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Abstract

his paper describes the money management behaviour of 42 low income Bangladeshi households, half

of them rurd and hdf of them living in urban dums. Each household was visited twice monthly for a
full year by skilled local researchers, and "financid diaries’ were consiructed which recorded each money
management transaction along with its value, the type of financia service or device that was used, and the
reasons for the transaction.

The research confirmed that the poor are active managers of their financia resources. 33 varieties of
financia ingrument were found to be in use by the sample households during the research year, including
forma bank and insurance company services, semi-forma services offered by NGOs (the "microfinance’
sector), and avery wide range of loca informa services and devices. No household, not even the very
poorest, used less than four different instruments in the year, and many households used a dozen or more.
Private interest-free borrowing was used by al but one of the 42 households, and alarge number were
aso active lenders of money to their neighbours, family, friends and work associates. Aswel asusing a
wide variety of ingruments, most households engaged in multiple use: on average each household initiated
anew money management arrangement every two weeks.

The sums of money involved are large, both absolutely and rdative to incomes. The average "turnover”
(the totd transaction flows of money through financid instruments) per household was $839 in the year.
Households are passing money through financia instruments each year in sums equivalent to some two
thirds of their total annua income. On this bag's, the total vaue of the "microfinance market” for poor
people in Bangladesh probably exceeds $10 billion.

However, households appear to be using financia insruments of dl kindsto build "lump sums' of money
for immediate expenditure, rather than to build up long-term large financid assets or to hold high-vaue
long-term debt. Thisis shown by the fact thet, for the average household, transaction flows through
financid ingruments each year are four times larger than the vaue of their year-end stocks of financid
asts or of financid lidbilities.

These lumps sums were overwhelmingly formed in the informal sector. The role of the MFIsisthus
somewhat contradictory. Their outreach into these households is excdllent — they are represented in 33 of
the 42 households — but their share of the total money management activities of the householdsis smdll,
however we measureit. MFIs had only a 15 per cent share of al transaction flows, and only a 10 per cent
share of the total number of "lump sums' formed by the households: there were five times as many loans
made by just one informa device (interext-free lending) than there were MFI loansin the year. MFIs were
aso respongible for surprisingly small shares of the year-end balances of financid assets and liabilities held
by the households.

The paper concludes that both MFIs and poor households would benefit if MFIs achieved a better
understanding of current and potentia demand for financia services by the poor, and tailored products and
delivery systems accordingly. The better MFIs have anatural advantage in being seen by the poor as
among the more rdliable of dl financid service providers. They could build on this reputation for rdiability
and offer more flexible services. For example they could offer more than the one fixed-term loan per year
(their current practice) and more flexible depost facilities. In their conversations with our researchers poor
people left usin no doubt that access to reliable financia services on a frequent and flexible bass would
relieve them of much anxiety, and open up many new opportunities, in the management of their households
and livelihoods.
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Money Talks:
Conversations with poor households about managing money

‘....money is equally important to those who have it and those who don't’
John Kenneth Galbraith*

I ntroduction

In October 1999 forty-two low-income households in Bangladesh agreed to co-operate with researchers
to write year-long "financid management diaries’. Twice amonth for the full year the researcher and one or
more of the adult members of each household held alengthy interview during which they recorded, as best
they could, the household' s money management transactions. This did not mean income and expenditure
flows. By 'money management transactions we meant the various ways in which the household's cash flow
was manipulated — how and where and in what amount and for how long money was saved or otherwise
stored, how and when |oans were obtained and repaid, and how debts were deferred or advance
payments received, along with details of dl the indtitutions and people and devices involved, and
accompanied by arunning commentary on exactly why the various members of the household got involved
in these transactions and what they felt about them. The ambition wasto paint a picture of the red-life
financid preferences and behaviour of poor people that would be unrivaled in its detail and accuracy, and
unusudly rich in its ability to relate that behaviour to its economic, socia and psychologica context. We
wanted to understand the financid portfolios that poor households manage: this contrasts with much other
writing about microfinance which focuses on asngle type of service, often from the point of view of its

provider.

This paper
Thisisan account of what we learned. It begins, in a section caled The Researchers, with information

about the authors, methods and objectives of the research, athough technica detall is placed in an
gppendix so that it does not get in the way of the main story. In The Households the forty-two households

and the areas where they live are described. A section called The Instruments examinesthe financid

! Galbraith (1975)
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management services and devices that our respondents used during the year. The Accounts delves into the
amounts of money held as stocks and flowing in and out of the households as transactions. The Uses
consders questions about how the lump sums, which are the product of the services, are used. A closer
look a some of the actors (especidly the MFIs) with whom our respondents interacted isgivenin The
Providers, and in Some Opinions we survey what our respondents said about these partners and about
money management in generd. Findly, in the Conclusions come some suggestions about how the
knowledge we have gained could be used to inform outsders interested in improving financial services for

poor people.

Some of the materia used wasincluded in an earlier paper entitled ‘ The Microfinance Market’, by Stuart
Rutherford, presented to the internationa conference on Livelihood, Savings and Debt in a Changing
World, Wageningen Agricultural Universty, The Netherlands, in May 2001. There are some small
differencesin the figures given in the two papers because of further work done since the Wageningen
paper, and because of minor changes in andytica method.
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1 Theresearchers

The ‘financid diaries research was carried out by the Indtitute for Development Policy and Management
(IDPM)? &t the University of Manchester as part of the  Finance and Development’ project assisted by the
UK'’s Department for International Development (DFID). It is part of alarger scheme of research which
includes work carried out in Indiaand (in collaboration with MicroSave-Africa) in East Africa. The overdl
objectives are ‘to shed more light on how poor households manage their finances and, in particular, how
and why they make use of financid services and devices . The intended audience was anyone involved in
or assigting with the development of improved financia services for low-income groupsin developing
countries — microfinance practitioners, their backers such as donors, and policy makers and academics.

Further details can be found on the project’ s web site (www.devinit.org/findev), and summarised in

Appendix 1 to this paper.

2 The research was led by Professor David Hulme, who conceived the idea of the financial diaries, and managed in
Bangladesh by Stuart Rutherford and in India by Orlanda Ruthven. In Bangladesh the principal ‘diary’ researcherswere
SK Sinhaand Saiful Islam, assisted by Mohammed Eakub. Important contributions were made by Drs Imran Matin and
Md Maniruzzaman.
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2 The Households

The criteria used for selecting the 'diary households are set out in the web site and in Appendix 1. The
number of households — forty-two — was limited by our resources and by the sheer Size of the data
collection task. Such asmal number of households obvioudy cannot Satigticaly ‘represent’ low-income
householdsin generd in Bangladesh, but we are confident that the care we took in identifying them means
that we worked with households whose circumstances are typica of millions of others across the country.
Though the sample was smdl, the qudity of the data was high, a trade-off which we vaued. It often took
many Vviststo discover important money- management behaviour (see for example Box Six in section four)
that would have been missed by conventiona surveys. The study of the behaviour of these households can
leed to indghts of wide generd gpplicability.

Asiswdl known, Bangladesh is particularly rich in semi-forma non-government organisations many of
which work as‘MFIS — microfinance inditutions. The opportunity to view their role as one of mary
playersthat feature in the *financid portfolios of poor households was consdered an important advantage
of working in Bangladesh.

Urban and rural
Half of the sampleisrura, and is composad of people nearly dl of whom were born in or near the villages

where they now live. The other half is urban, and currently resident in one of three Dhaka dums, though
mogt of them have arurd background. Sirgy and Fulbanu, the married couple who head the first of our
urban households, came to Dhaka twenty years ago to escape from rurd poverty, and their four children
were dl born in the Dhaka dum where they now live: Smilar stories can be told of many of our urban
respondents.

The six locations
The twenty-one householdsin the rurd sample are drawn from three neighbourhoods not far from a

medium-sized market town located in central Bangladesh. The economy is overwhemingly agricultura and
dominated by paddy production but with athriving pinegpple trade and atimber industry based on the
nearby forests and on homestead woodlots. The firgt of the neighbourhoods lies dong the main road close
to the market and enjoys good quality irrigated rice land and excellent trangport links. The second lies
further back from the main road but is dso mainly arice growing area, while the third is more remote and
was accessed by adirt road until late on in the research year. Some of itsland is not suitable for paddy but
can be used for pinegpple and timber. Most homes in dl three areas are mud-walled with thatched or tin
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shest roofs.

Thisarea of central Bangladesh is known to be well-favoured with MFIs, and this influenced our decison
to work there, since we wanted to be sure that MFls featured in our results. On the other hand, in the
urban setting in Dhaka, we did not take the prevaence of MFIs into account in choosing locations.
Nevertheess, many MF swere found at work in the urban setting, illustrating the broad outreach of MF
work in Bangladesh a the turn of the century.

In Dhakawe worked in three dumsin the western side of the city. One congists of a string of huts
squatting on an earthen flood- protection embankment. The other two are dense agglomerations of huts
with amix of tenure types— some are squatters on government land, some squat on private land and
others lease from private landlords. Homes are mostly huts of woven bamboo with tin sheet roofs, or
blocks of one-roomed plastered brick buildings.

Poverty
Where possible, households were sdlected after wealth ranking exercises had been carried out with

resdents. Individual names were selected a random from groups of households that had been ranked as
‘poor’, ‘middling’, and ‘ better-off’ by their neighbours. This ensured that we captured differencesin
wealth between households that could be perceived by the resdents even if invisble to us. Since each of
the six locations (the three rura neighbourhoods and the three urban dums) provided us with seven
respondent households, we chose in each location four households that had been ranked poor, two
middling, and one better off. Twelve months later, when they had become very familiar with the households
and the environment, our researchers re-grouped our respondents into three categories — poor, upper-
poor, and near-poor, and it is these categories, which differ dightly from the origind rankings, that we use
(among others) in this report. We ended up with twenty-three households in the poor category (thirteen
rura and ten urban), thirteen upper-poor households (five rurd and eight urban), and Sx near-poor (three
rura and three urban).

The households within any of these categories shared some characterigtics but showed marked variation in
others. The rurd poor group, for example, were found to have smilar housing, and to have asmilar food
expenditure patterns, whereas their ownership of assets and their means of livelihood varied consderably.
The age and sze of the households are, of course, other important variants. To help the reader build up a
picture of the kind of households with whom we were working, the following paragraphs will describe
some of these characterigtics and the variety found within them. More detall, in tabulated form, can be
found in Appendix 2. A fuller data set can be downloaded from the webdte.
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Therural poor

Box One: Saman and Hazara, arural poor household

Saman and Hazara head a poor rura household typical of many. Born localy and resident in his village
throughout his life, Saman, who is unschooled, married an uneducated women, Hazara, but they are putting the
youngest children, a son and a daughter, through school — on and off at least. Their other children have grown
up and left home. Saman earns about a dollar or a dollar-twenty a day doing farm labour when he can get it, or
he goes fishing in the marsh, and Hazara helps with egg sales from their handful of chickens and by boiling and
husking paddy into rice for sle. They own no farm land of their own but live in their own mud hut on the patch
of homestead land that Saman inherited. The hut is furnitureless: the whole family of four deeps on the earth in
the one room. Cooking is done under a thatched shelter, and they calculate that they spend about 80 cents a
day or alittle more on food and fudl. They eat twice a day, rice coloured with lentils and chilli, or, on days when
Saman gets good work, three times a day plus alittle fish. In the best of times they eat meat once a week.
They get no food supplements or other form of public entitlement. Hazara has a gold nose-piece worth about
$10 and they have their own drinking-water hand-pump, worth $30 when new, but they have no other hard
assets gpart from the timber standing on their house plot.

The couple are in their fifties, and subject to aches and pains: they spent $12 during the research year on
medical costs, mainly patent medicine to help his coughs and colds. In addition to that they spent about $15 in
the year on clothes for the whole family, $6 on school books and pencils for the children, and $8 visiting and
giving presents to relatives. All thisis merely the background to the two dramas that occurred during the
research year. First, because they didn’t pay enough dowry, their newly-married elder daughter’sin-laws
threatened to send her back home, and when Hazara failed to get Grameen Bank to give her a‘ seasona loan’
to cover for the dowry, Saman had to borrow from his oldest son, something he was reluctant to do because
the son forced him, in return, to transfer the homestead plot into his name. Second, Saman found he had to pay
abribe to get that land properly registered before he could transfer it, and he had to sell two trees ($5 each) to
raise the cash for the bribe.

There are households in ‘rural poor’ category both poorer and richer than Saman’s. Poorest is probably
Maymana, awidow in her fifties who lives with her unschooled 14-year old son Mafizul. She begs and
gleans, and he gets casua work when he can — heisin poor hedth with agrowth on his pinewhich is
getting little medicd atention. They have atiny one-room mud hut on inherited land with atin roof but no
furniture at dl, and they own no other asset. At the other end of the scale are households headed by men
and women who are younger and fitter than Saman and Hazara, and own one or more cows whose milk
they sdll, but otherwise pursue asmilar livelihood strategy of mixed day labour and farming. There are two
‘outliers — households whose livelihood and income patterns are untypica of the others, headed by men
who trade timber but disspate much of their weath on gambling.

Therural upper-poor
The upper-poor group — there are five households — are the most heterogeneous. No two household have

the same livelihood dtrategy. Thereis another timber trader, Chan Miah, but he is better educated than the
two tradersin the poor group, and he doesn’t gamble, so he does better. There's a shop-keeper, Abu
Tdeb, who has a high-school pass, but whose shop is undercapitaised and performs erratically. Another
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wedl-educated man, Jdil, is a jack-of-dl-trades. he was a postman but he managed to get that vauable job
taken over by his son, so now he does a bit of farming on his smal patch of land, or day labouring or
contract-farming for neighbouring farmers, and then goes off to the market to work as a night guard: he has
the largest family of five children gill a home. But another two household heads have no education
whatsoever: one is awidow whose only son farms and trades farm produce, and the last, Abdus Sdam, is
askilled tradesman, amason. His household includes amarried daughter, and the shop-keeper’s
household indludes alive-in shop assstant, so the composition of the household is more complex thanin
the poor group. Generdly, the upper-poor households have higher levels of income and expenditure, made
from and spent in awider variety of ways. But like the poor families, they live in modest mud-walled tin-
roofed homes on inherited homestead land in the village, sde by sde with the poor and therich.

Therural near-poor
We use the term ‘near-poor’ in aliterad sense. These are families who share the same environment,

economy and culture as the poor and upper-poor, and live among them, but who do better by virtue of
having more assets, in the rurd case based on inherited land. The rurd near-poor — there are only three
households in the category — are the most homogenous, since dl are farmers with landholdings of three
acres or more of good irrigable paddy land, and al three build other livelihood activities on this strong
base. Gani, for example, who lives near the main road, owns and runsa ‘tempu’ (a sort of collective
baby-taxi), sometimes acting as his own driver, sometimes hiring a driver, while both Hasan and Akkabar
use thelr pump-sets to supply water to other farmers, a afee, and trade in fruit. All three men were bornin
the homes they now own. They have rather bigger families (between them these three have nine children
living a home), and they send their children to school. Their homes are smilar to but more roomy and
better furnished than those of poorer groups. Gani has a house of severa rooms plus an outhouse for
labourers to deep in during the season, and a cow-shed. They own livestock (seventeen mgor animas
between the three of them, at the last count) and their courtyards are a-flutter with poultry. All own
machinery — bicycles, pump-sets, the tempu, power tillers and so on: we caculated the total worth of
Gani’ s mechanicd assets at $4,500. Naturally, they have higher income and expenditure patterns, each
spending over $100 ayear on hedth, and the two with high-school-going children spend heavily on
education: Akkabar estimates he spent $300 on education in the year, including transport costs and fees
for ahome tutor, but this is exceptiondly high. Since they consume their own rice, their cash outlay per day
on food isonly alittle higher than for the upper-poor. Akkabar reports that he stores his paddy and sdllsiit
off a arate of anything from $12 to $60 each month to finance his various cash expenses. Gani’ stempu



Rutherford, Money Talks, May 2002 page 12

earns him anet $2 to $5 aday when it isrunning (it isn't dways), histwo main rice crops each year bring
in at least $400, and he can earn $1 aday selling water with his pump-set during the season. Hasan and his
son sold $450 worth of pineapples during the research yeer.

The urban poor

Box Two: Abdul Barek and Peara, an urban poor household

Thiswholly illiterate couple arrived in Dhaka, from a poor village in the south, only in 1998, and they are finding
out the hard way how to cope with urban life. Abdul, now 42, is amason’s helper — an unskilled job, and
insecure. Often there' s no work for him but when there is he may earn up to $2.50 a day. He spends about
$1.50 on food and cooking fuel each day, less when he's out of work or ill. When we meet them they are
staying in the dum home of relatives, trying to cut costs. They don’'t school their six-year old boy (his sister is
only three), and they couldn’t afford to buy the children new clothes for the Eid festiva. Later, they move into
a one-room woven bamboo-walled lean+to with atin roof, and pay $6 a month for it (though they’re often in
arrears). Abdul’ s health is not good: he has jaundice and then repeated colds. Pearais younger than her
husband (she is his second wife): she takes in alittle sewing but is unable to contribute much to the family
budget. A new baby is born during the research year.

Abdul and Peara are newcomersto city life, but there are severd well-established familiesin our sample
who are as poor as they, and some poorer. Abdur Rashid and Ranu, for example, are dedling with hisold
age and failing hedlth. He' s about 60 and too ill too work properly, so he tried to move from labouring to
shop-keeping, but found he had no retall skills, and made aloss. Ranu, younger than her husband, holds
down ajob inasmdl locd soft-drinks factory where she earns alittle under adollar aday. They put their
14 year old son Jahangir into a garments factory, and that brings in awage of $20 a month, but because
Jahangir is unskilled he's not much vaued at the factory and the wage isirregularly paid. Asthe research
year winds on, we worry about them: they are getting deeper into debt and Rashid's hedlth costs are

mounting. But Ranu remains optimigtic.

Our urban poor group of households (al but one of whom are headed by migrants from the countryside)
share smilar life-styles. They live for the most part cheek-by-jowl in smdl one-room tin-and-bamboo
shdlters, though some own them while most rent them, at rates that vary quite widely (from $5to $22 a
month) with location, type and condition. Food and cooking fudl costs between 30 and 40 cents aday per
head. Most households are bigger than in the countryside — the average is 5.5 people. Income for most
principal male jobs is between $1.30 and $2.50 a day, and these jobs may be unreliably intermittent, so
most households have to develop other sources of income. Occupations vary, but are mainly unskilled.
Rickshaw driving isafdl-back job: two of our respondents moved on from it into factory jobs during the

year. Sdf-employment does not necessarily mean owning a business — as the example of rickshaw driving
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shows — and indeed there are very few business ownersin our sample (and even fewer successful ones).
Nearly dl the adults are illiterate: mogt, but not dl, are putting their children into school. Hedth costs are a
big problem for many.

The urban upper-poor
Asin the countryside, so in the town, the upper-poor group are very heterogeneous — much more so than

Box Three: upper-poor urban households

Sobhan and Halima: Sobhan, who arrived in Dhaka fifteen years back, is a sdlaried private car driver, earning
$80 amonth and receiving it regularly from an employer who is kind to him in other ways — she lent him
money, for example, to finance an abortive attempt to get a driving job in Kuwait. He dmost completed high
school. His wife, Haima, stays at home and |ooks after the two children, one old enough to go to school where
sheisin grade 7. Sobhan spent $40 on her education during the year. Their home is relatively well furnished
with a bed, clothes rack and cupboard, fan, TV and tape recorder.

Manzil and Sufia: Manzil, 48 and illiterate, owns a small workshop (not much more than a box of toolsin a
hired room) where he repairs rickshaws and keeps a varying number of rickshaws to hire out. He had some
stolen during the research year, which knocked him back. His son, 17, helps him in the workshop and,
enterprisingly, saves up and buys a bicycle to hire out. Two younger children are in school. Their homeis
sparse: it has only one room and they have just a crude timber bed in it. They have to shift home twice when
the embankment is rebuilt during the research year.

Samad and his siblings: Samad is only 25, with a high school pass, and unmarried. He came to Dhaka from a
rural town in 1997, bringing his illiterate mother and four siblings with him. He soon got a job in a garments
factory, learnt the skills needed to do well there, and now earns $52 a month plus overtime. Since they cameto
Dhaka three of the younger brothers and sisters have dropped out of school and joined the family work force.
Two have garments jobs, and one is apprenticed to a carpenter. The last, 12 years old, isin school.

Sraz and Monoara: Siraz, 37, drives a‘baby-taxi’ when he can, but he's only areserve driver and is often
idle. Besides, he's frequently in poor health (he suffers from piles) and unable to work. He came to Dhaka
when hisland in central Bangladesh was logt to river erosion — a common circumstance. He is virtualy
unschooled, asis his wife Monoara who goes out looking for a maidservant job to supplement the family
income. Fifteen year old Igbal, their oldest, often scavenges and later gets a job in a garments factory. A ten
year old is sometimes in school, sometimes scavenging. They rent their home ($10 a month) and have extended
and subdivided it: the family degps on one big bed (their only piece of furniture) on one side, and they try (not
alwavs siccessfullwv) to let out the other side.

the poor group. Box Three captures some of thisvariety.

The urban near-poor
There are only three households in the urban near-poor sample, and asin the countryside they are ‘ near-

poor’ in the literd sense that they live in the same dum environments as the poor group (one in each of
three dums covered in the research). Their eating habits are Smilar, and their expenditure on food not
much greater. Their homes are built of smilar materids, and are mostly one-roomed, though allittle bigger




Rutherford, Money Talks, May 2002 page 14

than those of the poorer groups, and they furnish their homes rather as the upper-poor do, with basic
timber beds and cupboards and perhapsa TV or a cassette player.

But unlike the rather homogeneous rurd near-poor ther livelihood strategies differ greatly. The most
successful of the three (in our judgement) combines regular waged employment with private enterprise:
Sultan has adriver’s job and his eldest son Farid has afactory job, while hiswife Kurunais good at
sling sarisin the neighbourhood and has alarge stock of them at home in astedl cupboard. Aswe shall
see later, they are very street-wise — Kurunais registered as amember with as many as seven
NGO/MFls.

Widow Tufani, on the other hand, shares ahome with her son and his wife, both of whom have garment
factory jobs while she lets out one room in the home and feeds her tenants a the same time as caring for
her grandson. Mogtafais different again: this 38 year old has awaged job as a caretaker and triesto
exploit the contacts this gives him with locd politicians and bureaucrats, by getting named as the contractor
for earth-shifting jobs, and by getting lent money by awell-known NGO to build aschool room and rent it
back to the NGO. We get lost in his part-true, part-imaginary world of influence peddling — he is probably
the least reliable of dl our forty-two respondents. He dso puts money into milk-cows that he rears on the
embankment where they live: wife Ayatun helps out with caring for them.

The two mae household heads in the urban near-poor group came to Dhaka at least ten years back, while
the woman came after she was widowed some four years ago. None has any land |eft in the village, and all
seem to be permanent metropolitans now, but at least one of these households regularly sends money back
to sblingsin the village. Notably, the reported health cogts of these near-poor householdsis around $7 per
person per year — lower than for either the poor or upper-poor group.

Variation on atheme
Appendix 2 highlights areas of amilarity between households, including between the three ‘wedth’ groups

and even between the urban and rurd locations. The most obvious similarities across dl groups arein the
most vishle aspects of their lives: dl forty-two familieslive in homesthat are by international standards
very modest indeed. All except the three rura near-poor households make do with just one room, amost
aways with mud, tin-sheet or woven bamboo walls and atin roof, and there is either no furniture at al or
the bare minimum of basic timber pieces. Very few, for example, have anything more than amud floor.
Clothes are amilar, jewellery modest — there’ s not much difference in cash expenditure on these items.
Food habits are dso smilar: most eat three sSmple boiled-rice meds a day, flavoured with chilliesand
some vegetables, and vary only in the frequency with which some fish (quite common) and mest (rardly) is
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added. With one exception, no-one gets food or other help through public entitlements.

Households are smdler than they would have been a generation ago. The ‘nuclear’ family (parents and
their offspring) is the most common pattern, and there are no very large extended families. For the Six
groups average household size varies between 4 and 5.5. Across dl six groups, it is most common that
adults are poorly educated, if at al, but that they are trying at least to send the children to school. Incomes
vary, but within arange that is smdl by internationd standards— very few of the principa breadwinners
earn less than adollar aday (though they may not dways get work) and only afew have main occupations

that net more than $2.50 a day.

Virtudly al households have developed more than one way to earn income, and it is in the strategies that
are pursued to earn those incomes that diversity is most gpparent — diversity both between and within the
SX groups. The *upper-poor’ groups, both rural and urban, are the most heterogeneous, and only one
smdl group — the rurd near-poor, are homogeneousin this respect. The rurd near-poor are the only ones
that have managed, by virtue of ther inherited land, to stick to traditiona inherited livelihoods, growing
paddy, primarily for home consumption and selling off whatever remains. But even they have added
supplementary income sources, some in the modern sector (like Gani’ stempu). The rura poor are no
longer just farm workers — only five of the thirteen households in that group gets by with farming or farm
labour done: the others use amix of farm and non-farm day-labouring or sdlf-employment sources.
Among the eight rura upper-poor households, no two were pursuing the same livelihood strategy. In the

town, too, diverdty istherule, anong al three wedth groups.

As Robert Chambers® wrote, ‘ Local people are themsalves diverse, with sharp contrasts of preferences
and priorities by age, gender, socid and ethnic group, and wedlth.” How that diversity plays out in their

preferences and behaviour with respect to financid servicesiswhat is explored in the remainder of this

paper.

% Chambers, 1987
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3 The Instruments

Hand to mouth —or arethereintermediate steps?
We begin with a basic question: do these households actudly ‘manage’ their money to any extent, or are

they living ‘hand-to-mouth’, spending whatever cash as soon asit comesin? The answer is clear: agreet
ded of management goes on.

Figure One: Instruments used, by numbers of household, wealth grouped

Households using: 0 6 12 18 24 30 36 42

FORMAL SERVICES:

Bank savings

Pro-poor life insurance
Bank loans

Coventional life insurance

SEMI-FORMAL SERVICES:
NGO/MFI savings I . I

NGO/MFI loans I I

INFORMAL MUTUALS:

ASCA savings I I I I

ROSCA ]

Saving-up club j_I
ASCA loans ]

INFORMAL ONE-ON-ONE:

Interest free loan taken I - I

T
Interest free loan given I I
Purchases on credit I
Interest loan taken I

Acting as a Money Guard

Interest loan given

Going into rent arrears

Saving with a Money Guard
Wage advance taken
Lending against pawn
Borrowing against pawn
Labour sold in advance t_
Venture capital taken ]

Hire-purchasing

Trade goods taken on credit

Trade goods given on credit

Servies supllied on credit

Wage advance given H
Withholding wages
INFORMAL INDIVIDUAL:

Saving at home I - I

Saving on the person

Remitting cash home

.Rural poor nUrban poor nRural upper-poor nUrban upper-poor .Rural near-poor nUrban near-poor
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Figure One provides alist of the thirty-three most noteworthy ways in which cash is managed, and shows
how many households in each of our six ‘wedth’ groups were involved in using them during the research

yedr.

The thirty-three ‘ services and devices * that compose those instruments are divided here into a number of
categories. ‘Formd’, meaning forma bank and insurance company services, and ‘ semi-formd’, referring
to NGO/MFI services, should be clear enough. Often in the microfinance literature, though, the informal
world is lumped together: it deserves more careful disaggregation. We have broken it down into three
classes, based on the important matter of how many parties are involved. The ‘mutuds’ are savings clubs
(like ROSCAs and ASCAYS) that require a number of people to come together to manage them. They are
thus quite different from services and devices that are handled by two parties— usudly a provider and a
recelver of services. In this*one-on-on€’ class come private lending and deposit-taking services aswdll as
behaviour like going into rent arrears or pawning gold nose-studs. Finaly we have the class of devices that

individuas can manage on their own — saving a home in one form or other.

The Figure shows, for each of these instruments, how many of the forty-two households used it during the
research year. Of course, these households may have used it more than once, and may have used it at
some time before the research year Sarted, too: the Figure is not designed to show that, nor does it
contain any information about the values of the cash managed. The bars showing the households are
themselves broken down to show the six groups of households described in the previous section. Solid red
isrura poor, broken red urban poor, then green is smilarly used for the upper-poor and blue for the near-

poor.

Theinformd ‘one-onrones are clearly the biggest group of instruments. There are more instruments (19)
in this dlass than in any other, more instances of household- use (203 out of a grand totd of 371 instances
recorded), and it includes the most widdy-used device, the taking of interest free loans, in which dl but
one of our 42 households were involved during the year (and thirty-one of them dso lent free of interest).
Another popular device, taking goods on credit from shops (mostly daily goods from loca generd stores),
isasoin this class. Twenty-four households, a mgjority, were dso involved in the taking of interest-bearing

loans.

Other popular instruments were M savings and loans (amgority of households used both), ASCAS,
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holding cash as aMoney Guard, and, of course, keeping a bit of cash back a home, oftenin a‘mud-

bank’ —an earthen *piggy-bank’ popular in Bangladesh.

Almogt every instrument mentioned so far was used by households from dl six of our household classes:

the only exceptionis MFI loans, not used by any of the three rurd near-poor households (but used by two

out of three of the urban near-poor.)

Figure Two: Numbers of instruments used, by household

number of different instruments used 2 4 6 8

RURAL POOR

1 Karim & Jamila, farming, day labour

2 Quddus & Banesa, riskshaw, sharecropper

3 Maznu & Kajoli, day labour on & off farm

4 Mayama & son, begging, day labour

5 Sayed & Asma, timber trading, gambling

6 Suruj & Rashida, timber trading, gambling

7 Hafizul & Ramisa, day labour, rickshaw

8 Imam & Ayisa, milk sales, day labour

9 Rafik & Monwara, peddling, day labour

10 Suruj & Hamida, farming, farm labour

11 Hakim & Ziaron, casual fishing, day labour

12 Saman & Hazara, farm labour, paddy husking

13 Malek & Rehana, farming, day labour

URBAN POOR

14 Siraj & Fulbanu, ricksahw, factory, poultry scraps

15 Habibur & Minara, rickshaw, letting room, scribe

16 Yunus & Ranu, riskshaw, day labour

17 Amala, garments factory, rickshaw

18 Rashid & Ranu, retired, stall, factory labour, casual labour
19 Sultan & Renu, metal worker, housemaid, begging, rickshaw
20 Kalam & Safia, rickshaw, housemaid

21 Sayer & Kajoli, sweetshop/grabage recycling (!), garments factory
22 Barek & Peara, mason assistant, sewing

23 Malek & Ruhiton, rickshaw, paying guests, garments factory
RURAL UPPER-POOR

24 Abu Taleb & Khukumoni, betel stall, timber trading

25 Jalil & Rahima, nightguard, fishing, day labour, postman, etc
26 Salam & Anwara, mason, fruit sales, mason helper

27 Chan Miah & Nilufa, timber trading

28 Jobeda, farm, marsh fishing, vegetable growing

URBAN UPPER-POOR

29 Rupban, firewood sales, letting room, rickshaw, garments factory, etc
30 Manzil & Sufia, rickshaw repair & hire, rickshaw

31 Sobhan & Halima, car driver

32 Samad & siblings, garments, apprentice carpentry

33 Helal & Kohinoor, bay taxi driver, sewing

34 Nazim & Anwara, fruit & veg stall, housemaid

35 Hosen Ali & Sufia, hires out rickshaw, garments factory

36 Siraz & Monwara, baby-taxi driver, scavenge, garments factory, lets room, etc
RURAL NEAR-POOR

37 Gani & Jahanara, farmer, tempu owner, water supplier

38 Hasan & son, farmer, fruit trading

39 Akkabar & Haruna, farmer, water supplier

URBAN NEAR-POOR

40 Mostafa & Ayatun, caretaker, earth contractor, milk cows

41 Tufani, lets out room & cooks, garments factory,

42 Sultan & Kuruna, car driver, sari sales, waged job

B Formal B Semi-formal 8 Informal Mutual Binformal 1-on-1 8 Informal individual

10

12

14

16

18

"By "service’ we mean afinancial service offered by one party to another in return for areward. Examples are bank and
insurance company services, interest-bearing private loans, and pawnbroking. A ‘device’ isanon-commercia way of
managing money — at home by yourself, with one other person privately, or in agroup.
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Who doeswhat?
But exactly which households were using which class of ingruments? Figure Two sheds light on that, by

liging each household and showing how many instruments of what type they used during the year. The
Figure shows the dominance of the informa sector for all households, shown in orange on the right and
divided into ‘mutuds’, one-onones, and individud devices. It dso shows quite clearly that the wedth and
location differences between our six classes of household don't trandate into differences in the range of
ingruments used. Perhaps the rura near-poor, as a group, use fewer instruments, but the degree of this
difference issmdl. Forma banks and insurance companies are not serving the rura poor, but they have
some presence among dl other groups, including the urban poor. MFls have agood presence with al

classes except the rurd near-poor.

Sultan and Kuruna and their sixteen ways of managing money
So with little difference by wedth and location in the number and type of instrument used, it becomes
important to look at the circumstances of individua households — hence the design of Table Three.

Sultan and Kuruna, a near-poor household in Dhaka, used more instruments than any other (household
number 42, a the foot of Figure Two). Let uslook in detall a them. The two formd services they used
were bank savings, and life insurance from a pro-poor insurer. Like severa other respondents, Sultan
told us that he rarely uses the bank savings. He has alittle money there left over from aformer savings
episode, but bank norms are so Hiff that it isn't convenient to use it regularly. In hismind, it'sa small long-
term reserve (it may in fact have been eroded away by bank charges).

The life insurance is offered by aforma company which desgned and marketed a smplified ‘ no-frills
policy aimed at the poor and sold to them by itinerant agents. The service has suffered from poor
management and design faults: agents don't cal regularly enough to gain client confidence, and loans that
are promised to policy holders are in fact hard to obtain. Sultan gives testimony to that: he has stopped
paying in because he says he never got a promised loan.®

Sultan’ swife Kuruna and their daughter dso use MFIs, both for saving and for loans. Indeed, between
them they have membership in seven MFIsin the year, with loans from four of them and savingsin al
seven. They don’ t remember the name of each MFI, but pursue them energetically — waking out of this

onein ahuff a not getting aloan, for example, or avoiding that one because they’re in arrears with loan

® See Matin 2001
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repayments. The loans they take are quite substantia - $100, $200, $50, and $120. Much of this goes
sraight into Kurund s sari business — she hawks saris around the neighbourhood very successtully, but
some money is used for genera household expenses.

The household is nat involved with informa mutuals at al, but isagreat user of individual devices.
Although they live in a hut with woven bamboo walls, they have alockable metal cupboard and seem
quite happy to keep large sumsinit, of at least $100 — and to show us. Thisis Kurund's ‘liquid’ reserve
for household costs and for her sari business, and is aso the store for private lending (see below). Their
elevenyear old son drops odd pennies into a mud-bank, and is astute about the way he usesit — he
breaks the bank when it has reached about $1.50 and Iends the money, on interet, to his cousin. Findly
Sultan himsdf dways has money on his person, to care for any problems he may encounter during his
driving job.

Like al but one of the forty-two households, Sultan and Kuruna exchange inter est-free loans with family
and neighbours. Thiskind of 'reciproca’ arrangement is afesture of many communities and Bangladesh
proves to be no exception. In some families, including this one, the behaviour varies with gender. We find
Kurunagiving many smdl "howlats' (as they are cdled) to women neighbours, but taking only one — rather
larger — loan in return. She gave Sx howlatsto neighbours, none worth more than $4 and one aslittle as
20 cents, and took just one howlat of $10 in return. To her own Sster she lent alittle more, $14. The
loans to neighbours were al repaid quickly, but the loan to her Sster was eventually converted into a gift.
Sultan himsdlf did not engage in this kind of reciprocd lending, but their son did, taking $6 and are holding
it for many months.

Kuruna was able to make these smal loans because of the cash she dways has in hand in the cupboard.
Her possession of this safe storage facility aso alows (or even obliges) Kuruna to act as amoney guard.
Two of her own women relaives take advantage of this, storing quite large sums of $10 and $40 for afew
days or weeks a atime.

But some who want access to the cash stored in Kuruna's cupboard are required to provide collateral, so
we find her acting asakind of informal pawnbroker. In the research year we find her lending $10 against
agold earring and demanding — and getting — $1 interest per month for the loan. On another occasion she

lends $20 againgt agold ring.

Getting hold of larger sumsin the informal market may require taking an interest-bearing loan, and can be
quite difficult, even for someone aswell placed as Kuruna. In January she has a temporary cash shortage,
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having sold rather too many saris on credit. She hasto approach three people before she gets the money
she wants, $100, and has to promise to repay it quickly and give one sari in interest. Sultan is ableto help
out sometimes: three times during the year he takes $40, hdf of his sdary, as asalary advance from his
employer. Meanwhile they congtantly take goods on credit from their neighbourhood shop-keeper.

Thus the household’ s Sixteen money- management instruments are multiply used: seven sets of savings
accounts and four sets of loansin MFIs, four lots of saving a home (the daughter has a mud-bank, too),
two ‘howlats taken and seven given, money guarding for at least two relatives, two loans-out secured by
pawns, & least three wage advances taken, at least five shopping sprees on credit, and then just one
recorded instance each of bank savings, life insurance, taking an interest-bearing loan and giving one, and
sdling goods (in this case saris) on credit.

Doing without - almost

What, then, explains the behaviour of households number 4, 35 and 39, who used only four instruments
each, and were thus the only ones to use less than six? Not poverty, apparently, since neither households
35 and 39 arein the ‘poor’ classes. Household 4 is poor: it is Maymana, whom we picked out in our
descriptions as being especidly poor: she' sthe rurd widow with the son with a growth on his spine. Thelr
indruments are dl informd: saving at home (Maymana) and saving into a mud-bank (son Méfizul), and
reciprocal borrowing and lending. Maymana, despite the difficulties of doing so, makes a point of
keeping $6 liquid a home, againgt any eventudity. Méfizul isonly 14, and illiterate, but he isthe family’s
main bread-winner, and he kegps a mud-bank secretly, without telling his mother. He is able to bresk it
and produce $3 to keep them in food during a bad period of zero income when the saw-mill where he was
working was closed down by the police. Another reason Maymana keegps cash a homeis to enable her to
play her part in the ‘reciprocal’ economy, for though she takes six howl ats during the year (ranging from
20 cents from a neighbour to $10 from her edest married daughter), she dso lendsto at leest five
neighbours in the year, in tiny sums of 20 or 50 cents each.

Akkabar (household 39, in the rura near-poor group) aso used only four insruments, and heis one of the
few among our respondents who expresses a distaste for ‘ getting mixed up in money with other people
and can afford to indulge his distaste. He stores paddy a home and sdlIsit off piecemed when he needs
cash, hetdlsus. Nevertheless, heistempted by the sdlesman from the pro-poor insurance company, and
pays afirg premium of $5.50 before changing his mind and taking it back. And of course heis not againgt
using his own wedth to secure good prices— he buys $40 worth of fertiliser when it is at its chegpest and
hasit delivered later, when it's needed. And even the cash from the paddy sdes has to be managed, of
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course, ajob that seemsto be given to his wife Haruna, who has the key to a stout cash-box: in the middle
of the year more and more cash is entrusted to this box, until it holds a staggering $200 held ready to buy a
cow plus calf when a good one becomes available. Just like Kurunain the city, so Akkabar and Haruna
are able to supply financid servicesto others, by acting as amoney guard and by giving howlats. The
money is guarded for arelative, who wanted his $24 kept safe from the temptation to spend it. The
howlats go to neighbours and relatives, in varying amounts ($10 to $20), and again asin Kuruna s case
those made to non-family get repaid quickly, while those to family members may be delayed or not paid at
al and end up getting forgiven.

Finally, there is household 35, Hosen' s urban upper-poor household, who aso uses just four insruments,
dl of them informd. Thisisan old couple living done and nearing the end of their lives, and they have very
few wants beyond food and rent ($4 amonth). Mrs Sufia has a garments factory job and earns $20 a
month, and Hosen has a battered old rickshaw which he can no longer ride but can rent out for 60 cents a
day. They have two adult sonsliving cose by who help them out from time to time, so in fact when they’re
in reasonable hedth they make a surplus, and are able to indulge two of their dreams — buying another
rickshaw (a dream that comes true in the research year), and sending cash back to the village to buy land
there. The financid servicesthey need, therefore, are a safe place to save, and a safe way to transfer cash
to the village. To these ends they keep a mud-bank (one was opened in our presence and contained
$14) and Sufia keeps cash tightly sewn into her petticoat (as many dum women do). At one time she had
as much as $16 stored there. Then, after the Eid festival, they use a trusted neighbour to carry $16 back to
the village. But they il took a howlat of $10 to add to the mud-bank cash to buy the rickshaw — and
repaid it quickly from the enhanced rickshaw rental income. On another occasion he borrowed $1 to
overcome a short-term cash shortage, and again repaid quickly.

Hosen, by the way, has the older generation’s disdain for new-fangled services: MFls, he thinks, should be
avoided, because the loans they give you are troublesome to repay and then when you don’t repay ‘they
shout a you'. HE' s seen it, and was gppalled by the loss of dignity it entails. Asfor ROSCAS, he was
once cheated in one, he says, so he won't touch them now, either. He prefers to save, and it takes our
researcher severd minutes to catch on to the fact that when he discusses lending with them, heis looking at
it from the lender’ s point of view, seeing it asaform of saving — but not a good one, since borrowers can't
be relied on to give the money back when you need it. His understanding of the world of money
management is that most methods are unreliable, so the best thing isto do it for yoursdf whenever you can.
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We have seen that reciprocal interest-free borrowing is the money- management insrument used by more

households than any other — 41 out of the 42 of the households in our sample. The case of Sultan and

Kurunareminds usthat it is multiply used — they borrowed in thisway &t least seven timesin the year.

Figure Three summarises frequency of use for asdection of frequently-used instruments — those used more

than ten times.

Figure Three: frequency of use for fourteen frequently-used instruments, by number s of household, wealth grouped

number of uses recorded > 0 50 100

NGO/MFI savings

NGO/MFI loans

ASCA savings

Interest free loan taken

Interest free loan given
Acting as a Money Guard
Purchases on credit
Interest loan taken

Saving with a Money Guard

Thereisamethodological problem
with thisillugration, but it is of
interest and remains worth using.
The problem is one of counting. In
the case of, say, aloan given asa
lump sum and repaid as alump sum,
it is easy to count that as one ‘use
of an ingrument. But what of

Interest loan given
Going into rent arrears

ingruments like saving in amud-

Saving at home

bank at home? Do we count the

Mud-bank

exigence of amud-bank as one

Saving on the person
@ Rural poor Burban poor 8 Rural upper-poor instance of use, or do we count as a
B urban upper-poor BRural near-poor 8 Urban near-poor _ o
use eech timeit is broken and the
contents withdrawn and spent? We have used our judgement in creating Figure Three, for example by
counting each new mud-bank asa‘use’, and in the case of MFIstreating each loan asone ‘use’ (even
though it is matched by many weekly repayments) and each savings account at an MFl asone ‘use’ (even

though deposits may be made weekly).

Our forty-two respondents reported 290 uses of interest-free borrowing, confirming that instrument’s
overwhedming popularity. That isan average of about seven uses for each household. One household took
24 such loans, and five others took 13 or more — some of these cases are explored in the box below. But
notice some interesting aspects of interest-free borrowing and lending. There are only 40% as many
reports of interest-free lending than of interest-free borrowing, suggesting that many poor people go to
wedthier people (people outside the range of our enquiry) for such loans — better-off family members, for

example. This makes intuitive sense and isto alimited extent confirmed by the narrative in the interviews.
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Nevertheless, the poor, especialy the rural poor, are responsible for a share of instances of interest-free
lending (24% of al such reports for the rura poor) that is not far short of their share of interest free
borrowing (29%), confirming the ‘reciproca’ tradition of smal-scae borrowing and lending among
neighbours and family of amilar economic anding.

Box Four: frequent borrowers

Malek and Ruhiton, getting by with help from friends (household 23 in Figure Two): Madek isin his
mid-fifties, illiterate and often unwell: his wife Ruhiton’s hedlth is even worse. They liveinahutina
Dhaka dum which is well-furnished by loca standards, but they appear to us to be a household in decline.
Heistoo ill to drive his battered old rickshaw and tries hiring it out instead. The paying guest they had
leaves and they can't attract a replacement. They have three children still at home to feed and school.
Income smply doesn’t cover current needs. The local shopkeeper refuses them further credit. To get by,
both Maek and Ruhiton take howlats (interest-free loans) — about 24 of them in the year. Sums range
from afew cents up to $10, and total $123. Some of these are repaid within a few months ($58 is repaid
inthisway — about half of what they borrowed), others are still outstanding at the end of the year. In one
case a nephew repays for them and then forgives them the implied debt to himsealf. In other cases Malek
has to take interest-bearing loans to repay howlats and to help pay down the debt at the shop. But despite
this relatively poor repayment behaviour they don’t have much trouble getting fresh howlats. Indeed, they
act asmoney guardsin their dum — holding smallish sums of $1 to $8 for others. We were puzzled by this
and asked around the neighbourhood. We found that the couple still have a sound reputation — they may
pay late but you can be sure they will pay. Ruhition hersalf gives howlats — she lends about five during
this difficult year. They are aso helped by the fact that during the research year they adopt a new
livelihood strategy and both take jobs in garments factories.

Chan Miah, howlats as part of a business plan (household 27 in Figure Two): Quite different isthe
case of Chan Miah, the rural upper-poor timber trader. His is a cashrintensive business, since he hasto
sdll on credit and to negotiate to be able to buy on credit. He therefore marshals an array of instruments
to help him do this. He takes ‘ venture capital’ - $200 supplied by a business friend on the understanding
that the friend will get half of any profits made with the cash. He sends his wife to join MFIs to get loans
(she managed only one loan, $140 from Proshika). He started aloca ASCA, but we couldn’t get much
detail and discovered that a neighbour believes he misused his position asits Cashier. Mainly, he swaps
howlats with othersin the big loca timber business. We amost certainly didn’t get the full story, but our
records show that he reported taking and repaying fifteen howlats totalling $608 in the year, and gave
howlats worth dightly more ($627, of which he had got back $556 by the year end). He aso took in $300
as amoney guard, keeping the cash at home for other smaller timber traders who work or live nearby,
while he himsalf stored about $200 with other traders who have safe premises in the market, to avoid
having to carry the cash home at night.

The case of informd interet-bearing loans is not dissmilar. Here again our respondents took more often
than they gave, suggesting that they go to wedlthier contacts for many of these loans. But the share of the
rural poor groupsin lending is very high, and that of the urban poor very low. The thirteen rurdl poor were
responsible for more than half of al such loans given (14 out of 26). Much of thisis due to one household,

whose case is described in Box Five.
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Box Five: lending on interest

Monwar a, getting a good rate of return on her ‘savings (household 9 in Figure Two): Monwara is young,
only 31, unschooled, and already on her third marriage (twice to her current husband, Rafik, an erratic peddier).
She has learnt to be shrewd about money and shares with Rafiq the management of the household’ s cash
affairs. Heis a great borrower, for ever dreaming up new money-making schemes for which heisimpatient to
get finance (ice-cream vans, public-address systems, and the like). Monwara handles the investments side, and
her preferred instrument is interest-bearing lending. She tells us about how she seeks ‘ safe’ people to lend to.
In the year we record her lending seven times, in sums ranging from $4 to $60. Some go to relatives (a nephew
gets $4, asister’s son-in-law gets $20), most to neighbours, including at least two of our respondent househol ds.
The biggest, $60, goes to amember of alocal indigenous ethnic group, since Monwara believes them to be
innocent and trustworthy. Most of this portfolio appears to be working reasonably well, though not all interest
payments are made on time. Perhaps precisely because they are known to lend on interest, this couple do not
participate very fully in the loca howlat (interest free loan) tradition.

The importance of reciproca lending, money-guarding, and the other instruments that feature strongly in
Figure Three may of course not be confirmed when we look a the amounts of money flowing through
them. The next section turns to this aspect.
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4 The Accounts

Flows
Our main research tool, the regular two-weekly interview, was better at reveding flows of money then it

was at accounting for stocks of money. We obtained good (though by no means perfect) numbers for the
amounts of money that our respondents stored and retrieved, borrowed and repaid, and lent and
recovered during the year, but less reliable information on the ‘ balance sheet’ vaues of financid assets and
liabilities, especidly the ‘ opening balance — the position of the household when we firgt met them. Thisis
because the existence of such assets and liabilities often remained hidden from usif there were no fresh

transactions made on them during ] _ o ]
Box Six: Hidden liabilities: Abu Taleb’s venture capital
the year, epecidly where there (household 24)
was an dement of secrecy or About three months into our work, our researchers were sitting in
Abu Taeb's shop, talking to Mintu, his son, who was looking after
shame involved (see Box Six). things in the absence of his parents. A man arrived and started to

complain that Abu Taeb still owed him money on a 22,000 taka
($440) ‘venture capital’ loan made some eighteen months back. Our
possibleto verify reportsof such | researchers pricked up their ears: they had never heard of such a
huge liability. Mintu politely referred the man to his mother, and when
assets and liabilities by cross- Khukumoni appeared it became plain that she too had no idea that her
. o . husband had contracted such a debt: her distress was obvious. A
checking. We begin this section, | \eqic |ater Abu Taleb came back from avisit to aholy sitein
therefore, with some dataonthe | Southern Bangladesh and clarified the situation. Most of the money
had in fact been returned, in instalments taken from shop income, and
flows of money that we only about $40 was till outstanding. Our researchers exchanged
glances with Khukomoni — she plays a strong role in the money
recorded. management of the household and she was as concerned as we were
that such transactions could have remained so invisible for such a

Moreover, it was not always

Thetotd ‘transaction value

recorded in the study was $35,241, an average of $839 per household. That is, in the research year, the
recorded total amount of money flowing into assets or paying down liabilities (i.e. savings deposits of one
sort or another including loans to others, plus repaying debt) plus the tota flowing from lighilities or from
cashing assets (i.e. loans taken and withdrawals from savings plus receiving debt repayments from others),
cameto agrand totd of $35,241. Thisis, if anything, an understatement, since it is more likely that we

faled to record transactions than that we over-recorded them.

A lot of money

Perhaps the firgt thing to note about thisfigureis that its absolute Sze is large rdletive to total incomes for
the group under consideration. With per cagpita annud income in Bangladesh estimated by the World Bank
a $370 (World Bank, 2000) and an average household size of five, then average annud income per
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household for al Bangladesh might be $1,850 and that for poor households around $1,400. In that case,
the households in our study are each year ‘“managing’ (pushing and pulling through financid ingtruments) an
amount of money ($839) equivaent to about 60% of their annua income. We can make further crude
estimates. suppose we assume that 60% of Bangladesh's 23 million households are poor, upper poor or
near-poor in the way that our sudy households are — an estimate consstent with typica studies of poverty
in the country — then their financid service ‘turnover’ each year (the totd vaue of dl their money
transactions) will bein excess of $10 billior?. Thisis agood reason to take the microfinance market in
Bangladesh seriowdy.

Cities not paved with gold

When we start to break down the gross transaction tota of $35,241 we reved further surprises. Therurd
share of thistotal, at $19,648, is bigger than the urban share ($15,592). Thisis largely due to the much
greater propendgty — already noted above — of rura householdsto lend to each other. Informd interest-
free borrowing is similar for the two groups, with the rura households borrowing on average $79, while
the average urban household borrowed $77. But interest-free lending for the rural group averages at $60
while for the urban group it is only $21. This difference istrue for dl three wedlth classes. Another
difference between the rural and urban groupsis that the near- poor ruras, taking advantage of their landed
collateral, can use forma servicesin away that the urban near-poor can't. These differences are offset in
part by the fact that in the town households provided and used informa money-guarding services more
intensvely than in the countrysde. MFI usage, in terms of transaction totas, was Smilar in town and
country.

A poorer sharefor the poor
There are dear differences in transaction total s between the three wealth classes, as summarised in Table
One.

Table One: Average Annual Transaction Totalsper Household, by wealth class and location, US$

That transaction totas for the poor should be

Class Rural Urban All

lower than for other groups comes as no
Poor 433 402 420
Upper poor 2,019 083 1384 surprise, athough the degree to which thisis so
Near -poor 1,307 1,222 1,265 is quite sharp. Somewhat surprisng isthat the
All 935 742 839

® 60% of 23 million is 13.8 million. 13.8 million households multiplied by $839 is $11.5 billion.
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upper poor group show a higher total than the near-poor. To what extent is this due to the very smdl size
of the near-poor sample and to the particular composition of the rura upper poor group? To find out, we
broke the data down by household. Figure Four gives the transaction totals of al forty-two households,
broken down by the main instrument types. The table uses the same format as Figure Two above, alowing
direct comparison with that data.

Figure Four: Transaction totals, by household and instrument type, US$

value of transactions' $ 1000 2000 3000 4000 5000 6000

RURAL POOR

1 Karim & Jamila, farming, day labour

2 Quddus & Banesa, riskshaw, sharecropper
3 Maznu & Kajoli, day labour on & off farm

4 Mayama & son, begging, day labour

5 Sayed & Asma, timber trading, gambling

6 Suruj & Rashida, timber trading, gambling
7 Hafizul & Ramisa, day labour, rickshaw

8 Imam & Ayisa, milk sales, day labour

9 Rafik & Monwara, peddling, day labour

10 Suruj & Hamida, farming, farm labour
11 Hakim & Ziaron, casual fishing, day labour 1
12 Saman & Hazara, farm labour, paddy husking |
13 Malek & Rehana, farming, day labour 1
URBAN POOR 1

14 Siraj & Fulbanu, ricksahw, factory, poultry scraps

15 Habibur & Minara, rickshaw, letting room, scribe

16 Yunus & Ranu, riskshaw, day labour

17 Amala, garments factory, rickshaw
18 Rashid & Ranu, retired, stall, factory labour, casual labour

19 Sultan & Renu, metal worker, housemaid, begging, rickshaw

20 Kalam & Safia, rickshaw, housemaid

21 Sayer & Kajoli, sweetshop/grabage recycling ('), garments factory I
22 Barek & Peara, mason assistant, sewing
23 Malek & Ruhiton, rickshaw, paying guests, garments factory

RURAL UPPER-POOR

24 Abu Taleb & Khukumoni, betel stall, timber trading I I

25 Jalil & Rahima, nightguard, fishing, day labour, postman, etc
26 Salam & Anwara, mason, fruit sales, mason helper

27 Chan Miah & Nilufa, timber trading n

28 Jobeda, farm, marsh fishing, vegetable growing
URBAN UPPER-POOR 1
29 Rupban, firewood sales, letting room, rickshaw, garments factory, etc
30 Manzil & Sufia, rickshaw repair & hire, rickshaw
31 Sobhan & Halima, car driver I I

32 Samad & siblings, garments, apprentice carpentry I I w

33 Helal & Kohinoor, bay taxi driver, sewing

34 Nazim & Anwara, fruit & veg stall, housemaid

35 Hosen Ali & Sufia, hires out rickshaw, garments factory

36 Siraz & Monwara, baby-taxi driver, scavenge, garments factory, lets room, etc

RURAL NEAR-POOR

37 Gani & Jahanara, farmer, tempu owner, water supplier I I I

38 Hasan & son, farmer, fruit trading I I

39 Akkabar & Haruna, farmer, water supplier I I

URBAN NEAR-POOR

40 Mostafa & Ayatun, caretaker, earth contractor, milk cows

41 Tufani, lets out room & cooks, garments factory,

42 Sultan & Kuruna, car driver, sari sales, waged job I I I

B Formal 8 Semi-formal & Informal Mutual 8 Informal 1-on-1 & Informal individual

Chan Miah (household 27), the cashrstrapped timber trader in the rura upper poor group, is remarkable
for two things: he has by far the biggest transaction tota, at alittle under $5,000, and he conducted
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virtudly dl of it in theinforma ‘one-on-one’ sector as we saw when we described his businessin Box
Four. His nearest competitor in terms of transaction valuesis Abu Taeb (household 24), the shop-keeper
(see Box Six), but Abu used MFIsfor agood part of hisfinances. Both he and his wife Khukumoni are
members (clients) of ASA, alarge nationwide MF, and they started the research year with more than
$100 saved there between them. They were both paying down ASA loans when the year began — Abu
had taken $300 and Khuku $180. During the year they both paid off their loans and took new ones — of
$310 and $200 respectively. But in achange of policy, ASA suddenly told them that they couldn’t both be
ASA ‘members, so Khuku paid off her $200 loan using her accumulated savings, leaving just Abu in the

scheme.

This of course inflated their transaction totd for the year, since we counted both the savings withdrawal
and the loan repayment in our tota. But Abuisaso in another MFI, Caritas, and uses it vigorousy —
repaying two loans and taking two new ones (of $120 and $100) in the year.

So why doesn’'t Chan Miah use MFIs with the same intengity? His wife Nilufais a member of only one
MH, Proshika. She has an outstanding loan there but her group isn't performing well and she failsto take
anew loan during the research year. In an interview Chan told us that he didn’t like the MFI conventions,
above dl the rigorous enforcement — on pendty of embarrassing public exposure — of afixed weekly
repayment schedule. He likes Prashika because ‘ you repay monthly and they don't complain if you're
late', and he saysthat ‘they give you loans on time — only to find that Nilufaiin fact never got her expected

follow-up loan! We will have more to say on MFIsin alater section.

The third-biggest transaction totd, at about $2,770, isthat of Gani (household 37), the well-to-do road-
sde farmer who isin the rurd near-poor group (see the paragraph preceding Box Two in Section 2). His
choice of provider is different again, snce heisthe only household in our study to use the formal sector ina
big way. He started the research year with an old loan of $300 taken in early 1998 from a sate agricultural
bank, and because he had a good year of farming in 2000 he decided to retire it, paying off first the
principal and aweek or two later the accumulated interest of $149”. But he also keeps his cash in the
bank: the year opens with amodest balance of $90, but he deposits large sums during the year at harvest
times— as much as $510 on one occasion — and makes big withdrawals to invest in machinery. Another
near-poor farmer, Hasan (household 38), at firt told us that he too keegps cash in the bank, and reported a
balance of $380. Later, when we got to know him better, he told us that in fact the cash was stored with a

" Interest payments are not included in transaction totals, but accounted as costs of transacting. See later in this section.
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money guard — afriend with a shop in the market place. Not only was it more convenient to ‘bank’ with
this merchant than with the highly bureaucratic bank, Hasan aso confessed that he thought it wise to keep
his savings away from an ingtitution from which he had taken aloan, in case the Manager confiscates the
savings.

Figure Four shows that our group of eight urban upper-poor households don’t contain anyone with such
cashrintensive businesses as those of Chan Miah and Abu Taeb. Still, five of the urban households have
transaction totals of $1,000 or more: Rupban with her firewood business who stores cash with family
money guards, Manzil who borrows interest- bearing loans heavily to help shift and rebuild his home and
rickshaw-repair shop, Sobhan the whedler-dealer who takes every interest-free loan he can, Samad and
his mother and sister who have taken waged jobs but are trying out severa instruments to save and
borrow, and Held, who makes do by juggling one instrument with another — taking private loansto repay
hiswife sMFI dues, for example.

All in dl, then, our investigation of the reasons why the rural householdsin our sample, above dl the rura
upper poor, have higher transaction totals than their urban counterparts mostly reveds the diversity of
individual behaviour and opportunity. It may be that in the countryside the tradition of reciprocd interest-
free lending remains stronger than in the town, but that doesn't in itsdlf explain the lower overdl transaction
vaues of the urban part of our sample.

Small balances
At the outset of this section we expressed reservations about the accuracy of the household monetary

‘balance sheets' that we have congtructed for our respondent households. Nevertheless, there is a genera
pattern that isworth remarking: balances are small relative to annual flows Indeed, many households

executed, during the research year, single transactions of avaue larger than total year-end balances.

On the assats 9de, this suggests that financia assets play a amdl part in the compostion of tota household
wedlth. Households are more likely to invest in livestock and business stock, land, machinery, or housing,
than in savings accounts or insurance policies, and we have many examplesin our narratives of households
doing just that. Long-term savings instruments like insurance aren’t working well. AlImost no-one hasabig
baance in bank savings. Savings balances at MFIs are likely to be small relative to loans outstanding, and
both of these amdl relative to annua flows of loans and repayments.

On theligbilities Sde, it suggeststhat financia debt is not very deep, and again thisis subgtantiated by the

narratives. Loans are either repaid quickly, or are forgiven, or are on the way to being forgiven — epecidly



Rutherford, Money Talks, May 2002 page 31

when the debt isto family. MFI loans are repaid in a year (or are supposed to be — and when they’re not,
it sometimes means that the M has, de facto, written the loan off).

Our sample households, then, are using deposit and |oan opportunities mainly to create small-to-medium
vaue lump sumsfor immediate use, not for long-term investment nor for long-term debt.

This pattern distinguishes these househol ds from those in developed economies. A modest household there
islikely to have a least one large financid ligbility — a mortgage on ahome, and at least one large financid
asset — some kind of store for old-age, in a penson scheme, savings or share account, for example.
Relative to these balances, the flow of money from income sources and out to expenditure may be modest,
though much depends on the age of the household. For households, the ratio of financid liabilities (debt) to
annua income varies from about 70% in France to a high 130% in Japan (Economist 2002) : for our
sample households it appears to be about 11% (using the figures in Table Two below, and the estimate of
$1,400 for annual household income given above). For assets, the comparison is of asimilar order of
magnitude. The microfinance industry might ask itsdf whether this difference arises from fundamenta
differences between the households in the two environments, or from immaturity of the microfinance

industry: more on thisin alater section.
The pattern of smdl baances rdative to flows istrue for dl six wedth and location classes:

Table Two: Average Household Financial Stocks and Flows, by wealth and location, US$

Stocks (year -end balances) Annual Flow in research year
Assets Liabilities Depositsmade, credit | Debt incurred, savings Total annual
disbursed, debt paid withdrawn, credit paid flow
down down

Rural poor: 56 67 24 209 433
Rural upper- 429 279 1,120 899 2,019
poor:
Rural near-poor: 475 208 827 479 1,307
All rural: 210 137 523 412 935
Urban poor: 7 267 159 243 402
Urban upper- 177 106 511 477 988
poor:
Urban near- 199 82 647 575 1222
poor:
Al urban: 129 179 363 379 742
All:

170 158 443 396 839
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Table Two shows that one group, the urban poor, has aratio of assetsto ligbilities which is out of line with
other groups. their debts are amost four times as high astheir financial assets, whereas for the forty-two
households as a whole assets exceed debts. Examination of the data shows that thisis mainly dueto
outstanding baances on loans taken on interest: such loans amount to 56% of dl household financid debt
for the urban poor. Indeed, the ten urban poor households were responsible for 74% of al debt of this
sort for dl forty-two households. Looking more closely, we see that three urban poor households were
responsible for the bulk of this debt: Rashid and Ranu (household 18), Sultan and Renu (19) and Kaam
and Safia (20). All three are cases of substantial old loans that remain outstanding but may never be repaid
—may in fact be on the way to forgiveness or of being negotiated down. Rashid and Ranu’'s case is

detailed in Box Eight below, because the issue of |oan forgiveness is worth a closer 1ook.

Transaction costs and loan forgiving

We recorded whenever possible the interest paid or received on loans and deposits, athough here again
the data should be taken asindicative rather than definitive, snce amounts may have been disguised or
obscured out of fedings of pride or shame, or because of the ambiguities that surround the taking the
interest in the informa economy. The totas were as follows: total reported interest paid out on loans by
borrowersfor al 42 households was $1,113 in the research year, and total reported interest earned on
deposits (including lending) was $165, for a grand totd of $1,278, an average of $30 per household. Sub-
totals for the rural and urban halves of the sample were smilar. Sub-totals for the three wedlth groups were
$18 per household for the poor, $49 per household for the upper poor, and $36 for the near-poor — these
numbers are therefore roughly proportiona to the three groups' tota transaction flows.

Behaviour with regard to interest charges varies greatly with instrument type. Because the MFls collect
loan interest dong with repayments at weekly intervas, they and the forma banks are the only services that
ean interest on acongstent basis. The MFI share of reported interest earnings is therefore very high: dl-
in-al they earned about $436 from our sample households in the year, a 39% share of dl such interest

reported earned on amere 15% share of totd transaction vaues.

Private interest- bearing loans took interest erratically, but nevertheless took a bigger share: they earned
just alittle more — $446 — but they did it on asmaler share — 10% — of tota transaction vaues. Thiswould
suggest that the effective private interest rate is about one and a hdf times that of MFls.
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The study shone some light on what | have called (above) the ‘ambiguities’ of interest charging in the
informa credit market. Interest ispaid in full as agreed in less than hdf of dl the interest-bearing loans
reported. In athird or more of al cases, theinterest is discounted, forgotten, forgiven or ignored, and in
the remaining cases the position over interest remains unclear. Some patterns are beginning to emerge,
though further research would be needed to confirm them. Firgt, loans within families are the mogt likely to
be forgiven or forgotten. Here is how Siraz (household 36, urban upper poor) dedls with aloan from his

Box Seven: Siraz and his sister-in-law

Siraz is the baby-taxi driver who suffers from piles. At one time he considered buying rickshaws to hire out as
an aternative way to make aliving. So he got his wife Monwara to approach her sister for aloan of $60. The
sister was sceptical — she' d been bitten before — but she agreed to lend them the $60 if they would repay $2 a
week for fifty weeks. In other words, she sought $40 interest, an annual rate of 115% (APR basis). In the
event, Siraz and Monwara didn’t buy the rickshaw. Instead, they spent athird of the loan on a cupboard, athird
went on normal household expenses, and a third was lent out to a fellow rickshaw-driver at the rate of 17.5% a
month, (210% APR), aloan that worked well enough if alittle delayed. Siraz paid his Sster-in-law $4, and then
told our researchers ‘she’ srich — she won't mind if we don’t pay the interest, you'll see’. A month later heis
proved right: the sister-in-law says * OK, don't pay the interest — but be sure to repay the principa’. Over the
next months Siraz repays intermittently, until al but $4 of the principal has been returned. Then he tells us
‘that’s it — I’'m not paying any more'. But afew weeks later he meekly repays the final $4.

sdter-in-law (Box Seven):

This pattern may aso gpply sometimes to loans from well-to-do to poorer households. Malek, aday
labourer (household 13, rura poor) tells us that ‘rich people don’t put much pressure on very poor people
to repay loans', and we have some stories that may corroborate that — though in our study it isthe urban
poor who renege on loan commitments more than the rura poor, perhaps because the anonymity of city

life gives them some shelter from socid pressure. Hereis atde from Rashid' s portfolio (Box Eight):

Box Eight: Rashid’sloans

Rashid is the older man we met in section 2 (immediately below Box Two), who has health problems and gets
into delt dealing with them. Aslong ago as 1997, when he had severe jaundice, he borrowed the very large
sum of $400 at the extraordinary high price of 20% a month. The loan was for medica treatment plus capital
for his vegetable shop. He has never repaid a penny in principal nor interest. The creditors, local Sum dwellers
like him, press him from time to time, but he tells them ‘I’ m too ill and poor to pay anything'.

In 1998 and 1999 he took three more loans, of $40, $40, and $20, a 10% a month, from three local housemaids,
and has smilarly repaid nothing. The three women abuse his long-suffering wife, Renu, regularly. But during
the research year they attempt adeal — they say they’ll forgive the interest if he'll only repay the principal. But
he doesn't.

In this case negotiation failed, but our research shows that often it succeeds. Sultan (household 19, urban
poor) had athree-year old debt of $160 a 10% a month when we met him, on which he' d paid nothing,
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30 that the interest debt aone had risen to $180. During the research year he successfully negotiated a dedl
under which he agreed to pay $120 in interest (which he did) and repay the principa a some later date
with no further interest. Sayer (household 21, aso urban poor) had a debt of $300 incurred localy when
his son broke hisleg in 1997. He had been making some payments on it, but in the research year the
creditor tellshim ‘OK, that’s enough — just repay the $120 principa till outstanding but you needn’t pay

any more interest’.

Discounting or forgiving, on the evidence from our study, is related to loan use aswell asto the rdlative
socid rank of lender and borrower. Thus: arich lender lending to a poor borrower for medica costsis
most likely to discount or forgive, whereas |oans between equals for business purposes are least likely to
be forgiven or discounted. This pattern could usefully be sought in further studies.

Stll, there are enough discount or forgiveness sories to float the following proposition, one that | have
often entertained when looking at debt in many countries. High stated cos, later negotiated down, is
common in private withinterest lending — and may even be the norm. It has two clear functions from the
lender’s point of view. Firgt, it acts as a deterrent — if | state a high price maybe the would- be borrower
(whom | know to be poor and likely to have difficulties repaying) won't take the loan. Second, it assures
me that | will get some early return on the loan: if | manage to get 10% a month for the first three months
but then earn nothing more, my overdl rate for the term of the loan as awhole may 4ill be postive. Many
MFHs charge high ‘up-front’ fees or extrainterest charges on their loans for smilar — very good — reasons.

Itisasengble way of dedling with risk.

So beware those stories of high interest rates charged by wicked moneylenders: their effective rate may
often turn out to be much lower than their stated price®.

® Moreresearch is needed. In West Bengal, a neighbouring Indian state with many similarities to Bangladesh, poor
women villagers | spoketo recently insisted that in their community informal for-interest loans are not negotiable:
lendersinsist on full interest payment, or on labour in lieu.
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5 The Uses

Usefully large lump sums

The previous section has shown that in the main our households do not use financia ingruments to hold
long-term financid assets nor to acquire long-term debt. Rather, they use them like current accounts — cash
awaiting, or following, converson into sums of money that are needed for imminent expenditure. Such
‘usfully large lump sums as | have called them dsawhere® are
congtructed out of savings, either by finding a secure place to hold

Fgure Five Saving Up
those savings until they have grown into lump sums (a process | have

usetully larae fumo caled ‘saving up’, Figure Five), or by taking an advance againgt a
future regime of saving, an advance normaly acquired as aloan of

SR some form (*saving down’, Figure Six). Because poor people tend to

=g & [~ oo

have smdl and insecure incomes, and tend to spend much of that
income quickly on basic requirements (largely food and the fue to
cook it with) they often find that they lack the cash on hand when

they need to buy amost anything e'se — clothes, medica help,

Figure Sx: Saving Down

school fees, and so on. Therefore, they need to engage in ‘ saving
up’ and ‘saving down’ regimes very frequently for even modest
sums of money — afact which may account for the high incidence

of use of financid ingtruments (section 3) and the often modest
vaues of the lump sums thus produced (sections 4 and 5).

But what, exactly, are the uses that required our households to form these * usefully large lump sums ?

515 ways to spend money

Our datais of mixed qudity. In some cases we have incomplete or even contradictory information. In
others, we have coherent accounts that allow us to follow through the whole of an episode of use of an
ingrument — from the purchase of a new mud-bank through until its being broken and its contents spent,
for example, or from the receipt of an MFl |oan through its expenditure and full repayment. We took 515
such accounts of how ‘lump sums' were formed, and used them in the analyses that follow. Although thisis

® Rutherford 2000
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a selection of data based on cases that we believe to be accurate records, al forty-two sample households

are represented in the selection.

First, we broke the sums down into three broad ‘ use categories', depending on whether they were used

Box Nine: ‘transfer sums

Kohinoor (household 33, urban upper poor) isamember of an MFI called Shaisab, and when we met her
she was paying down on a $80 loan, in weekly instalments of $4. Because her husband, Helal, gets only
intermittent work as a baby-taxi driver, it was often very difficult indeed to find this $4 week-in week-out. So
one week we found her approaching her brother for a howlat, an interest-free loan, to cover her MFI dues.
Thishowlat istreated in the life-cycle category in the analyses in this section. As it happens, Kohinoor
managed to pay off her MFI loan and just before the end of the research year she took another loan from
Shaisab, this time of $160. She repaid her brother’ s kindness by on-lending him half of this sum, again asa
howlat, to help his small business: with the other half she bought herself a gold chain. No doubt she has since
been calling on her brother again to help make the weekly repayments.

Amala (household 14, urban poor) is a member of the MFI ASA.. In the research year she completed a
year of weekly instalments and paid off a $120 ASA loan. She didn’t really need a new one, but was reluctant
to forgo the opportunity held out to her, so she accepted a fresh loan of $160. This she lent immediatdly, in full,
to aloca acquaintance, a man who agreed to supply the weekly repayments of principal and interest and to
pay Amala profit in the form of paying aso for her weekly ASA forced saving of 40 cents. The two deals (the
loan taken by Amalafrom ASA and the related |oan given by her to her acquaintance) are analysed in this
section within the ‘ opportunities’ category.

for life cycle events such as birth, education, marriage, homemaking, death, and general household
maintenance; emergency uses like hedth, theft and natural or man-made caamities; or opportunities such
as investments in productive assets, businesses, land, or consumer durables. * Transfer’ sums (sums used to
bal ance some other sum) were categorised as follows. sums used to pay down debt (9% of al sums) were
placed in the life cycle category, and sums used for on+lending to others (4% of dl sums) were placed in
the opportunities category (Box Nine).

According to our respondents’ reports, dmost two-thirds of the 515 lump sums were spent on life cycle

uSes, just over one quarter on opportunities, and the remaining 11% on emergencies.

Obvioudy, we assumed that there would be relationships between the vaue of the lump sum, itsuse, and
the wedlth category of the user. A summary of these rdationshipsis shown in Table Three.
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Table Three: 515 sums by value, use category, and wealth class of user

Number of sums || sumsunder $10, | sums between $10 sumsover $100,
analysed, n and $100, nand nand %
and % nand % %
23 poor households 278 100% 186 67% 82 29% 10 4%
or | fe_é’;gg'i‘; 191 69% 148 53% 39 14% 4 15%
for emergency use 41 15% 19 7% 20 % 2 05%
for opportunities 46  17% 19 7% 23 8% 4 15%
13 upper-poor
167 100% 75 45% 63 38% 29 17%
households
or | fe_gx;’z'srs‘é % 57% 60 36% 34 20% 3 2%
for emergency use 12 7% 3 2% 6 4% 3 2%
for opportunities 59 35% 12 ™% 23 14% 23 14%
6 near-poor households 70 100% 29 41% 32 46% 9 13%
or fe_g(‘:"l’g'si; 35 50% 24 34% 10 14% 1 1%
for emergency use 6 9% 2 3% 3 4% 1 1%
for opportunities 29 41% 3 4% 19 27% 7 10%
all 42 households 515 100% 290 56% 177 34% 48 9%
for li fe-((:))f/rllglsrs}(:e 322 63% 232 45% 83 16% 8 15%
for emergency use 59 11% 24 5% 29 6% 6 1%
for opportunities 134 26% A T% 65 13% 34 %

The highlights of this rather complicated table are as follows. Starting at the foot of the table with the
numbers for al 42 households taken together, we see the figures aready quoted: just under two-thirds of
the 515 lump sums were used for life cycle needs, a quarter for opportunities and 11% for emergencies.
But more than haf of al sumswere of lessthan $10 in vaue and only 9% were of more than $100. Of
those big $100-plus sums, a big mgority were used for opportunities, but that big mgjority itself accounted
for only 34 sums- 7% of al 515 sums: dearly microfinance asit is practised in the village and dums of
Bangladesh is only margindly about large investments in micro-enterprises. Still, thereis a clear rdationship
between vaue and use — bigger sums get used mainly for opportunities, tiny sums overwhdmingly for life-
cycle needs, whereas medium-value sums (between $10 and $100) are much more likely to be used for
life-cycle needs or for opportunities than for emergencies. Emergencies (of which, incidentally, medica
usesisby far the biggest sub-category) isin dl three vaue-classes a minority use.
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Turning our atention to differences between the three wedlth classes, what we find isin line with what we
might expect. The poor are the most likely to use their lump sumsfor life-cycle needs, and the least likely
to use them for opportunities. The proportion of very small sums (under $10) is larger among the poor than
among the other two groups, and the proportion of very large sums ($100 plus) is very much smdler. Itis
the upper poor who are most likely to build large sums and the most likely to spend medium and large

Sums on opportunities.

The poor are more likely than others to spend their sums on emergencies: there are only two cases among
the 278 sums built by the poor where avery large sum is spent on emergencies (see Box Eight), but
evidence that they spend quite heavily on this use is shown by the fact that they are just aslikdly to spend
medium sums ($10 - $100) on this use asthey are very small sums. A closer look a the data shows that
these ‘emergency’ uses are overwhelmingly health reated.

Saving up and down

Y ou can build aussfully large sum by saving up for it (in abank or MF savings account, in an ASCA or
ROSCA, with amoney-guard or by lending cash out, or by keeping cash a home in your mud-bank or
petticoat, for example) or by ‘saving down’ for it (by taking abank or MF loan, or borrowing money
privately with or without interest, or accepting cash as a money guard, for example). So how were the 515
lump sumsin our sample formed? In Table Four we look at this question broadly, just to see how many
were formed through saving and how many through some form of borrowing. In the next section we shdl
look more carefully a precisdy which instruments were used.

Of dl 515 sumsin our sample, only 1 in 5 were formed through saving up. The dominance of borrowing is
true for dl sub-sectors of the analyss. All three wedlth classes form lump sums through borrowing much
more often than through saving: though the near-poor group has a substantialy grester propensity to use
savings (31% of al of their lump sums are formed that way) and the poor group the least (only 15%). In
the case of the poor group we note that they borrowed as often for opportunities as they did for
emergencies (37 of their 278 sums were used for each of these two purposes), but that they saved for
opportunities more than twice as often as they saved for emergencies, presumably reflecting the sudden

onset of many emergency needs which cannot be planned for.
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Number of sums

sums formed by ‘saving

sums formed by ‘saving

analysed up’ down’
(by building and then (by taking and then paying-
withdrawing financial down financial liabilities)
assets) nand %
nand % nand %

23 poor households 278 100% 41 15% 237 85%
for fe_s;‘c"l'g'sz:e 191 69% 28 10% 163 59%
for emergency use 41 15% 4 15% 37 13%
for opportunities 46 17% 9 3% 37 13%
13 upper-poor h'holds 167 100% 35 21% 132 79%
or | fe_é’;(‘:"l'z'lf; % 5% 23 14% 73 44%

for emergency use 12 ™% 2 1% 10 6%

for opportunities 59 35% 10 6% 49 29%

6 near -poor
70 100% 22 31% 48 69%
households

for li fe-(?:/(\:,\llzlljrs](:a 35 50% 8 11% 22 31%

for emergency use 6 9% 1 1% 5 7%

for opportunities 29 41% 13 19% 16 23%
all 42 households 515 100% 98 19% 417 81%
for li fe-(?;z\llzll?z:e 322 63% 59 11% 263 51%

for emergency use 59 11% 7 15% 52 10%
for opportunities 134 26% 32 % 102 20%

The only sub-sector in which saving competed serioudy with borrowing as a means to form lump sums

was among the smal near-poor group for lump sums used for opportunities: they saved 13 sums that way,

and borrowed 16.

Note, however, that these figures are in some degree mideading in that for ‘“mutud’ type indruments they

tend to under-report the role of saving-up. Thisis because in some cases the sum we report isaloan (a

‘savings down’ sum), but is taken from a sum that was initialy formed through saving up, aswhen a

member of a savings club chooses to spend a sum by taking aloan rather than by withdrawing savings.

Take the case of Monwara (Box Ten):
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Box Ten: Monwara’s factory ASCA

Monwarais the young sister of Samad, the urban upper poor family who migrated to Dhaka and took garments
factory jobs. At the factory, Monwara soon joined the informal ASCA (accumulating savings and crediit
association) that is run by the workers on her floor of the building. This proved useful: they alow loansto be
taken against savings. Very small emergency loans can be had interest-free, and Monwara soon took and
repaid one of $10 (used to make an instalments payment on an MFI loan). Then the next month she borrowed
$30, at 10% a month interest. The ASCA rule is that you can take up to 75% of your saving balance as aloan
at any time. Dividends (members shares of the loan interest income) are to be disbursed after one year.

In the course of our analysis we sub-categorised our three main ‘use’ categories (Table Five). Readers

may be interested in the overdl share of lump sumsfor each of these sub-categories:.

Table Five: 515 sums categorised and sub-categorised by use

Category Sub-category Number of sums Percentage of total (515)
ums
Life-cycle uses daily living 244 47
education 4 1
marriage 10 2
household repairs 13 2.5
repayment of debt 45 9
entertainment 6 1
sub-total 392 63
Emergency uses accident 1 0
hedth 45 9
theft 1 0
dum demoalition 5 1
bribes & lega fees 7 15
sub-total
59 11
Opportunities business 54 10
furniture etc 6 1
farming 21 4
on-lending 21 4
land 10 2
livestock 10 2
vehicles, boats etc 12 2
sub-total 134 26
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We close this section with some more examples of lump-sum formation in practice (Box Eleven).

Box Eleven: forming lump sums

Imam and Asiya, arura poor household (household 8) got into trouble with their $100 Ml loan. They took it
to buy roofsheets for the room where their demanding son, Zia, deeps. he insisted on a better roof when he got
married and brought his new wife home, arguing that he brought most of the income into the household from his
rickshaw van driving. But Imam and Asiya simply didn’t have the meansto repay the loan, and they are very
embarrassed when MFI staff come repeatedly to their door to demand repayment instalments. The MFI even
demanded that Imam sall the roof -sheets to repay the loan. Asiyafinaly confronted Zia, and shamed him into
paying off the arrears — which Zia did from the dowry money he'd just got from his new in-laws.

When we are talking to Yunus' s wife Bibi (urban poor, household 16) about old debts, she suddenly
remembered the $10 she took the year before from her uncle, money that was suddenly needed to treat
Yunus'sillness. At the time, they had no other way of getting hold of the money. Now Y unus is reminded and
he pays down the debt from rickshaw driving income.

Manzil owns arickshaw repair business and some old rickshaws. As we have seen, he had to shift his home
and business twice during the year because of the rebuilding of the flood embankment (household 30, urban
upper poor). For this he needed capital, and he managed it by borrowing $140 from his landlord. The deal was
that he should repay $5 aweek until he had repaid $200. When we said goodbye to him at the end of the
research year he had been paying more or less on time and in full — we don’t know whether he finally managed
to negotiate down the find price of the loan, but he was hopeful.

Rashida, the patient wife of Suruj (the rura poor timber trader and gambler, household 6) told us how Suruj
borrowed $20 from their neighbour, Aziz, to go gambling. Aziz began to press for repayment, and Suruj told him
he' d repay the debt by taking an MFI loan. However, it is Rashida, not Suruj, who isthe MFI member, and she
aready had aloan which was aready overdue. She told that to Aziz. When we next asked Suruj about the
debt, he said he hadn't repaid Aziz because Aziz hadn't pressed very hard for it. A few weeks later Suruj did
repay, out of timber trade takings.
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6 The Providers

This section takes a closer look at the role of one of the key playersinvolved in the provision of financid
sarvices and devices — the semi forma ‘MFI’ sector. We begin with a table patterned on Tables Three
and Four, but this time designed to andyse the 515 lump sums by their origin in the three main classes of

ingrument; formd, semi-formd, and informal.

Table Six: 515 sums by class of instrument, use category, and wealth class of user

Number of sums sumsformedin | sumsformedin | sumsformedin
analysed, the formal the semi-formal informal
services services servicesand
devices
n and % n and % n and % n and %
23 poor households 278 100% 2 0.5% 19 7% 257 92%
or | fe_é’;ggfge 191 69% 0 0% 6 2% 185  67%
for emergency use 41 15% 1 05% 2 05% 38 14%
for opportunities 46  17% 1 05% 11 4% 34 12%
13 upper-poor
167 100% 2 1% 26 16% 139 83%
households
or | fe-c?;f/ngrsz % 57% 1 05% 10 6% 85 51%
for emergency use 12 7% 0 0% 0 0% 12 ™%
for opportunities 59 35% 1 05% 16 10% 42 25%
6 near-poor households 70 100% 9 13% 6 9% 55 79%
or fe_g(‘:’;’gﬁ; 35 50% 0 0% 3 4% 32 46%
for emergency use 6 9% 0 0% 0 0% 6 9%
for opportunities 29 41% 9 13% 3 4% 17 24%
all 42 households 515 100% 12 2% 51 10% 451 88%
for li fe-((:):/;l\llgll(jrs](:e 322 63% 1 0% 19 4% 302 59%
for emergency use 59 11% 1 0% 2 05% 56 11%
for opportunities 134 26% 10 2% 30 6% 93 18%

Here we have yet another andys's showing the dominance of the informa sector. Of the 515 sumswe
carefully tracked, 451, dmost nine out of ten, were formed by informa means. MFls accounted for onein

ten of dl sums, and the forma sector a miserable one in fifty.
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Wherearethe MFIs?

The dominance of the informas and the tiny role of the formalsis not unexpected and has dready been
discussed to some extent. Therefore, we now look more closdly at the role and performance of the semi-
formas— the MFI sector with its specid promise of bringing banking services to the poor. Asiswell
known, the MFI sector iswell developed in Bangladesh relative to other countries.

By MFI (microfinance inditution) we mean, with afew exceptions, NGOs that provide financid servicesto
low-income people, ether as their exclusive business or as part of awider programme of devel opment.
They areregistered in the most part as socid welfare organisations. The main exception to thisisthe
Grameen Bank, which is not an NGO but has aunique forma bank charter. (Other exceptions are
SafeSave, which is a co-operative, and two schemes owned and run by local government, but each of
these features in relation to only one of our households). Nearly dl use avariant of Grameen Bank’s
group-based joint-liakility lending scheme with compulsory saving as part of the packet of services. Again,
the exceptions (notably SafeSave) are very smdl playersin our survey.

There are 26 MFIs providing saving services to our 42 households, and 15 of them are aso providing
loans. The one that features most often, by a comfortable margin, isASA, alarge nationwide MFI (eight
households save with ASA, and seven of them have loans). Others that festure severd times are Proshika,
another nationwide NGO (four savers, four borrowers), ADRA, alocd NGO in therurd area (three
savers, three borrowers), Caritas (three savers, two borrowers), ASD, aloca NGO operating in a Dhaka

dum (three savers, one borrower) and World Vision (two savers, two borrowers).

There are three kinds of reasons that explain why there are more households saving in MFIs than
borrowing from them. Thefirg is purely technicd: these MFIsing thet their clients (whom they cdl
‘members) save alittle every week, without exception. So at any one time there are members who have
not yet qudified for aloan, or are between loans. The second reason has to do with client preferences:
some clients without a current need for aloan nevertheless wish to stay in the scheme without borrowing,
and in order to keep thelr right to future loans they keep up their savings deposits. Some of these members
vaue the savings as a sarvice in its own right, as much as or even more than they vaue the loans. The third
reason occurs when things go wrong: if groups have broken up or are in the process of doing o, dlients
may have their savings ‘locked’ into the MFI while the joint-ligbility rules are being worked through. Take

the cases of Fulbanu and Anwara (Box Twelve):
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Box Twelve: problemswith MFIs

Fulbanu’ s false starts (household 14, urban poor): Fulbanu is a member of three MFIs when we meet her.
Oneisalarge nationwide MFI (not one of those mentioned above), another is alocal MFI and the third is an
anonymous entity which we could never track down. At the start of the research year Fulbanu has $15 saved
at the ‘nationwide’ and she deposits another $5 in the next few months. But thisis at a time when the
embankment, where she lives, is being rebuilt, and the MFI decidesto curtail its lending in what it considers a
risky environment. Fulbanu is indignant, inssting she’d been promised a loan. Her deposit rate fals off and she
begins to negotiate to leave. Finaly she drops out, taking $17 of her savings with her.

Meanwhile she tells us she has ‘ come away’ from the loca MFI which has also stopped lending.

With these two avenues to loans closed, Fulbanu joins the anonymous MFI, which promises to lend $40 as soon
as members have saved $10. Fulbanu pays a $1 entrance fee and then deposits $5 over the next few weeks.
But the signs aren’t good: other members in her 20-person group are dropping out or not saving, and then the
MFI staff fail to turn up at meetings. She starts to negotiate her way out, and finally drops out, getting $2 of her
savings back.

Anwara'sfailing group: Anwara (household 26, rura upper poor) isin amajor MFl and on the whole likes it:
they are polite, the interest rate is low, and this particular MFI accepts repayments monthly and doesn’t
complain too much if you pay late. But in the research year there sacrisis. A year earlier, the Leader and
Cashier of her joint-liability group had admitted ten new members who were ‘too poor’, thinks Anwara. Sure
enough, most of these ten cannot now make repayments on their loans. The rules are that other members must
pay for them, and savings can be confiscated to this end. Anwara has $28 saved in the MFI. So, she decides to
stop repaying while her debt to the MFI is dill larger than her savings with them. So do most of the other
members. Meetings fail to happen. When MFI staff come to the village, the members try to avoid them.
Stalemate.

Good outreach

Despite problems like these, it is clear that MFls have been very successful in reaching the householdsin
our study. The Didtrict where our rurd locations are Sted is well-known as an *‘MFI area’, being in central
Bangladesh and with good communications to MFI HQs in Dhaka. Neverthdess, it is not exceptional —
there are many other aress like it. Matin (2000) quotes astudy by rura sociologists that notes that in
Bangladesh it is now ‘very hard to find a control village that hasn’t been penetrated by MFIS . Our urban
dums, on the other hand, were not known to be particularly rich in MFIs, yet sixteen MFls reached our
twenty-one households with savings, and nine of them reached them with loans. As we saw in Figure Two,
MFHF s have reached the poor (their traditiona target group) in large numbers: they are present in some form
in seventeen of the twenty-three poor households. They have aso reached the upper poor (atarget group
they now increasingly see asimportant to them) in abig way — present in eeven out of thirteen households.
They have even reached a mgority of the near-poor, with a presence in four out of Sx households, even
though some of the MFIs ill deny that they work with members who own more than a haf-acre of land
or itsequivaent in other assets.
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So why arethey a minority service?

With this degree of penetration (into thirty-three out of forty-two households, and in many cases multiply
present — remember that Kuruna and her daughter (household 42) have seven concurrent MFl
memberships), and with a declared ambition to be the bankers to the poor (Y unus, 1998), why isit that
MFIs have arather smdl share of the money management business of those households (Figures Three,
Four and Six)?

MHs carried out one fifth as many lending dedls with our households as just one of the informa systems
with which they compete — interest-free lending (and one eighth as many deds as interest-free and
interest- bearing loans put together) (Figure Three). Their share of transaction-flow values (at $5,120) is
less than 15% of the tota ($35,100) (Figure Four), so dthough they may fairly clam that they do fewer
but bigger dedls than the informa sector, the aggregate vaue resulting from this srategy is il smdl. And
they have only a 10% share of the 515 ‘sums' that we analysed in section five (Figure Sx). Nor can they
clam tha they specidise in long-term asset and debt management for their clients: the MFI share of closing
balances was only 13% of al household financia assets, and their share of household debt just 21%.
Clearly, they are not the main money managers for their clientele.

Then are they a specidised service? Are they il pursuing the ambitions they had when they started out
twenty-five years ago — to provide credit only, and that only to women owners of microenterprises?In a
literd sensethisign't the case, snce Figure Six shows usthat only 30 (59%) of the 51 MFI-formed ‘lump
sums' that we analysed in Section five were used for opportunities, and that the opportunities class
contains many other sub-categories besides microenterprises (Table Five). Of course, the fact that
members use MFI loansfor dl sorts of things other than microenterprises does not mean that the MFIs are
happy with that sate of affairs, and it may be they Hill want to focus exclusively on business loans. But
even if that isthe case, they don’t appear to be doing very well vis-a-vis the competition. Our households
went to the informal sector for loans for ‘ opportunity’ uses three times as often as they went to the MFls
(Figure Six, bottom line).

This paper is not the place to make a comprehensive review of MFI practice, so in seeking to understand
why MFIs have such asmadl share of the microfinance market, we will restrict oursalves to brief comments

on two broad areas — flexibility, and reliability.

Not flexible enough

MFI products and ddlivery systems — in the form they took in our research areas in 1999-2000 — were

designed to answer one kind of perceived financid need, and were then further designed to minimise the
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risks that MFIs face in offering them. The product isa‘micro-business' |oan intended to introduce fresh
capita into new and (mosgtly) exigting smal businesses that have a particular cash-flow pattern which
combines high internd rates of return with year-round consistent and rapid turn-over. Retail tradesin year-
round goods are best suited to such loans. Few other activities are suitable, since few other activities
produce arate of return that is high enough to amortise the introduced capitd at the very high rate that
weekly repayment instalments and a zero grace period require and produce a surplus big enough to
support the household while it undergoes the process. If this product is then offered in a*one szefitsdl’
fashion —that is, with only one term (a year), one repayment schedule (weekly), and in valuesthat are not
directly related to the business being financed — the resulting inflexibility makes the product less useful to
many potentid clients. Such M s cannot satisfactorily serve clients who want to save up asmal amount
as and when they can and then withdraw it for some sudden use, or clients who would prefer some other
loan term or payment schedule, or clients whose need for loans comes in something other than annua
cycles, or who want to finance something other than aretail business. One of three things happens: dients
take the MFI loan and then *bend’ it as best they can to suit their actua needs; or they find that they can't
borrow; or they decide not to borrow. When the service is delivered in the context of the joint-ligbility
group (designed to lower the lending risk), further inflexibility isinevitable (Box Tweve). Inflexibility means
that diversty of need cannot be satisfied. Thereforeit is not surprising that users comments on the MFI
product are often contradictory (Box Thirteen).

Box Thirteen: divergent viewson MFI products

‘The weekly repayment system isbad — it smply isn't possible to find the money like that’ (Kaam,
household 20)

‘MFI loans are good — small weekly repayments make it easy to repay’ (Kgoli, household 21)

‘MFls don't give you the loan at the time you want it, so that’s why howlats are much better’ (Sufia,
household 30)

‘ASA isvery good — they give aloan whenyou ask for it (as soon as you' ve repaid your old one):
other MFIs make delay’ (Karuna, household 42)

‘If MFIs gave loans quickly, I'd go there for one’ (Suruj, household 10)

‘Proshikais the best — they are not strict and let you pay late if you want’ (Haima, household 31)

‘ASA isgood — it is very strict and prompt, SO you are sure to repay your loans and not have them
hanging over you' (Samad, household 32)
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Reliability — an undervalued virtue?

Many of our households talked to us about the rdigbility (and unreiability) of the financid services and
devices they use— and we report on this more fully in the next section. It seemsto this writer that many of
the MFIsthat featured in our study have not sufficiently understood that reliability is one of their naturd
advantages. Too many of them arefalling to capitdise onit.

State-owned banks are notorioudy unreliable. They make lengthy delays, they extract unpredictable
bribes, and their officers behave in arbitrary ways with scant regard to rules. Informa devices and services
can be unreliable in many different ways (see the next section). MFIs, emerging from the NGO tradition in
Bangladesh, are well-placed to tread the narrow line between these two failings. their systems and
personnd have not indtitutiondised corruption in the way that state ingtitutions have, and they have the
resources — money, systems, educated staff, powerful backers— that shoud dlow them to ddliver religble
(eveniif inflexible) services. But too many don't, at least according to the testimony of our respondents

Box Fourteen: are MFIsreliable?

A loca MFI promised a troublesome group that they’ d get fresh loans if they repaid their current ones. But
they reneged on this promise. ‘ These [MFI] people aren’t true to their word’ says Rashida (household 6): the
MFI staff were not available for comment.

‘I'm fed up with [this MFI] — it keeps changing the rules. No-one knows where they are with them’ (Minara,
household 15)

‘Shakti’s loans are reliable and we like the MFI very much’ (Kgoli, household 21)

‘After [the NGO] Shelter ran away with so many peopl€’ s savings in this Ssum we were reluctant to trust
NGOs: but we' ve heard good things about this one we' re thinking of joining — they’ re much more reliable
(Monwara, household 36)

See also Fulbanu’ s story, Box Twelve.

(Box Fourteen).

In his book ‘The Evolution of Cooperation’ Axelrod shows how trust builds on smple behaviour rdiably
reiterated. This may be what we are seeing in the case of the more reliable MFIsin our sudy. ASA isa
good example. Although it is percelved by many households as very drict and very demanding of on-time
repayment, it is aso honoured as being rdliable: they give you the loan you are entitled to under their rules,
and they giveit in full and on time. Thus, we find that households with ASA memberships often struggle to
repay ASA loans even when they arein financia difficulty and may be defaulting on other obligations (Box
Fifteen).
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Box Fifteen: Keeping up with MFI payments

Amala (household 17, urban poor), a sickly middle-aged woman more or less deserted by her husband who
took a second wife many years ago, was making ends meet by lodging and feeding her mother and a nephew.
But during the research year they I€ft, leaving Amalato look for other ways to support herself. Shefilled the
gap with an informal interest-free loan but failed to honour the repayment schedule she had agreed. She took
loans on interest, too, at a high rate, but when we enquired how these were spent, we found that much was
used to keep up her regular weekly savings and loan repayments into ASA. Her reward was that as soon as
she paid off her current loan she got a new, larger one from ASA, which she found helpful.
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7 Some opinions

We wereinterested to know how the task of money management is viewed by our sample households.
Many of them, as we have seen, are intendvely involved in quite complex financid reationships with an
array of individua and inditutiona partners. We estimate that, on average, each of our households entered
anew money-management ‘ contract’ once every two weeks. (We use ‘contract’ in avery broad sense
here, of course, to include behaviour ranging from buying a new mud-bank to taking aloan from an MF1.)
Since many of these ‘contracts involve multiple transactions (dropping coinsinto the mud-bank, or making
weekly savings and loan repayments a the MFI meeting, for example) it is clear that for many households
money- management tasks occur frequently, are part of the daily routine.

Ambivalence

So what kind of task isit? Almost al the households volunteered their views on this a some point during
the fortnightly interviews, and for the few others we made a point of asking them. There was aremarkable
consstency of view: money management is a necessary evil that causes consderable stress and absorbs
much time and energy. Nearly everyone shares this ambivaent view: ‘we don't like doing it, but we have

to'. Here are afew examples, drawn form al wedlth classes in both locations (Box Sixteen).

Box Sixteen: needs must
‘Unfortunately, you can't get by without borrowing, even though it's unpleasant’ (Hamida, household 10)

‘Managing money is a problematic matter — if | didn’t have to I'd prefer not to get involved in financia
services (Minara, household 15)

‘| feel proud when | give howlats (interest free loans), and shameful when | have to take them. Still, sometime
| have to take them, there’s no other way of managing’ (Ranu, household 18)

‘| feel alot of pain when lending or borrowing goes wrong, but | have to do it because | can't manage without’
(Renu, household 19)

‘Financia transactions (Ilenden) are an important part of life but they can be bothersome’ (Barek, household
2)

‘“When | redlly need cash then | have to engage in lenden — otherwise it’s just a bother. | feel great shame if
people remind me of my debtsin public’ (Chan Miah, household 27)

‘Without away of getting money a household wouldn’t run’ (Sobhan, household 31)
‘1 don't like lending and borrowing — it's a menta burden’ (Akkabar, household 39)

‘1 endinn and harrnwina ara emharracana Rit | harrow heraiica | need ta’ (Tifani hniniechnl A A1)
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Kgoali, the wife of Sayer (who makes hisliving from recyding trash and making and retailing sweets with
the income), vividly illusrated the kind of ‘need’ that leads to involvement in lenden. Shewas reminiscing
one day about their son, Kamrul. Some years back he had become involved in a business quarrel which
turned violent, and had an arm and a leg broken. The medicd bills were large, and thisis how the
household gpproached the task of settling them: first they used up business capita cash, then sold business
assets. Next went home furnishings — a bed, a steel cupboard, a timber-and-glass sdeboard. Only then
did they start going the rounds of rdlatives and neighbours asking for howlats, but with minima success
o they offered to take loans on interest, but il very little was forthcoming. There was one MFl in the
dum (this story dates from 1997) but they never serioudy considered approaching it since they knew
there' d be along delay before they could borrow, and they believed that the weekly repayment system
would be impossibly tight for them. Findly Sayer managed a big loan ($300) from ardaive, a anomind
rate of 10% per month. To repay this, they put Sshana, their daughter, who was eleven years old at the
time, into a garments factory job, and from her wage they’ ve been paying down the loan intermittently ever
snce. In mid-2000, during the research year, the creditor relented (as we saw in Section 4, below Box

Eight), and agreed that they now need pay back only principa, and no more interest.

Approaching severd people for howl ats before getting one is atae we often heard from our respondents,
and dmogt as frequent were stories of having to approach the same person severd times before the
howlat isactudly handed over. Refusng howlats, especidly to people who have previoudy lent to you, is
amogt as painful. Thisisn't something that affects only the poorest. Gani (household 37, rurd near-poor
and probably the richest man in our sample) told us a story dating back to 1995, the year he made his
momentous decision to pull down the old family house (where he’ d been born) and put up a new one. He
had budgeted, and had $1,300 on hand, which he thought would be enough. But he was wrong — he
needed at least another $400 to secure the building with doors and windows. He had dready mortgaged
hisland to the locd agricultura bank, so he couldn’t tap bank funds. He said ‘| would have felt ashamed to
go round asking for howlats so | didn’'t’. Asked about the MFIs, he said ‘it is a matter prestige not to
take aloan from an MFI — you have to atend those weekly meetings and st idle with dl the other
members, and if you don't pay on time the members may come to your house in agroup and embarrass
you'. In the end, he second-mortgaged athird of an acre of land privately to an acquaintance from another

village, then share-cropped the land in S0 as to on be seen to be farming it.
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Sleepless nights

Mot of our respondents are illiterate. Given the intensity and complexity of their financid relationships, we
wondered how they kept track of them. Thisled to more insghtsinto the psychology of their financid
behaviour. Saman and his wife Hazara (household 12, rurd poor) are both wholly unschooled, and their
twelve-year-old son Ezazul has only reached grade three. They have an averagely complex financid life,
with savings and loans at an MFI, savingsin an ASCA, and severd sats of interest-free and interest
bearing assets and liabilities, as well as debts to the shopkeeper and cash with amoney guard — and dl this
goart from their mud-bank. They keep track of dl this, says Saman, by discussing it together — that way it
gets fixed in our memory’. But on another occasion the couple told us, ‘ actudly, when we borrow we
don't deep at night, for thinking of it’. Kgoli (whose story about her son istold above) agrees. we asked
her how she keeps track of her dedls and she said by memory: since debts are aliability on us, they stay
in the mind only too easly’. Sdam and Anwara (household 26, rurd upper poor), another illiterate couple,
put apractica gloss on the matter. They say, ‘you haveto remember it dl — otherwise you'll face losses .
Severd remarks of this kind suggested strongly to us that financid activity looms large in the minds of the
people in our study. Other studies have confirmed this. Matin (1998), for example, describes the incessant
chatter about debts and credits that built to a crescendo on the day before the weekly meetings of MFIsin
the village where he did his doctord research (this reminded us of what Hakim, rura poor household 13
sad, ‘giving and taking of loans of dl sort isn't good — they cause alot of chatter’). Thisis amatter that
very few people take lightly. Although a handful of our respondents told usthey fed proud when they give
interest-free loans, no-one ever said that financid dedings are fun.

Reliability matters

The previous section raised the matter of the relative rigbility of financia services and devices. Thiswas
something that our respondents often spontaneoudy commented on. We heard enough such comments to
attempt aworking definition of reliability in the context of financia services. It's principa component is
‘keeping one' sword' : most complaints were about promises that hadn’t been kept, or not kept in full.
Promised loans may or may not be forthcoming, and when they do arrive they may not come in the
promised vaue, with the promised terms or a the promised time. Borrowers are equdly unreliable: they
may pay or they may not, and even if they do they may pay late or less than due. Hosen Ali (rurd upper
poor household 35), dways looking for a safe place to save, has learnt to be wary of lending howlats —
‘it's hard to get the money back when you need it'. Aswe have aready mentioned, howlatsto family are
the least likely to be repaid in full and on time: Banesa (wife of Quddus, rurd poor household 2) told us
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shewon't lend to relativesif she thinks they might not pay — but then she doesn’t alway's repay loans from

her own family.

Severa respondents have had contradictory and sometimes painful experiences with unrdigble ASCAs
and ROSCAs. Manzil (household 30, urban upper poor) wasin a high-vaue ROSCA when we first met
him, contributing $30 each month. It matured and he got his $200 back, enough to build a new room.
Peased, he immediately entered another one, only to hear that the ROSCA ‘manager’ had run off with the
money. He thinks he has lost his investment. Hosen Ali (also urban upper poor, household 35) aso lost
money in aROSCA and says he won't enter one again.

Money guards are popular, especidly in town, but they too don’t dways keep their word. Jdlil, our jack-
of-all-trades ex-postman (household 25, rura upper-poor) has some money with aguard, but reports he's
having trouble retrieving it.

And so on. No single insrument is wholly reliable. Banks are bothersome — an opinion volunteered by nine
respondents for amix of reasons — bribes, delays, distance, refusal to accept small deposits. The pro-poor
insurer is mishehaving: taff don’t come, and there' s no sign of those loans they promised. MFls, aswe
saw in the previous section, are a mixed bunch, and we heard complaints about them too (complaints
which we were sometimes able to verify independently). Do-it-yoursdf is unrdigble in another sense: the
money can get lost or stolen and the temptation to spend money that’ s too close to hand isirresigtible.

Poor people have to find some way of turning their savings into lump sums. What a pity theré sno reliable
way of doing it. If there were, much mental stress and socid conflict, as well asfinancia pain, could be
avoided.
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8 Conclusions

This paper ends with some remarks addressed directly to those involved in the search for ways of bringing
better financid servicesto poor people — to microfinance practitioners, regulators, donors, and academics.
Thisisnot areview of microfinance best practice, however — we merely describe three of the clearer

implications of the study’ s findings.

Under ganding demand...
Our conversations with poor households suggest that their needs for financid services are not dissmilar to

those for other groups, and may in some respects be even more intense. Like the rest of us, they need
(firgt) to find safe places where money can be stored, especidly whileit builds up into alump sum, or into
arepayment on aborrowed lump sum, and (second) they need quick access to overdraft facilities or other
forms of amdl-scale household credit. Indeed, they may need these basic banking services even more
intensvely than other groups of people, since their small and irregular incomes lead to a need for
indruments to build even very modest sums for everyday purchases other than the absolute basics of food
and fuel (and sometimes even for them). The microfinance indugtry is beginning to understand this demand
(that is, the industry acknowledges ever more frequently than that microfinance is not exclusively about
loans for microenterprises run by poor women), but much work needs to be done by practitioners (on
product and delivery design) and regulators (on enabling and encouraging microfinance operators to offer

current and savings accounts). Donors and academics may be able to help push forward both agendas.

...and potential demand

A driking finding isthe dmogt tota lack of long-term asset and debt management services. Forma banks
offer these servicesin theory but are unable to attract poor clients. The semi-forma sector (the MFIs) has
largely ignored it™°. The informal sector is S0 ill-equipped to offer it that when it occurs it does so by default
— long term debt is often the result of long-term failure to repay, and long-term assets may be money that
has got stuck up in abad loan or with an unreliable money guard. Consequently, we found dmost no
examples of mgor household financid assets nor ligbilities: for dmaost dl households annud flows into and
out of money management ingruments exceeded the end-of year vaues of their financid assets and
ligbilities by abig margin (section 4). Instead, on the one hand our respondents quickly transferred cash

19 None of our respondents had taken nor mentioned the Grameen Bank housing |oan scheme.
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into other kinds of asset (livestock, machinery, precious metds, red estate), and on the other managed
their livelihoods so as to make do without long-term debt.

They may be wise to do so — thisis not the place to enter into that discusson — but it must surdly be the
case that they would be better off if they at least had the option to construct longer-term finencid
relationships with rdiable inditutions. Here again we are in need of alot of thoughtful product-design and

sengdtive regulation.

Reliability, reliability, reliability
Finaly, we need to repest the startlingly clear conclusion that we came to in sections 6 and 7. Quite aside
from the inadequacies of product design is the overwhelmingly important issue of product reliability.
Reiability isthe quality thet, above dl others, is conspicuoudy missing in the world of money management
of the poor — and the poor themsalves know it, as we saw in the previous section. It isafact of life that
informal services tend to be unrdiable — they are for the most part in the hands of individuas who lack the
indtitutional meansto control quality — and we have dl learned, unfortunately, to expect government-owned
banks to perform unreliably. But afinding of our study is that many MFls (and their backers) have yet to
understand that this leaves them with a golden opportunity to stedl a march on the competition. With
honourable exceptions (ASA and Shakti stand out as such in this study) MFIsturn out to be lessreliable
than their clients deserve and the microfinance community should demand. Some abuse their position of
power over their poor dients by arbitrarily manipulating their rules — changing them without notice, keeping
them ambiguous, or ignoring them. Book-keeping is often doppy, so that clients can loose a proportion of
their savings when they close accounts. Above dl, it seems that MFls too often fail to keep their word,
promising loans to keep clients happy and then making excuses.

Change will no doubt findly arrive as a by-product of competition between MFIs. But we need to be
more impatient. Doing something here and now requires a change of heart from the MFIs: they need to
become more sdf critica, more aware of the opportunities before them and more determined to find ways
of exploiting those opportunities. Donors can help by shifting the focus of their evauations to issues of
qudlity, and academics by conducting studies that include assessments of performance using criteriawhich
go beyond measurements of outreach and sustainability.
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Appendix 1. Summary of research objectives and methods

The following text is taken from the website (www.devinit.org/findev) where raw data from the ‘ diaries
study can be found adong with the following introduction:

ThelDPM ‘Financial Diaries from Bangladesh

We begin with a half-page Overview which summarises the contents of thisentry. Thisis
followed by a five-page I ntroduction which explains the study, and finally by the Diary
Summaries themselves (approx 180pages).

Overview:

TheIngtitute for Development Policy and M anagement (IDPM) at the University of Manchester is
currently conducting research into ‘ Finance for the Poor and Poorest’ as part of the ‘ Finance and
Development’ project supported by DFEID. The project runsfor the three years 1999 to 2001. The
“Finance for the Poor and Poorest” component is managed by Professor David Hulme in Manchester,
Stuart Rutherford in Bangladesh, and Orlanda Ruthven in India

One dement of the work isthe congtruction of ‘Financial Diaries for anumber of carefully selected
poor and near-poor householdsin rural and urban India and Bangladesh. Each ‘diary’ conssts of
twenty-four entries at fortnightly intervals for afull year. Each entry in the diariesis based on a
lengthy interview conducted and written up by experienced local resear chers based in the areas where
the respondents live. It seeks to record as fully as possible the household’ sinvolvement in the use of
financial services and devices of dl kinds (formd, semi-forma and informd).

The objective of the research isto shed more light on how poor households manage their finances
over afull year, and in particular, how and why they make use of financial services and devices.

We bdieve that thisisthefirg time such an exercise has been attempted. We anticipate therefore thet the
results will be of interest to awide range of readers. These include microfinance practitioners and
their supporters (such as international donors), policy makers in developing countriesand in aid
agencies, and academics interested in studying how poor households cope with their poverty.

The Bangladesh diaries were completed at the end of October 2000. What we present below is afirgt
view of some of the basic data, st out in theform of tabulated summaries of all 42 diaries. An
introduction sets out the context, the r esear ch questions, and an outline of the methodology.

I ntroduction:

Background: The researchinto ‘ Finance for the Poor and Poorest’ comprises work in two countries
(Indiaand Bangladesh) using three research instruments, of which the ‘Financid Diaries are one. The
other two are a‘ Snhapshot’ study and an ‘ Innovative Indtitutions study. The three instruments relate as
follows. The ‘diaries and the ‘ snapshot’ provide two views of how the poor, very poor and near-poor use
financia services and devices. Whereas the diaries look a a smal number of households (42 in each
country) over an extended period of one year, the sngpshots look at dl the householdsin one village or
one dum & one moment in time. Thus while the diaries illuminate how households use financid services
over time, the sngpshot gives us an idea of the quantum and variety of financia services and devicesin use
a aparticular timein a particular environment. Both instruments are designed to study both the *how’ and
the ‘why’ of financiad services use. The Indtitutional Study is quite different. It takes a small number of
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innovative microfinance providers and reviews their services to see to what extent they addressthe
financid services preferences of poor households as reveded by the diaries and snapshots, and how they
doit.

Theresearch questions. For the diaries, the key research question was:
Why and how do poor households use financia services and devices over an annua cycle? In particular:

?7? how do financid services and devices help poor households manage their finances? (For example,
do they hdlp them accumulate lump sums to meet expenditure needs and opportunities, do they
help them accumulate assets, or cope with unexpected needs for funds?)

?? what isthe range of financia services and devices used by poor, very poor and near-poor
households?

?? how and why do different households vary in their use of financia services and devices?

?7? doesaccessto financid services and devices vary with the degree of poverty of the household? If
0, in what way and why?

?? what isthe part played by the new ‘microfinance’ providers?

Theresear ch environment: The research was carried out in three rura and three urban neighbourhoods,
for atota of sx neighbourhoods from each of which seven respondent households were selected. (Note:
To respect confidentidity the names of the research areas, but not of the respondent households, have
been changed).

The rural neighbourhoods arein avillage area (which we have named ‘ Grampur’) in north centra
Bangladesh. ‘Grampur’ is dominated by rice cultivation but with severa other vegetable, fruit and tree
crops. There are few non-agricultura employment opportunities other than loca services such as trangport,
and the retailers in the markets, though there are two government-financed agricultural research sations
with extensive landholdings which offer modest sdlaried employment to afew. Thereisabusy locd

market, and more important markets can be reached along a paved main highway. The capital, Dhaka, is
about four hours away by bus. The area escaped serious flooding in the national floods of 1988 and 1998.
Thereisaforma bank in the local market, severd MFs (both nationa and locdl), and a branch of an
insurance company that offers basic low-cogt life cover. Most homesin al three neighbourhoods are mud-
walled and roofed with tin sheet. Better off households have more than one room, while the poor may have
wovenbamboo ingtead of mud walls, and thinly-thatched roofs. Many but not al homesteads have a
drinking water hand-pump. All households are Mudim. Of the three neighbourhoods, one, ‘Rastapur’ lies
alongsde the main road and has good qudity irrigable paddy land. The second, ‘ Nichepur’, lies three
kilometres back from the roadside to which it islinked by a paved secondary road. It too is an irrigated
rice growing areaand asin Rastapur its inhabitants farm, either as owner-operators, or as sharecroppers
or lessees, or asland-poor or landless labourers. *Uporpur’ lies further back from the main road, and
paved-road access arrived only very recently, during the research year. Here the land is mixed, with some
paddy land and other higher land on which pinegpples and trees can be grown. Trading in timber isa
popular occupation for both landed and landless househol ds.

The three urban neighbourhoods are dl on the western sde of Dhaka. However, they are separated by
severd kilometres and have sharp differences of environment. The neighbourhood referred to as the ‘ Beri
Bad' isadtretch of flood-protection embankment constructed after the catastrophic 1988 floods, on which
many landlessimmigrants, above al from the very poor southern districts of Bangladesh, have squatted.
During the research year the area underwent drastic change, as the government demolished al the
dwellings and rebuilt the embankment in order to congtruct a paved highway on it. Some households
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received cash compensation for the disruption. Occupations and income sources vary widdly. Some well-
established households have built extra rooms which they let out to more recent arrivas. Some men are
rickshaw or auto-rickshaw or private car or truck drivers. Men women and children day labour in
brickfields (dry season only) or as brick breakers (paid by the piece). Some women work as
maidservants. Other households get by with hawking clothing or other goods, recycling waste, or as
congiruction workers, both skilled and unskilled. Some keep livestock on the embankment dopes or on
the nearby land outside the embankment. A few make their way each day to garments factory jobs. There
are no formd banksin the immediate area, and relatively few MFIs serve the population. There are NGO-
and government-run primary schools. Water and sanitation services are extremey primitive.

We call the second urban neighbourhood ‘Manushpur’ . This a clearly-demarked urban dum of about
25,000 people, settled partly on government and partly on private land. It is extremely dense, conssting of
very narrow lanes of about one metre width (now mainly paved by NGOs) giving access to homes one-
room deep and back-to-back, made of woven bamboo walls and tin sheet roofs. Public infrastructure has
developed over the twenty years or so that the dum has existed, despite severd devagtating fires caused
by open-flame cooking. There is a scattering of water-points and public latrines, mostly provided by
NGOs, and there are mosgues, primary schools and smple clinics (again mainly NGO-run). Occupations
are as varied asin Beri Bad, but with no brick- breaking, much less livestock rearing, and with more
people taking garments factory jobs or working as domestic servantsin midadle-class areas close by. There
are far more MFls serving the dum, including severd mgor nationd ones. Banks are available nearby
though not in the sum itsdlf. There are many smdl shopsin the dum, and some are now converting to
‘pucca’ (masonry) congtruction.

Thethird areais  Sonaro Mohdla (also the site for the urban * sngpshot’ study where afull description of
the neighbourhood can be found). Sonaro is closer to central Dhaka and is surrounded by poor and
middle-class resdentid and market aress. It is much more established than the other two neighbourhoods:
athird of the inhabitants have been there more than 30 years, and dmost none less than five years.
Occupancy rights are jealousy guarded. We worked in three adjacent ‘ pockets . Of these, oneisa
collection of about 50 households sguatting on public land in conditions not dissmilar to those described
for Manushpur. This areaiis referred to as * City Corporation Sum’ in the diary summaries. Another isa
very smdl poor dum (‘ Alam dum’) on private land consigting of just 12 households in bamboo-and-tin
rooms congtructed by the landlord and let out at 950 taka each per month (US$19). The third (* Sefiq
Colony’) is a better-quality version of the second, with masonry walls and cement floors, where each room
costs 1,250 taka a month ($25). For Sonaro as a whole, the most common occupations are in transport
(car, rickshaw and auto-rickshaw driving) and in the construction trades (masons, carpenters, labourers).
There are dso many garment workers and some other low-paid saaried jobs, some shopkeepers, and
some hawkers.

M ethodology:

The research team was drawn from people with considerable experience in poverty or microfinance
sudiesin Bangladesh. Stuart Rutherford, who managed the research, lived in Bangladesh from 1984 to
1999. His Research Assigtant, SK Sinha, teamed up with two former Assstants of Dr Imran Matin (now
of CGAP at the World Bank) whose PhD thes's was written on microfinance in Bangladesh, his home
country, and who authored the Innovative Indtitutions study. These two, Saiful Idam and Mohammead
Eakub, were respongble for diary collection in the rurd area (where Eakub is a native and where Saiful
had worked previoudy), while Sinhaand Saiful handled al the urban interviews.

Theresearch areas were sdlected according to a number of criteria. Of these the first was to ensure than
the selected neighbourhoods were not untypical — economicaly, socidly and culturdly — of Bangladesh
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generdly. The second was familiarity: al six neighbourhoods are areas where one or more of the research
team had some knowledge ether of the local economy, or of loca microfinance, or of the local
households, and about which we could draw on previous studies. Access was our third criterion:
fortnightly interviews demanded that the team be based locdly, so we decided that the rura
neighbourhoods should be grouped in one area, and that the urban ones be within 20 minutes travel time of
Sinha s Dhaka home. Next, we sought variety: in both the rurd and urban context we looked for amix of
environments among the three neighbourhoods (see the notes on * the research environment’ above).
Finaly, we wanted &t least one of the diary neighbourhoods to be covered by the ‘ sngpshot’ study: this
was achieved in Sonaro Mohdla, where Dr Maniruzzaman carried out the sngpshot studly.

Thediary respondents (the households whose financid activities we diarised) were sdlected to provide an
unbiased selection of poor, upper poor and ‘near-poor’ households. In most cases thiswas achieved by
careful wedlth ranking of al the households in the area and then by random selection of one near-poor,
two upper-poor and four poor households from the ranked lists. In some areasin the urban
neighbourhoods this technique was not suitable because householders didn’t know each other well enough
to dlow for good wedlth ranking. In those cases respondents were selected by atotally random pulling of
household names from a hat. (Each diary summary, below, bears a note showing the technique used). In
all cases drop-outs (of whom there were very few) were replaced by pre-selected names drawn at
random from the respective wedlth ranks.

After the close of the diaries, the Teams re-ranked the respondent households into ‘ near-poor’, ‘ upper
poor’ and ‘poor’ categories based on written criteriathat they had evolved during the course of their
work. In afew cases these rankings differ from the initid ‘wedth ranks': for this reason both systems of
ranking are shown at the head of each diary summary.

The frequency of the diary visits was determined largely by our resources. We would have preferred a
weekly visit, to reduce reliance on respondents  recall. However, thiswould have proved too costly in
terms of manpower and data- processing, and would have lost the unity that came from each respondent
being dedt with exclusvely by ateam of just two researchers. It would aso have caused more disruption
to the respondents, without whose cooperation we would not have been able to proceed. It should be
noted that most respondents areilliterate, so we couldn’t rely on their keeping actud written diaries. In the
event afortnightly (twice-monthly) visit proved practicable and satisfactory.

Ganing entry to the sites was easy in the rura areas where the Team was aready known and had a good
reputetion. In the urban neighbourhoods a number of preliminary visits were made and conversations were
held with key inhabitants. The purpose and outcome of the interviews were explained in smple, truthful
terms — these interviews were being done for a University research project that sought a better
understanding of how poor people use financid services, and would not lead to direct action or benefits
adde from asmall present to be given at the end of the process as a ‘ thank-you’ for cooperation.

Theinterviewsfollowed a st paitern. The firgt full interview was designed to establish afriendly
relationship. Basic demographic data was collected and notes made on current involvement in financid
sarvices. Thisled to a'‘Initidl Questionnaire’ format being completed. From then on the twice-monthly
interviews reviewed and recorded the half of the cdendar month preceding the interview. As much detall
as possible was taken about transactions involving financid services and devices (acts of saving, drawing
down savings, borrowing, lending, repaying, paying insurance policies, and so on) and as much detall
about genera income and expenditure and the household' s Situation as was required to make sense of the
financid services transactions. Interviews were recorded in Bengdi on the spot, and then copied into hard-
bound notebooks (one per respondent househol d). Between interviews notes were made to facilitate the
next sesson — transaction series to be followed up, contradictions to be resolved, implicationsto be
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explored, and so on. Where useful, data was checked with third parties— MFI records, managers of
savings clubs, Bank Managers, neighbouring creditors or debtors, and so on. The bound books were
typed up and returned to the Team for checking, then sent to atrandator. The Manager (Stuart
Rutherford) developed arunning ‘transaction summary’ for each household and on the basis of this sent
notes on the trandated text back to the researchers for follow-up. After the last interview, areview was
carried out for each case, and a‘Find Interview Document’ prepared which collated dl the data available
and highlighted any remaining contradictions or ambiguities. This was used for afind, extended, interview
in which the full two-person Team (or sometimes more) were involved. The diary summaries, below, are
based on the corrected ‘Find Interview Documents .

Quality control of data was gpproached in severd ways. Primarily we relied on high qudity experienced
naive-language interviewers. We reinforced that with regular training and feed-back sessions: Stuart
Rutherford worked with the team for atotal of Sx weeks, and both David Hulme and Imran Matin made
two vigtsto the team in Bangladesh. We didn’t overload our researchers. they had the timeto follow up
the diaries between vists. We kept the number of respondents small enough so that the researcher could
hold details of each household in his memory. We used ‘triangulation’ — checks with third parties, as
reported above — wherever possible. Incoming data was transcribed and tabulated regularly and speedily
s0 that inconsistencies could be picked up quickly.

Problems and constraints. Despite the precautions noted above, there were problems. A very smdl
number of selected households proved uncooperative and were dropped and replaced (these cases are
noted in the diary summaries). One urban household (code DBBO06) |eft Dhaka atogether but we were
able to follow them to their village home and complete a summary interview there. Five respondents were
in someway unreliable — they told us untruths or were so ambiguous or so contradictory as to undermine
our confidence (three cases), while one was s0 deaf and another so old and inarticulate that it was hard to
make sense of thelr reports. In these cases the only remedy was to spend even more time with them. More
generdly, the sheer density and frequency of financid service reationships meant that different debtors or
creditors got confused in the minds of the respondents, researchers, or both. For example, one Dhaka
respondent with membership of multiple MFIs doesn’t know each MFI by name, cdling them the *ten taka
aweek’ or the ‘fifty takaamonth’ MFI. Since she didn’'t hold her own passbooks it was often extremely
difficult to disentangle them. Not unexpectedly, some respondents grew to trust us only dowly, so that
cautious versons of the truth told in the early weeks were contradicted by more frank versons later:
interest-free family loans became interest-bearing ones, ‘illness was gradudly revedled as drug addiction,
‘losesin the timber trade’ were findly seen as gambling losses, and transactions that had been hidden at
first were suddenly reveded months later, when memories were fading. Transaction types that the
researchers did not anticipate but in the end proved common were hard to catch at first — thisis
particularly true of the use of ‘money guards for saving, for example.
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Appendix 2: Common and uncommon characteristics of respondent households

A: Rural poor (thirteen cases)

Characteristic

Commonality

Common: Local place of hirth Five household heads were born in the village, and all the others are from nearby villages.

Landless or near landless | Nine own no farm land at all, and the remaining four have very little. Only a handful
share-crop or leasein land.

Own home on own All but two live on homestead land owned by them or their parents. One of the

homestead land exceptions lives on land that he claimsiis his but was seized by others; the other lives on
land owned by an aunt.

Smdll one-room house Only three houses are fully thatched (i.e. with no tin at all). Most have a rudimentary

made of mud, with some | outside shelter for cooking.

tin sheets on the roof

No household furniture Ten out of thirteen have no furniture of any sort in their homes: only one (atimber
trader) hasafull ‘set’ of timber furniture — bed, cupboard, two tables, clothes rack, two
chairs (and a tape recorder), and some of that may be stock in trade.

At least one gold nose- Nine households own one or more gold nose-studs (worth about $10 each). Four have

stud, but no other nothing.

jewellery

Smdll household size of Ten out of thirteen households comprise four people. Of the others, one has five people,

four person oneis an elderly couple, and the other awidow and her son. Average is therefore 3.8.

No public entitlements Only one household gets some public wheat as part of a programme of school meals for
girls. One other household had a ‘ration card’ at one time but lost it when there was a
change of loca Chairman.

Low cash expenditureon | Nearly all households, regardless of size (most households are of the same 4-person

food of around 20 cents size), reported cash outlays for food plus fuel of around 80 cents US aday for the whole

US per day per person household.

Two or threerice and Most have fish once in two days per week or less often, and meat (mainly poultry)

vegetable medls a day rarely.

Low health and education | Only one household reported spending more than $12 in the whole year on health (the

budgets exception spent $33; two households spent less than $2).

A majority of seven households spent nothing at al on education, and none of the others
more than $10 in the year.

Zero or low levels of A majority of adultsin the households had received no formal education whatsoever; of

formal education among the rest, none had passed beyond primary school.

adults

Good school enrolment Twelve out of thirteen children of school-age (between 5 and 15) attended formal

among children (including NGO-run) school at some point in the year.

Home housework asthe | Most adult women reported their main activity as home housework: a majority of

main livelihood activity households reported it as the only female occupation. Only one household reported

among adult women something else as the woman’s main activity — paddy husking and boiling for sale
(although another would have reported her main occupation as begging were it not
shameful). Secondary activities included sewing, handicrafts, day labour (and begging).

Main male occupations Ten out of thirteen households reported that the principal male livelihood activity earned

earn around $1 aday them about $1 aday (range from 40 to 70 taka). However, some of these activities are
intermittent or seasonal or both — hence the need for secondary occupations. The
exceptions include the two timber traders who report considerably higher incomein the
high season.

Uncommon: | Varied livestock holdings | One household owns three cows, and two others have a cow each. Another owns a goat.

Of the remaining nine, eight have at least one chicken. One household has nothing at all.

Varied livelihood
activities among men

Main male livelihood activities included rickshaw driving (3 cases), farm labour (3), milk
sales from owned livestock (2), trading in timber (2), peddling, casud fishing, off-farm
labour, and farming (through sharecropped-in and mortgaged-in land)

Secondary male activitiesincluded off-farm day labour (4 cases), farm labouring (3),
farming (through sharecropping-in land) (2), gambling (2), and rickshaw driving
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Characteristic

Commonality

Common: Local, or long-term The household heads were either born in the village, or were born nearby and have lived
resident in the village for more than twenty years
Small holdings of farm land | Four of these five have around half an acre of farm land. The fifth has no land — he
makes his living from timber trading.
Own home on own All five live on homestead land owned by them or their parents.
homestead land
Basic household furniture | All five have one or more basic timber beds, tables and chairs.
At least one gold nose All five households have gold nose-studs or silver chains as jewellery
stud or asilver chain
No public entitlements No household receives any kind of entitlement.
Slightly higher cash These households reported cash outlays for food plus fuel of around $1.10 a day for
expenditure on food of the whole household.
around 30 cents US per
day per person
Fish with meals most days | The households have fish four to five days a week.
Home housework as the Four out of five adult women reported their main and only activity as home housework.
main livelihood activity Thefifth (a household head) reported it as her main activity.
among adult women
Uncommon: | Varied housing conditions | Three of the five have mud-walled tin-sheet roofed homes similar to those of the poor

but rather bigger and in better condition. But one household has a four-room home
whereas another has a very dilapidated mud hut.

Varied household size

Household size varies from seven (couple with five children) to two (awidow and her
son): average size is however, 4.

Varied livestock holdings

One household (a shop-keeper) has no livestock at all. A second has only chickens, a
third has agoat but they are share-rearing it. Two households have cows and chickens —
one of these has two cows.

Higher and more varied
cash expenditure patterns

Compared with the poor category, these five households show higher and more varied
overall expenditure. Health costs for the year range from very low (less than $10 for
three cases) to high (around $80 to $100 for two cases). Of the two cases where there
are school-age children, one household spends $20 a month on education, and the other
nothing. All spent cash on house maintenance, but in widely varying amounts ranging
from $6 to $30 for the year. Expenditure on clothes ranged from $10 to $20 per person
for the year. Outlays on visiting and giving presents to relatives varied but was
generally higher than for the poor. Finally, since several of these are farming or business
households, there was a variety of expenditure types and values for farm inputs,
employees, etc.

Varied levels of education
among male adults

Of the five households, the heads of two had high school passes, another two had had
no schooling at all, and one had reached 4" grade.

Very varied livelihood
activities among household
heads

No two households exhibited the same pattern. Of the four male household heads, one
is a shop keeper (betel and biri); one is aemployed skilled mason; oneis atimber trader;
one has amixed portfolio of causal labour as anight guard, farming, contract farming,
fishing, and farm labour. The one women household head does housework but also
grows vegetables, and her son farms their land and fishes.

Varied income levels for
principal activities

Farm incomes vary with the type of product, size of landholding, and seasonal success.
Casual employment (night-guarding, for example) nets about $1 a day, whereas the
skilled mason can command $2.25 a day when he gets work. Returns to the timber
trader vary with season and with his capital holdings: in one half month he claimed
‘profits’ of $80. Returns to the betel shop-keeper aso vary by the month —ranging
from + $100 to - $40.
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Characteristic

Commonality

Common: Loca All three household heads were born in the homesteads they now own
Landed All three have at least three acres of irrigable paddy land
Own home, large and well- Homes are of mud walls and tin roofs, but larger and more comfortable, and well-
furnished furnished with simple timber beds, tables, chairs and cupboards
Larger household size The three househol ds between them have nine children at home: average sizeis5
No public entitlements No household receives any kind of entitlement.
Modest cash expenditure on These households do not spend substantially more cash on food and fuel than
food and fuel upper-poor households, largely because they consume their own rice year-round
Three meals a day, usualy All three households eat thrice daily year-round, with fish or meat at most meals
with fish and/or mest
Higher levels of expenditure on | The two households with high-school age children spend heavily on education, and
education and health all three spend in excess of $100 a year on health
School-age children in school All six school-age children in the three households are attending school
Home housework astheonly | Thisistrue of the wives of all three household heads: note though that in these farm
activity of adult women households women’ s home housework involves alot of post-harvest food

processing and may involve stock and financial management
Main livelihood based on All three househol ds depend mainly on their irrigated rice production, but all three
farming, with additional have additional activities— transport, trading (mainly fruit) and supplying irrigation
enterprises services
Substantial physical assets All three househol ds own mechanical assets such as bicycles, pumps, etc: al have
timber on their homestead plots
Uncommon: | Varied holdings of precious One household holds no gold or silver: another holds an assortment of jewellery and

metals

the third five ounces of gold.

Varied levels of forma
education among adults

Of the seven adults in the three households, two never went to school, two have
five years of schooling, one seven years, and two have nine years or more.

D: Urban poor (ten cases)

Characteristic

Commonality

Common:

Household head immigrated
to Dhaka from the
countryside

Only one of the ten household heads — awoman in her |ate forties —was born in Dhaka
(she was born in the dum where she still lives). The remaining nine heads came to
Dhaka—two in the last five years, the others all more than twelve years ago.

Landless or near-landless

Of the ten, eight have no farm land. Two have some land back the village (oneis a very
small amount, the other is mortgaged out).

One room home, with
woven bamboo walls, and
tin-sheet roof

This description istrue of nine of the ten in the sample: the last livesin a masonry
walled tin sheet roofed private development. Note however that size and condition
vary markedly.

No public entitlements

No household gets regular public food or other entitlements: one household got some
relief for awhile when they were temporarily back in their village, and another got
clothes at the Eid festival from an unknown charitable source

Three rice meals aday,
often with some fish

Only one of the ten reported eating only twice daily: mostly families ate rice with
vegetables and chilli, with fish several times aweek and meat rarely: some however eat
lesswell in hard times

Low levels of education
among adults

With only two exceptions, the adults in the sample have had no formal education (the
exceptions had ten and five years).

No mechanical assets
besides rickshaws

Three households own their own old rickshaws: there are no other mechanical assetsin
the sample.

No livestock

One household keeps chickens, no other has any kind of livestock.

At least one gold nose-stud

All ten households have one or more gold nose-studs: two have additiona small
jewellery pieces.

Main male income sources
earn $1.30 - $2.50 aday

Every household reported daily income in this range, whatever the occupation: note,
however, that most of these jobs are seasonal or intermittent or both: households thus
earn between 25 and 50 cents per capita per day from these sources.
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Cash spending on food and | A majority of 7 households reported cash spending on food in a narrow range of 30 to

cooking fuel of between 30 | 40 cents aday per capita. The outriders can be explained as follows:. the one female-

and 40 cents US per day headed household reported as little as 20 cents daily per head but at least one male

per head may have being eating lunch outside; the biggest household also reported 20 cents per
head but has four children aged ten or less. The last household was back in their village
home for most of the year, where they reported spending 20 cents per day per head.

Moderately high spending Eight of ten households spend in the range of $21 — 50 in the year: two outliers spent

on clothing (compared to
the rural poor)

much less but there may have been underreporting.

Uncommon:

Varied tenure types

Among the ten, home tenure types vary as follows: own hut built on squatted
government land (no land rent paid) (4); hut rented from alandlord, built on squatted
government land (4); tenant in a private slum development (2).

Varied housing expenditure

This generally follows tenure type, but there are big variations. The households who
own their own huts paid between zero and $10 in repairs in the year. Those who paid
rent varied from $5 amonth (for a bamboo-and-tin room on the embankment) to $22 a
month (for the masonry-walled room in the privately devel oped block). Interestingly,
in these two extreme cases, the household went frequently into rent arrears.

Varied household size and
composition

Household size varied from three (one case) to seven (two cases). The average was 5.5
(considerably larger than in the rural areas). Household composition varied, with some
parents living in, and some paying-guests (the last were not included in the formal
household size count).

Varied levels of home
furnishings

Of the ten households, the three on the embankment had no furniture whatsoever, and
this was true of one other household. The remaining six had varying amounts: from just
abed to a compete suite of furniture including bed, table, chairs, cupboard and fan.

Varied school attendance
by children

The majority of school-age children attended school (including several in NGO-run
schools) for at least part of the research year. However, the school-age children of four
of the ten households have never had any schooling.

Varied occupations

Main occupations of male household heads were as follows: rickshaw driving (4) (two
later switched to factory jobs); vegetable trading; construction metal worker; combined
rag-picking and sweet-making (!); assistant mason. The one female household head
described herself as doing only home housework — her nephew and son were the
income earners.

Main occupations of other adult males were: rickshaw driving (2); day labour;
brickfield labour; building site labour; garment factory job (2); other factory labour;
helping in afish shop; begging. Their secondary occupations included: pickle-sdlling;
farm labour; letting out rooms.

Main occupations of other adult females were: housemaid (2); garments factory job;
trading poultry scraps; day labour; caring for paying-guests. Their secondary
occupations included taking-in sewing; and garments factory job.

Varied expenditure on
education

Four households (including two that have school-age children) spent nothing on
education in the year. Others spent between $4 (two children in government school)
and $40 (two children in an NGO schoal)

Very varied expenditure on
health

One household spent $400 in the year — used to treat a paralysis. Another spent $120
for hospitalisation and to treat a broken hand and another almost as much for constant
treatment of communicable diseases among severa household members. The lowest
reported spending is $20 ($7 a head), most arein the range $30 to 50 ($5 to $10 a
head). Health care is expensive in town.
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Characteristic

Commonality

Common: Household head True of al eight households
immigrated to Dhaka from
the countryside
Landlessor near-landless | Six are totally without farm land. One has leased-in and then share-cropped-out a third
of an acrein hisvillage. One has his own half acre in the village and farmsiit by proxy —
he eats therice in Dhaka.
No public entitlements No household gets regular public food or other entitlement.
Three rice meals aday, There are two outliers — one household eats only twice aday in hard times, and another
often with fish, sometimes | takes bread rather than rice for one meal: in general the standard of food is only
with mesat marginally higher than for the urban poor group
No livestock One household, on the embankment, keeps chickens: none of the others hold livestock
Cash spending on food Thisisalittle above the urban poor group.
and cooking fuel of
between 30 and 50 cents
US per head
Children in school All but one of the school-age children in this group are attending school (the exception is
only 7, and may attend later).
Uncommon: | Somevariationin Average household size was 4.4 (lower than the urban poor). Six households are

household size and

composed of parents with children, but one is made up of siblings and their mother, and

composition another has a female head plus her mother and children.

Somevariationinhousing | Although most live in one-roomed woven-bamboo-walled, tin roofed huts, one rents a
type plastered masonry room, and one has an extraroom that is let out.

Variation in home One household has no furniture whatsoever. Ancther two have afull set of timber
furnishings furnishing (table, bed, chairs, cupboard). The remaining five have very little — perhaps a

bed and a fan (many homes have an electric supply).

Some variationin
education level of adults

Although many adults areilliterate and unschooled, two household heads completed
high school (and another attended school for ayear)

Some variation in
ownership of mechanical
assets

Most households in the sample own none: one has his own rickshaw, and one outlier
runs arickshaw repair shop and has several rickshaws and a bicycle

Varied holdings of
precious metals, jewellery

Asin other groups, severa of these households hold gold nose-studs as their only
assets of thistype. However, of these eight, two report they don’t have nose studs (nor
anything else), while others report silver chains, or holdings of silver.

Varied source, value and
composition of income

Thereisvariety in anumber of dimensions. Main income sources vary, including small
businesses (renting our rooms, selling firewood, rickshaw repair shop, hiring our
rickshaws, vegetable stall), waged employment (driver, garments factory), and casual
work (baby-taxi driving (2), building repairs, rickshaw driving).

Value and frequency of income vary. There are those who earn monthly in the factory
jobs (ranging from $20 to $50 a month — say 75cents to $1.85 a day — depending on
skill, but often supplemented by overtime work), or as a driver ($80 a month). Others
earn daily (or irregularly): baby-taxi drivers net between $1.50 and $4 a day, but don’t
always get work; rickshaw drivers $1.50 to $2 aday. The self-employed include the
owner of arickshaw repair shop who earned about $3 a day, an elderly vegetable
stallholder who earned little more than $1a day, and a woman with a firewood business
earning small amounts intermittently.

Compared with some other groups, in this group the whole family -women and older
children — contribute strongly to cash income. Out of eight households, five have
women bringing in cash regularly. One household has plumped wholeheartedly for
garment factory employment: the head is ayoung man who has a garments job, as do
his sister and two brothers who share the household with him: his mother stays at home
to cook and mind the house.

Varied expenditure on
clothing

The range was from $16 to $60 per household, though there may be under-reporting.
Thisrange is wider than that for the poor group, but the mean values are similar,
confirming the impression that the upper-poor dress similarly to the poor.
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Varied expenditure on Only one household spent nothing on education in the year (though they had a daughter

education in school for part of the year). Others spent between $6 and $72 — alittle more than in
the urban poor group.

Varied expenditure on The average expenditure per head in the year was $8. Most househol ds spent between

health $3 and $8 a head, but two spent around $13 a head. Note that both the extreme and the
mean are lower than for the urban poor group.
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Characteristic

Commonality

Common: Household head True of all three households
immigrated to Dhaka from
the countryside
Totally landless None of the three has any farm land
No public entitlements No household gets regular public food or other entitlement.
Three rice meals aday, True of dl three households
often with fish, sometimes
with mesat
Cash spending on food Thisisalittle above the urban poor group but below the top end of the upper-poor
and cooking fudl of group..
between 30 and 40 cents
US per head
Health expenditure of The range was very narrow (from $6.50 to $8 per head reported). Note that thisis
about $7 per head per year | lower than for both the poor and the upper poor in the urban area. It seemsthat the

poorer you are the harder, and costlier, it isto keep well.
Similar household size One household has five members (parents and children); two have six (parents and
(but different children in one case, widow with son and daughter-in-law and grandchildren in the
composition) other). Average isthus 5.7
Basic home furnishings Two homes have afull set of simple furnishings— bed, table, chairs, cupboard, fan —and
the third has two hig beds and a clothes rack.

No mechanical assets True of all three households
Low-value precious metals | These households have only a gold nose-stud, or anose-stud plus asilver chain, or
and jewellery cheap gold earrings. All low value, say $10 or less.

Uncommon: | Some variation in housing All threelive in tin-sheet roofed homes, two with tin walls and one with woven-

type

bamboo. In each case the there is one relatively large room where the family lives. In one
case there is another room that is et out, and in another the family lived in three small
rooms when we first met them, then shifted to one room later.

Differing education level
of adults

One household head is unschooled (the widow), one has 5 years and one 10. Of the two
wives, one is unschooled, the other has 5 years.

Varied source, value and
composition of income

The well-educated household head has a salaried driving job ($80 per month), hiswife
runs asolid sari retail business (up to $60 in a month in the high festival seasons) and
their son has a private waged job ($60). The widow’ s son and daughter-in-law have
garment factory jobs ($54 a month between them but they get overtime too) while she
keeps paying guests ($10 a month). The other household has a mixed income which
changes over time — there is earth-moving contracts, milk sales, income from letting out
rooms (one to an NGO for use as a schoolroom): it was not possible to estimate income
reliably.

Varied expenditure on
clothing

The range was from $7 to $16 per capita, though there may be over-reporting in the $16
case. Thisrangeiswider than that for the poor group, but the mean values are not much
larger, confirming the impression that the near-poor as well as the upper-poor dress
similarly to the poor.

Varied expenditure on
education

Only two households have children of school age. One spent $10 per child in school in
the year, the other less than $2 for one 7-year old.
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