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Abstract: Bangladesh is a pioneer and home of conceptualizing microfinance program. It has taken so many programs to 

reduce poverty and bring about socio-economic changes in the rural community. Since 1993, Muslim Aid UK, Bangladesh 

(MAB) is working with poor vulnerable people to improve their socioeconomic status through delivering interest-free 

microfinance in Bangladesh. This study is, therefore, aims to examine the economic impact of MAB microfinance program on 

borrowers’ household income and consumption expenditure. Towards the achievement of its objectives, this study used 

descriptive and statistical techniques. To assess the impacts, primary data were collected from 95 borrowers from Chittagong 

district of Bangladesh. The simple random sampling method was followed to select the borrowers’. Multiple Linear Regression 

model were used to analyze the data. The findings revealed that MAB borrower’s income and consumption expenditure 

increased after receiving the microfinance loan. Based on the results, the findings also revealed that amount of loan, loan 

sufficiency and religiosity had the most significant effect on income. In case of consumption expenditure, the amount of loan, 

tenure and loan sufficiency shown the significant effect. 
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1. Introduction 

Microfinance is an economic development approach that 

involves providing financial services, through institutions, to 

low-income clients, where the market fails to provide 

appropriate services. According to [1], microfinance is “The 

provision of small loans to help the poor and their families 

engage in production activities or develop microenterprises.” 

The services provided by the Microfinance Institutions (MFIs) 

include credit saving and insurance services. Several 

microfinance institutions also provide social intermediation 

services such as training and education, organizational support, 

health and skills in line with their development objectives. 

Though, the microfinance came as a revolutionary 

approach to eradicating poverty in the poor society but it is 

still insufficient in many aspects to reduce the overall poverty 

level in Bangladesh [2]. The population of Bangladesh living 

the poverty line stands at 31.5 percent in 2010 [3]. According 

to [4], 40% of the populations are poor in terms of income 

poverty. Therefore, evidence shows that conventional MFIs 

do not fulfill the demand for the microfinance and their 

interest rates are very high [2, 5]. 

Among more than seven hundred microfinance institutions at 

present working in Bangladesh [6], the UK-based NGO 

“Muslim Aid Bangladesh (MAB)” is the first microfinance 

program in Bangladesh which is working for the poor people to 

reduce the poverty by small and micro investment without 

charging interest [7]. Though more than seven hundred 

microfinance institutions are working in the country with a view 

to alleviating poverty but poor are still in the vicious circle of 

poverty and they have a little hope of getting out from poverty. 

In such situation, it is more important to understand how 

Interest-free microfinance affects the progress of towards 

income and expenditure on consumption of the poor 
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borrowers. Also, there is a lack of study on the interest-free 

microfinance institutions impacts on borrowers’ 

improvement, particularly on the first interest-free 

microfinance institute Muslim Aid Bangladesh (MAB). 

To address this problem, the research sets the objective to 

explore the views of borrowers towards the interest-free 

microfinance program in order to evaluate the impact of the 

program. It focuses on the impact of the borrowers’ monthly 

income and consumption expenditure through income 

generating activities and identifies the factors related to the 

income and expenditure. It showed that MAB borrower’s 

income and consumption expenditure increased after 

receiving the microfinance loan and had a significant effect.  

2. Literature Review 

Income and consumption expenditure are the most 

important socioeconomic indicators for the improvement of 

poor borrowers’. Literature shows that Interest-free 

microfinance is effective in raising income, consumption 

expenditure as well as reducing poverty from the society. An 

impact study on Baitul Maal wat Tamwil (BMT) in 

Indonesia, [8] found that BMT financing is effective in 

increase their income after receiving BMT financing. [9] 

found from Sri Lanka studies on Islamic Relief microfinance 

project that beneficiaries have generated incomes with new 

projects after receiving microfinance and increased their 

income. The authors also found that they are spending their 

income for purchasing food for their family. 

[10] conducted a study to identify the effectiveness of the 

Amanah Ikhtiar Malaysia (AIM) microfinance program in 

reducing poverty among low-income households in rural 

areas in Malaysia. The results of studies revealed that income 

of AIM members increased after they joined AIM 

microfinance program. [11], [12] and [13] also conducted 

their study to examine the performance of Malaysian interest-

free microfinance, Amanah Ikhtiar Malaysia (AIM) on 

household’s income and expenditure. The authors also found 

that AIM microfinance program has a positive impact on 

borrowers’ household income and expenditure. AIM has been 

successful to improve the income and expenditure level of 

their borrowers. 

[14] studied the impact of microfinance clients of Rural 

Development Scheme (RDS) of Islami Bank Bangladesh Ltd. 

The authors found that household income significantly 

increased due to the influence of invested money. The 

authors also found that micro- investment program had a 

significant and positive contribution to the household’s food 

expenditures and total expenditures. 

[15], [16] and [17] also studied the impact on same 

countries and same IMFIs. The authors found that RDS 

microfinance borrowers have a better record of using the loan 

for income generating activities. Their research revealed that 

IMFIs’ funds have been successful in increasing the income 

through income generating activities by the beneficiaries.  

[18] study argued that the interest-free microfinance 

project, JAPEM of Brunei is highly effective in increasing 

the borrowers’ number of business assets but the institution is 

not effective in terms of increasing the borrowers’ income. 

Therefore, [19] from Indonesia and [20] from India argued 

that interest-free microfinance is an effective tool to improve 

income and expenditure capacity through income generating 

activities. [21] and [22] found that Islamic Relief Pakistan 

microfinance programs have been able to increase the 

borrower’s income and also found a positive significant 

impact in terms of increasing their family expenditures. 

Results of the econometric models showed that household 

income and expenditure increased significantly due to the 

influence of the availability of micro-finance. 

On the other hand, the literature showed that microfinance 

borrowers’ income and expenditure are affected by some 

factors. Many researchers such as [13], [14], [17], [18] [23], 

[24], used many factors such as amount of loan, training etc. 

Thus, this study considered these factors as the independent 

variables. 

Religiosity is an important factor for the improvement of 

borrowers of Interest-free microfinance. Researchers argued 

that religiosity can act as a collateral. It is also a most 

important agenda of interest-free microfinance institutions. 

As they use Islamic ethics in their objectives, so it should see 

the relationship between borrowers’ religiosity and their 

income and expenditure. Thus, this study considered this 

factor as the independent variable. Therefore, very few 

studies used tenure and loan sufficiency with microfinance. 

To fill up this gap, this study also considered these factors as 

the independent variables. 

3. Research Framework 

Based on the literature, borrowers can take an interest-free 

loan from the microfinance institutions. The loan can 

increase their financial ability to invest more into income 

generating activities (IGAs). This income ultimately 

increases their buying ability and to spend more on 

consumption, thus, leading them to the high quality of living. 

Therefore, in line with the research objectives, the research 

framework in Figure 1, illustrate that the indicators of 

economic impact on borrowers’ (household income and 

consumption expenditures) may affect positively or 

negatively by the amount of loan, tenure with microfinance 

institute, training given by microfinance institute, loan 

sufficiency and borrowers’ religiosity. 

 
Figure 1. Research framework. 
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4. Data and Methods 

To assess the impacts of MAB microfinance program on 

rural poor’s livelihood, primary data were collected from 95 

borrowers from a rural area of Chittagong district, 

Bangladesh. The survey was undertaken in April 2015. The 

simple random sampling method was followed to select the 

borrowers’. Respondents were selected who had been 

involved in the program for at least three years. The 

questionnaire design includes five-point Likert scale which 

was used to explore the borrowers’ attitudes towards their 

income and expenditure under MAB microfinance program.  

The study was collected data through interviews. The 

interviews were face to face with beneficiaries of 

microfinance institute and focused on the effect of the 

program on their household income and consumption 

expenditure. This study followed the explanatory research as 

a research design. Further, Multiple Linear Regression model 

were used to see the relationship between chosen factors and 

income and consumption expenditure. 

5. Results and Discussions 

The impact of microfinance loans on the borrower’s 

household income and expenditures discusses first based on 

qualitative nature. Qualitative method used to see the 

improvements after receiving the microfinance loans. 

Borrowers’ improvements was constructed by a set of 

characteristics of income and expenditure and a preliminary 

analysis executed to understand the dependent variables 

(Table 1 and Table 2). The results indicated that a vast 

majority of borrowers expressed positive attitudes towards 

MAB microfinance program.  

MAB provides a loan to improve the income level of their 

borrowers through income generating activities. MAB 

microfinance program had a positive impact on the 

borrowers’ household income. Following Table 1 shows that 

94.8% respondent reported, their household’s income 

increased after they received the loan. Only 5.2% reported no 

change. This result indicated that MABs loan helped their 

borrowers’ to raise their income level. 

Table 1. Income after joining the MAB program. 

Variable Item Category Frequency Percent 

Household Income 

After Joining the 

Program 

Monthly 

Income 

Increased  90 94.8 

Remain the 

same 
5 5.2 

Decreased  - - 

Total 95 100.0 

The results of the following Table 2 shows that borrower’s 

expenditures also increased on food, buy clothes, medical 

treatment, child education, repair & maintenance respectively 

100%, 95.8%, 97.9%, 95.8% and 95.8%. This result revealed 

that, MAB program overall increased borrowers’ expenditure 

capability. These findings also indicated that MABs 

borrower’s income and consumption expenditures increased 

after receiving the microfinance loan. 

Table 2. Expenditure after joining the MAB program. 

Variable Items 

Increased Remain the same Decreased 

% of N % of N % of N 

N=95 N=95 N=95 

Household Consumption Expenditure 

After Joining the Program 

Expenditure on Food  100 - - 

Expenditure on clothing  95.8 4.2 - 

Expenditure on Medical Treatment  97.9 2.1 - 

Expenditure on Child Education  95.8 4.2 - 

Expenditure on Repair and Maintenance  95.8 4.2 - 

 

6. Results of Regression 

Based on the literature, this study identified five factors as 

the independent variables. The five factors include; the 

amount of loan, training provided by microfinance 

institution, tenure with microfinance, loan sufficiency, and 

religiosity. Then, these five factors tested against income and 

consumption expenditures which have been adopted as the 

dependent variables of the study. 

6.1. Regression Results on Household Income 

The following Table 3 shows that all of the variables are 

reasonable but three of them significantly influences on the 

household income. The R
2 

was 0.330% which means that all 

the variables can explain 33.0% of the variance in income.  

Table 3. Regression results on household income. 

Variables Beta T - Ratio Sig. t 

Amount of Loan .479 4.223 .000* 

Tenure .050 .442 .659 

Training .023 .368 .713 

Loan Sufficiency .165 2.654 .009* 

Religiosity .182 2.854 .005* 

Significant level at 5* and 10** percent level; R2, 0.330  

Based on the results of the regression analysis shown in 

Table 3 above, the amount of loan, loan sufficiency and 

religiosity had the significant effect on income and had a 
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positive relationship. Tenure and training were found to have 

no significant effect on income but found a positive 

relationship. 

6.2. Regression Results on Borrowers Household 

Expenditure 

This study assesses the factors of expenditure on 

household consumption. The possible factors include; the 

amount of loan, training, tenure, loan sufficiency and 

religiosity considered to estimate the influence on 

expenditure. Three of them significantly influences. The R
2
 

was 0.316 which means that all the variables can explain 

31.6% of the variance in consumption expenditure. 

Table 4. Regression results on consumption expenditure. 

Variables Beta T - Ratio Sig. t 

Amount of Loan .677 6.035 .000* 

Tenure .210 1.859 .065** 

Training .001 .002 .982 

Loan Sufficiency .114 1.809 .072** 

Religiosity .089 1.421 .157 

Significant level at 5* and 10** percent level; R2, 0.316 

Based on the results of the regression analysis shown in 

Table 4 above, the amount of loan, tenure and loan 

sufficiency had the significant effect on borrowers’ 

household consumption expenditures and had a positive 

relationship. Training and religiosity were found to have no 

significant effect but had a positive relationship. 

7. Conclusion of the Study 

Interest-free Microfinance was introduced in Bangladesh 

as a part of poverty eradication program. UK-based NGO 

MAB first started Interest-free microfinance program in 

Bangladesh with the following Grameen Bank microcredit 

model. Therefore, the purpose of this research was to 

examine the economic impact of that MAB microfinance 

program on borrower’s income and expenditures. MAB has 

been trying to increase the borrowers’ socioeconomic status 

since its inception. The findings demonstrated that MAB 

effectively has increased borrowers’ household income level 

and expenditures capacity.  

Based on the results, the findings exhibited that “amount 

of loan”, “loan sufficiency” and “religiosity” had the most 

significant effect on income and had a positive relationship. 

The result is similar to the study done by [13], [14], [25] and 

[26]. Factor “tenure” and “Training provided by MAB” did 

not show the significant result on income. On the other hand, 

“amount of loan”, “tenure” and “loan sufficiency” had the 

significant effect on consumption expenditure and had a 

positive relationship. In case of “training” and “religiosity”, 

there was no significant effect on consumption expenditure. 

Based on these results and observations, it is found that 

MAB training could not effective for the clients. However, 

the findings revealed that, MAB effectively has increased 

borrowers’ household income and expenditures capacity. 

8. Implications of the Results 

According to the survey of the present study and findings, 

it has been revealed that income and expenditure are directly 

related to the amount of loan. Based on this result, 

Government and NGOs especially MAB should give 

attention on the size of the loan to improve the level of 

income. Religious motivation also influenced to the income. 

Thus, Government and other NGOs should increase the 

religious motivation for the borrowers. Based on the 

observation of the borrowers’ activities, this study also 

perceived that there is a misuse of loans occurring among the 

microfinance borrowers. Monitoring and supervision should 

be strengthened so that borrowers invest their loan in proper 

income-generating and welfare activities.  

9. Limitations of the Study 

Despite the useful findings of the study, this study is 

obviously not without its limitations. This study used the 

small of respondent and only focus on one area because of 

time and financial constraint. So, for the future study, the 

large respondents can be used and compare it with another 

area such as differentiate between a rural area and urban area. 
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