critical and bias may arise, since
sometimes even very few households act as an important role as a bridge between some cliques in the
village. Thus, the complete census of the village enabled me to draw a rounded picture within the village,

without only 2 households, who declined to answer such very private information.

4.2 Conceptual Framework

In this section, I raise up the concept of centrality in social network analysis. Various kinds of centrality are
defined for each node (household in this context) and they denote the importance or significance in social
network in each dimension. The most familiar centralities are “degree centrality”, “closeness centrality”
and “betweenness centrality”. The figure below is a visualized virtual network. If it denotes the financial

transaction network, the household “A” answered that he/she borrows money from households “D”.
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Figure 1  Virtual Network Sociogram

Table 3 Centralities of the Virtual Network

A B C D E F
0 0 04 | 04 | 04 | 04

Closeness Centrality 0 0 [063| 05| 05 |0.63
0 0 [015| 0.7 0 |0.15

Degree Centrality

Betweenness Centrality

In the financial or reliable network, actors who are chosen may have influence or power upon the actors
who chose. Degree, in directed data denotes the number of actors who chose it, divided and divided by the
possible largest degree. In this virtual network, degree centrality of D is 0.4.°

Second, closeness centrality is focusing of the distance from each of the actors. The distance can be
measured by smallest necessary steps they need to get via directed data through the backward direction. For
instance, distance from E to A is 3 since E need to pass C and D to reach A, on the other hand distance from
Ato E is defined as 0 since it cannot be reached from A to E through backward direction. Intuitively, the
closeness can also be understood as power or significance against each actor since the influence by E to D

is inferior to one by C to D. In other words, the closer relationship denotes higher influence.

Another concept of centrality is betweenness centrality. It denotes importance as connecter of network. For
example, in the virtual network, D has high betweenness centrality since if C, E and F contact A and B,
they must do so by way of D. As shown in the table, significance of centrality of each actor in the virtual
network differs based on each centrality.

4.3 Network Characteristics for financial transaction in the research village
Each centrality of the research village is summarized in the following table. The table 4 includes top 5
households in each type of centrality. The figures appear on the first line denotes household no. of the

survey. According to centralities, one household (household no. 75) denotes prominent centralities in all

6 Rigor explanation of concept of centralities can be gotten from textbooks for social network
analysis such as Jackson [2010].

415



The 24th JASID Annual Conference, 2013 24

aspects.

Table 4 Centralities of Financial Network in the research village
(Unit : 1/1000)

1 18 | 35 | 56 | 62 | 66 | 75

Degree Centrality 56 | 56 49 63 | 56 | 70 | 252
Closeness Centrality 92 | 13 | 120 | 74 | 65 | 87 | 365
Betweenness Centrality 18 | 73 72 57 | 74 | 94 | 373

Source: Field Research in 2008

It shows that the financial transaction network seems to be a typical star network with concentration on
household no.75. To reduce the complicated network into a simple structure to see the high rank in the
hierarchy, I introduced a typical algorithm which reduced household with zero degree (who was not chosen
by anyone) and make a smaller network repeatedly. By the algorithm, the reduced network graph is
described, which clearly shows the relationships between households of high rank in hierarchy as follows:

Figure 2 Reduced Financial Network Graph of the Research Village

75

ONO

34

Source: Field Research in 2008
Moreover, “input domain” of a household signifies the number of other households which can be reached

through the backward direction. The input domain of household no.75 is 96 out of 144 households,

equivalent to more than 70% households, although household G has prominence i in the network there is
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another clique headed by household no.1, whose input domain is 29. Household no.75 is a businessman

who established a grain threshing mill and which has become successful in the last 10 years.

In continuing now, | will move to the reliability of the network of the research village. The interview
question was to ask the person who you rely on or you ask for advice when you face trouble. Table 5 shows

the centralities of reliance network with the core households with 5 highest centralities.

Table 5 Centralities of Reliance Network in the Research Village
(Unit : 1/1000)

1 10 18 34 35 75 134

Degree Centrality 97 49 98 63 49 189 91
Closeness Centrality 271 139 139 69 139 283 88
Betweenness Centrality 130 47 195 95 43 293 109

Source: Field Research in 2008

Head of the household no.18 is traditional matabor, who works for the community as such works in the
reconciliatory role of conciliation and arbitration, when there are conflicts between villagers. Head of the
household no.134 is a deputy for the local administrational unit (Union), representing 3 villages and one of
leading households. Before the field survey, it was supposed that those politically important households
show the most prominent centrality; however, household no.75 still shows the most prominent centralities.

4.4 Discussion

In reflecting these facts now to understand the real situation, the extreme poor households with a heavy
debt burden face trouble in weekly repayments when without support from an informal network. Such is
the nature of the informal financial network in the research village that it is based on two cliques headed by
a prominent head of network. In fact, one of the defaulted household was out of this network, but other
extreme poor families are included in this network headed by household no. 75 or 1. What is important to
understand here is that such an economic dependency by poor families is converted into the psychological

dependency as well.

Thus, there remains another important question that why such local elite in the society support households
who face trouble in repaying the microfinance institutions. Indeed, because they never impose an interest
rate if they lend money to other villagers, the question seems to be more curious. One explanation is the
Islamic norm that encourages rich people to support the poor, but such an explanation does not explain why
poor households need to borrow money from microfinance in the first place. If they can borrow money
without interest payments, one would think that they would prefer to borrow from the local elite first.
Another explanation is the existence of interlinked credit-labour or credit-product contracts in agriculture.

The premium for borrowing may be embedded in a daily transaction.
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5 Conclusion
My field research has made two main contributions to understand how microfinance is incorporated into

village and its social network.

First, at least in my research village, extreme poor households have access to microfinance. The
outstanding loan amount seems not to become a proxy for a borrower’s income level nor his or her
creditworthiness, if the household borrow money to pay back to other loans. Besides, in such cases, the

households seems to have few chances to improve their lives.

Second, poor households deepen their dependency on social security networks through daily transactions of
money. The superior in the network succeed in sustaining the long term relationships by administering to
the short term needs of poor households. This can be seen as an example of “adverse incorporation”, which
means the short-sighted action in getting social security by poor households, which in turn immobilizes the

hierarchy within the society as was stated by Hickey et al [2007].

Most of this paper is based on an observational study based taken from an in-depth study of one village.
Further quantitative study with rigorous econometric proofing is required to generalize the findings or to

discover whether it is the story of other villages.
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