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Financial inclusion is currently at the center of the discussion on how to improve the lives 
of the poor. Much of this can be credited to the rapid development and widespread use of 
microfinance throughout the world. Yet, in order to be successful, the microfinance sector 
must have an accurate understanding of the impact of microfinance on its clients. It also 
requires an understanding of the mechanisms through which microfinance affects their 
lives. For these reasons ING and NpM, Platform for Inclusive Finance (NpM) decided to 
address these issues in the fifth edition of the ‘A Billion to Gain?’ report. 

Microfinance previously has been presented as the silver bullet to alleviate worldwide 
poverty, enabling clients to be financially fit. Yet, as the sector rapidly grew in many parts 
of the world, there have been examples of damaging side effects. Over-indebtedness in 
particular, has been a real concern. As a result, the industry today is standing at cross-
roads and has to direct the enormous momentum of microfinance into the best possible 
direction for its clients.

To ING and NpM, the importance of inclusive finance is incontrovertible. After all, ac-
cess to financial services is an important aspect in the socio-economic development 
of countries and for its inhabitants. In addition, a growing number of organisations and 
impact investors around the world increasingly emphasize making both a financial and a 
social return on their investments. That’s why this edition of the ‘A Billion to Gain?’ report 
assesses the impact of microfinance on its clients in relation to business activities, the 
way households manage their financial lives, women’s empowerment, education, as well 
as food and health issues for clients and their household members. These insights pro-
vide us with the possibility to steer and adjust future decisions in order to increase and 
improve impact.  

This report could not have been written without the help of many organisations and 
people. We would like to express our gratitude to everybody that contributed to this 
‘A Billion to Gain?’ report. We are especially grateful for the help and input from Basix 
in India and Opportunity International in Ghana. They are the microfinance institutions 
that supported the idea of impact assessment wholeheartedly and organised the in-
terviews with their clients. We are also very thankful for the 2,468 women in India and 
Ghana participating in the field studies. Micro Credit Ratings International (M-CRIL) did 
an excellent job in executing the field research in both countries and in reporting on the 
outcomes. The University of Groningen proved invaluable in meeting the scientific stand-
ards that this type of research requires. And finally, we want to thank the organisations 
that financially supported this project. 

We hope that the insights in this report are as valuable to you as they are to us. We would 
greatly appreciate your feedback and are open to further discussion.

Koos Timmermans Josien Sluijs
Vice president ING Bank N.V. Director NpM, Platform for Inclusive Finance

Preface
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This fifth edition of the ‘A Billion to Gain?’ Study is a joint initiative of ING Bank N.V. and 
the Netherlands Platform for inclusive finance (NpM). It assesses the impact of traditional 
group loans on its clients. The microfinance programmes of Basix in India and Opportu-
nity International (Opportunity) in Ghana were taken up as cases to test the impact of mi-
crocredit since both microfinance institutions (MFIs) are supported by Dutch investors. 
Impact was measured over a three year period on five different aspects of the lives of the 
poor. These are their businesses activities, household finances, women’s empowerment, 
education of household members and food & health issues.

Impact of microcredit on business activities
The key findings on the impact of microcredit on the respondent’s business activities can 
be summarized as follows.

The majority of loans are used for productive investment, especially in India.
The majority of the loans provided by both Basix and Opportunity are intended to serve 
as a productive investment in the micro-enterprises or farming activities the household 
engages in. In India 94% of loans were mainly used for productive investment. In Ghana 
the number was lower: 59%. 

Microfinance plays a significant role in the expansion of existing income 
generating activities (whether it is a business activity or farming)
Among those clients that invested productively the majority expanded their businesses 
(around 60% in India and 77% in Ghana). Business expansion was in 85% of the cases in 
India and 92% in Ghana supported by microcredit. In comparison, merely 5% of control 
respondents in India and 28% in Ghana were able to expand their business. Further, all 
respondents in both India and Ghana who were involved in farming had made invest-
ments in agriculture during the study period of which over 75% were supported by 
microcredit. Fertilizer and pesticides where the most common investment items.

However, the role of microfinance in promoting new business is limited
While microfinance provides clients an investment avenue to expand their existing 
enterprise activities, it plays a much smaller role in promoting new business. Only 8% of 
treatment clients in India and 16% in Ghana indicated they had started new business. The 
figures for the control group are 5% and 10% respectively. Based on these numbers the 
link between microcredit and the expansion of existing business activities is a strong one 
(significant at the 99% level), but no statistically robust impact is found in our samples on 
the start of new business. It can be concluded that microfinance helps to sustain existing 
activities while we cannot expect major change in terms of new businesses.

In India, more women contribute to household income as a result of 
microfinance
The proportion of women in India that contribute to household income increased from 
65% to 69% during the research period and this can be attributed to microcredit with 
95% certainty. In Ghana, no impact was found since 99% of women were already contrib-
uting at the baseline period. Microcredit was also found to have no impact on the contri-
bution of the spouse and children (aged 6-14 years) to household income.

Impact of microcredit on household finances
It is more often recognized that the impact of microfinance is not limited to the business 
activities of the clients. Some argue that the real benefit of microcredit is not found at the 
enterprise level but at the household level where microfinance greatly improves the way 
the poor can manage their money. This is important for those in poverty since manag-
ing the little money they have is central to their lives. Table 1 summarizes the impact of 
microcredit on income and expenses for India and Ghana clients.

Summary and policy implications
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Income and expenditure increase as a result of microcredit
Income increases by 13% in India and 10% in Ghana after clients have used microcredit 
for three years. In Ghana, the additional income is fully spent, as total expenses increase 
by 10% as well and no impact was found on the amount of savings. In India spending 
increased only by 8% which allows clients to increase their savings by almost 20%. With 
respect to different expense categories microcredit has quite similar impact in both 
countries. Expenses on food, education and celebrations increased in the range of 7% 
to 10%. But there are differences as well. Costs for electricity increased by 5% in Ghana 
and 18% in India as India currently has an issue with rapidly rising electricity costs be-
cause of faulty meters. In India, expenses on clothing increased 10% because of micro-
credit whereas no impact was found in Ghana. The impact on medicine expenditure was 
weak in both countries as no impact was found in India and the 4% increase in Ghana 
was barely significant. 

Evolution rather than revolution
Note that this income effect does not lift poor people out of poverty any time soon. Even 
after the increase in income they remain very poor. Microfinance clearly is not the silver 
bullet that lifts everyone out of poverty immediately. However, since all these results 
are brought about by relatively small loans impact is quite substantial in relative terms, 
at least in India. The average loan size in India is around $285 (17,000 rupees) and the 
yearly income effect just over $400. Since interest rates in India are by law capped at 
24%, the return on the loan for the client is a staggering 120%. In Ghana the average loan 
amount ($602), interest rates are higher (around 40%) and the income effect is lower in 
comparison to India.1 This combination yields a return of 4% for the client.

With regard to the standard of living the following findings are worth noting:
1. In both India and Ghana microfinance clients are much more satisfied with their 

financial situation in comparison to their peers who have not received microcredit. 
In India clients are also more satisfied with their access to credit facilities. These are 
important findings for the sector as they relate to their core activities rather than the 
overly optimistic goal of lifting clients out of poverty.

2. In both samples microcredit has a positive impact on the ability of clients to 
manage unexpected expenses.

3. In India microcredit decreases the dependency of the poor on moneylenders 
and acquaintances whereas in Ghana no such impact is found.

4. In India we found a positive impact of microcredit on the quality of housing in 
terms of electricity connection, toilet facilities, number of rooms and roof type. Al-
though the result is statistically robust the economic impact is limited. For example 
only 3% of treatment households improve their toilet facility due to microfinance. No 
such impact was found in Ghana.

5. Microcredit does not lead to a major increase in the number of income sources 
a household has over a three year period. In India the number increased from 1.7 
at baseline to 1.8 at endline because of microcredit and in Ghana no increase was 
found. However, it turned out that the India sample had 99 clients who had received 
microfinance for more than three years (in Ghana the number was 43 clients). In both 
countries these clients increased their number of income sources by 0.3 to 2.0 in India 
and 1.6 in Ghana. It seems to take more than three years before households are able to 
increase the number of income sources within the household

1 The initial loan size is $200 to $ 250 in India (10,000 to 15,000 rupees) and around $280 In Ghana (700 
cedis). In Ghana loans have a six month tenure in comparison to twelve months in India. Therefore 
clients move on to subsequent loan cycles quicker which allows them to get bigger loans. As a result 
the average loan size after three years of microfinance in Ghana was $602 for our treatment clients in 
comparison to $285 in India.
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6. In both samples the link between microcredit and asset accumulation is a 
weak one. In India, no statistically significant impact is found for the overall asset 
index. In Ghana a slight negative impact is found. In general changes in livestock, 
vehicles and household appliances were too small between the treatment and control 
group to make a real difference.

Impact of microfinance on women’s empowerment
The strong focus on women has been a cornerstone for the sector and is believed to pro-
mote both the interests of providers of microcredit, clients and their households.2 From the 
financial perspective of MFIs, women are regarded as more reliable clients than men, re-
sulting in higher repayment-rates and thus financial sustainability for the MFI. Part of this is 
explained through the group-structure of microcredit, of which women are more sensitive 
to its social pressure.  From the clients’ perspective, women in developing countries often 
have a higher need for being socially empowered, as in many cultures they are in a subor-
dinate position relative to their spouse. The field research yields the following findings. 

In India women become more empowered because of microcredit
As said in the beginning of this summary, more women in India contribute to household 
income as a result of microcredit. This in itself is a strong form of empowerment. Fur-
thermore, microcredit increases the participation of these women in household decision 
making, for example with regard to business and household expenses or the education 
of children (in-house empowerment). Last but not least, women in India also increase 
their participation in village level activities as a result of microcredit (out-house empow-

2 See for example Hashemi et al (1996), Schurmann and Johnson (2009), Robinson (2009), Swain and 
Wallentin (2007), Karlan and Zinman (2009), de Mel et al (2008), Bauchet et al (2011).

Table 1: Impact of microcredit on household income and expenditure (monthly figures)

 India    Ghana
  Average    Average
 Share of treatment    Share of treatment
Monthly figures budget group Impact of Change budget group Impact of Change
(inflation corrected) (%) (endline) microcredit (%)  (%) (endline) microcredit  (%)

Income 100% $252.4 $33.9 *** 13% 100% $248.3 $24.0 *** 10%
Expenses covered by survey:  $101.7 $8.4 *** 8%  $111.6 $11.2  *** 10%
 Food 27% $67.2 $4.4 *** 7% 30% $73.4 $7.2  *** 10%
 Education 5% $13.1 $1.0 ** 7% 9% $22.8 $2.5 *** 11%
 Medicine 3% $8.6 N.I.  N.I. 1% $3.7 $0.2      * 4%
 Clothing 2% $6.0 $0.6  *** 10% 1% $3.0 N.I.  N.I.
 Celebrations 1% $5.3 $0.5  *** 9% 2% $1.4 $0.2 *** 12%
 Electricity 1% $1.5 $0.3  *** 18% 3% $7.5 $0.4 **   5%
Expenses not covered 35% $89.1 N.A.  N.A. 42% $95.9 N.A.  N.A.
Savings 23% $61.6 $11.5 *** 19% 13% $40.8 N.I.  N.I.
Net income (income minus  $150.7 $25.1 *** 17%  $136.7 $12.8 *** 9% 
covered expenses)

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

N.I. means no statistical significant impact is found. N.A. means not applicable. Outcomes are inflation corrected and converted into dollars using 
the following exchange rates; 1$=60 Indian rupees and 1$=2.5 Ghanaian cedis.
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erment). No such impact was found in Ghana since the vast majority of women is already 
highly engaged in decision making processes and activities outside the household.

In both India and Ghana microcredit has a positive impact on the confidence 
level of its clients
The trainings offered by Basix and Opportunity to clients prior to loan disbursement 
as well as frequent interaction with MFI staff make clients more confident and assertive 
while interacting with bank and government officials. For both countries these results 
are statistically very robust. So despite the fact that women in Ghana are already highly 
empowered in terms of decision making and activities outside the household, they still 
gain a lot from microcredit in their interaction with public institutions.

Impact of microfinance on education
Education is a powerful driver of development and one of the strongest instruments for 
reducing poverty as well as improving health and gender equality. It is therefore impor-
tant to assess the impact of microcredit on education. Since parents can greatly influence 
the future prospects of their children by sending them to school, impact is not confined to 
the client alone as it has an intergenerational impact as well. The following findings from 
our samples stand out.
• In both India and Ghana microcredit increases household income by 13% and 10% re-

spectively. As a result, household expenditure on education increases by 7% in India 
and 11% in Ghana at the household level.

• Despite the fact that microcredit has a substantial impact on education expenditure no 
impact was found on the actual education level of household members. This might be 
explained by the fact that clients in our sample have received microcredit only for a 
three year period. Increasing education levels might take much longer. 

• Still, microcredit has a positive and statistically robust impact on the financial literacy 
of clients in India. Clients who have received loans from Basix appeared to be finan-
cially more aware vis-à-vis respondents of the control group. However, no impact 
over a three year period was found in Ghana since the control group had a similar 
understanding of basic financial concepts as clients in the treatment group. The higher 
awareness levels showcased by the control group in Ghana can be attributed to the 
fact that the average education of the treatment and control households in Ghana was 
similar unlike India, where the treatment households are better educated.

Impact of microfinance on food and health
Many poor fail to meet the basic human need of having enough food. It’s obvious that 
such a situation is not conducive to personal wellbeing. But the economic consequences 
are also far reaching since a state of malnutrition greatly limits the ability to conduct 
work. Malnutrition also facilitates the rise of other health issues as the immune system is 
weakened. As a result, poor people can be trapped in a vicious circle where malnutrition 
lowers income, which in turn, exacerbates malnutrition. In addition, a similar threat exists 
between poverty and mental health. 

Besides assisting in achieving a healthy and productive living, what differentiates food 
insecurity from other risks is the ability to compromise one’s survival. This is especially 
the case for infants and small children as the first two years of life is thought to be the 
time when nutrition has the greatest effect on child health, growth and development both 
physiologically and cognitively.  Hence, as we have seen for education, nutrition and 
health form a channel by which inter-generational poverty is to remain as children are 
subject to their parents’ treatment. The key findings on the impact of microcredit on food 
and health issues can be summarized as follows.
• Clients that did invest in farming were able to increase the food production from their land, 

particularly in India. The extra food was both sold on the market as well as consumed by 
the household itself.  Only a very small proportion of households (less than 5%), that have 
invested in farming uses the increase in production only for self-consumption.
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• In both India and Ghana microcredit increases household income by 13% and 10% 
respectively. As a result, food expenditure increased by 7% in India ($4.4 per month) 
and 10% in Ghana ($7.2 per month) at the household level because of microcredit.

• In both India and Ghana, treatment clients experienced less days that the household 
had to go without sufficient food in comparison to control clients. However, based on 
the differences between endline and baseline and treatment and control clients, we 
cannot attribute this to microfinance.

• However, microcredit does improve the quality of food clients buy. The impact is es-
pecially large in India as microfinance clients have a 42% higher chance of consuming 
better quality food such as milk, meat, fish and lentils than control clients. In Ghana the 
impact is more modest but still substantial (8%) and statistically significant.

• Medical expenditure increases by 4% in Ghana ($0.2 per month) as a result of mi-
crocredit but the result is barely significant. In India no statistically significant impact 
is found. Therefore the link between microcredit and medical expenditure is a very 
weak one in both samples.

• In both India and Ghana no statistically robust impact is found on the frequency that 
household members get ill. However, a strong impact is found on the mental health of 
clients as they experience less stress regarding their financial situation. 

Explaining differences between India versus Ghana
Our two samples reveal substantial differences in the impact of microcredit. The results 
from India indicate an overall positive impact while the results for Ghana are more mod-
erate and in some cases even slightly negative. This is quite normal in impact studies. 
For example, Angelucci (2013) finds substantial differences in impact even within the 
same country. 

The main explanation for this difference can be found in the use of microcredit. Al-
though the majority of the loans provided by both Basix and Opportunity are intended 
to finance productive investment in the micro-enterprise or farming activities, this was 
not always the case in practice. In India around 6% of clients used their loans to finance 
household items. In Ghana the number was a striking 41%. 

The fact that the India sample includes rural villages only, whereas the Ghana sample 
includes both rural and urban villages, might be another explanation.

The way in which the control group was selected could also explain some of the dif-
ferences. While in India the control group was randomly identified in the survey villages, 
in Ghana the control group was ‘selected’ by the treatment group. Due to large travel 
distances as well as time and budget constraints the team of interviewers in Ghana could 
not visit all the villages. As a practical solution clients were interviewed at the branches. 
To also be able to interview control clients the treatment clients were asked to bring 
along a person living in their local neighbourhood, who had not yet received microcredit. 
Although we were able to verify whether the women had received a loan in the past, 
this approach can cause a problem if the ‘controls’ are already affected by microcredit 
through spillover effects. For example, clients might (unconsciously) select friends that 
like microfinance, while they don’t ask friends that are more cautious. If that is the case, 
the control group is contaminated and thus not valid. 

In assessing the impact of microfinance we controlled for many observable characteris-
tics between the treatment and control group. Even if we were to assume that all relevant 
observable characteristics were included in the model, thus estimating the best possible 
model to assess impact, the outcomes could still differ among the two countries due to 
unobservable characteristics. For instance, the entrepreneurial skills of the borrow-
ers in India could be higher or they might have a more optimistic approach to life or are 
generally more confident. Regardless of how extensive the set of control variables are, 
the main outcomes could still differ due to unobservable characteristics.
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Policy recommendations

Evolution rather than revolution
Even in the cases where positive impact is found, the change is incremental. For exam-
ple, income and expenditure increase in the 5% to 15% range which does not lift the 
poor out of poverty any time soon. With this regard microcredit clearly is not the silver 
bullet that people long hoped for. However in India the return on the loan for a client is 
very high (around 120%). In Ghana it is much lower (around 4%), partly due to higher 
interest rates. This suggest that clients can make a bigger improvement as soon as they 
get access to larger loans (in India) or get access to cheaper loans (in Ghana). 

More revolutionary change in behaviour is found in food consumption as clients in both 
India and Ghana start eating better quality of food due to microcredit. This indicates 
a real change for the better. Also the positive impact on female empowerment and 
financial literacy in India build a strong foundation to really make a change in the long 
term.

To increase the potential impact of microfinance further, the following policy implications 
are recommended.

From microfinance to financial inclusion
The findings from both field studies show that microcredit is a powerful financial instru-
ment but one that different people will take advantage of in different ways. While some 
will truly apply their microcredit for investment, others will give priority to consumption 
or coping with shocks. 

Microcredit clearly has an impact but often does so through channels that start at the 
household rather than the business level. So in order to increase its impact the sector 
must continue its move from a micro-enterprise approach to a household finances ap-
proach. Microfinance will continue to evolve into financial inclusion in which micro-in-
surance, saving products, emergency loans, education loans and the like have a greater 
role to play.

From low default rates to measuring impact
High repayment and low default rates are viewed by the sector as an important measure 
of success. But these outcomes say nothing about the impact of microfinance on its client. 
In order to increase its impact and attract social investors the sector must come up with 
new measures of success on the client level and start monitoring outcomes on a regular 
basis. The indicators used in this study can serve as an example. The research method 
can be applied easily to MFIs with large portfolios of existing clients. So that leaves the 
sector with little reason not to.

Jobs for the poor…
Microfinance has impressively shown that the very poor are reliable borrowers and can 
be made bankable. But microcredit enthusiasts made a mistake by overestimating the 
potential of business for the poor. We are kidding ourselves if we continue to believe that 
every poor client is an entrepreneur and micro-enterprises will en masse lift the poor out 
of poverty. 
In reality, the majority of poor people have started a business out of necessity rather 
than ambition. Research indicates that up to 70% of micro entrepreneurs lack the ability, 
motivation and competitive attitude that characterize true entrepreneurs.3 And every-
where around the world where researches asked poor people the question: “What are 
your ambitions for your children?” it turned out that they want their children to become 

3 De Mel et al (2008).
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government workers. According to Banerjee and Duflo (2011) “This suggests a desire 
for stability as in developing countries these jobs tend to be very secure. And stability 
of employment appears to be the one thing that distinguishes the middle classes from 
the poor”. Therefore, the vast majority of clients seems to be better off with stable jobs 
instead of the uncertainties that come with a microenterprise. A new trend called impact 
sourcing is emerging and focusses specifically on SMEs role in creating jobs for the poor.

…require a strong focus on SME financing
The microfinance sector can embrace impact sourcing by designing and implementing 
the tools for SME finance. After all, SMEs are the major job creators for the poor but only 
5% to 10% of microfinance clients manage to successfully outgrow their enterprise from 
micro to SME level and start employing people. Unfortunately the traditional group loans 
are not suited for SME-financing because of different reasons.
1. Loan amounts are too small (typically in the range of one month of household income 

for the first loan cycle) to start or grow a business. 
2. The maturities of microcredit loans are too short for investments in fixed capital and 

startups. For example, loans have a six month tenure at Opportunity and a twelve 
month tenure at Basix.

3. The almost instant start of debt repayments ignores potential long gestation periods 
of many business investments. That means that the entrepreneur – even in the case 
of moratoriums by Basix and Opportunity of around 60 days – has to start repaying 
before the money is flowing in. 

4. Frequent group meetings are costly for an entrepreneur. 
5. The rigidity of repayment schedules does not match the cash flow uncertainty that is 

so characteristic for startups. 

Because of these shortcomings, SMEs have limited sources to finance as microcredit 
merely provides working capital finance for entrepreneurs rather than loans that stimu-
late investments and increase the long run profitability of an enterprise. They are the 
‘Missing Middle’ and can’t take up their role of supplying jobs for the poor. 
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In order to successfully finance SMEs the sector must come up with the right products. 
This means larger and longer term loans, more flexibility as well as an increased risk 
appetite as it is common knowledge that a considerable share of entrepreneurs do not 
succeed. Private equity firms and governmental organizations currently play the larg-
est role in supporting these SMEs with both financial and mentoring services. They are 
better capable than banks and MFIs in handling the higher risk return profile associated 
with equity finance. MFIs could partner with these actors in order to find effective ways 
to finance and support a larger number of SMEs. 

In addition to these traditional SME funders, there are new alternative finance options 
becoming available to entrepreneurs through a better connected and an increasingly 
shared economy. For example the current outlook for crowdfunding has led many to be 
optimistic about the promise of a scalable model that can deliver capital to micro-entre-
preneurs and their communities.4

SME financing by MFIs and alternative finance options like crowdfunding can ease the 
credit constraint for SMEs. This facilitates micro-entrepreneurs around the world in dou-
bling the number of jobs for the poor from 60 million jobs today to 120 million jobs if the 
full potential of microfinance is reached. This is an opportunity that cannot be ignored.

Standing at crossroads
Currently the sector stands at a crossroads. On the one hand the sector is moving from 
business investment to household finances with more focus on short term funds to assist 
the poor in day to day money management rather than business investment. On the other 
hand it’s moving into SME financing to finance the jobs that the poor so desperately need. 
This paradox cannot be solved by the traditional group loan product as both require 
completely different products. The need to diversify its product offering is more promi-
nent than ever and we expect that to happen in the next few years. It’s the only way that 
the sector can continue to have an increased impact on the lives of the poor.5

Appendix: Research method and validity
All the results presented are based on the following research method. The time period for assessing 
the impact of microcredit was set for three years with 2010 as the baseline and 2013 as the endline. The 
hypotheses were investigated through a survey of treatment clients (active borrowers of Basix and Op-
portunity who took their first loan during 2010 or 2011, so that the treatment ranges from 2 to 3 years) and 
control group members (respondents who inhabit the treatment villages, but have never received credit 
from MFIs). The study covered a sample of 1,436 in India and 1,032 in Ghana including similar numbers 
of treatment and control respondents. In India all respondents lived in rural areas whereas in Ghana both 
rural and urban villages were selected to get the required sample size.

Due to time and budget constraints, it was decided to use the recall method for data collection of the 
baseline sample, rather than the conventional way of first collecting the data for the baseline and then 
coming back to the same group after a certain period of time to collect the endline data (in our case that 
would be three years). The outcomes of the survey were analysed using the Difference in Difference 
(DID) method in combination with Propensity Score Matching (PSM) of the treatment and control group 
respondents. All regressions have the standard errors clustered at the village level and are estimated 
with additional controls, which include: the respondent contribution to household income, marital status, 
family type, caste (for India only), age of the respondent, number of household members currently resid-
ing, MFI branch and village.

4 See for example NESsT (2014) and Tonic & ECN (2013).

5 The potential global demand for microfinance is estimated around 600 million clients. Currently, 
micro-entrepreneurs employ on average 2 people. If 10% of micro-enterprises make it to the SME 
level with better access to financial sources then potentially 120 million jobs are created for the poor 
by micro-entrepreneurs. Today around 250 million clients are served by microfinance.
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The growing importance of impact assessment
In the past decade non-governmental organisations have been increasingly pressed by 
donors and investors to demonstrate whether their projects and programs are effective 
and contribute to the well-being of their beneficiaries. Recently, this trend has spilled 
over to other organisations, as the number of impact investors, employees and organisa-
tions that focus on making both a financial return and a positive impact grows.

This trend is also visible in the microfinance sector. As a result, donors, investors and 
MFIs in the sector try to measure the social impact of their activities.6 However, what 
exactly is meant by the word social is often unclear. Many see it as different from, some-
times even the opposite of, making a financial impact. Financial impact is generally 
associated with making a return on assets, investments or equity. Whereas social impact 
is concerned with livelihoods, communities, health issues, education and empowerment. 
But in practice social impact studies quite often also include forms of economic impact 
such as measures for investments, profits, income and expenditure. Or they even incor-
porate environmental impact measures such as land use (expanding farming activities) 
or water use (for example in case of farm land irrigation).    

Goals of this study
The primary goal of this study is to measure the impact of microfinance on the client level 
Impact is measured on five themes:
• impact on business activities at the micro-enterprise;
• impact on household finances;
• impact on women’s empowerment;
• impact on education;
• and impact on food and health issues.

Every theme is dealt with in a separate chapter. In each chapter first a theory of change 
is presented suggesting why microcredit may have a positive or negative impact on its 
clients. We do so by drawing results chains which provide a causal logic between the 
moment microcredit is provided and the final outcomes on the client. 

The secondary goal of this study is to provide the sector with a practical method to 
assess the impact of microfinance products. The method should be suitable to assess 
impact on existing client portfolios of MFIs, unlike what is common with RCT-studies, 
that focus on new clients only. We find this to be important since MFIs are serving large 
portfolios of existing clients. 

The term impact is used throughout the report rather than social impact since impact is 
measured using both social and economic indicators. The main point of impact studies is 
not to focus on certain type of indicators, whether social or economic, but rather to really 
measure impact at the client level.

Proper impact evaluations
The recent surge in impact evaluations represents a response to the growing demand to 
have better information on the impact of microfinance programs on its clients. As a result, 
MFIs and their funders now more and more publish social performance reports next to 
their financial reports.7 They also make active use of clients analyses. Although these 
reports and analyses provide valuable information on MFIs and its clients, they cannot 
be labelled impact evaluations since a comparison with a representative control group 
is missing. Therefore it cannot be said whether the reported changes in outcomes are 

6 See for examples by NpM-members Oxfam and Triple Jump (2013a,b) as well as Triple Jump and 
EAConsultants (2014).

7 See for example Opportunity International (2013).

Chapter 1: Measuring to improve
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caused by the microfinance intervention only. The main goal in impact evaluation is to 
measure the difference in an outcome in such a way that it can only be attributed to the 
microfinance product. In such a way impact evaluations can be invaluable to the sector in 
order to improve the impact from its products and services.

Focus of this study
The microfinance sector is changing from a microcredit sector only to a sector that offers 
a variety of products and services such as credit, payment facilities, savings and insur-
ance products. It is good to emphasis right from the start that the field research focuses 
on the impact related to the provision of credit and not the whole range of financial 
services and products.  So whenever we refer to findings from the field studies in India 
and Ghana we refer to impact of microcredit. However, every chapter starts by analyz-
ing the results chain of microfinance regarding the topic of the chapter. In describing the 
broader results chain the importance of savings and insurance products are mentioned 
as well. 

This study tries to assess the impact of the traditional group loan product on female 
borrowers in India and Ghana. First of all, credit constraints are still a major business 
constraint for micro-enterprises, which makes it worthwhile to investigate the impact of 
products that address the credit constraint. Second, group loans are still by far the most 
important product for many MFIs. And finally, women often have a subordinate posi-
tion in developing countries and are the main focus group of many MFIs throughout the 
world. The study also targets rural areas since the majority (nearly three-fourths) of the 
1,3 billion people worldwide living on less than $1.25 per day depend on agriculture for 
their livelihoods. 

Treatment group
All in all, clients in India and Ghana were selected on the following criteria:
• female clients with group loans…
• …who have received their very first loan three years ago and are still active 

borrowers…
• …who live in rural areas.

Note that the India sample contains only clients living in rural areas. The Ghana sample 
contains both clients from rural and urban villages. Although we present outcomes on 
impact for India and Ghana next to each other it should not be read as a competition be-
tween the two countries as the client profile and local context differ.

Control group
The control groups were to be selected from villages where microcredit was not offered 
yet but which had conditions suitable for the provisioning of microcredit. Due to absence 
of such villages in the operational areas of Basix in India and Opportunity International in 
Ghana, it was decided to select control respondents from the same villages as the clients, 
being those who had never received credit from MFIs or banks. 

Appendix 2 gives a full description of the research setup and research method used to 
assess impact. The next chapter provides more information on India and Ghana and the 
typical microfinance clients in both samples.
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2.1 Setting the scene: India versus Ghana
Since we will be comparing the impact of microfinance between two specific case stud-
ies in India and Ghana it is worthwhile to look at the different contexts of these countries. 
After all, we are comparing microfinance initiatives in two totally different countries and 
cultures. As such, the results should be interpreted in their local context and not be seen 
as a competition between India and Ghana. 

Ghana ranks 135 on the Human Development Index and India follows immediately 
after on place 136. Despite their similar HDI-rankings there are some major differences 
between the countries. For example extreme poverty is more widespread in India in 
comparison to Ghana as 76% of the people in India live on less than $2 a day in compari-
son to 52% in Ghana (table 2.1). However, income per capita is much higher in India on a 
national level ($5,138 in India versus $ 3,702 in Ghana). This implies that income inequal-
ity in India is larger than in Ghana. A possible explanation could be that the majority 
of people in India live in rural villages that tend to be poorer than urban villages (68% 
versus 53% in Ghana). Life expectancy is a little higher in India (68 years versus 62 for 
females). 

The population of Ghana is growing almost twice as fast as the population in India (2.2% 
versus 1.3%). Agriculture is by far the main employment sector in India, whereas Ghana 
also has a sizable service sector. Ghana is more open towards foreign investors as they 
contribute 8% to GDP in comparison to just 1% in India. Ghana also receives more devel-
opment aid. The country received over $70 a person in aid in comparison to $1 a person 
in India. 

Bihar: fast growing but also one of the least developed states in India
Bihar is one of the fastest growing states and at the same time one of the most under 
developed states of India. The state is located between West Bengal in the east and Uttar 
Pradesh in the west; and bounded by Nepal in the north and Jharkhand in the south. It is 
the third most populous state and holds a population of 104 million (8.6% of India, 2011) 
within 94,163 square kilometres. Nearly 90% of the population lives in rural areas and as 
a result poverty rates are among the highest in India. Hinduism is the major religion in 
Bihar (82%) followed by the Islam (16%) and Christianity (0.03%).

Chapter 2: The proof of the pudding is in the 
eating: two case studies

Ultimately the question whether microfinance has an impact or not is an empirical 
question. Therefore we decided to test the impact of microcredit in the field. The 
literature on impact studies learns that results are highly context driven. That is why 
we have chosen to test for impact in two countries: India and Ghana. India since it is 
a well-established microfinance market in which ING Microfinance is very active. 
Ghana since the ‘A Billion to Gain?’ 2012 report concluded that Dutch investors are 
relatively underrepresented in Africa in comparison to investors from other coun-
tries. Within Africa Ghana was chosen since Oikocredit – as one of the members 
of the NpM platform for Inclusive Finance and sponsor of this project – is active in 
Ghana.

This chapter provides information on India and Ghana. Detailed information on the 
research setup, sampling process and data collection is given in annex 2.

Readers who are only interested in the outcomes of both field studies can skip this 
chapter and start reading at chapter 3.



A Billion to Gain? September 2014 18

Ghana is benefitting from the exploitation of natural resources
Ghana is the second largest economy of West Africa and twelfth largest of Africa. Im-
proved macroeconomic management and enduring political stability have significantly 
transformed the structure of Ghana’s economy over time. Owing to good governance 
and production of oil and gas towards the end of 2010, GDP growth increased in the 
subsequent years but has been vulnerable to drops in foreign demand during the global 
financial crisis. In Ghana respondents were from both the Ashanti and Brong Ahafo re-
gion in Ghana.

Table 2.1  Macro-economic indicators for India and Ghana
 
   India   Ghana 
  2000  2012 2000 2012

Population
Population (Total in millions) 1042,3 1236,7 18,8 25,4
Population growth (annual %) 1.7% 1.3% 2.4% 2.2%
Rural population (% of total population) 72% 68% 56% 47%
Urban population (% of total) 28% 32% 44% 53%
Life expectancy at birth, female (years) 63 68 58 62
Life expectancy at birth, male (years) 61 65 56 60
Mortality rate, under-5 (per 1,000 live births) 92 56 103 72
Death rate, crude (per 1,000 people) 9 8 11 9

Land Area
Land area (sq. km)  2,973,190  227,540
Surface area (sq. km)  3,287,260  238,540
Agricultural land (% of land area) 61% 61% 63% 70%

Economy
GDP (current US$ in billions) 476,6 1858,7 5,0 40,7
GDP growth (annual %) 3.8% 4.7% 3.7% 7.9%
GDP per capita, PPP (current international $) 2063 5138 1777 3702
Inflation, consumer prices (annual %) 4.0% 9.3% 25.0% 9.2%
Employment in agriculture (% of total employment) 60% 47% 55% 42%
Employment in industry (% of total employment) 16% 24% 14% 15%
Employment in services (% of total employment) 24% 28% 31% 43%
Unemployment, total (% of total labour force)  4.3% 3.4% 10.4% 3.6%
Foreign direct investment, net inflows (% of GDP) 0.8% 1.3% 3.3% 8.1%

Poverty
Population living at $1.25 a day (PPP, % of population)  43%*  30%**
Population living at $2 a day (PPP, % of population)  76%*  52%**

Aid
Net bilateral aid, Total (current US$ in millions) 710,2 1607,7 392,1 939,1
Net bilateral aid from The Netherlands (US$ millions) -8.9 2.4 27.6 40.7
Net ODA received per capita, Total (current US$) 1.32 1.35 31.78 71.27

* 2005 figure
** 2006 figure

Source: World bank.
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Ashanti region
Ashanti is an administrative region in Ghana centrally located in the middle belt of 
Ghana and occupies a total land area of 24,389 square kilometres which is 10.2% of 
Ghana (figure 2.1). It is the third largest region after Northern and Brong Ahafo regions. 
It is inhabited by Ghana’s major ethnic group Ashanti. Most of Ghana’s cocoa is grown in 
Ashanti, and it is also a major site of Ghana’s gold-mining industry. The Kumasi metropo-
lis alone accounts for nearly one-third of the region’s population. The dominant religion 
in the region is Christianity (77.5%) followed by Islam (13.2%). Agriculture (excluding 
fishing) is the main economic activity constituting 44.5% of employment followed by 
Wholesale and Retail Trade (18.4%), Manufacturing (12.2%) and Community, Social and 
Personal Services (9.9%). These four major economic activities employ a total of 85.0% of 
the economically active population.

Brong Ahafo region
Brong Ahafo, with a territorial size of 39,557 square kilometres, is the second largest 
region in the country (16.6%). The predominant ethnic group in the region and in all 
the districts is Akan, except in Sene where the Guans dominate. The large proportion 
of Ewes in Sene is due to the fishing activities along the region’s side of the Volta Lake. 
Christianity (70.8%) is the major religion, followed by the Islam (16.1%) and people with-
out a religion (7.8%). Agriculture and related work is the major occupation accounting for 
66.4% of the region’s economically active population. 

2.2 The ‘typical microfinance client’

A typical client in India is 37 years old, married, younger and less educated 
than the spouse
This section presents a typical profile of the respondents (and their households) that were 
interviewed in India. A typical treatment group respondent was around 37 years old, un-
educated or at most neo-literate or educated up to primary level, married and very likely 
to be contributing to the household income (see tables 2.2 and 2.3). Among the treatment 

Figure 2.1  Ashanti and Brong Ahafo regions in Ghana
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Table 2.2  Socio-economic profile of treatment and control clients (endline period)
 
  India   Ghana 
 Treatment  Control Treatment  Control

Client  
Average age 37 36 42 35
% of clients that are a group leader 14% -- 27% --
Marital status (Married) 94% 93% 72% 53%
% of clients that contribute to income 69% 43% 99% 93%

Family
Spouse (Average Age) 42 40 47 42
Nuclear (parents and children only) 63% 64% 86% 90%
Extended (relatives living in the household) 37% 36% 14% 10%

Household size
Total number of household members 4248 3874 2277 1847
Average household size 5,9 5,4 4,3 3,6

Household members contributing to income
Average number of earning members per household 2,4 1,9 2,9 2,4
Earning women 31% 27% 57% 64%
Earning men 64% 69% 42% 35%
Earning children 4% 5% 2% 1%
% of households with members not residing 25% 16% 9% 8%
Not residing but contributing to household income 49% 39% 55% 48%

Table 2.3  Education level of treatment and control clients (endline period)
 
  Treatment   Control 
 Men Women Children Men Women Children

India
Uneducated 30% 50% 28% 46% 66% 36%
Neo-literate 5% 14% 4% 5% 9% 3%
Primary 34% 22% 61% 29% 16% 56%
Secondary 23% 11% 7% 14% 8% 5%
Higher 8% 3% 0% 6% 2% 0%

Ghana
Uneducated 15% 27% 9% 17% 22% 13%
Neo-literate 4% 2% 1% 4% 3% 1%
Primary 5% 11% 58% 6% 12% 59%
Secondary 68% 57% 32% 64% 60% 27%
Higher 8% 3% 0% 9% 4% 0%

The educational structure in India and Ghana is quite similar so the level of education of each household member was classified into one out 
of seven broad categories: (i) none (or uneducated), (ii) neo-literate (those who know how to read and write but have not undergone formal 
schooling), (iii) up to class 5, (iv) up to class X, (v) up to class XII, (vi) graduate & (vii) post graduate. For analysis, up to class 5 have been defined 
as primary, up to class XII as secondary and above as higher education.
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respondents around 11% were group leaders. In comparison, control group respondents 
had similar characteristics except for the fact that they were more likely to be unedu-
cated and less likely to be contributing to the household income. It is clear from the table 
2.2 that in India, men seem to be more educated in comparison to women and the level of 
education of the treatment households is better than that of the control households.

For data collection, family types were defined as either nuclear or joint. The nuclear 
family or elementary family is a term used to define a family group consisting of a pair of 
adults and their children. A joint family is an extended family arrangement consisting of 
many generations living under the same roof. Following the Hindu tradition the percent-
age of extended families is much higher in India (37%) in comparison to Ghana (14%).

A typical microfinance client in Ghana is 42 years old, married, almost surely 
contributing to household income and younger than her spouse
In Ghana, a typical treatment group respondent was around 42 years, educated up to 
secondary level, married and highly likely to be contributing the household income. 
In comparison, these characteristics of control group respondents were similar except 
that they were younger at around 35 years, either married or single and relatively more 
educated.

In India, about 70% of female treatment respondents were contributing to income at the 
endline stage, an improvement from around 65% doing so at the baseline level. In Ghana, 
a much higher proportion of female respondents, around 99% for treatment and more 
than 91% for control, were contributing to the household income. This has also to do with 
cultural aspects as it is very normal for women in Ghana to work while it is observed that 
much less women contribute to household income in India. 

The level of education in Ghana appears better than that in India with no apparent differ-
ences across treatment and control groups.  However, men are relatively better educated 
than women.

The majority of clients is living on less than $2 per household member per day
Nearly half of the clients in India and one third of the clients in Ghana are living on less 
than $1.25 a day (figure 2.2). As such they are classified as extremely poor according 
to World Bank definitions. And around 30% of the clients in both countries live on more 
than $1.25 but less than $2 a day. As a result the vast majority of the clients in our sample 
belong to the lower and upper poor people, as defined by World Bank standards. The 
Ghana sample has a higher percentage of clients living on more than $2 per day.

Figure 2.2  Income of microfinance clients  
($ per household member per day)
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In India household size is larger than in Ghana
Households in the India sample had on average 5.8 members (figure 2.3).  This is com-
parable to the average household size of 5.5 members at the nation level.8 Research 
indicates that the majority of the households in India were medium sized families (5-7 
members) followed by small (2-4). The larger household size in India in comparison to 
Ghana is mainly due to a greater number of children (members up to 17 years of age).

In Ghana, the households are smaller with the size ranging from 3.5 members for the 
treatment and 4.3 members for the control groups. The majority of the households were 
small sized (2 to 4 members) followed by medium sized (5 to 7 members). The composi-
tion of household in Ghana compares well with their national estimates.  

Now we have a general understanding about the people that participated in the survey 
it is time to assess the impact of microfinance. We start by assessing the impact on the 
business activities of the households.

Conclusion
Now that we have a better understanding of the local context it is time to present the out-
comes from the field research. We’ll start at the enterprise level which has been the focus 
of the sector for so many years. Chapters 4 to 7 extensively deal with more contemporar-
ily views regarding the impact of microfinance.

8  Census 2011.

Figure 2.3  Household size in India and Ghana (endline period)
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We start looking for impact at the household business for two reasons. First, microfinance 
– and in particularly microcredit – comprises small loans given to poor households to 
finance the development of a new business or the expansion of an existing one. Second, 
the beneficial effects of microcredit on the household’s life, as broad as these might be, 
often originate from positive developments at the level of the household’s business. If 
these are absent, many potential benefits of microfinance will be hard to achieve.

Microfinance has primarily been focused on assisting the poor in undertaking produc-
tive investments in order to unlock the productive potential of poor households and raise 
them out of poverty. By lifting the credit-constraint, households are being enabled to take 
up the business opportunities they observe. In doing so, microfinance allows families 
to invest whereas they previously did not have the means to do so. If investments are 
productive, clients can reap business profits from it. With the profits they earn, they can 
increase consumption and improve their standard of living (figure 3.1).9 This is the initial 
driver behind microfinance and it is still often used as the reference point. Nowadays we 

9 To keep the graphs simple and easy to understand we show positive impact only and ignore complex 
feedback loops. In this way we present the essence of the theory of change without getting lost in all 
the complex details. Possibilities for negative impact are discussed in the text.

Chapter 3: Natural born micro-entrepreneurs?

This chapter describes the impact of microfinance on income generation by house-
hold members through their activities in micro-enterprises. First an overview is 
given on general findings from the microfinance literature. These include impact on 
investment activities (3.1), profit from business activities (3.2), employment decisions 
(3.3) and the impact of business courses that MFIs organize for their clients (3.4). In 
doing so, this chapter provides the classical view of microfinance that has dominated 
the sector for many years. Chapters 4 to 7 extensively deal with more contemporarily 
views regarding the impact of microfinance.

In section 3.5, findings from our India and Ghana samples are presented, where it is 
important to realise that not every finding from the literature could be tested within 
our research setup. Main findings from the field studies are:
• Microcredit more often leads to an expansion of existing business rather than the 

start of new business. 
• In India a positive impact is found regarding the contribution of female clients 

to household income as 3% more women contribute to household income after 
receiving microcredit for three years. In Ghana no such impact is found since 
most women already contribute to income.

• Household income increases by 13% in India ($34 per month) and 10% in Ghana 
($24 per month) because of microcredit.

Figure 3.1  Impact of microfinance at the micro-enterprise level

Source: ING Economics Department.
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know that microfinance has an impact on much more aspects but still it is worthwhile to 
investigate the initial promise. 

The household business channel relies on the entrepreneurial potential of clients. Micro-
credit assists the poor in poverty reduction by “unleashing the productive power of the 
poor”10 or by implementing “popular capitalism for the poor”.11

3.1 Impact on business investment
The potential of this business investment channel is great, since investments can help the 
poor in many ways.
• Investments enable the poor to grow their business and meet a minimum scale to 

operate their business efficiently. Since they often operate their business activities on 
a very small scale the potential for cost advantages is large if production or sales are 
increased (economies of scale). 

• Investments enable the poor to start new businesses to diversify the household income 
stream. For example a woman can start a small shop at home from which she can con-
tribute to household income.

• Investments in new technology can raise labour productivity of the poor. For exam-
ple, fertilizer or smart irrigation helps farmers to get more food from the land with the 
same amount of labour.

• Investments can make a business more capital intensive which enables clients to bet-
ter suit customer demand. For example, a bicycle rickshaw driver can buy a motor 
rickshaw or a shopkeeper can increase the number of products in his or her shop.

In practice microcredit gives a modest boost to investment
Despite the appeal and potential of the business investment channel, impact has proved 
to be modest in practice. From the literature we can draw several conclusions.
1. Studies find different results regarding the impact of microfinance on investment.12 

A limited number of studies exist that do find robust positive and significant impact 
of microfinance on business investment. In general, outcomes are case specific and 
context driven which makes it hard to assess ‘the overall impact’ of microfinance on 
business investment.

2. Investments in existing business do take place but hardly any new businesses are 
founded. 

3. Clients that already had a business before they took a loan are more likely to spend 
the loan on business investment purposes. Those without prior business-ownership 
are more likely to spend the loan directly on consumption items, pay off other sources 
of debt or work less.

4. Both clients that use microfinance for business investment as well as clients that 
finance consumption directly do value and appreciate microfinance. In general, they 
are more satisfied with their financial situation and are happier.

Microsavings and micro-insurance get more attention
Microsavings and micro-insurance also have a role to play in stimulating business invest-
ment. Until recently, the industry was focused on microcredit only but now there is more 
emphasis on savings and insurance products as well.  

Savings could partially replace credit as a source of financing investments
Giving the poor access to reliable and easy to access saving products allows them – over 
time – to accumulate the money to conduct investments themselves. In the absence of 

10 As stated by Johnson and Morduch (2007).

11 As stated by Muhammed Yunus, founder of the Grameen Bank and winner of the Nobel Prize.

12 See for example Angelucci et al (2013), Banerjee et al (2009), Karlan and Zinman (2009), Tarozzi et 
al(2013), Crépon (2013), Augsburg et al (2012).
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microsavings accounts households are forced to save at home or in saving clubs where 
savings are left vulnerable to physical risks (such as fire or theft), inflations and claims 
from oneself or others, thereby hindering accumulation. Having money in a savings ac-
count helps the poor to engage in a business opportunity if one appears. Secondly, sav-
ings accumulated in a savings account can be used to top up insufficient loan-amounts of 
microcredit. This is important because many loans initially are too small to finance sub-
stantial business investment.13 Third, the availability of funds in microsavings accounts 
might induce clients to invest in more risky but high return investments, making it more 
likely that profits increase and households can indeed enjoy more consumption. Lastly, 
micro entrepreneurs could use microsavings for coping with business shocks thereby 
guaranteeing continuity of operations and thus investments.14  

Micro-insurance lowers the risk in business investment
Micro-insurance pools the risks of those participating and thereby decreases the finan-
cial burden on those who fall victim to a shock such as illness or death, drought or flood. 
As with microsavings, the industry is becoming more aware of the potential positive im-
pact from micro-insurance on business investment as it could have a substantial impact 
on the economic choices made by client-households. 

There are several reasons to expect a positive impact. 
• First, micro-insurance allows a household to engage in riskier but more profitable 

employment or business opportunities by shielding the household from negative risks 
that are accompanied by the respective choice.15 For example, poor farmers tend to 
invest in crops that are drought prone but yield a low return (so called subsistence 
crops) and shy away from crops that earn a higher return but are more vulnerable to 
insufficient rainfall (so called cash crops). If these farmers can insure against insuffi-
cient rainfall they can invest in cash crops, increase profits from farming activities and 
enjoy higher consumption. 

• Second, by signing up for micro-insurance, clients have less need to save for a buffer 
stock of savings, thereby potentially stimulating investment.16 

• Third, other than the use of credit or savings, micro-insurance does not require finan-
cial recovery once the risk has materialized. Since the insurance product covers the 
loss (partly) the funds of the clients are untouched which allows the client to continue 
his or her investment plans. 

All in all, both microcredit, microsavings and micro-insurance have the potential to stim-
ulate business investment by microfinance clients. There is a rich amount of literature on 
the impact of microcredit on business investment but the results point in different direc-
tions depending on local contexts and research methods applied. On the other hand, 
the prospects of microsavings and micro-insurance are exciting. However, the impact of 
these products is not clear yet since currently there are only few rigorous impact evalua-
tions available.

3.2 Impact on business profits
Microcredit tends to stimulate business investment among its borrowers, but mainly 
so for clients that were already running a business before they got microfinance. The 
obvious question that follows, is whether this has led to any increase in profits, and thus 
income, for the households involved. 

13 The loan amount usually increases with the number of loan cycles as the client builds up a credit 
history.

14 See the literature review for relevant sources.

15 See for example Dercon et al (2008) or Mobarak  and Rosenzweig (2012).

16 De Bock en Gelade (2012).
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As for business investment, empirical evidence is again mixed but we draw the following 
conclusions.
• On average the increase in profits ranges from +5% to +25% but in only a few cases 

results are statistically significant meaning that we can say with high confidence that 
microfinance has a positive impact on raising business profits.

• Profits increase especially for clients that already had a business before they received 
microfinance. Clients that started a business when they received a microfinance loan 
often do not show a substantial increase in business profits after a two to four year 
period.

• Upper poor clients (those with income above average for poor households) show a 
higher increase in profits than lower poor clients. In some cases the lower poor even 
experience a decrease in business profits and are worse off since they have given up 
(casual) wage labour for self-employment. This finding shows, contrary to common 
belief, that there is substantial scope for being hurt financially by microcredit as well. 
As Karlan (2013) puts it: “Some win and some lose”.

• Some cases have shown that rural borrowers show a larger increase in business 
profits than urban borrowers. Farmers tend to use their microcredit for expansion of 
existing business activities whereas urban borrowers tend to start new businesses 
more often. 

There are several reasons that explain that microfinance clients have difficulty in reaping 
profits from their businesses financed by microcredit. 

First, microcredit clearly comprises features which do not support the implementation of 
high-return investments: loan-amounts are too small (especially for the first loan cycles), 
loan-maturities are too short and debt-instalments start immediately, are frequent and 
inflexible. Evidence from RCT-studies shows that relaxing these loan-features can have a 
strong positive impact on business profits, albeit in some cases at the expense of repay-
ment and default.17 Clearly these features have contributed to the massive roll-out of 
microcredit while keeping repayment-rates in check, but they simultaneously put a break 
on social impact achieved through the promotion of business profits. 

Second, in practice it is clear that not every client invests his or her microcredit. Those 
that actually do invest often do not spend the entire loan-amount for this purpose. As a 
consequence, observed  treatment-effects on business profits are an underestimation of 
the (potential) true effect if every client would invest his or her microcredit completely.

A third factor limiting the probability of success is the business environment in which 
entrepreneurialism attempts to unfold. Often market conditions are harsh: competition 
is intense, innovation is absent and margins are at a minimum causing profitability to be 
low. By promoting business start-ups, microcredit leads to new actors entering local mar-
kets. However, without paralleled growth in demand, this increase in supply will further 
push market saturation, could drive down prices and could lead to the displacement of 
pre-existing businesses. A problematic factor here is the tendency of (low-skilled) micro 
entrepreneurs to copycat their neighbour’s business. It will only take a 10 minute walk in 
an average slum or marketplace to see similarities in shops of micro-entrepreneurs. In 
every street, you can buy the same products in many stores with little variance in prices.

Fourth, microfinance clients often are at a disadvantage to successfully grow a micro-
enterprise to a higher level: that is, successfully starting a business or developing it for 
expansion. This contradicts with popular notions that high self-employment rates high-
light the entrepreneurial traits of the poor in developing countries. But in fact most of the 
self-employed individuals employ no employees and are therefore called own account 

17 McIntosh (2008), Czura et al (2011), Field et al (2011), Augsburg et al (2012) and Field et al (2012).
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workers.18 Other than out of ambition, these people have started a business out of neces-
sity (Guérin, 2012). In many cases self-employment arises from the failure of the econom-
ic system to create enough employment especially at the bottom of the pyramid. Many 
micro-entrepreneurs simply lack the motivation, competitive attitude and the desire to 
grow their business that truly characterizes entrepreneurs. As a result, impact of microfi-
nance on profit levels is on average non-existent or small at best.

Risk-seeking is a trait usually associated with successful entrepreneurs. Micro-entre-
preneurs targeted by microcredit however are best depicted as risk-averse; seeking 
stable wage-income rather than the riskiness of setting up their own business (Guérin, 
2012). That is easy to understand, given the riskiness marking their ordinary lives in 
getting enough food on the table for all the household members, staying healthy, provid-
ing shelter for the rain, raising children, et cetera. This vulnerability in turn constrains a 
household in staying on course of a long-term business strategy. A grab from business 
funds or the sale of business assets are commonly applied practices by the (lower) poor 
to cope with financial shocks (Islam and Maitra, 2013:4). Last but not least, a lack of busi-
ness and managerial skills and formal education of the owner restrains microenterprises 
from developing successfully.19

Fifth, MFIs have to charge relative high interest rates on their loans to cover costs. 
These costs tend to be high since the loan amounts are small and microfinance requires 
frequent interaction with the client. High interest rates could lower an entrepreneur’s 
profit margin. While India has imposed an interest ceiling at 24%, there are examples of 
MFIs around the world that charge higher rates. This obviously requires high returns on 
capital in order to make a profit. That said, the alternative for microfinance often involves 
higher costs as moneylenders charge higher rates than MFIs.

Sixth, social limitations might restrict micro-entrepreneurs to grow their business and 
increase profit levels. This applies especially to women. For example, in Islamic coun-
tries such as Bangladesh and Pakistan, public life is shaped by Purdah, which represents 
the Islamic social and cultural framework by which women’s daily life is organized and 
which restricts extra-household wage-labour and (economic) interaction. Being exposed 
to such social norms, women are socially restricted to work from their own house which 
in practice restricts their income-earning activities to be low-return. In such way, Purdah 
also prevents them from adequately leveraging their social network, a facilitator of busi-
ness success. Moreover, women could be subject to the “double burden” of running both 
a household and a small business, which places a limit on the amount of time and effort 
they can put into their business and thus the profit they can reap from their business.

3.3  Impact on employment
Microfinance has traditionally been viewed as a way to support and enhance the poor’s 
income generating activities. In doing so, it affects the employment decisions of the less 
privileged. 

Positive impact is likely to run through the following channels.
• The most obvious effect is the female client, who often is not contributing to household 

income, now is pulled into self-employment when she starts her business. But other 

18 The definition applied by the OECD is: “Own-account workers are those workers who, working on 
their own account or with one or more partners, hold the type of job defined as a self- employed job, 
and have not engaged on a continuous basis any employees to work for them during the reference 
period”. Mel et al (2008b) conclude that 70% of own-account workers are in fact wage workers rather 
than entrepreneurs as they lack true entrepreneurial skills.

19 For example Fafchamps (2010), Banerjee et al (2013), Guérin (2012) and Berge et al (2011) find that 
the human capital-constraint limits business development even more than the financial capital-
constraint that microfinance aims to solve.
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household members might contribute to the business as well, which is an improve-
ment if they were formerly unproductive.

• Microcredit does not necessarily creates businesses from scratch. Many of the women 
and men supported by microcredit already had previous income-generating activi-
ties, although often of very small scale. Microcredit helps clients to increase the scale 
of their business.

• Income from farming is highly dependent on weather induced crop-cycles. In harvest 
season income is high but in periods between seeding and harvest income is low. In 
these periods, there is limited demand for agricultural workers. Microcredit provides 
a way of income differentiation into non-agricultural professions that are less depend-
ent on seasonal patterns, allowing households to smoothen consumption. As a result, 
households are more secure about their income, which feeds back to the choices they 
make in their farming businesses.

• Women in developing countries often have the double obligation to take care of the 
household and to earn an income. By its strong focus on female clients, microfinance 
gives them the opportunity to start income generating activities while taking care of 
the children and the household as the activities can take place nearby.

• The shift from wage-employment to self-employment also has an effect on the local 
labour-market of the communities where MFIs are active. As less labour is supplied 
by these households and as more labour is demanded in the households’ enterprises, 
wages might rise.20 

But there is room for negative impact as well.
• Parents might decide to involve their children in the business. In itself this does not 

have to be a bad thing and it also happens in developing countries where children 
can have a role in family businesses. If children were already employed, working at 
home with the mother might be an improvement in comparison to physically demand-
ing or unhealthy factory work for long working hours. But if children are taken out of 
school it potentially has a negative impact on their future lives. So the more nuanced 
question is whether the contribution of children to household income limits prevents 
them from going to school. In the literature especially the birth order effect stands out 
as older children might have a higher chance to be kept out of school to look after their 
younger brothers and sisters. And finally there might be a gender effect because in 
male dominated societies girls are more likely to be kept out of schools than boys.

3.4  The role of business courses
The inability of microcredit programs to significantly improve profit generation among 
all its clients is often attributed to a lack of business and managing skills as well as educa-
tion and entrepreneurial traits such as risk-seeking, competitive behaviour and motiva-
tion. As a result, an isolated intervention of providing capital - whether through microfi-
nance products or grants - is not a guarantee for business growth. Over the years it has 
become clear that providing the knowledge of managing a business is equally important 
as providing the credit facility. In response, the industry started to offer business courses 
to clients. Typical business courses deal with different topics related to running a busi-
ness. For example, a strategic course that focusses on what a business is, the identifica-
tion of the market, its players and strategies. And a financial course that covers topics like 
the separation of business and household finances, reinvesting profits in the business 
and maintaining records of sales and expenses.

Evidence of the impact of business courses on business profits is limited and mixed. 
Studies that do find a positive impact often show gender specific impact where men have 

20 This is indeed confirmed by Buera et al. (2011) and Tschach (2003). Swain (2004) however argues 
that in such communities, the reduced labour-supply is easily filled up with previously under- or 
unemployed fellow locals.
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positive impact and women do not. The increase in profits for men is rather substantial 
ranging from +10% to +30%. This clearly indicates the value of helping clients to gain 
the right skills for running a business. A disconnect between knowledge of business 
practices and actual implementation of them by women might be a valid explanation 
why women fail to translate the lessons from a business course into higher profit levels. 
In many developing countries women often are less empowered than men. Especially in 
male dominated cultures it might be the case that the female client receives the training, 
whereas her spouse has most decision-making power regarding the business. If this is 
the case then a positive impact of microfinance on women’s empowerment, which will be 
the topic of chapter 5, might have a positive impact on business profits as well.

Figure 3.2  Impact of microfinance on employment

Source: ING Economics Department.

Figure 3.3  Impact of microfinance through business courses

Source: ING Economics Department.
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3.4 Findings from India and Ghana

Question:  Does microfinance stimulate productive investment?
Finding: In India 94% of loans were mainly used for productive investment.  

In Ghana the number was lower: 59%. As a result, the majority of loans 
serve to finance productive investment.

Microfinance can be used for a variety of purposes – both productive as well as for 
consumption. The majority of the loans provided by both Basix and Opportunity are 
intended to serve as a productive investment in the micro-enterprise or farming activity 
the household engages in. When asked directly almost every respondent indicated that 
the loan was used for productive investment: only 3% in India and 4% in Ghana admitted 
to use their loan for consumption purposes. 

However our survey revealed that many respondents did not answer truthfully on this 
sensitive topic, especially in Ghana. List randomization is a simple way for respondents 
to indirectly report on sensitive behaviour without making the researcher able to identify 
the individual response during the interview which increases the likelihood of respond-
ents answering truthfully. Using the list randomization technique reveals that 6% in India 
used the loans for consumption instead of productive investment. In Ghana the number 
was a striking 41%.21 Therefore it is concluded that the majority of loans are used produc-
tively in India while in Ghana many loans are mainly used for consumption.

Question:  Does microfinance lead to expansion of existing business or the start of 
new business?

Finding: Microfinance mainly helps clients to expand their existing business both 
in farming and non-farming activities. It has no statistical significant impact 
on newly started businesses by clients. For clients that do expand their 
business or start a new one microcredit is the main source of finance.

It is evident from table 3.1 that microfinance plays a significant role in the expansion of 
existing Income Generating Activities (IGAs), whether it is a business activity or farming 
activity. However, microfinance plays a much smaller role in promoting new businesses.

21 The estimates are large but consistent with other studies. For example Karlan and Zinman (2007) 
reveal that 50% of the clients lie about their borrowing behavior.

Table 3.1  Expansion of existing business activities versus the start of new activities

  India   Ghana
  % of    % of  
  households   households  
Investments in Treatment using MF Control Treatment using MF Control

New business # 8% 84% 5% 16% 92% 10%
Expansion of existing business*** 61% 85% 5% 77% 92% 28%
Farming*** 39% 75% 15% 23% 82% 14%

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

#Significance could not be tested due to lack of observations.
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In India,
• Around 8% of the treatment respondents admitted that they had started a new busi-

ness during the study period of which 84% had used microfinance for this purpose. In 
comparison, 5% of the control respondents were also able to establish a new business 
activity.

• 61% of treatment respondents expanded their business of which more than 85% was 
supported by microfinance. In comparison, just 5% of control respondents were able 
to expand their business.

• All respondents involved in farming (39% of treatment & 15% of control respondents) 
had made investments in agriculture during the study period. About 75% of the invest-
ments made by treatment respondent were supported by microfinance. Main invest-
ment items for farming in India were fertilizer, pesticides and livestock (see figure 3.4).

In Ghana,
• 16% of the treatment respondents had started a new business of which 92% had used 

microfinance while 10% of the control respondents were able to establish a new activity.
• 77% of treatment respondents in comparison to just 28% of control respondents made 

investments for business expansion. Among the treatment clients, 92% used microfi-
nance.

• All respondents involved in farming (23% of treatment & 14% of control respond-
ents) had made some investment in this activity. About 82% of the investments made 
by treatment respondent were supported by microfinance. Note that the number of 
people active in farming in Ghana is about half the number of people in India. This is 
due to the fact that half of the Ghana survey was done in urban areas while the Indian 
sample only covered rural areas.

• Farmers in Ghana invest in comparison to their colleagues in India more often in tools 
to prepare the land, external labour and the adaptation of new crops.

Figure 3.4  Farming investments by microfinance clients
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Question:  Does microfinance stimulate household members who were previously 
unproductive (not contributing to household income) to actively contribute 
to household income?

Finding: In India clients contribute more often to household income as a result of 
microcredit. In Ghana no such impact was found since almost all women 
already contribute to household income before receiving microcredit. In 
both countries microcredit has no impact on the contribution of the spouse 
or children to household income.

The survey also collected information on the contribution of individual members to 
family income. In India about 35% of members of control households and 41% of treat-
ment households were contributing to the household income at the endline period. A 
high proportion of this contribution was from the male members which have shown an 
increase during the study period (table 3.2). The proportion of children’s contribution to 
the household income reduced by 50 percent in India and 75% in Ghana over the three 
year period in both the treatment as control group.

In Ghana, as shown in table 3.3, about 50% of the household members contribute to the 
family income with a minor difference across the treatment and control households. 
However, the involvement of women in the household income generating activity appears 
higher in case of control group clients in comparison to the treatment respondents. The 
contribution of children in household income was very small during both baseline and 
endline periods and it reduced by two third during the research period. 

While the above tables provide an overall idea on where the household earnings come 
from, Figure 3.5 depicts the direct contribution of the respondents. In India, about 70% of 

Table 3.2  Household members contributing to income, India sample

 Endline Baseline
 Treatment Control Treatment Control

Average household size 5.8 5.4 5.6 5.1
Average number of earning  
members per household 2.4 1.9 2.3 1.8
women 31% 27% 29% 26%
men 64% 69% 56% 65%
children (6-14 years old) 4% 5% 10% 10%

Table 3.3  Household members contributing to income, Ghana sample

 Endline Baseline
 Treatment Control Treatment Control

Average household size 4.3 3.6 4.2 3.5
Average number of earning 
members per household 2.9 2.4 2.5 2.1
women 57% 64% 56% 62%
men 42% 35% 41% 35%
children (6-14 years old) 1% 1% 3% 3%
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the female treatment respondents were contributing to income at the endline stage, while 
it was 65% at the baseline level. In the control households the involvement of the re-
spondents in income activity was significantly less at 43% at endline and 41% at baseline.

In Ghana, a much higher proportion of the respondents, around 99% for treatment and 
more than 91% for control, were contributing to the household income but the percent-
age was already high to begin with. This has also to do with cultural aspects as it is much 
more accepted and common in Ghana for women to work in comparison to India.

The data shows an increase of 28 women in India and a decrease of 1 woman in Ghana 
who contributed to household income for the people who received microfinance (abso-
lute numbers). Remember the sample size for the treatment group in India is 719 clients 
versus 521 in Ghana, so these numbers are rather low. For the spouse these numbers are 
an increase of 1 man in India and a decrease of 6 men in Ghana. Taking into account the 
developments in the control groups statistical tests show the following impact (table 3.4).

In India 71 treatment households (10%) had 83 children aged 6 to 14 contributing to 
household income at baseline. After receiving microfinance this number dropped to 27 
households (4%) and 30 children. This is an impressive result but we cannot attribute 
this to microfinance since the control group shows a large decline as well. As a result we 

Figure 3.5  Percentage of female clients contributing to household income
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Table 3.4  Impact of microfinance on household members’ contribution to 
household income 
 India Ghana
 Female   Female 
  client Spouse Children client Spouse Children

Treatment effect of  
microfinance 2.9%** N.I. N.I. N.I. N.I. N.I.

*** Significant at the 99% level, 

**  significant at the 95% level,

* significant at the 90% level. 

N.I. means no statistical significant impact is found in the sample.
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Table 3.5  Profile of children contributing to household income

Children aged 6-14 contributing to HH income India Ghana

Number of households with children contributing at baseline 71 (10%) 14 (3%)
Number of households with children contributing at endline 27 (4%) 7 (1%)
Number of children contributing at baseline 83 14
Number of children contributing at endline 30 7
Average age of child (years) 12 11

Gender  
Boys 76% 71%
Girls 24% 29%

Oldest child in the family?
Yes 24% 43%
No 76% 57%

Education
None 30% 29%
Primary 63% 43%
10th grade / junior high school 5% 21%
Neo-Literate 2% 0%

Activities the children contribute to
Farming activities of parents 25% 14%
Own business / microenterprise of parents 50% 67%
Wage labour / employed by others than parents 25% 19%

Table 3.6  Impact of microfinance on monthly household income

 India Ghana

Average current monthly income for 
treatment client ($ per household) $ 252  $ 248
Treatment effect of microfinance $ 34 ***   $ 24 ***
% of current income 13%  10%

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

Outcomes are inflation corrected and converted into dollars using the following exchange rates 1$=60 
rupees and 1$=2.5 cedis.
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found no statistically significant impact of microfinance on the contribution of children to 
household income.

In our Ghana sample children contribute less to household income. In Ghana 14 treat-
ment households (3%) had 14 children aged 6 to 14 who contributed to household income 
at baseline. After receiving microfinance this number dropped to 7 households (1%) and 
7 children. As in India, no statistical impact was found of microfinance on the contribu-
tion of children to household income while taking into account the developments in the 
control group.

The average child contributing to household income is 12 years old in the India sample 
and 11 years old in the Ghana sample. In both samples boys contribute more often to 
household income than girls. In most cases the working child is not the oldest child in 
the family. Most of the children seem to support their parents in their micro-enterprises, 
both in farming and non-farming activities as only a minority of children conducts wage 
labour outside the families’ micro-enterprise. The majority of children has some sort 
of education which might indicate that supporting the household income does not keep 
them out of school entirely.

Question:  What is the impact of microfinance on income?
Finding: Microfinance has a positive impact on income of 13% in India and 10% in 

Ghana.

So far we’ve found that: 
• the majority of clients use their loan to finance income generating activities rather than 

consumption;
• most clients expand their existing business rather than start new enterprises;
• microfinance leads to an increase of the client contributing to household income. 

The obvious next question is whether these effects lead to an increase in household in-
come. In other words: do clients succeed in reaping a profit from their activities financed 
by microfinance? Table 3.6 shows they do. In India monthly household income is in-
creased by 13% because of microfinance and in Ghana by 8%.22 

Further analyses revealed that:
• 47 clients in India and 11 in Ghana used their loan to start a new income generating 

activity in addition to having existing productive activities while 573 clients in India 
and 467 in Ghana invested in existing income generating activities only. The rise in 
mean annual income for households who started a new activity is substantially higher 
in comparison to households that invested in existing businesses or farming. In India 
these households increased income on average by 55%, in Ghana by 38%. However 
the number of households that started new income generating activities is too low to 
draw statistically significant conclusions for both India and Ghana.

• The data shows that only 18 households in India and 10 households in Ghana regis-
tered an increase in number of productive persons in the endline as compared to the 
baseline. While the mean annual income of such households in India increased by 
13%, which is similar to that for the entire treatment group in India at 13%, in Ghana, 
the income of such households fell by 15% in comparison to an increase of 10% for the 
total group. Again the numbers are too small to draw statistically sound conclusions. 
As such, no inference can be drawn linking increase in number of productive persons 
to impact on household income for the treatment sample.

22 We found no additional impact on income for the 99 clients in India and 43 clients in Ghana that 
received microfinance longer than 3 years. For them the income effect is also 13% in India and 10% 
in Ghana. This might indicate that microfinance has a substantial initial effect on income but that it 
does not increase further over the years as clients struggle to outgrow their micro-enterprise.
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3.5 Conclusion
Microfinance has traditionally been considered to support and enhance income genera-
tion activities (IGAs) for the poor. The group-based loan products offered by the partici-
pating organisations, Basix and Opportunity, are also targeted towards promoting the 
IGAs of their clients. The common school of thought is that microfinance helps in enhanc-
ing and stabilising the household income streams by creation of a new business opportu-
nity or supporting the expansion of the existing business activity. 

Both in India and Ghana we find that microfinance helps to expand existing business but 
it has no significant impact on the creation of new business. With these activities clients 
on average increase their income by 13% in India and 10% in Ghana after receiving mi-
crofinance for two to three years. We do not find an additional impact on income for those 
clients who received microfinance longer. 

An explanation could be that clients fail to grow their micro-enterprise for sustained 
income growth. This is a common finding in the literature and it has both to do with the 
structure of microfinance products that are not suited to stimulate high return invest-
ments but rather engineered at keeping default rates low, as well as with the preferences 
of microfinance entrepreneurs. As clients live in an ongoing context of uncertainty, in 
which income is irregular and unpredictable, they tend to view security as a priority. 
Entrepreneurship on the contrary, even at the micro level, is largely a risk-taking activity 
and all the more so when people already live in a state of very high vulnerability.23 

Even though MFIs intended purpose of credit is for investment in IGA, money is fungible, 
and the borrowers may use all or part of it for household needs as well. In fact we find 
that clients do albeit at a relative small scale since the majority of the loan is used produc-
tively. In the early days of microfinance spending the loan on household needs was more 
or less a sin. Nowadays it is widely acknowledged that microcredit is also consumed on 
food or durable goods, or “invested” in human capital development through education, 
health or housing improvement. In fact, this might be a very wise thing to do for the poor. 
That’s the reason why we explore this in the next chapters. In the next chapter in particu-
lar we discuss the effect of microfinance on the household finances in terms of changes 
in household incomes, standard of living, savings behaviour and ability to manage emer-
gency situations and financial stress.

23  See for example Guérin (2012).
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It can be difficult for Western people to capture the significance and the widespread 
consequences that being very poor has on the quality of an infinite number of aspects of 
life. Poverty appears as minimal levels of income and thus consumption, a lack of assets, 
undeveloped human capital, problematic access to cheap and reliable finance, gender 
inequality, the responsibility of a high number of dependent family members, sometimes 
heavy debt burdens and so on.24 As Collins and Morduch (2010) describe vividly: “Sup-
pose that your household income indeed averaged two dollars or less a day per head. 
If you’re like others in that situation, then you are almost surely casually or part-time or 
self-employed in the informal economy. One of the least remarked on problems of living 
on two dollars a day is that you don’t literally get that amount each day. Two dollars a day 
is just an average over time. You make more on some days, less on others and often get 
no income at all. Moreover, the state offers limited help and, when it does, the quality of 
assistance is apt to be low. Your greatest source of support is your family and community, 
though you’ll most often have to rely on your own devices. Most of your money is spend 
on the basics, above all food. But how do you make sure that there is something to eat 
and drink for every household member every day, and not just on the days you earn a 
little money? If that seems hard enough, how do you deal with emergencies? How can 
you be sure that you can pay for the doctor and the medicine your children need when 
they fall sick? Even without emergencies, how do you put together the funds you need to 
afford the big-ticket items that lie ahead – a home and furniture, education and marriage 
for your children and some income for yourself when you’re too old to work? In short, 
how do you manage your money if there is so little of it?”

As a result, the poor are very active money managers. Precisely because of poverty, 
managing the little money you have is central to your life, even more so than for richer 

24 See for example Collins et al (2010), Rutherford (1999), Morelli et al (2010), Kast and Pomeranz (2013) 
and Banerjee and Duflo (2011).

Chapter 4: All in the family

This chapter describes the impact of microfinance on the way that clients manage 
their household finances. First an overview from the literature is given in sections 4.1 
to 4.4. It is found that microfinance can help clients to increase their level of con-
sumption and reduce its volatility (consumption smoothing), increase their saving 
habit which makes them less dependent on debt finance and, finally, microfinance 
can make clients less dependent on moneylenders and acquaintances.

In section 4.5, findings from our India and Ghana samples are presented, where it is 
important to realise that not every finding from the literature could be tested within 
our research setup. Main findings from the field studies are:
• Microcredit increases income by 13% in India and 10% in Ghana. Total monthly 

expenses increase by 8% and 10% respectively.
• No impact is found on medicine expenditure in India and clothing expenditure 

and savings in Ghana.
• In India microcredit increases the number of income sources in the household 

within the first three years. In Ghana no such impact is found. In both India and 
Ghana clients that have received microcredit longer than three years showed a 
substantial increase in the number of income sources, indicating that it takes time 
to increase the number of income sources. 

• The impact of microcredit on asset accumulation is limited. 
• In India microcredit improves the quality of housing for clients where no such 

impact is found in Ghana.
• Microcredit clients are less dependent on moneylenders (both in India and 

Ghana) and acquaintances (in India only), experience less financial stress and are 
more confident with their financial situation.
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people. The poor face a ‘triple whammy’ of low income, irregular income and a lack of 
reliable financial services to manage their unpredictable cash flows. Because of this the 
financial life of the poor is actually quite rich as their money management involves many 
financial transactions. They borrow actively from friends, relatives, moneylenders and 
shopkeepers. When they actually have a little money for themselves, they lend it out to 
others as well. They also buy and sell assets to store and make cash available to finance 
emergency or larger ticket expenses. This clearly shows that the poor are very depend-
ent on others to manage their financial lives. The need for financial intermediation is high 
for the poor, precisely because they are poor. Over the years, it has become clear that 
microfinance is sought after for more than a means to finance productive investments and 
to start a micro-enterprise. Microfinance has an even more basic impact on the poor as it 
greatly improves the way they can manage their day to day finances. Microfinance fulfils 
an urgent need of the poor to manage their financial lives with proper financial services.
 
Being poor is one thing, but having to manage the little income you have with financial 
instruments of poor quality is another. But that is exactly the situation of the majority of 
the poor as they lack access to formal and reliable financial services since the financial 
sector in developing countries that serve the better-off rarely cater to the very poor. Mi-
crofinance has the potential to give the poor access to financial services that are of good 
quality and reliable. That is not the same promise as raising the poor out of poverty but it 
does help them to get through daily life more easily. Making the poor bankable improves 
their financial lives considerably and is therefore a worthy goal as well. 

In this chapter we will explore the impact of microfinance on the financial lives of the 
poor in more detail as more recent evidence seems to point at impact effects to run 
through household finances rather than the family’s enterprise. First we look for impact 
on consumption (section 4.1), than we investigate how microfinance can help the poor to 
better cope with risks (section 4.2) increase savings (section 4.3) and gather assets. Fi-
nally we look for impact of microfinance on other credit facilities such as borrowing from 
relatives or moneylenders (section 4.4).

4.1 Impact on consumption

4.1.1 The primary indicator of impact
As microfinance concerns people living in poverty that struggle on many aspects of life, 
the focus of impact assessments has shifted from income generation to increased con-
sumption. Consumption forms a good indicator of overall welfare for the poor because:25 
• the true impact of financial inclusion is not channelled solely through the micro-enter-

prise but enters the household directly by its effect on managing day to day cash flows;
• consumption is more accurately recorded in developing countries as compared to 

income which is often earned in the informal sector;
• business profits also arguably qualify as a workable indicator but require accounting 

procedures that are usually absent in micro-enterprises.

As a result, the amount and quality of consumption is regarded as the primary indicator 
for measuring impact and is incorporated in nearly all microfinance impact studies.

If the microbusiness of a client starts to pay off, income can increase which is likely to 
trickle into consumption spending. This channel refers to the income effect of microfi-
nance in figure 4.1. But microcredit is often used directly to finance consumption as well. 

Whether or not microcredit is used directly to finance consumption or that it results from 
increased income from business activities, its impact on consumption tend to be threefold.

25 Banerjee at al (2013) and Karlan and Zinman (2009).
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1. The level of consumption increases.
2. Clients tend to reprioritize their spending as a result of microfinance as they cut back 

on temptation expenditures such as alcohol, tobacco and gambling. Instead money is 
diverted to investment in the micro-enterprise or to durable consumption purposes 
such as renewing the roof or buying a water purifier.

3. The volatility of consumption is reduced as people gain better access to credit which 
can cover for shortfalls in incomes or unexpected expenses such as medical expens-
es. This prevents the household from taking more drastic action such as selling assets, 
reducing food consumption or taking children out of school. 

Empirical evidence does not always find a positive impact of microcredit on income and 
the resulting increase in consumption. Results vary greatly depending on different local 
settings, different time scopes and differences in the research methods used. Most of 
this research investigates the impact of microfinance after clients have first received it. 
Interestingly though, research is now available on what happens to consumption if clients 
who previously received microfinance suddenly no longer have access to microfinance. 
This happened, for example, on a large scale and instantly during the Andhra Pradesh 
crisis in late 2011 when the local government restricted both lending by MFIs and their 
loan retrieval of previous lending. As a result, consumption was reduced by 17% and 
became more volatile for former microfinance clients. Research also shows that the effect 
was long lasting as it did not improve after one year. So although a robust income effect 
might be hard to measure after clients have received microfinance, experience from the 
winding down of microfinance activities clearly shows there is.26 

Of all the evidence found in the literature, the drop in temptation expenditures is the most 
well proven impact of microfinance on consumption but the cause of this finding is not 
clear. The cutting of temptation goods might be a result of belt-tightening either to pay off 
the loan or to free funds for business investment.27 It could also be the result of increased 
female empowerment by microfinance, as women tend to value temptation goods less 

26 Sane and Thomas (2014).

27 The question also remains whether giving up “temptation goods” is in fact beneficial to the person’s 
welfare. Would taking away a cigarette or a daily cup of tea in fact turn a person more stressful 
(Duvendack et al, 2011)? Also from an egalitarian perspective, wouldn’t it be hypocritical to judge a 
poor man or woman on this type of consumption if Western people similarly waste frequently small 
amounts at the expense of accumulating larger lump-sums through savings (Brennan, 2009).

Figure 4.1  Impact of microfinance on consumption

Source: ING Economics Department.
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than men. Note that chapter 5 is dedicated entirely to the impact of microfinance on 
women’s empowerment.

There is also solid evidence of positive impact on the abilities of the poor to smooth con-
sumption, which we will address in section 4.2. 

4.1.2 Over-indebtedness and its negative impact 
The microfinance sector has not been immune to over-indebtedness and the related 
repayment issues and negative impact on consumption and welfare. Microfinance repay-
ment crisis emerged in Morocco, Pakistan and Nicaragua followed by the most notorious 
one in the Indian state of Andhra Pradesh that started in October 2010. In that respect, de-
veloping and developed economies are quite similar. Over-indebtedness therefore is not 
exclusively a problem of microfinance but merely a possible shadow side of any credit 
market which is subject to a complex interplay of supply and demand factors and human 
psychology. What makes over-indebtedness such a shocking issue for microfinance is 
that the industry is dealing with very poor clients who have nothing to fall back on: not in 
terms of personal assets but often also not in terms of government support.

There is no clear definition of over-indebtedness. Gravesteijn et al (2011) define it as 
clients taking on debt beyond their repayment capacity, sometimes from multiple micro-
finance institutions. While Schicks (2010) defines it as a situation where clients feel that 
they struggle to repay their loan(s) to the point that they are making frequent and unac-
ceptable sacrifices that negatively impact their lives. Box 4.1 gives examples of such 
sacrifices. 

Microfinance has a few characteristics that can exacerbate over-indebtedness.28

• An often cited problematic side of microfinance is how repayment has been structured 
and stuck to. First, while being hailed for achieving high repayment-rates, inflexibility 
on debt-instalments makes repayment unnecessary problematic for some households 
as money might simply not be available at some point in time. A policy of zero-toler-
ance to delinquency could turn a liquidity-issue into a debt-issue. Second, the common 
practice of repayment on a weekly basis makes it more likely that a household sooner 
or later will fail to have sufficient funds available for repayment, simply by having a 
“bad week”, and therefore take another loan to meet the instalment. And third, repay-

28 See for example Schicks and Rosenberg 2011, Schicks 2010, Rozas (2013), Guérin (2013), Gravesteijn 
et al (2011), Wharton (2011), Rochus (2011), Ghiyazuddin and Gupta (2012), Chen and Rutherford 
(2013).

Box 4.1  Possible negative impact of over-indebtedness

• Reduced consumption levels with negative side effects:
 - Cutting back on food and health expenditure may create health problems
 - Taking children out of school is detrimental to human capital accumulation and  

 can negatively impact long term income
• Having to pay fees for late payment
• Asset depletion
• Loss of creditworthiness
• Increased vulnerability to shocks
• Sociological peer pressure from group members
• Loss of social status
• Mental stress or depression, in few cases even up to the point of committing 

suicide
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ment starts immediately the week after taking the loan while investment in income 
generating activities is a long-term undertaking. It may take weeks before income flows 
in so immediate repayment requirements can easily cause repayment problems. For 
that reason households often designate part of the loan to meet the first repayments. 

• Common practices of progressive-lending, in combination with standard-sized group-
loans for all group members, could make clients borrow more than they exactly need 
with the excess credit usually flowing towards consumptive purposes.

• Consumer and emergency loans do not bring extra income generation which increase 
the debt burden of households.

• In most countries there are no credit bureaus available to check whether clients al-
ready have borrowed from other MFIs which can easily result in over-borrowing from 
multiple sources. Also, the poor borrow regularly from informal sources which by 
definition are not registered even if credit bureaus exist. 

• Mission drift and competition among MFIs may cause them to provide loans to clients 
beyond repayment capacity. 

4.2 Impact on clients’ ability to smooth income, consumption and risks

Poverty reduction is an important goal of microfinance…
In previous years much emphasis has been put on bringing more people above (arbi-
trary) chosen poverty lines.  One of the targets of the Millennium Development Goals is 
a case in point as it aims to halve the number of people with less than $1.25 per day be-
tween 1990 and 2015.  But such a poverty-indication is rather static and narrow and does 
not cover the dynamic nature of what it means to be poor. Most essentially for people 
living in extreme poverty is the ability to cover the basic costs of life, such as providing 
food for the family, every single day. 

Being subject to severe drops in income can have far-reaching consequences for the 
household as they often have to take radical action such as:
• The non-payment of bills or outstanding credit.
• Borrowing from informal sources such as friends, family, moneylenders, employers 

and shopkeepers or formal sources such as MFIs or banks. 
• Liquidation of physical assets or pawning them.
• Lowering non-food consumption in favour of food consumption. Or more likely: lower-

ing both non-food and food consumption.
• Or even more radical measures such as migration of household members for the pur-

pose of remittances, taking children out of school to save on education fees or involve 
children in income earning activities.

…but poverty alleviation should be at the forefront as well
These actions can inflict great costs. Loans have to be paid back, thereby limiting future 
recourses for food and non-food expenditure. Cutting back consumption, most essential-
ly food, to bare levels inflicts hardship on the household in terms of human capital losses. 
Lack of nutrition can lead to health problems, thereby limiting the potential of household 
members to earn an income. In such a situation, a vicious circle arises in which a tempo-
rary drop in income can put people in a permanent poverty trap.29 And malnutrition of 
children in their early years has proven to increase the chance of health problems con-
siderably when they have grown up.30 Temporary drops in consumption can thus have 
long-term effects. For that reason, consumption-smoothing is most urgent for those with 
the lowest levels of income as any shock on income might prevent them from meeting 
basic needs easily.

29 An equilibrium state characterized as a self-reinforcing mechanism which causes poverty to persist.

30 Janzen and Carter (2013).
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Microfinance’s success and business-model should therefore not only be evaluated 
through lifting the client’s average income (poverty reduction), but also ensuring that the 
poor have this amount of money to their disposal every single day (poverty alleviation). 

Microfinance was originally thought to deliver poverty reduction (incidence of poverty), 
while, with today’s insights, the sector focuses on the question whether it delivers poverty 
alleviation through ensuring a minimal level of daily expenditure. Providing security 
does not necessarily go against achieving income growth. People need a certain amount 
of stability before they consider expanding their enterprises for the sake of income-
generation.31 

31 See for example Dunford (2013), Collins (2011) and Dror and Preker (2002).

Figure 4.2  Poverty reduction versus poverty alleviation

Source: ING Economics Department.
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4.2.1 Smoothing
Income of the poor often is highly volatile. For example, a person relying on income from 
casual labour might have a lot of work in one week and only a little in the following week. 
These frequent fluctuations are a daily routine in the lives of the poor. Besides that, peo-
ple in rural areas are also subject to seasonal fluctuations as proceeds from farming is 
concentrated in one or two periods in the year when a harvest takes place, and so are the 
investments required for buying seeds, fertilizer and the like. 

The longer the period of lagging income, the more likely the household will get 
into trouble
Frequent and small deviations between income and consumption are inconvenient but in 
most cases not a major problem as most families can easily access the required funds from 
previously accumulated savings or by lending from a neighbour, shopkeeper, relative or 
moneylender. It is the bigger and more sustaining deviations that are of major concern. 
Think of health expenses if a household member falls seriously ill, the payment of tuition 
fees for child education or bridging the period between seeding and harvest in farming. 

To limit fluctuations in consumption, primarily those that sink consumption to danger-
ously low levels, households usually:
1. save money;
2. involve more household members in income earning;
3. diversify their income sources;
4. keep consumption low even as income (temporarily) allows for higher consumption.

Microfinance can stimulate household members who were previously 
unproductive to contribute to household income
Any poor family’s income-smoothing decision is likely to involve the introduction of fam-
ily members to income-earning activities. Microfinance can stimulate household mem-
bers who were previously unproductive to actively contribute to household income. It is 
called the “added worker effect” and this is where the strong focus of microfinance on 
adult female clients comes to the foreground as it introduces household members other 
than the husband to the productive sector. Having multiple income earners in the house-
hold improves stability and makes them less vulnerable to shocks.

Microfinance helps households to diversify their income sources…
Unlike households in developed countries, poor households in developing countries 
tend to have a very diversified set of income sources. A diversified set of income sources 
makes it more likely that at least one income stream is flowing at any point in time to cov-
er consumption which makes the household less vulnerable to shocks. The poor apply 
the diversification strategy on various stages of the household income model. For exam-
ple, they purposely differentiate the type of jobs, the type of business activities, compo-
sition of livestock and crop choice and even the type of farming plots. As a result, some 
households receive remittances that supplement the household income. Others choose 
to add business activities or service jobs to their farming activities to make their income 
less subject to natural fluctuations. In more developed countries the opposite takes place 
as household members and households often specialize their income earning activities 
so they get the most out of a job and do not waste time when switching jobs.

...but diversification may also have negative impacts
Taking up new income-generating activities is not necessarily an improvement as an 
activity might be chosen that is subject to similar fluctuations. For example, farmers often 
extend their farming-activities from their own land to wage-farming; which are subject to 
the same risks regarding weather, supply and demand. Also, wage-employed individu-
als giving up relatively stable jobs for risky self-employed professions might actually 
inflate their vulnerability to income fluctuations. If that is the case, microcredit induced 
entrepreneurship could actually backlash.
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As households have multiple income sources and income earners, they are often able 
to actively switch between them. When a wage-earning son employed as a taxi-bicycle 
breaks his leg, the household can accommodate this by letting another son fulfil this 
activity. If construction jobs are temporarily low in supply due to building restrictions, the 
household member employed can shift his efforts to the other income earning activities 
in the household. Having multiple income sources and income earners also improves the 
household’s position when wages are depressed by excessive supply in one sector.

Households also try to keep consumption low to cope with fluctuations in 
income
Poor households are also keen to keep costs low, even if they temporarily have income 
that allows them to consume a bit more. In that way, they do not have to reduce consump-
tion if income suddenly drops. A sticky consumption pattern allows them to temporarily 
save money or pay down debt on those days that income is coming in stronger.

Microcredit also stimulates consumption smoothing in indirect ways
The strategies listed above are direct ways of the poor to smooth their consumption. But 
microcredit can also have indirect effects on consumption smoothing:
• Microcredit can improve the survival-resilience of micro-enterprises, for example, by 

increasing working capital or stimulating productive investments. 
• Microcredit provides more funds to the household. Since money is fungible, it can be 

used to smooth consumption if income is (temporary) low. Emergency loans are up-
coming products that allow poor clients to withdraw credit from MFIs for the purpose 
of coping with shocks: it thus solves short term cash needs. Traditional group loans 
require a long application process for the first loan cycle of up to three months. In 
comparison, emergency loans are easy-accessible, short term (for example 14 days 
instead of 365), available at short notice (also after office hours and potentially within 
minutes, like moneylender loans) and comprise smaller amounts. 

• Microcredit can stimulate asset accumulation which makes the household more re-
silient to shocks. In case of a shock such as sickness of an income earning household 
member or crop failure, selling assets enables the household to maintain a minimum 
level of consumption.

4.2.2 Risk Management
The poor not only have great difficulties in managing life on a day to day basis, they also 
face the risk of large scale disruption to lives and household finances. Serious injury, ill-
ness, loss of assets, crop failure and theft are some of the major risks the poor face (table 
4.1). 

Figure 4.3  Specialization versus diversification of income sources
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Many unexpected events can happen during a lifetime that can set back poor households 
making it harder to escape poverty. A financial shock can very easily turn into a serious 
problem for the poor since there typically are no solutions available to them as are avail-
able in the Western world. As a result, financial solutions immediately become part of the 
problem that need to be solved. 

Heavily exposed to risks and with little financial resources to cover them, the poor are 
essentially ‘bare foot hedge fund managers’32 and creative in dealing with shocks. They 
simply have to because usually there are no public safety nets available to them and they 
are excluded from commercially based insurance products. If there are products avail-
able, they are often of poor quality. As a result, ‘insurance’ against risks is often obtained 
through the same informal relationships with relatives and neighbours that are so com-
mon in day to day money management as well. Emergencies are addressed by borrow-
ing from neighbours, relatives, moneylenders and MFIs, drawing down savings and sell-
ing assets. In almost all cases, money from different sources is put together to cover the 
financial loss of a negative shock. Loans and savings are a critical part of the solution. For 
this reason, the sector is helping the poor immensely by expanding their product range 
with emergency loans and easy to withdraw saving products. Yet, loans and savings only 
help to deal with the financial problems caused by the shock. They don’t cover the (im)
material loss of the shock such as the foregone income in case of an injury or the crop 
value destroyed in case of a drought. Insurance is a product that both covers the loss of 
the event and helps to manage the financial consequences.  

Literature, in general, shows a positive impact of the main three microfinance products 
(microcredit, microsavings and micro-insurance) on the ability of households to cope 
with shocks and smooth consumption. Although microfinance is not a guarantee for pull-
ing persons out of poverty, it certainly improves the ability to handle poverty, which in 
itself can be tremendously welfare enhancing. 

4.3 Impact on savings behaviour and asset accumulation
Even the very poor do manage to save on a regular basis. They put great effort to not 
consume every penny that flows into the household. By setting aside small bits of income,33 

32 Banerjee and Duflo (2011, chapter 6).

33 See for example Siewertsen (2009) and Kast & Pomeranz (2013).

Table 4.1  Most frequent events causing a financial emergency within the household

Bangladesh % India % South Africa %

Serious injury or illness 50 Serious injury or illness 42 Funeral of family outside  81
    the household * 
Did not receive expected income 24 Loss of crop or livestock 38 Serious injury or illness 10
Fire/loss of home or property 19 Loss of regular job 10 Funeral of household member 7
Loss of crop or livestock 7 Theft 4 Theft 7
Business failure 7 Abandonment or divorce 4 Violent crime 4
Cheated / cash loss 7 Serious harassment by officials 4 Fire/loss of home or property 3

*  In South Africa it is common practice that family members outside the household pay for the majority of funeral costs if a household member 
 passes away.

Source: Collins 2011, p68. Note that there is no information available for Ghana. We’ve chosen South Africa since although this country is very 
different from Ghana in many respects, it shares some similarities. Most strikingly is the importance of funerals in the culture of many African 
countries which is comparable with the importance of marriage in many Asian countries like India. 
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poor households are able to save on average 10 to 15% of monthly income. They save to 
finance larger ticket expenses such as clothing, life cycle events (weddings and funer-
als), medical assistance, tuition fees for the children and the purchase of more expensive 
consumption goods such as a television.

Key to understanding the savings and borrowing behaviour of the poor is to acknowl-
edge their urgent need to put together larger sums of money out of small incomes. 
Whether saving occurs before the expenditure (saving up) or afterwards in the form 
of loan repayments (saving down) does not make a difference as these practices oc-
cur continuously one after another and often simultaneously. A loan provides a credible 
commitment for the poor not to consume future income and debt-payments discipline 
them to save. Even if they come at the cost of (high) interest payments, many households 
consider them a bargain if it results in greater savings. 

Poor clients are underserved by the formal banking sector. Formal banks in develop-
ing countries, in most cases, only offer accounts that require minimum levels of opening 
deposits and account balances that are out of reach for the poor. As a result, they save in 
the informal sector but these instruments are ‘workable’ at best. The poor save at home 
in cash, through savings clubs such as ROSCA’s,34 by letting trustworthy persons guard 

34 A Rotating Savings and Credit Associations or ROSCA is a group of individuals who agree to meet for 
a defined period in order to save and borrow together. ROSCA members meet at regular intervals 
and all deposit the same amount of money into a common pot at every meeting. Each time, on a 
rotating basis, one member gets the whole pot (Banerjee and Duflo, 2011 page 186).

Figure 4.4  Impact of microfinance on the ability to manage risks

Source: ING Economics Department.
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their money, by borrowing to relatives and friends in the hope they will do the same if you 
need money and by purchasing physical assets such as jewellery or livestock. But saving 
instruments have the disadvantage of being insecure due to theft or loss, illiquidity and 
costs (both in terms of fees charged as well as inflation which is not compensated for). 

The importance of savings on the household finances of the poor is more and more ac-
knowledged. It was politically supported by the 2010 G20-meeting, where microsavings 
were recognized as one of the key pillars of financial inclusion in the global development 
agenda. Also in 2010, the Bill and Melinda Gates Foundation launched a $500 million 
initiative to support the microsavings movement. Microsavings have been described as 
the forgotten half of microfinance, but it has emerged strongly since the beginning of this 
century.35 As an example of this movement, in March 2013 the amount saved outpaced 
the loan portfolio of MFIs in the Philippines for the first time.36 This trend is also con-
firmed by a large amount of MFIs that now offer both credit and savings products, where 
savings can outnumber credit take up.37

There is ample evidence of positive impact by microsavings.38 In fact, research suggests 
that the impact of microsavings is more robust than the impact of microcredit. 
• Microfinance provides the discipline and commitment for poor clients to save for 

larger ticket expenses either through microsavings (saving up) or microcredit (saving 
down).

• Microsavings help clients to place savings outside the house which is important for 
sustainable savings. As one interviewee so clearly put it: “Every time something else 
comes up that needs to be financed, thereby threatening my savings.”

• Savings lead to asset accumulation that improves the creditworthiness of the house-
hold.

• Savings partly replace debt as the main instrument to fund investments, to cope with 
shocks and to smooth consumption. It thereby also lowers the changes of negative 
impact caused by over-indebtedness.

• Microsavings prevent households from selling their (productive) assets to cover short 
term expenses. At the very least, microsavings could allow the household to hold off 
from selling an asset until they reach a better deal than they would at a pawnshop.

Microfinance clients have embraced microsavings and this can have a positive impact 
but at the same time there is a risk of a negative impact on their lives. The frequent failure 
of financial institutions in poor countries has made the poor cautious to trust their savings 
since a loss of savings by a bank’s bankruptcy can negatively impact their welfare. In 
fact, there is an asymmetry in trust between microfinance products. For microcredit, the 
MFIs need creditworthy clients but for microsavings the clients need trustworthy MFIs. 
Luckily the industry currently seems to have succeeded in gaining trust, as is evident 
from the rapid expansion of microsavings.

4.4  Impact on the use of credit
Poor people make extensive use of credit for money management. They take (interest 
free) loans from relatives and neighbours, high interest loans from moneylenders, bor-
row from employers, take credit advances from shop-keepers, borrow from MFIs and 
in some cases also from formal banks. And they are not always on the receiving end of 
money since they also actively lend to relatives and neighbours when they themselves 
have little cash at their disposal.

35 Zeller et al (1997).

36 Alegado (2013).

37 Rasmussen (2010).

38 See for example Brune et al (2010), Dupas and Robinson (2011 & 2012), Kast & Pomeranz (2013) and 
Prina (2013).
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In this dynamic environment of borrowing and lending, microcredit can have a positive 
impact on clients.
• Microcredit may lead to decreased borrowing from informal credit sources, freeing 

clients from expensive and ‘harsh’ moneylender loans or tension in relationships if 
borrowing from relatives, friends or neighbours.

• Microfinance makes clients less dependent on the informal sector for their money 
management. Although the informal sector has its benefits in terms of accessibility, 
flexibility and its immediacy, its main shortcoming is the lack of reliability in their ser-
vices. Microfinance has the advantage of providing reliable financial services to the 
less privileged.

• In some cultures it is common to borrow from employers. Wage owners can request 
an employer to forward future income, while in Bangladesh it is not uncommon to ask 
a business owner for credit which is to be repaid by sending children out to work for 
him or her. Microcredit provides clients with a good alternative to these types of debt 
bondages.

• Microfinance not only provides reliable services, it usually comes at a lower cost than 
the services of moneylenders. As a result, households might enjoy a positive long-run 
consumption boost from higher charged moneylender-credit being paid off.

But there is a risk for negative impact as well.
• The sector has not been immune to crises that negatively impact customers. For ex-

ample, the winding down of activities in response to the Andhra Pradesh crisis in 2011 
reduced consumption levels and increased consumption volatility.

• A strong commercial focus and competition among MFIs might lead to mission drift 
causing clients to over-borrow beyond their repayment capacity.

• Regular group visits can have high costs in terms of travelling and foregone business 
revenues.

• Group lending can enter the territory of public shaming in case of repayment difficul-
ties which negatively effects the reputation of the client in the community.

• ‘Loan officers’ or group members may even use violence against clients on the brink 
of default.

• Borrowers heavily rely on the services of MFIs and unfortunately the microfinance 
sector has not been immune to crises and scandals that negatively impact customers.

Figure 4.5  Impact of microsavings

Source: ING Economics Department.
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4.5 Findings from India and Ghana

Question: What is the impact of microfinance on the household finances in terms of 
income, expenses and savings?

Finding: In both countries income increases after clients have received microfinance 
for two to three years. In India by 13% on average and in Ghana by 10%.  
Total monthly expenditure increases by 8% in India and by 10% in Ghana 
and the impact on different expense categories in general is quite similar. 
However, in India there is no impact on medicine expenditure and in Ghana 
on clothing and savings. 

Table 4.2 shows the average impact of microfinance on the household budget. Signs 
are as expected (income and expenditure increase) and if microfinance has an impact 
in both countries the magnitude is quite similar. For example income increases 13% in 
India and 10% in Ghana and food expenditure39 increases by 7% in India and 10% in 
Ghana. However there are some differences.

In our particular India sample we find no impact of microfinance on medicine expendi-
ture. In Ghana we find a small increase in medicine expenditure of 4% but it is barely 
significant. We also find no additional impact for those clients who received microfinance 
longer than 2 to three years. Therefore we conclude that the link between microcredit 
and medicine expenditure is a weak one in our sample. 

In the India sample microfinance leads to an increase in clothing expenditure by 10% 
after clients have received microfinance two to three years. However, in the Ghana sam-
ple no such impact is found. 

The largest impact in percentage terms is found on electricity expenditure in the India 
sample. Spending increases by 18% due to microfinance but the effect on the total house-
hold budget is rather limited since it only accounts for 1% of total expenditure. However, 
during the pilot test of the questionnaire in New Delhi we found that the majority of clients 
in New Delhi are heavily overcharged for electricity due to faulty meters that run too 
fast.40 The government has started an official investigation and it is not known yet whether 
clients in other parts of the country, like Bihar, are overcharged as well. 

39 Chapter 7 deals with the impact of microfinance on food and medical expenditure in more detail

40 See for example http://articles.economictimes.indiatimes.com/2010-04-13/news/28389301_1_senior-
cci-official-bis-standards-and-guidelines-bses.

Figure 4.6  Impact of microfinance on credit use

Source: ING Economics Department.
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Despite the fact that a savings product is attached to both a group loan from Basix in India 
as well as at Opportunity International in Ghana we find quite different impact on sav-
ings. In India microcredit increases savings by 24%. In the Ghana sample no impact is 
found on savings. This could be due to the fact that Opportunity has a license to collect 
savings and most clients already had a long savings relation with Opportunity before 
they took a loan from Opportunity.

Question: Does microfinance lead to a diversification of income sources?
Finding: In India the average household that received microfinance has 1.7 income 

sources as compared to 1.3 in Ghana. Microfinance does not have a large 
impact on diversification in terms of the number of income sources. In India 
it increases marginally to 1.8 but in Ghana no impact was found for clients 
that received microfinance three years. Clients that received microfinance 
longer though, reported a substantial increase in the number of income 
sources. 

On average a household in India has 1.7 income sources in comparison to 1.3 in Ghana 
before it receives microfinance. In India this is increased by 0.1 after clients have re-
ceived microfinance for two to three years, while we do not find an impact in our Ghana 
sample. Although the results are statistically highly significant in India the economic im-
pact of seems quite small in the first three years of receiving microfinance. In both India 
and Ghana, the number of income sources increase by an additional 0.3 for those clients 
who have received microfinance longer than three years, which is quite substantial. It 
clearly takes a few years before microfinance starts to increase the number of income 
sources in the household. 

Table 4.2  Impact of microcredit on household income and expenditure (monthly figures) 

 India    Ghana
  Average    Average
 Share of treatment    Share of treatment
Monthly figures budget group Impact of Change budget group Impact of Change
(inflation corrected) (%) (endline) microcredit (%)  (%) (endline) microcredit  (%)

Income 100% $252.4 $33.9 *** 13% 100% $248.3 $24.0 *** 10%
Expenses covered by survey  $101.7 $8.4 *** 8%  $111.6 $11.2  *** 10%
 Food 27% $67.2 $4.4 *** 7% 30% $73.4 $7.2  *** 10%
 Education 5% $13.1 $1.0 ** 7% 9% $22.8 $2.5 *** 11%
 Medicine 3% $8.6 N.I.  N.I. 1% $3.7 $0.2      * 4%
 Clothing 2% $6.0 $0.6  *** 10% 1% $3.0 N.I.  N.I.
 Celebrations 1% $5.3 $0.5  *** 9% 2% $1.4 $0.2 *** 12%
 Electricity 1% $1.5 $0.3  *** 18% 3% $7.5 $0.4 **   5%
Expenses not covered 35% $89.1 N.A.  N.A. 42% $95.9 N.A.  N.A.
Savings 23% $61.6 $11.5 *** 19% 13% $40.8 N.I.  N.I.
Net income (income minus  $150.7 $25.1 *** 17%  $136.7 $12.8 *** 9% 
covered expenses)

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

N.I. means no statistical significant impact is found. N.A. means not applicable. Outcomes are inflation corrected and converted into dollars using 
the following exchange rates; 1$=60 Indian rupees and 1$=2.5 Ghanaian cedis.
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Question: Does microfinance help clients to cover the basic costs of life every single 
day? In other words: does microfinance help to smooth consumption?

Finding: In both India and Ghana microfinance clients can cover unexpected 
expenses more easily and experience less stress regarding their financial 
situation.

The previous findings showed that microfinance has a substantial positive impact on 
monthly consumption levels for various goods and services in our India and Ghana 
samples. Now we explore whether microfinance also helps to smooth consumption. 
This can be best answered from ‘financial diaries’ that track cash flows of poor house-
holds for example every one or two weeks. Since we only have an endline observation 
and construct a baseline with a recall method of three years ago, our approach cannot 
address the smoothing question on a cash flow basis. However in our questionnaire we 
capture some aspects of consumption smoothing that can be used as a proxy. Firstly, we 
found that microfinance does not increase the number of income sources substantially 
which might be important for consumption smoothing as the household becomes less 
dependent on one income source. Secondly, we did ask qualitative questions that are 

Table 4.3  Impact of microfinance on the number of income sources in the household

 India  Ghana

Average number of income sources in the household in treatment group (baseline) 1.7  1.3
Treatment effect of microfinance 0.1 *** N.I.
Additional effect of having received microfinance prior to baseline year (2010) 0.3 ** 0.3 ***

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found in the sample.

Table 4.4  Impact of microfinance on consumption smoothing and financial stress

Are unexpected expenses now easier or more difficult to cover than three years ago? 
(1=more difficult, 2=as difficult as before, 3=easier) India  Ghana

Treatment effect of microfinance 0.94 *** 0.85 ***

Does your HH experience stress regarding its financial situation? 
(1=very much, 2=somewhat, 3=not at all) India  Ghana

Treatment effect of microfinance -0.19 *** -0.05 **

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

The variable “More difficult?” has been transformed to a 0-1 variable, 0 indicating “more difficult” and “as difficult as before” 1 indicating “easi-
er”. The treatment effect is closer to 1 which corresponds with “easier”. The variable “Financial Stress?” has been transformed to a 0-1 variable, 0 
indicating “not at all” and 1 indicating “somewhat” or “very much”. The negative treatment effects for India and Ghana indicate that microfinance 
clients show outcomes that are closer to 0 which corresponds with no stress at all. This is a common method to test the statistical significance. For 
the actual interpretation in terms of number of clients benefitting figure 4.7 is more helpful. 
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related to income smoothing such as:
• Are unexpected expenses now easier or more difficult to cover than three years ago?
• Does your household experience stress regarding its financial situation?

We find that both microfinance clients in India and Ghana can cover unexpected ex-
penses more easily and experience less stress regarding their financial situation. This 
indicates that they are more likely to cover the basic cost of life every single day.

Question: Does microfinance helps clients inculcate savings behaviour? 
Finding: Microfinance clients show a more continual savings behaviour. The 

majority of clients save to cover emergency expenses and educate their 
children. These purposes clearly show that providing microsavings is of 
great benefit for the poor. No major changes in the frequency of savings are 
found in both the India and Ghana sample.

From table 4.2 we already know that microfinance has a positive impact on monthly 
savings of 19% in India but no statistical significant impact was found in Ghana. This 
difference in behaviour could be attributed to the regulatory environment related to 
savings mobilisations by the MFIs.  In India, MFIs are prohibited to collect savings from 
clients and therefore they encourage and actively assist them to open bank accounts 
(both self-help groups as individuals) while in Ghana Opportunity offers many saving 
products and in many cases the members are first savers before they go on to become 
borrowers.

This section tries to investigate whether microfinance helps clients inculcate savings be-
haviour. Table 4.5 below shows changes in savings behaviour of the respondents during 
the endline and baseline period.

The majority of the treatment group respondents in India (82%) and Ghana (58%) have 
been saving at both endline and baseline period, whereas 38% of control respondents 
in India and 48% in Ghana saved at both times. Thus, it can be said that the microfinance 

Figure 4.7  Treatment clients can better deal with unexpected expenses and experience less financial stress 
(endline data)
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clients show positive savings behaviour – defined by continual saving during both the 
endline and baseline periods.

The majority of clients save to cover emergency expenses and educate their children 
(figure 4.8). These purposes clearly show that providing microsavings is of great benefit 
for the poor. In India, savings are important to finance weddings which are an important 
life cycle event in Indian culture.

In India, most clients still save at home (49% in India in comparison to 4% in Ghana). 
Since MFIs in India are legally not allowed to collect savings, saving at a bank is the most 
common used option to keep savings out of the house (43%). In Ghana however, Oppor-
tunity is allowed to collect savings and 48% of clients save with Opportunity. As a result, 
the number of clients saving at home or with a formal bank is much lower in Ghana (4% 
and 24% respectively).

Most of the clients in India save on an irregular or monthly basis. Due to microfinance they 
tend to save more on a monthly and less on a weekly basis (table 4.6). Clients in the Ghana 
sample tend to increase their irregular savings slightly although the result is barely significant.

Table 4.5  Clients’ savings behaviour
 India Ghana
 Treatment Control Treatment Control

Saved during endline & baseline periods 505  82% 272 38% 277 58% 245 48%
Started saving during past 3 years 76 12% 92 13% 96 20% 119 23%
Stopped saving during past 3 years 1 0% 2 0% 24 5% 37 7%
Do not save 38 6% 351 49% 81 17% 110 22%

Total 620  717  478  511

Figure 4.8  Purpose and method of saving (treatment clients at endline)

* Susu agencies are savings clubs in Ghana, Chit funds are savings clubs in India.

Source: ING Economics Department.
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Table 4.6  Impact of microfinance on savings behaviour

 India Ghana
     Daily
 Irregular Weekly Monthly Irregular (susu) Weekly Monthly

Average number of treatment households that 
save according to stated frequency at endline 50% 2% 48% 14% 37% 17% 31%
Treatment effect of microfinance N.I. -2% ** 5%* 2%* N.I. N.I. N.I.

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found in the sample.

Table 4.7  Impact of microfinance on overall asset accumulation

Asset index India Ghana

Treatment effect of microfinance N.I. -0.1***

*** Significant at the 99% level, 

** significant at the 95% level, 

* significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found in the sample.

Note that the interpretation of the index value is rather difficult since index values are standardized. Hence the treatment effect is -0.1 standard 
deviation lower in comparison to the control group. We constructed indexes to assess the statistical significance on several related questions that 
are grouped as an index. For the economic impact we will look at the different index components and simple frequency counts. 



A Billion to Gain? September 2014 55

Question: Does microfinance help clients to accumulate assets? In other words: does 
microfinance improves the standard of living of its clients in terms of assets 
they own and the quality of their housing?

Finding: In both samples the link between microcredit and asset accumulation 
is a weak one. In India no statistically significant impact is found for the 
overall asset index. In Ghana a slight negative impact is found. In general 
changes in livestock, vehicles and household appliances were too small 
between the treatment and control group to make a real difference. In both 
countries microfinance does not bring about large improvements in the 
housing quality for its clients. It is striking though that microcredit leads 
to a reduction in mobile phone ownership by -4% in both India as well as 
Ghana. 

The survey captured ownership information on 16 different types of household assets, 4 
types of productive assets (cattle, goat, pigs and poultry) and ownership of farmland for 
each respondent. It emerged that over 75% of the households owned bicycles, mobile 
phones and furniture in India whereas in Ghana more than 80% owned a television, 
mobile phone and furniture. Other common assets (owned by more than 20% of house-
holds at endline) in India included sewing machines, a gas connection and a television. In 
Ghana the other common assets (owned by more than 25% of the households at endline) 
included bicycles, sewing machines, a gas connection, DVD and CD players, music sys-
tems and refrigerators. 
 
An asset index was created for each household and table 4.7 presents the results of the 
DID regression model that was applied to estimate the asset index as a result of micro-
finance treatment effect. The treatment effect of microfinance in India was found to be 
statistically insignificant at 10% level. In Ghana we found a small, but negative, impact of 
microfinance on asset accumulation. 

Although there is no positive impact found in our India and Ghana sample on the overall 
level of asset accumulation, some impact – both positive and negative - is found on indi-
vidual assets (table 4.8). 

In India microfinance mainly
• increases the number of poultry by 3 after receiving three years of microfinance;
• increases the likelihood of using gas for cooking substantially (increase of 5%);
• increases the likelihood that households own a DVD player (2%), television (3%), mu-

sic system (1%) but relatively few people own these assets in comparison to Ghana;
• increases the likelihood that households own a motorcycle (2%);
• decreases the likelihood that households own a mobile phone (-4%).

In Ghana microfinance mainly
• decreases the number of productive animals households possess, especially for pigs 

(-1) and for those clients who have received microfinance longer than three years. 
Note however that the average number of animals that households possess is much 
higher in Ghana.

• increases the likelihood that households own a bicycle (2%) or a van (2%);
• increases the likelihood that households own a DVD or CD player by 3% but decrease 

the likelihood that they own a sewing machine by 3%;
• decreases the likelihood that household own a mobile phone by 4%.

It is striking that microfinance in both countries leads to a decrease in the likelihood that 
households own a mobile phone. The impact on this item is also quite large in compari-
son to other items on which microfinance has an impact. 
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Table 4.8  Impact of microfinance on asset accumulation for specific items (treatment group only)

Productive assets (treatment effect shows % of treatment clients that Treatment effect of MF
the change attributed to microfinance in own asset at endline  after receiving microfinance
the number of animals) (average number of animals) two to three years

Poultry (between brackets is the India 5% (48) 3 **
 average # for those that have) Ghana 22% (20) N.I.
Pigs  (between brackets is the India 0.4% (2) N.I.
 average # for those that have) Ghana 2% (21) -1 *
Goats  (between brackets is the India 22% (3) 0.1 *
 average # for those that have) Ghana 13% (11) N.I.
Cattle  (between brackets is the India 43% (2) N.I.
 average # for those that have) Ghana 2% (11) -0.2 *

Vehicles (treatment effect shows the impact of microfinance on the chance of a household having the asset)

Bicycle India 76%  N.I.
 Ghana 27%  2% **
Scooter (India) or car (Ghana) India 2%  N.I.
 Ghana 16%  N.I.
Motorcycle India 13%  2% **
 Ghana 17%  N.I.
Auto rickshaw (India) or van (Ghana) India 4%  N.I.
 Ghana 1%  2% *
Tractor India 1%  N.I.
 Ghana 1%  N.I.

Household appliances (treatment effect shows the impact of microfinance on the chance of a household having the 
asset)

Sewing machine India 23%  N.I.
 Ghana 28%  -3%  ***
Gas India 38%  5% ***
 Ghana 45%  N.I.
DVD/CD player India 11%  2%  **
 Ghana 47%  3%  ***
Music system India 6%  1%  *
 Ghana 51%  N.I.
Cooler (India) or microwave (Ghana) India 1%  N.I.
 Ghana 3%  N.I.
Refrigerator India 3%  N.I.
 Ghana 64%  N.I.
Washing machine India 0%  N.I.
 Ghana 1%  N.I.
Television India 37%  3%  **
 Ghana 84%  N.I.
Water purifier India 1%  N.I.
 Ghana 0%  N.I.
Mobile phone India 95%  -4%  **
 Ghana 91%  -4%  **
Furniture (bed, sofa, closet) India 74%  N.I.
 Ghana 97%  N.I.

*** Significant at the 99% level, ** significant at the 95% level, *significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found.
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To assess the impact of microfinance on the quality of housing, a housing index was cre-
ated comprising of four indicators: the roof type (concrete, tiles, metal, brick or thatched), 
the number of rooms and whether or not the household has a toilet facility and electricity 
connection. 

For comparing the changes during the study period, table 4.9 presents the results of the 
DID regression model that was applied to estimate the impact of microfinance on the 
housing quality. The treatment effect of microfinance in India was found to be statistically 
significant at 99% level for clients that received microfinance three years. It is also found 
that the quality of housing improves further for those clients that received microfinance 
longer. However in Ghana we found no impact of microfinance on the quality of housing.

Note that the interpretation of the index value is rather difficult since index values are 
standardized. Hence the treatment effect is 0.1 standard deviation higher in comparison 
to the control group. We constructed indexes to assess the statistical significance on 
several related questions that are grouped as an index. For the economic impact we will 
look at the different index components to come to the conclusion that microfinance has a 
rather limited impact on the quality of housing.

Further analysis on the changes in number of rooms of the respondents over the endline 
and baseline timeline reveals that the majority of the respondent households show no 

Table 4.9  Impact of microfinance on the quality of housing

Housing index India Ghana

Treatment effect of microfinance 0.1 *** N.I.
Additional effect of having received microfinance prior to baseline year (2010) 0.2 * N.I.

*** Significant at the 99% level, 

** significant at the 95% level,

* significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found in the sample. N.A. means not applicable.

Table 4.10  Room sharing in India and Ghana

Members per room India Ghana
in respondent’s Treatment % Control % Treatment % Control %
household End Base  End Base  End Base  End Base

More than 2 people 
for every room 145 131 10.7  153 133 15.0  98 100 -2.0  94 93 1.1 
Two persons 
for every room 125 111 12.6  122 107 14.0  49 44 11.4  50 45 11.1 
Some members  
share a room 268 293 -8.5  324 331 -2.1  83 79 5.1  62 59 5.1 
One room for every 
person (at least) 82 85 -3.5  118 146 -19.2  248 255 -2.7  305 314 -2.9 
Average number of persons 
in a household 5.4 5.2  5.2 5.0  4.2 4.1  3.5 3.4

Note: In this table  implies a decrease in living space and  implies an increase in the living space.
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change in the number of rooms across both the treatment and control groups. Only a 
small fraction of 7% of the treatment households in India and 4% of the treatment house-
holds in Ghana show a positive change in the number of rooms. For the control house-
holds, the increase is 2% in both the countries. This finding advocates that the positive 
income effect of microfinance is not sufficient to translate into an increase in the living 
space for the majority of microfinance clients.

Table 4.10 gives an insight into the number of people sharing a room in a household 
during the survey period. For the total count, only those members who are living in the 
household have been considered. The data points to an overall decrease in the living 
space for the respondents in India over the three year period. This decrease can be at-
tributed to the increase in the average household size between the baseline and endline 
period. In Ghana the picture is more mixed. The households with more than two people 
for every room improve their situation as well as the households where some members 
share a room.  

Most of the households show no change in the level of access to sanitation facilities in 
India and Ghana (table 4.11). In India, a small proportion of households in the treatment 
group (4%) show a positive change in access to sanitation. For the control group, this is 
true for only 2% of the total households. In Ghana, although a similar proportion of house-
holds in both the treatment (1.3%) and control (1.0%) households show an improvement 
in sanitary conditions, a small proportion of treatment households show a worsening in 
access to sanitation facilities (mainly due to a shift from rented accommodation that had 
sanitation to their own house which had not yet built toilets). 

Question: Does microfinance help clients to become less dependent on moneylenders 
and acquaintances?

Finding: Households who receive microcredit get their loans from MFIs whereas 
households without microcredit get their loans from acquaintances and 
moneylenders. As a result, microfinance households perceive themselves 
to be less dependent on moneylenders and acquaintances, especially in 
our India sample. These households also experience less stress regarding 
their financial situation.

For the treatment clients in both India and Ghana, their parent MFIs (Basix & Opportuni-
ty) form the major credit source, followed by loans from other MFIs (table 4.12 and 4.13). 
Among the control respondents who obtained loans in both India and Ghana, acquaint-
ances followed by moneylenders formed the major source of credit.  

Note that the treatment households are much less dependent on loans from moneylend-
ers and acquaintances in comparison to control households as they have access to mi-
crofinance loans. We also specifically asked questions regarding the perception clients 
have of their dependency on moneylenders and acquaintances. Table 4.14 and figure 4.9 
provide the results. 

Table 4.11  Change in access to sanitation facilities

Change in access India Ghana
to sanitation Treatment Control Treatment Control

Improved 4% 2% 1% 1%
No change 96% 98% 98% 99%
Worsened None None 1% None
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Table 4.12  Distribution of loans obtained by treatment clients

 India   Ghana  
Source End Base % change End Base % change

Basix/Opportunity 71.2 86.6 -17.8 95.8 98.0 -2.2
Other MFI 24.5 8.2 198.8 1.2 1.2 0.0
Bank 0.4    0.6
Moneylender 2.1 3.9 -46.2
Acquaintance 0.9 0.6 50.0 1.8 0.8 125.0
Shopkeeper 0.7 0.6 16.7 0.6
Others 0.2 0.1 100.0

Table 4.13  Distribution of loans obtained by control clients

 India   Ghana  
Source End Base % change End Base % change

Moneylender 30.3 26.0 16.5 5.7 38.1 -85.0
Acquaintance 64.3 68.8 -6.5 85.7 57.1 50.1
Shopkeeper 5.4 5.2 3.9 2.9 4.8 -39.6
Others    5.7

Table 4.14  Impact of microfinance on clients’ dependency on 
moneylenders and acquaintances
 India Ghana

What is the level of your household’s dependence 
on moneylenders? (1=very much, 2=somewhat, 3=not at all) 

Treatment effect of microfinance -0.09*** N.I.

What is the level of your household’s dependence 
on acquaintances? (1=very much, 2=somewhat, 3=not at all) 
Treatment effect of microfinance -0.09*** N.I.

Does your HH experience stress regarding its 
financial situation? (1=very much, 2=somewhat, 3=not at all) 
Treatment effect of microfinance -0.19*** -0.05**

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found in the sample.

The variables have been transformed to a 0-1 variable, 0 indicating “not at all” and 1 indicating “some-
what” or “very much”. A negative value indicates that microfinance clients show outcomes that are closer 
to 0 which corresponds with lower dependency or stress levels. This is a common method to test the 
statistical significance. For the actual interpretation in terms of number of clients the graphs are more 
helpful.
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In India, 13% of treatment clients were ‘very much’ or ‘somewhat’ dependent on money-
lenders (endline figures) and 31% of clients is dependent on acquaintances. For Ghana 
these numbers are 31% and 21% respectively. Difference in difference regressions 
show that microfinance leads to lower dependence of clients on both moneylenders and 
acquaintances in India which reduces the amount of stress clients experience regarding 
the household financial situation. In Ghana only clients that have received microfinance 
longer than three years are less dependent on moneylenders. As a result, the reduction 
in stress level is less pronounced in comparison to India.

Question: Are microfinance clients more satisfied with their financial situation in 
comparison to households that do not receive microcredit?

Finding: In both India and Ghana microfinance clients are more satisfied with their 
financial status after using microfinance for two to three years. In India, 
clients are also more satisfied with their access to credit facilities, but no 
such impact is found in Ghana.

From figure 4.10 it is obvious that microfinance clients like what MFIs are doing for them 
as they are much more satisfied with their financial situation in comparison to clients 
who have not received microfinance. This is an important finding for MFIs as they might 
not lift their clients out of poverty, but they surely improve the financial situation of their 
clients which is a goal that is very closely related to the core activities of MFIs. Difference 
in difference regressions indicate that these findings are statistically robust (table 4.15).

In India microfinance improves the satisfaction level of its clients with regard to their ac-
cess to credit facilities. No such impact is found in our Ghana sample.

Figure 4.9  Microfinance clients are less dependent on moneylenders and acquaintances (endline data)

Source: ING Economics Department.
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Figure 4.10  Microfinance clients are more satisfied with their finances (endline data)
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Table 4.15  Impact of microfinance on clients’ satisfaction with its financial 
situation 
 India  Ghana

Are you satisfied with your household’s 
financial status?  
(1=very satisfied, 2=satisfied, 3=neutral, 4=unsatisfied, 5=very unsatisfied)

Average value for treatment clients at baseline 2.56  2.55
Treatment effect of microfinance -0.50 *** -0.34 ***

Are you satisfied with your access to credit 
facilities from MFIs and or Banks? 
(1=very satisfied, 2=satisfied, 3=neutral, 4=unsatisfied, 5=very unsatisfied)

Average value for treatment clients at baseline 2.45  2.10
Treatment effect of microfinance -0.34 *** N.I.

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found in the sample. 

A negative value indicates that microfinance clients show outcomes that are closer to 1 which corre-
sponds with high satisfaction. This is a common method to test the statistical significance. For the actual 
interpretation in terms of number of clients figure 4.9 is more helpful.
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4.6 Conclusion
This chapter describes the impact of microfinance on the way that clients manage their 
household finances. Main findings from the field studies are:
• Microfinance increases income by 13% in India and 10% in Ghana. Total monthly ex-

penses increase by 8% and 10% respectively.
• No impact is found on medicine expenditure in India and clothing expenditure and 

savings in Ghana.
• In India microfinance increases the number of income sources in the household within 

the first three years. In Ghana no such impact was found. In both India and Ghana 
clients that have received microfinance longer than three years showed a substantial 
increase in the number of income sources, indicating that it takes time for clients to 
increase the number of income sources. 

• The impact of microfinance on asset accumulation is limited.
• In India microfinance improves the quality of housing for clients but no such impact is 

found in Ghana. 
• Microfinance clients are less dependent on moneylenders (both India and Ghana) and 

acquaintances (India only), experience less financial stress and are more confident 
with their financial situation.

The next chapter explores the impact of microfinance on women’s empowerment.
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The strong focus on women has been a cornerstone for the microfinance-industry and 
is believed to promote both the interests of providers of microcredit, clients and their 
households.41 From the financial perspective of MFIs, women are regarded as more 
reliable clients than men, resulting in higher repayment-rates and thus financial sustain-
ability for the MFI. Part of this is explained through the group-structure of microcredit, 
of which women are more sensitive to its social pressure.  From the client’s perspective, 
women in developing countries often have a higher need for being (socially) empowered 
as in many cultures they are in a subordinate position relative to their spouse. 

5.1 Impact of microfinance on female empowerment
The subordinate position of women is evident in many aspects of life.42 On a personal-
level, the deprived economic- and social-position of women expresses itself on different 
socio-economic indicators such as a lack of income, assets, education, skills, experi-
ence and labour-participation. Moreover, within their marriage, women lack social- and 
economic-mobility, decision-making power in both financial and non-financial areas and 
can be subject to violence. On a community-level, women are underrepresented in local 
political-structures, have less political say and are more prone to be victims of violence. 
And finally on a business-level, even if the work-load is being carried by women, men 
often make the decisions, including taking on a loan and applying the microcredit. In all, 
these factors have led women in many cultures to have a subordinate position and lack 
self-esteem in comparison to men.

What is empowerment?
Female empowerment is widely regarded as one of the primary impact aspects of micro-
finance. However, empowerment is a highly cultural concept, the meaning of which dif-
fers between contexts and people. Kabeer (1999) earlier described women’s empower-
ment as “the process by which those who have been denied the ability to make strategic 
life choices acquire such ability”. It often involves women who “challenge the existing 

41 See for example Hashemi et al (1996), Ashraf (2009), Schurmann and Johnson (2009), Robinson 
(2009), Swain and Wallentin (2007), Karlan and Zinman (2009), de Mel et al (2008), Bauchet et al 
(2010).

42 See for example Guérin (2012), Banerjee et al (2013), Giné and Mansuri (2011), Van den Bold (2013).

Chapter 5: The subordinate position of women

This chapter describes the impact of microfinance on women’s empowerment. First 
an overview is given on general findings from the microfinance literature. These 
include - among other things - gaining financial independence from the husband, 
increased involvement in the decision making process at the household level as well 
as increased participation in the social network a group loan provides or in village 
level activities. But there is room for negative impact as well as husbands might feel 
threatened by their wife gaining independence which might lead to more marital 
conflict especially in societies with traditional gender roles. 

In section 5.2, findings from our India and Ghana samples are presented, where it is 
important to realise that not every finding from the literature could be tested within 
our research setup. Main findings from the field studies are:
• Microcredit increases the participation in household decision making in our India 

sample and especially for women who have received microfinance longer than 
three years. However, no impact is found in our Ghana sample as women are al-
ready much more empowered and involved in decision making than in India.

• In India microcredit has a positive impact on the participation of its clients in village 
level activities such as gram panchayat.

• In both our India and Ghana sample microcredit has a positive impact on the  
confidence level of its clients while interacting with bank and government officials.
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social norms and culture, to effectively improve their well-being”.43 As such, empower-
ment is a situation in which women’s initial position is characterized by disempowered 
and lack of freedom and a process actively pursued by the women themselves to change 
this for the better.

Microfinance can have a positive impact on women’s empowerment through different 
channels. The following channels have been documented in the microfinance literature.

• Due to microcredit, women can start income generating activities. These activities 
could alleviate poverty in the household and defuse marital conflict (income ef-
fect). And even if women fail to earn an income from their activities they can still be 
empowered by it. For example, in some cultures women are not allowed to conduct 
wage-labour or interact in the market place.44 Microcredit provides them the means 
to become socially and economically active in the first place and as such is already an 
improvement in terms of empowerment irrespective of the income they earn from it.

• Microfinance provides women with financial means, independent from their spouse, 
which enhances the possibilities to use money for their own purposes (independence 
effect). For example, Self Help Groups and microsavings-accounts offer female clients 
the ability to keep money protected from claims by their spouse thereby:
- improving bargaining power and increasing her say in decision-making at the 

household level; 
- promoting mental accounting standards in the household as woman tend to budget 

more for household expenses than men; 
- stimulating the accumulation of savings as women have a larger propensity to save. 

• Group-loans provide women a social networking space. This opens the door to inter-
act outside the house and increase social capital. If the groups play an active role in 
the local community, women are empowered on a community level as well.

• Women’s preferences differ from men’s. Hence, placing resources in the hands of 
women may have a positive impact on their family’s and particularly their children’s 
nutrition, education and health as women value these more than men. As such, wom-
en’s empowerment is not an end goal in itself but also a means by which to achieve 
other important development outcomes such as improvements in (child) nutrition or 
(child) education.45

• Through the provision of training, microfinance can stimulate women’s empowerment 
through the development of human capital by business trainings, financial educa-
tion, health trainings and so on. These so called ‘microfinance plus services’ promote 
women’s empowerment through developing their human capital.

Beside these large set of channels through which microfinance can increase women’s 
empowerment, there is room for negative impact as well. 

The issue of inter-spouse violence cannot be underestimated. For example Angelucci 
(2009) reports that 44% of Mexican women have been victim to violence from their 
spouse: either physical, sexual, psychological or economic. Perhaps somewhat paradoxi-
cally, microfinance can evoke inter-spouse conflicts and violence exactly because of its 
success:
• Husbands might feel threatened in their identity by their wives covering a higher 

share of income, possibly leading to more marital conflicts. This can be a real threat in 
societies with traditional gender roles.

43 Swain and Wallentin (2007).

44 Take for example Bangladesh and Pakistan in which the life of women is shaped by Purdah. Purdah 
represents the Islamic social and cultural framework by which daily life is organized and prohibits 
wage labour and market interaction for women.

45 Van den Bold et al (2013).
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• Decisions might lead to more conflicts as women gain a stronger voice in the decision-
making process. Where previously the husband took the decisions and the wife had 
no other option but to accept the outcomes, there now is room for disagreement and 
conflict.

• Women who fail to earn sufficient income might run into repayment difficulties. Turn-
ing to their husbands could be their only way out, which reinforces or even exacer-
bates existing gender-based power conflicts.

Apart from negative impact on inter-spouse relationships microfinance can also lead to 
conflicts among women themselves. Especially in case of group loans which still rep-
resents the majority of the business for most MFIs. Since all the women in the group are 
held accountable for the group loan, tensions may easily arise if a group member fails to 
meet its obligations. This can lead to social pressure by the other group members, even 
up to the point of heavy intimidation or violence. A real fear is that the troubled client 
loses her social status in the group but also in the larger community if group members 
spread the word. In such cases, it is easy to lose self-esteem and to become disempow-
ered by microfinance.

Finally women’s empowerment can have negative impact on children. Considering that 
gender roles tend to be unequal in many developing countries and that women still are 
the ones in charge of raising and taking care of the children, their economic empower-
ment might affect the time and dedication they put into the children’s caretaking. This 
could potentially have psychological, social, educational and, sometimes, physical con-
sequences for the children.

5.2 Findings from India and Ghana
One of the key reasons microfinance is considered as an empowerment tool is because 
it mobilizes poor and barely literate women, puts financial resources in their hands, 
significantly enhances their social capital, enables them to acquire and gain control over 
assets and thereby improve their material well-being and above all, strives to make them 
financially literate decision makers in a strongly gendered society. In this section, we test 
whether this is true or not for our Indian and Ghana sample.
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In chapter 3 we already found that microfinance in India has a statistically significant pos-
itive impact on the participation of women in income generating activities (see table 3.6). 
This is already a form of female empowerment as it helps women to become independent 
from their spouse, gives them more opportunities and increases their self-esteem. How-
ever, in Ghana no such impact was found as the majority of women in Ghana are already 
contributing to household income.

In this paragraph we further explore the impact of microfinance on women’s empower-
ment with respect to:
• the participation of women in the household decision making processes;
• the participation of women in village level activities;
• confidence of women while interacting with public institutions like banks and munici-

palities.

Question:  Does microfinance lead to increased participation of women in the 
household decision making process (in house empowerment)?

Finding: Microfinance increases the participation in household decision making 
in our India sample and especially for women who have received 
microfinance longer than three years. However, no impact is found in our 
Ghana sample as women are already much more empowered and involved 
in decision making than in India.

This section explores whether microfinance has created a noteworthy difference in par-
ticipation of treatment clients in decision making. This study focuses on the respondent’s 

Figure 5.1  Impact of microfinance on women’s empowerment

Source: ING Economics Department.
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leverage in making decisions related to household expenditure, children’s education, 
determining whether or not to take a loan and how to spend the money from a loan. Table 
5.1 depicts the proportion of respondents that were involved in household decision mak-
ing across each category.

Overall, microfinance clients showed higher levels of involvement when compared 
against their counterfactual counterpart, especially in India. A substantial proportion of 
the control group respondents from India were either uninvolved or participated sporadi-
cally in household decision making. The data also reveals that respondents from Ghana 
were more involved in making household decisions. Finally, it is interesting to note that 
in both countries, treatment clients showcased maximum involvement when it came to 
availing and utilizing credit from external sources like MFIs and banks. This indicates 
that placing women at the helm of microfinance has given them more control in making 
credit decisions at the household level.

In order to assess impact of microfinance on woman empowerment, an empowerment 
index was created. This index basically explains the changes in the participation of 
women in the household decision making process. The results of the DID regression on 
the empowerment index have been summarized in table 5.2. The DID coefficient for the 
empowerment index indicates a positive increase in the empowerment index in India 
which is statistically significant at 99% level. The impact is especially large for those 99 
clients that have received microfinance before 2010 which indicates that clients become 
more empowered over the years. However, the outcome variable is not statistically 
significant for Ghana respondents. Consequently, no inferences can be established as to 
whether microfinance has been instrumental in enhancing their client’s role in household 
decision making.

Table 5.1  Respondents’ involved in household decision making (number of respondents)
 
 India Ghana
Household decision Treatment % Control % Treatment % Control %
making End Base  End Base  End Base  End Base

Always Participates
Household expenditure 57 48 19% 30 27 11% 69 65 6% 64 60 7%
Children’s education 51 47 9% 23 20 15% 67 53 26% 50 47 6%
Loan take up 55 46 20% 13 13 0% 73 72 1% 46 44 5%
Loan utilization 59 49 20% 6 6 0% 74 73 1% 12 12 0%

Sometimes Participates
Household expenditure 25 31 -19% 37 35 6% 29 32 -9% 33 34 -3%
Children’s education 25 26 -4% 26 27 -4% 20 22 -9% 19 20 -5%
Loan take up 31 26 19% 31 30 3% 20 22 -9% 13 13 0%
Loan utilization 32 35 -9% 27 26 4% 15 16 -6% 5 5 0%

Never Participates
Household expenditure 18 21 -14% 34 38 -11% 2 3 -33% 3 7 -57%
Children’s education 16 20 -20% 33 34 -3% 7 8 -13% 13 14 -7%
Loan take up 14 20 -30% 60 61 -2% 7 7 0% 41 44 -7%
Loan utilization 9 14 -36% 32 32 0% 9 9 0% 23 23 0%
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Question:  Does microfinance lead to increased participation of women in village level 
activities (outhouse empowerment)?

Finding: In India microfinance has a positive impact on the participation of its clients 
in village level activities such as gram panchayat.  However no such impact 
is found in the Ghana sample.

While the previous question focused on decision making within the household (in house 
empowerment) it is also worthwhile to investigate whether women become more em-
powered in the larger community (outhouse empowerment). Holistic and sustainable 
development requires a balanced gender representation in all community level activi-
ties. It is also a well-known fact that women’s visibility in public spaces and role in deci-
sion making continues to be inadequate in many developing countries. As a result, both 
the Affirmative Action Bill in Ghana and the Women’s Reservation Bill in India strive to 
increase women’s representation in grassroots democracy by creating legally mandated 
spaces for them to voice their opinions.

In this context, the study attempts to examine whether microfinance has positively 
impacted client’s involvement in community level activities. Table 5.3 represents the 
respondent’s level of involvement in village level activities. 

In India there is a special type of village level activity called gram panchayat. A gram 
panchayat is a local self-government institution at the village or small town level in In-
dia and has a Sarpanch as its elected head.46 Under British Colonial rule, the role of 
panchayats was strengthened, whereas under post-independence they were given 
little right of co-determination. After attempts to deal with local matters at the national 
level, panchayats were reintroduced as institutions of local self-governance in 1992. As 
of today, there are about 265,000 gram panchayats in India. A gram panchyat consists of 
between seven and twenty members, elected from the wards of the village, and they are 
called a panch. People of the village select a panch, with one-eighth of seats reserved for 
female candidates. To establish a gram panchyat in a village, the population of the village 
should be at least 500 people of voting age. Note that in Ghana no similar institution ex-
ists. In Ghana village level activities in many cases run through participation in churches.

46 www.wikipedia.org

Table 5.2  Impact of microfinance on women’s involvement in household 
decisions
 India Ghana

Treatment effect of microfinance 0.09*** N.I.
Additional effect of having received 
microfinance prior to baseline year (2010) 0.38*** N.I.

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found in the sample.

Note that the interpretation of the index value is rather difficult since index values are standardized. 
Hence the treatment effect is 0.09 and 0.38 standard deviation higher in comparison to the control 
group. We constructed indexes to assess the statistical significance on several related questions that are 
grouped as an index. For the economic impact it is better to look at the outcomes in table 5.1.
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Amongst the treatment clients, 34% respondents from India and 2% from Ghana were not 
involved in village level activities. The corresponding proportions of interviewees from 
the control group were 38% in India and 5% in Ghana, respectively. Analysis indicates 
that both treatment and control group members from Ghana exhibited substantially 
higher participation in community events vis-à-vis their Indian counterparts. India, on the 
other hand recorded a higher proportion of respondents citing a dip in their involvement 
in local village affairs. 

To statistically validate the above findings the Difference In Difference regression model 
was applied. The results have been depicted in Table 5.4. While 36% of Indian respond-
ents (treatment as well as control clients) were not involved in any village level activities, 
a significant difference in the participation levels can be witnessed for the remaining 
respondents from both treatment and control groups. Only 3% respondents from Ghana 
were not involved in community level activities and the results indicate a significant dif-
ference in the participation levels across the two respondent groups. 

The results imply that microfinance has a positive impact on the participation of its clients 
in village level activities. The following section takes the analysis a step further and tries 
to establish whether microfinance is instrumental in boosting clients’ confidence levels 
and making them more visible in public spheres.

Table 5.3  Respondent’s involvement in village level activities

Participation in village India Ghana
level activities Treatment Control Treatment Control

Increased participation 14% 4% 63% 56%
Same level of participation 8% 5% 4% 8%
Decreased participation 45% 52% 31% 31%
No participation 34% 38% 2% 5%

Table 5.4  Impact of microfinance on women’s participation in village level 
activities
 India Ghana

Has your participation in village level activities  
increased in last 3 years (No, stayed the same, or Yes)

Treatment effect of microfinance 0.16*** N.I.

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found in the sample.

The variable “Village Participation” has been transformed to a 0-1 variable, 0 indicating “No” and 
“Same” and 1 indicating “Yes”. The value of 0.16 indicates that microfinance clients have outcomes 
closer to 1 which corresponds with increased village level activities.
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Question:  Does microfinance lead to increased confidence of women while 
interacting with bank and government officials?

Finding: In both our India and Ghana sample microfinance has a positive impact 
on the confidence level of its clients while interacting with bank and 
government officials.

Microfinance is considered to pave the way for financial inclusion by facilitating access 
to formal financial institutions for the under-banked and unbanked households. Since 
microfinance is female driven, it is believed that a strong group bond, enhanced financial 
literacy coupled with interaction with financial institutions and capacity building exer-
cises will substantially elevate client’s confidence levels when it comes to interacting with 
public institutions. 

This section explores whether increased financial awareness, owing to the extensive 
trainings offered to Basix and Opportunity clients prior to loan disbursement, has made 
them more assertive and visible in the public space. Table 5.5 represents the respond-
ent’s level of confidence in dealing with public institutions like banks and government 
departments. 

Table 5.5  Impact of microfinance on confidence while dealing with public 
institutions (1/2)
 India Ghana
 Treatment Control Treatment Control

Do you now feel more confident in
interacting with outsiders like bank/ 
government officials  than 3 years ago?
Increased confidence 54% 12% 85% 72%
Same level of confidence  15% 24% 3% 7%
Decreased confidence 30% 64% 12% 22%

Table 5.6  Impact of microfinance on confidence while dealing with public 
institutions (2/2)
 India Ghana

Do you now feel more confident in interacting 
with outsiders like bank/government officials 
than 3 years ago?
Treatment effect of microfinance 0.43 *** 0.16 ***
Additional effect of having received microfinance  
prior to baseline year (2010) 0.07 * N.I.

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found in the sample.

The variable “Confident interacting” has been transformed to a 0-1 variable, 0 indicating “No” and 
“Same” and 1 indicating “Yes”. The value of 0.43 and 0.16  indicate that microfinance clients have out-
comes closer to 1 which corresponds with increased confidence levels.
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It is seen that both treatment (85%) and control (72%) respondents from Ghana have 
gained more confidence in the past three years than their Indian counterparts (54% for 
treatment and 12% for control).  Also in both countries, the control groups exhibit a high-
er proportion of respondents having decreased or same levels of interaction with public 
institutions. However the differences between treatment and control clients are higher in 
India indicating a higher impact of microfinance on confidence levels.

Difference in difference regression were tested in order to assess whether Basix and Op-
portunity have empowered clients and boosted their confidence when it comes to deal-
ing with government agencies and financial institutions. The results have been shown in 
tables 5.6. The outcome indicates a significant difference in confidence levels of micro-
finance clients in both India and Ghana. In India clients that have received microfinance 
longer than three years show larger impact as they have experienced more encounters 
with MFI staff and are likely to exhibit greater resoluteness. In Ghana no such impact was 
found.

5.3 Conclusion
In our samples we do find positive impact of microcredit on the empowerment of women 
although the outcomes differ between India and Ghana due to the local context. In India 
women become more empowered both at the household and village level. In Ghana this 
is not the case but this could be due to the fact that women in Ghana are already more 
empowered, certainly with regard to the type of decision making questions that we 
asked in our questionnaire. However, clients in both countries become more confident in 
interacting with MFI staff and government officials because of microcredit.

The next chapter discusses the impact of microfinance on education, particularly in cre-
ating opportunities for children and in improving the financial awareness of microfinance 
clients.
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6.1 Impact of microfinance on education
Since education has been found to increase income through human capital development, 
parents can greatly influence the future prospects of their children by sending their chil-
dren to school. Therefore, education is key for intergenerational impact. 

Several economic findings underscore the importance of education. For example, Miller 
(2010) finds a 10% income-increase for every year of additional education. And macro-
economic studies find solid evidence that education plays a crucial role in the economic 
development of nations at large. As a result, education has been included as part of the 
UN Millennium Development Goals expressed as “all boys and girls should complete a 
full course of primary schooling” by 2015 and “the gender disparity in primary and sec-
ondary education should preferably be eliminated by 2005 and at all levels by 2015”.47 

With a limited budget available for schooling, poor parents must make a choice in which 
children to send to school (based on gender and birth order), for what duration (primary 
versus secondary schooling) and under what conditions they deem it unavoidable to 
keep their children out of school. The better off poor might also have a choice between 
subsidized public schooling or more expensive private schools.

Microfinance can have a positive impact on education through various channels.48

• Microcredit can lead to an increase in household income which raises the demand to 
educate children (income effect).

• The level of poverty is not the only aspect that determines the likelihood that a child 

47 United Nations (2000).

48 See for example Miller (2010), Holvoet (2004), McCarter (2006), Banerjee et al (2013), Maldonado 
(2003 and 2005), Islam and Choe (2013), Glenn (2004), Young (2006), Duvendack et al (2011), 
Hashemi et al (1996).

Chapter 6: Teaching how to fish

Give a man a fish and you feed him for a day; teach a men to fish and you feed him 
for a lifetime. This chapter describes the impact of microfinance on education. Sec-
tion 6.1 gives an overview of findings from the microfinance literature. These include 
- among others - increased income can raise the demand for education (sending kids 
to school) and increased income smoothing possibilities make it more easy to pay for 
regular tuition fees (keeping kids in school). Also women tend to value child educa-
tion more than men. Therefore empowering women through microfinance might 
yield positive effects on the schooling of their children.

In section 6.2, findings from our India and Ghana samples are presented, where it is 
important to realise that not every finding from the literature could be tested within 
our research setup. The main findings are as follows:
• In both India and Ghana microcredit increases household income by 13% and 

10% respectively. As a result, expenditure on education increases by 7% ($1.0 per 
month) in India and 11% ($2,5 per month) in Ghana.

• However education levels do not increase in the India and Ghana sample. It might 
take a long time, even a generation, before increased expenditure on education 
leads to higher education levels.

• In India, clients who have received microcredit for three years are financially 
more aware than people who haven’t received microcredit. Clients who have 
received microcredit for more than three years do not show higher financial 
awareness in comparison to those that have received it for three years. In the 
Ghana sample no impact of microcredit is found on the financial awareness of 
clients that have received microcredit for three years. However, clients that have 
received microcredit longer are financially more aware. 
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is in school. The variability of household income is of equal importance as education-
enrolment of children is unfortunately one of the risk management instruments applied 
by poor households to cope with income volatility. For example, Jacoby and Skoufias 
(1997) found a 10% reduction in agricultural income led to a drop in school attendance 
of 5 days in India. Children are, in the best case, only taken out of school for a short 
period of time. In worse cases parents might decide to pull children altogether out of 
school, either to save on fees, to let them earn income or to achieve both. Microfinance 
greatly enhances household’s abilities to cope with shocks as we have seen in chapter 
4 on household finances (risk management effect). Therefore, microfinance has not only 
the potential to send children to school but to keep them in school as well.

• Microfinance can lead to the empowerment of women (empowerment effect). Empow-
erment has been accredited an important role in the dynamics of educational choices 
in developing countries as it is acknowledged that women have a bigger preference 
for schooling than their husbands have (McCarter, 2006), or stated differently, parents 
“may perceive benefits and costs differently” (Holvoet, 2004). Generally speaking, 
women are more likely than men to spend earned income to benefit the entire house-
hold, children included. Therefore, empowering women through microfinance might 
yield positive effects on the schooling of their children. Impact may especially be high 
in cultures where girls suffer from a pro-male bias (empowerment effect).

• Higher educated parents have a better understanding of the benefits of education for 
their children since they know first-hand (information effect). Given this knowledge, 
it is easier for them to bare the hardship of the short term costs so their children can 
reap the long-term benefits. While microcredit itself does not inform parents about 
the benefits of education directly, the accompanied services such as adult training 
programs do so.  

• Microfinance may reduce debt bondage which refers to situations where parents lend 
from a local employer who is paid back by sending their children to work for him until 
debts are settled. In some cultures these practices are rather common. Microfinance 
provides parents with alternative forms of finance which reduces their dependency 
on employers. As a result, children don’t have to work for their parent’s employers and 
might be send to school instead.   

• Large shares of poor households are active in low skilled physically demanding 
labour. Education improves skills and raises the prospect for more satisfying work and 
improved working conditions.
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Besides the positive impact microfinance can have on children’s education there is room 
for negative impact as well. Parents may decide to involve their children in their micro 
enterprise which could prevent them from going to school. For example, Chakrabarty 
(2006) has found that 12% of children in India and Nepal are contributing to household 
income in one form or the other. Islam and Choe (2009) find that in extreme cases, chil-
dren make up to even 40% of household income. This could be the result of the following 
channels.
• The activities funded by microcredit are usually rather labour-intensive. Increasing 

the household’s business activities will likely increase the demand for labour. With the 
parents already occupied, households can often only turn to children for cheap extra 
hands (labour intensity effect).

• Landholdings are an important factor of production for rural households. Preparing 
the field is very labour intensive so households depending on farming are more likely 
to involve children in production than urban households (farming effect). 

• Children can also be needed to perform intra-household tasks. For example, children 
might be required by their parents to stay out of school for taking care of their siblings, 
to clean the house, prepare food or do other tasks. They often do so to facilitate the 
working efforts of more productive household-members such as the mother (replace-
ment effect). The replacement of the mother is primarily a matter for girls who are 
often regarded as substitutive for the domestic tasks previously performed by their 
mothers such as childcare or food preparation. While empowering mothers through 
income generating-activities might bring rather long-term benefits to children’s edu-
cation, especially girls, the necessity to replace them could cause short-term harm 
specifically to girls as well. Holvoet (2004) further finds that also birth order is rel-
evant, with the oldest daughter being the most unlikely to attend schooling (birth order 
effect). She notes that birth order and gender thus seem to reinforce themselves. 

As the industry is mainly targeting female clients these potential negative side effects of 
microfinance should not be ignored.

Last but not least, supply factors play a role as well. While microfinance can increase the 
demand for education, schools may not be available and if they are they often can be of 
(very) poor quality, or very expensive (supply side effect). Especially more remote rural 
areas are subject to supply side constraints. This greatly limits the impact of microfi-
nance.

Figure 6.1  Impact of microfinance on education

Source: ING Economics Department.
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Theoretical evidence from RCT-studies points out that microcredit has mixed effects on 
schooling outcomes for clients’ children. They find a positive,49 a negative50  or a non-
existent51 effect on educational outcomes for clients’ children. As a result, microcredit 
seems to have the potential to change household demand in any direction and the final 
impact depends heavily on the local context. 

Last but not least, it is important to note that getting the poor educated requires a com-
plex set of actions of which microfinance is only one part of the story. Supply factors 
often are a main part of the problem as in many developing countries, especially in rural 
areas, schools are lacking or the education that is offered is of very poor quality. It is the 
unfortunate situation of many poor parents in developing countries. They might get their 
children into school by hard work, sometimes aided by microfinance, but there is no 
guarantee that they will get the quality education they want for their children.52

6.2 Findings from India and Ghana
This section explores the impact of microfinance on education in our samples from India 
and Ghana. We first look for impact of microfinance on educational spending, then we 
analyse the impact on actual years of schooling and financial awareness and finally we 
look for differences between the higher and lower educated clients.

49 See for example Karlan and Zinman (2009), Angelucci et al. (2013) who find a rather small effect and 
Tarozzi et al. (2013) who find a positive effect for boys.

50 See for example Giné and Mansuri (2011),  Augsburg et al, (2012), Islam and Choe (2013).

51 See for example Coleman, (1999), Banerjee et al (2013), Crépon et al (2013).

52 See for Banerjee and Duflo (2011, chapter 4) for a fascinating description of the issues with education 
in developing countries.
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Table 6.1  Impact of microfinance on household income and expenditure on 
education (monthly figures)
 
Monthly figures  Share of Average Treatment Change 
(inflation corrected) budget (%) treatment effect MF (%) 
  group (2 to 3 years) 
  (endline) 

India
Income 100% $252.4 $33.9 *** 13%
Education 5% $13.1 $1.0   ** 7%

Ghana
Income 100% $248.3 $24.0 *** 10%
Education 9% $22.8 $2.5 *** 11%

*** Significant at the 99% level, 

** significant at the 95% level, 

* significant at the 90% level. Outcomes are inflation corrected and converted into dollars using the 
following exchange rates; 1$=60 Indian rupees and 1$=2.5 Ghanaian cedis. 
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Question:  Does microcredit enable households to spend more on education?
Finding: In both India and Ghana microcredit increases household income by 13% 

and 10% respectively. As a result, expenditure on education increases 
by 7% in India and 11% in Ghana. People that have received microcredit 
longer than three years do not show an additional increase on educational 
spending in comparison to their peers who have received microfinance for 
three years only. 

From chapter 4 we already know that microfinance increases income by 13% in India 
and 10% in Ghana (see tables 6.1, 4.2). As a result, expenditure on education increases 
by 7% in India and 9% in Ghana. In Ghana clients spend about twice as much on educa-
tion ($23 per household) as clients in India ($13 per household). This has to do with the 
fact that more people in our Ghana sample are in school and the overall education level 
is higher in comparison to clients in the India sample (figure 6.2). For example, in India 
52% of clients haven’t received any form of education in comparison to 32% in Ghana. On 
the upside, 52% of clients in Ghana have completed education from 10th grade or higher 
in comparison to just 9% in India. The percentage of neo-literates in India is considerably 
higher (20%) than in Ghana. Neo-literates are those clients who can read and write but 
have never received any form of formal education. They learned it themselves with the 
help of friends or family.

Question:  Does microcredit lead to an increase in the level of education?
Finding: From the samples in India and Ghana we do not find a statistically 

significant impact of microfinance on education levels, both for clients who 
have received microfinance three years and for clients that have received it 
longer.

In order to measure the impact on education, an “education index” was created to esti-
mate the education level of an entire household and also separately for children. Based 
on this index no statistically significant impact of microfinance on the level of education 
of household members is found in the India and Ghana samples. As a result conclusions 
cannot be made on the effect of microfinance on the education level of the household in 
general or for children in particular, whether girl or boy.

Figure 6.2  Education levels for India and Ghana clients (treatment clients at 
endline)

Source: ING Economics Department.
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Question:  Does microcredit increase the financial awareness of its clients?
Finding: In India, clients who have received microfinance for three years are 

financially more aware than people who haven’t received microfinance. 
Clients who have received microfinance for more than three years do 
not show higher financial awareness. In the Ghana sample no impact 
of microfinance is found on the financial awareness of clients that have 
received microfinance for three years. However, clients that have received 
microfinance longer are financially more aware.

It is expected that persons who have used financial products and services develop an un-
derstanding of the basic financial terms. It is also believed that users of financial products 
would also be aware of the various products in the market and as a result would make 
better financial decisions. Table 6.2 shows present awareness and level of understanding 
of respondents on credit interest rate, inflation and deposit rate (at the endline stage).

Clients who have received loans from Basix appear to be significantly more aware vis-à-
vis respondents of the control group in India. However, in Ghana understanding of basic 
financial concepts of treatment clients is almost on par with the control group clients 
except in regard to the knowledge of other MFIs and banks operating in the area. The 
better financial awareness levels of the control group in Ghana in comparison to the con-
trol group in India can be associated with reception of financial literacy training coupled 
with the fact that the average education level in Ghana is higher. Moreover, in India only 
3% of the control respondents had received financial literacy training, whereas, in Ghana 
the percentage of similar respondents was 26%.

Table 6.3  Impact of microfinance on financial literacy
 India Ghana

Treatment effect of microfinance 0.57*** N.I.
Additional effect of having received microfinance prior to baseline year (2010) N.I. 0.21***

*** Significant at the 99% level, 

** significant at the 95% level, 

* significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found in the sample.

Note that the interpretation of the index value is rather difficult since index values are standardized. Hence the treatment effect is 0.57 and 0.21 
standard deviation higher in comparison to the control group. We constructed indices to assess the statistical significance on several related ques-
tions that are grouped as an index. For the economic impact and intuition behind the statistical results it is better to look at the outcomes in table 6.2.

Table 6.2  Financial literacy of treatment and control group clients

   India   Ghana 
Number of people responding Yes or correct answer Treatment  Control Treatment  Control

Interviewee has received financial literacy training. 90% 3% 77% 26%
Knows interest rate that Basix or Opportunity charges. 49% N.A. 23% N.A.
Knows which MFIs and Banks operate in their area. 60% 8% 77% 33%
Understands simple interest rate calculation on credit. 65% 29% 67% 66%
Understands concept of inflation.  55% 34% 53% 55%
Understands concept of interest received on deposit. 11% 2% 16% 15%
  

N.A.: This question was applicable only for the treatment group respondents
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To test the statistical validity of these results a “Financial Awareness Index” has been cal-
culated based on the response on the first three questions listed in table 6.3. In India, the 
clients who have received microfinance for three years are financially more aware than 
people who haven’t received microfinance. However, clients who have received micro-
finance longer do not show higher financial awareness. The opposite is true for Ghana. 
Clients that received microfinance for three years do not show higher financial aware-
ness, but clients who received microfinance longer are financially more literate.

6.3 Conclusion
From this chapter it can be concluded that the positive income effect in our India and 
Ghana samples leads to increased spending on education but does not increase the edu-
cation level of household members on a three year horizon. Microfinance, however, does 
have a positive impact on the financial awareness of the clients and therefore will benefit 
clients in better decision making regarding their household finances. There is differ-
ence in timing though. In the India sample microfinance increases financial awareness 
within three years, whereas in Ghana it takes longer. The fact that microfinance increases 
financial awareness is a very relevant finding for MFIs since their primary goal is not to 
lift people out of poverty, but rather to empower them to make sound financial decisions 
and giving them better control over their finances. This is an important, although not 
exclusive, ingredient for the poor to put themselves on a path to sustainable progress that 
might lift them out of poverty. 

The next chapter discusses the link between microfinance and food security and health 
situation of the households. 
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Many poor fail to meet the basic human need of having enough food. In sub-Saharan Africa 
for example, around 20% of the population is not getting enough healthy food for good 
health and growth (figure 7.1). It’s obvious that such a situation is not conducive to personal 
well-being. But the economic consequences are also far reaching since undernourishment 
has direct consequences on the productivity of these people. A state of malnutrition greatly 
limits the ability to conduct work in general and for the poor in particular since their jobs 
are often physically very demanding. Malnutrition also facilitates the rise of other health 
issues as the immune system is weakened. As a result, poor people can be trapped in a 
vicious circle where malnutrition lowers income, which in turn, exacerbates malnutrition. In 
addition, a similar threat exists between poverty and mental health.53

53 See for example Bhattacharya and Deshpande (2013), Nino-Zarazúa and Mosley (2009), Bleakley 
(2010) Martorrell (2009), Van den Bold et al (2013), Karlan and Zinman (2008), Ausburg et al (2012) 
and Banerjee et al (2013).

Chapter 7: Health is the real wealth

This chapter describes the impact of microfinance on food and health issues. As Ma-
hatma Ghandi put it so rightly: “It is health that is the real wealth, not pieces of gold and 
silver. ”First an overview is given on general findings from the microfinance literature. 
It is argued that microfinance can increase income and food consumption (section 
7.1). It can also reduce income volatility so households are better able to get food on 
the table every single day. These findings also apply to expenditure on medicine and 
healthcare (section 7.2). And finally, microfinance plus services like health education 
might bring about positive behavioural changes such as the use of water purifiers, bug 
nets and the use of condoms to name a few. It also may counter the ‘live-by-the-day’ 
attitude of the poor and increase the habit of taking precautionary measures instead of 
seeking treatment when somebody is already seriously ill.

In section 7.3, findings from our India and Ghana samples are presented, where it is 
important to realise that not every finding from the literature could be tested within 
our research setup. The main findings are as follows:
• Clients that did invest in farming were able to increase the food production from 

their land. The extra food was both sold on the market as well as consumed by 
the household itself.  Only a very small proportion of households (<5%), that have 
invested in farming uses the increase in production only for self-consumption.

• In both India and Ghana microcredit increases household income by 13% and 
10% respectively. As a result, food expenditure increases by 7% in India ($4.4 per 
month) and 10% in Ghana ($7.2 per month).

• In both India and Ghana, treatment clients experience less days that the household 
had to go without sufficient food in comparison to control clients. However, based 
on the differences between endline and baseline and treatment and control clients 
we cannot attribute this to microcredit.

• In contrast, microcredit does have a positive and large impact on the food quality 
microfinance clients consume. The impact is especially large in India as micro-
finance clients have a 42% higher chance of consuming better quality food than 
control clients. In Ghana the impact is more modest but still substantial (8%) and 
statistically significant.

• Medical expenditure increases by 4% in Ghana ($0.2 per month) as a result of 
microcredit but the result is barely significant. In India no statistically significant 
impact is found.

• In both India and Ghana no statistically robust impact is found on the frequency that 
household members get ill. However, a strong impact is found on the mental health of 
clients. Microfinance clients in India are 19% less likely to experience stress regard-
ing their financial situation in comparison to their peers who have not received mi-
crofinance. Impact in Ghana is smaller though (5%), most likely because more loans 
are used for consumption instead of productive investments in the micro-enterprise.
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Besides assisting in achieving a healthy and productive living, what differentiates food 
insecurity from other risks is the ability to compromise one’s survival. This is especially 
the case for infants and little children as the first two years of life “is thought to be the 
time when nutrition has the greatest effect on child health, growth and development 
(physiologically and cognitively).54  According to the World Health Organization, malnu-
trition is the underlying contributing factor in half of all child mortality cases. Childhood 
poverty has the potential to burden brain development and adult cognitive capacity 
which would clearly be a limiting factor to human development and thus income genera-
tion. Hence, as we have seen for education, nutrition and health form a channel by which 
inter-generational poverty is to remain as children are subject to their parents’ treatment. 

7.1 Impact on food consumption
Food security is defined as “when all people at all times have access to sufficient, safe, 
nutritious food to maintain a healthy and active life”. Commonly, the concept of food 
security is defined as including both physical and economic access to food that meets 
people’s dietary needs as well as their food preferences.55 

Literature has found microfinance to have positive impact on food security trough dif-
ferent channels.
• Microfinance might raise income for the poor by which they can increase their food 

consumption or buy better quality food (income channel). 
• Microcredit can be used directly to buy food (expenditure channel).

54 World Bank (2005).

55 The World Food Summit (1998).

Figure 7.1  Undernourishment (% of population whose food intake is 
insufficient to meet dietary energy requirements continuously)

Source: World Bank.
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• Microfinance can reduce income volatility and facilitate consumption smoothing. As 
a result, households are better able to get food on the table every day and skip meals 
less often (risk management and consumption smoothing channel).

• Women are found to give more priority to social-development factors such as food, 
health and education. Therefore, empowering woman (through microfinance) might 
yield positive effects on the nutritional intake of their household members.

• Microfinance can provide farmers the means to cope with seasonal hunger between 
seeding and harvest time.

Besides well documented positive impact of microfinance there is also room for nega-
tive impact on food consumption.
• Meeting debt-payments while being confronted with a non-expanding income is very 

likely to eat its way into food consumption. Even if this is a rather short term practice, 
it can have long-term consequences if it causes sickness or limits the income earning 
abilities of household members.

And it is also important to note that microfinance is not the solution for large scale mal-
nutrition. If an entire region is subject to food shortage in terms of supply and quality, 
especially after periods of unfavourable weather conditions or during social conflicts, the 
impact of microfinance is greatly reduced.

7.2 Impact on physical and mental health
Poverty is a major underlying cause of diseases in the developing world as it limits funds 
available for nutrition- and health expenses and it reduces the ability to cope with health 
issues and seek medical treatment. It is linked to a lack of education and knowledge as 
well as improper housing- and working-conditions. Poor health has huge social con-
sequences as it reduces life expectancy, increases the likelihood of getting (serious) 
diseases and reduces the quality of life. Poor health further limits someone to conduct 
income-generating activities, thereby deteriorating the prospects of leaving poverty, 
resulting in a vicious relationship between poverty and health.56

56 Butcher (2010), Drake (2011), Hamed et al (2011), Bleakley (2010), Fernald et al (2008), Hulme et al 
(2001), Dupas and Robinson (2011), Mohindra (2008

Figure 7.2  Impact of microfinance on food consumption

Source: ING Economics Department.
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The economic distinction between food and health lies at the continuity-aspect of food 
versus the emergency-aspect of health expenditures. Where food has to be consumed 
on a (nearly) daily-basis, health expenditures usually affect families suddenly and by 
surprise. 

The prevention of, and the coping with, health-shocks is in the interest of both 
the client and the MFI.
With household members incapable of earning income and medical treatment spelling 
high costs, households are being hit twofold by health-shocks. First, it has financial con-
sequences as health-shocks are linked to failing business performance and a redirec-
tion of capital from income-generating activities towards health expenditures. Secondly, 
it negatively effects group-solidarity and group meeting attendance ultimately leading 
to delinquency and default. Due to the high financial costs and damage done to these 
microcredit-principles, health-shocks have been named by several MFIs, among others 
the Grameen Bank, as the number one cause of default among clients.57 Similarly, health 
shocks have been identified as the number one cause of falling into poverty, even ahead 
of job-losses. An estimated 25 million households, to the tune of 100 million individuals, 
fall into poverty per year due to a health-shock of one of its household members.58 Pro-
motion of health-prevention and shock-coping is therefore of rather mutual interest as it 
keeps repayment-rates at MFIs in check and protects households from falling into deeper 
poverty. 

Literature has found microfinance to have positive impact on the health of its clients 
and related household members through different channels.
• A positive income effect from income earning activities financed by microfinance may 

lead to an increase in health expenditure (income effect).
• Microcredit can be used directly to pay for medical assistance (expenditure channel).
• Women are found to give more priority to social-development factors such as food, 

health and education in comparison to men. Therefore, as women get more empow-
ered by microfinance and gain bargaining power over household expenditure, health 
expenditure is prioritized at the household level (empowerment effect).

• Better educated people take better care of themselves (education effect).
• Microfinance plus services such as health education might bring about positive be-

havioural changes such as the use of water purifiers, bug nets and the use of condoms 
to name a few. It also may counter the ‘life-by-the-day’ attitude of the poor and in-
crease the habit of taking precautionary measures instead of seeking treatment when 
somebody is seriously ill (information effect).

• Group loans stimulate group-member interaction through which clients may be en-
couraged to apply health encouraging behaviour picked up during health-education 
(group effect). For example, women can discuss the use of birth control among each 
other and ways to get their husband involved.

• By improving the abilities to cope with shocks microfinance helps households to cover 
medical expenses in case of a health shock (shock coping effect).

• Micro-insurance can cover the financial consequences of needing medical assistance 
for the poor. It can also direct them to proper treatments that have a high chance of 
curing a disease. 

• Stress has been found to be inherent to being indebted. Therefore, practitioners have 
argued that micro-insurance and microsavings form the least stressful way to cope 
with health shocks.

• Externalities upon the unaffected (the rest of the community) are to be expected if 
client-households indeed are more likely to vaccinate their children and use sanitary 
toilets (spill over effect).

57 Hadi (2001) cited in Butcher (2010, p24).

58 Leatherman et al (2010).
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But there is also room for negative impact on food consumption.
• Over-indebtedness can lead to a situation where people have to cut back on food con-

sumption in order to meet debt obligations.
• Group loans, by its design, inherit a number of stress-promoting factors that might 

negatively impact the (mental) health of the client and household members. One of 
these is the use of social capital to replace the lack of financial capital as loan collat-
eral. Borrowers mutually insure the debts of all group members. As such, clients fear 
defaulting because of losing their social position towards fellow clients who are on the 
line for the credit. Further fears exist that once defaulted, group members will claim 
assets.

• Pressure not only comes from the side of group-members. Loan officers, in some 
cases, unfortunately exert coercive practices to retrieve failing instalments. Unfortu-
nately, the sector has not been immune for socially unacceptable behaviour such as 
physical and sexual abuse.

Impact studies used to focus mainly on physical health. As a result mental health dis-
orders (depression, anxiety, stress, tension, etc.) are greatly under addressed by the 
industry despite the fact that mental health disorders have been linked to many indica-
tors of poverty such as low education, overcrowded housing, unemployment, hunger 
and over-indebtedness. In fact, around 10% of the total disease burden in low- to middle 
income countries is formed by mental disorders with a further 16% caused by substance 
abuse disorders.59 Since mental healthcare services are largely insufficient in develop-
ing countries, an estimated 75-85% of those suffering mental health disorders in develop-

59 Funk et al (2012).

Figure 7.3 Impact of microfinance on health issues of household members

Source: ING Economics Department.

Note: The result chain for health issues is not linear and has complex feedback loops. For example better health can make clients more productive 
thereby raising income. This again can have a positive impact on medical expenses, which might improve personal health further or the health of 
other household members. Also complex relations exist between physical and mental health. We decided to stick to linear graphical representa-
tions in order to make the basic mechanisms very clear.
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ing countries remain untreated. Therefore the World Health Organization (2007) calls for 
the inclusion of mental health in health care services and health education, which in turn 
could be offered along with microcredit-interventions. It specifically asks for poverty 
reducing programs, such as microfinance, to target poor persons suffering from men-
tal health disorders in order to improve their economic situation and break the vicious 
circle. 

Last but not least, it is important to note that improving the health of the poor – both physi-
cally and mentally - requires a complex set of actions of which microfinance is only one 
part of the story and the right solution depends on the local context. Desk research points 
out that supply factors often are a main part of the problem as in many developing coun-
tries, especially rural areas, the healthcare infrastructure is either lacking or in a critical 
condition. Buildings could be in dire state, necessary equipment or medicines might be 
missing, utilities-bills of hospitals cannot be covered and doctors are not present during 
agreed working-hours and a substantial distinction might exist between the quality of-
fered by public and private facilities. 

But demand side problems arise as well as poor people may believe in ‘treatment-meth-
ods’ that are from a western point of view at least questionable. This greatly limits the 
impact of microfinance.

7.3 Findings from India and Ghana
The previous chapters discussed the impact of microfinance on enterprise activity, 
incomes, empowerment and education. Likewise, microfinance is also believed to have 
an impact on the food consumption behaviour and general health of microfinance clients. 
This chapter analyses both aspects in the context of our samples from India and Ghana:

Question:  Does microcredit lead to investment in farming helping clients to get 
more food from their land?

Finding: Microfinance does not lead to a statistically significant increase in 
farming investments. However clients that did invest in farming were 
able to increase the food production from their land, especially in India. 
The extra food was both sold on the market as well as consumed by the 
household itself.  Only a small proportion of households (less than 5%), that 
have invested in farming uses the increase in production only for self-
consumption.

Table 7.1 analyses the agriculture investments by the treatment and control respondents 
with and without the use of microfinance and whether it has led to any increase in the 
household’s food production.  About 39% of the treatment households in India and 15% 
of control households indicated that they had invested in farming while others has either 
not made any investment or did not practice farming.  Among the treatment clients who 
invested, 61% used microfinance. In Ghana 23% of the treatment (of which 72% used 
microfinance) and 14% of the control households invested in farming. Since our Ghana 
sample includes both rural and urban areas it was expected that the number of house-
holds that invested in farming was lower compared to India since the India sample only 
covers rural areas.

To test the statistical robustness of these findings a difference in difference regression 
model was applied. The model indicated that the treatments clients invested significantly 
more in farming than the control clients (as is obvious from table 7.1) but this difference 
could not be attributed to microfinance.

Table 7.2 explores whether households who have invested in farming activities (with or 
without the help of microfinance) are able to increase the food production from their land.
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Table 7.1  Investments in agriculture (endline)
   India   Ghana 
Households’ involvement in farming  Treatment  Control Treatment  Control

Do not practice farming   49%   75%  71%   81%
Practice farming but have not invested   12%   10%  6%   5%
Have investment in farming   39%   15%  23%   14%

Total respondents   100%   100%  100%   100%

Invested using microfinance   61%    72%  

N.A.: This question was applicable only for the treatment group respondents

Table 7.2  Change in food production for households with farming activities (endline)

Change in endline food production  India   Ghana 
in comparison to baseline for households that: Treatment  Control Treatment  Control

Practice farming but have not invested (n=) 189 226 80 50
Decreased  3% 3% 7% 11%
Remained the same 63% 77% 34% 44%
Increased 35% 20% 59% 44%

Have invested in farming but did not use mF (n=) 94 108 31 69
Decreased  5% 9% 3% 13%
Remained the same 45% 66% 23% 23%
Increased 50% 25% 74% 64%

Have used mf investment in farming (n=) 148  78
Decreased  0%  10%
Remained the same 39%  22%
Increased 61%  68%

Table 7.3  Impact of microfinance on land productivity

Does your household get now more or less food and/ or livestock off the land than 3 years ago?  India Ghana

Treatment effect of microfinance 0.28*** N.I.

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found in the sample.

The variable “More/Less food?” has been transformed to a 0-1 variable, 0 indicating “Less” and “Same” and 1 indicating “More”. The value 0.28 
indicates that microfinance clients in India have a 28% higher chance that they get more food from the land than people who have not received 
microfinance. 
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A trend evident in India is that a higher proportion of households that have made invest-
ments in farming have been able to increase the food production during the study period 
in comparison to those who have not made any investments. A much higher proportion 
(61%) of households that have used microfinance to invest in farming have increased 
food production in comparison to control clients (25%), indicating that microfinance did 
impact food production. This is not surprisingly as fertilizer and pesticides are the most 
common used investment items (see figure 3.4 in section 3.4). However, in Ghana the 
differences in proportion of households that have been able to increase food production 
with (68%) or without (74%) use of microfinance does not differ that much from the control 
group (64%). Table 7.3 presents the statistical robustness of these findings within the dif-
ference in difference framework and finds that clients in India increase food production 
because of microfinance. In Ghana, the increase in food production cannot be attributed 
to microfinance.

The increased food production is mainly used for either selling or for selling as well as 
self-consumption in both India and Ghana (table 7.4). The extra food production therefore 
is a means to increase household income. A very small proportion of households (<5%), 
that have invested in farming with or without using microfinance, uses the increase in pro-
duction only for self-consumption. However, in comparison, households that have made no 
investments tend to use more of the increase in food production for self-consumption.

Question:  Does microcredit lead to an increase in food expenditure?
Finding: In both India and Ghana microcredit increases household income by 13% 

and 10% respectively. As a result, food expenditure increases by 7% in 
India ($4.4 per month) and 10% in Ghana ($7.2 per month). People that have 
received microcredit longer than three years do not show an additional 
increase on food expenditure in comparison to their peers who have 
received microfinance for three years only. 

From chapter 4 we already know that microfinance increases income by 13% in India 
and 9% in Ghana (see tables 7.5 and 4.2). As a result, food expenditure increases by 7% 
in India ($4.4 per month) and 10% in Ghana ($7.2 per month) and these results are statisti-
cally highly significant.

Table 7.4  Usage of increased food production from farming activities

What did you do with the extra food?  India   Ghana 
 Treatment  Control Treatment  Control

Practice farming but have not invested (n=) 25 14 17 12
Sold 24% 71% 53% 25%
Consumed 20% 7% 6% 25%
Sold as well as consumed 56% 21% 41% 50%

Have invested in farming but did not use mF (n=) 47 27 23 44
Sold 55% 26% 100% 80%
Consumed 4% 15%  9%
Sold as well as consumed 40% 59%  11%

Have used mf investment in farming (n=) 91  52 
Sold 44%  58%
Consumed 4%  4%
Sold as well as consumed 52%  38%
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Question:  Do microfinance clients consume more and better quality of food?
Finding: In both India and Ghana, treatment clients experience less days that the 

household had to go without sufficient food in comparison to control clients. 
However, based on the differences between endline and baseline and 
treatment and control clients we cannot attribute this to microfinance. In 
contrast, microfinance does have a positive and large impact on the food 
quality microfinance clients consume. The impact is especially large in 
India as microfinance clients have a 42% higher chance of consuming 
better quality food than control clients. In Ghana the impact is more modest 
but still substantial (8%) and statistically significant.

Table 7.5  Impact of microfinance on food expenditure (monthly figures)

Monthly figures  Share of Average Treatment Change 
(inflation corrected) budget (%) treatment effect MF (%) 
  group (2 to 3 years) 
  (endline) 

India
Income 100% $252.4 $33.9 *** 13%
Food expenditure 27% $67.2 $4.4 *** 7%

Ghana
Income 100% $248.3 $24.0 *** 10%
Food expenditure 30% $73.4 $7.2 *** 10%

 

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

Outcomes are inflation corrected and converted into dollars using the following exchange rates; 1$=60 
Indian rupees and 1$=2.5 Ghanaian cedis.

Figure 7.4  Impact of microfinance on food quantity and quality (endline figures)

Source: ING Economics Department.
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The increase in food expenses in real terms, as discussed in the previous question, 
means that the household should be consuming more and maybe better quality of food at 
the endline level. The survey asked two related questions to understand the perception 
of the household in terms of change in food consumption patterns at both baseline and 
endline levels:
• Do you experience days when the household had to go without sufficient food? This 

question is used as a proxy indicator of the quantity of food.
• Does your household now consume more or less milk, lentils, meat, fish and/or veg-

etables than three years ago? This question is used as a proxy indicator of the quality 
of food the household consumes.

In both India and Ghana, treatment clients experience less days that the household had 
to go without sufficient food in comparison to control clients. However, based on the dif-
ferences between endline and baseline and treatment and control clients we cannot at-
tribute this to microfinance (table 7.6). In contrast, microfinance does have a positive and 
large impact on the food quality microfinance clients consume. The impact is especially 
large in India as microfinance clients have a 42% higher chance of consuming better 
quality food than control clients. In Ghana the impact is more modest but still substantial 
(8%) and statistically significant.

Question:  Does microcredit lead to an increase on medical expenditure?
Finding: Medical expenditure increases by 4% in Ghana ($0.2 per month) as a result 

of microfinance but the result is barely significant. In India no statistically 
significant impact is found. Therefore the impact of microfinance on 
medical expenses is a very weak one in our samples. 

From chapter 4 we already know that microfinance increases income by 13% in India and 
10% in Ghana (see tables 7.7 and 4.2). But this extra income is not spent on healthcare. 
The difference in difference regressions only yield statistically robust results for Ghana, 
albeit just significant. Therefore the link between microfinance and health expenditure is 
a weak one in our samples.

Table 7.6  Impact of microfinance on the amount and quality of food consumption

Do you experience days when the household had to go without sufficient food?  
(yes or no) India Ghana

Treatment effect of microfinance N.I. N.I.

Does your household now consume more or less milk, lentils, meat, fish and/or vegetables?  
(more, same or less) India Ghana

Treatment effect of microfinance 0.42*** 0.08**

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found in the sample.

The variable “More/Less milk?” has been transformed to a 0-1 variable, 0 indicating “Less” and “Same” and 1 indicating “More”. The value 0.42 
indicates that microfinance clients in India have a 42% higher chance that they get more food from the land than people who have not received 
microfinance. 
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Question:  Does microcredit improve the ability of households to provide medical 
assistance to ill household members?

Finding: In Ghana it is 5% less likely that the financial situation of clients is an 
obstacle for them to seek medical assistance. In the India sample no 
statistically significant impact is found. 

It is a general notion that microfinance clients would be in a better financial position to 
obtain medical assistance in case their family members fall sick. The respondents were 
specifically asked the question, “would money be an obstacle to ask for general medical 
assistance if a household member really needs it”. Table 7.8 summarises the responses.

Table 7.7  Impact of microfinance on medical expenditure (monthly figures)

Monthly figures  Share of Average Treatment Change 
(inflation corrected) budget (%) treatment effect MF (%) 
  group (2 to 3 years) 
  (endline) 

India
Income 100% $252.4 $33.9 *** 13%
Medical expenditure 3% $8.6 N.I. N.I.

Ghana
Income 100% $248.3 $24.0 *** 10%
Medical expenditure 1% $3.7 $0.2     * 4%
 

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found in the sample. Outcomes are infla-
tion corrected and converted into dollars using the following exchange rates; 1$=60 Indian rupees and 
1$=2.5 Ghanaian cedis.

Table 7.8  Ability to provide medical assistance to households members

  India   Ghana  
Treatment End Base % End Base %

Households that were affirmative of their 
ability to provide general medical assistance 
when needed 563 515 +9.3% 369 358 +3.1%

% of total households 91% 83%  77% 75%

Control

Households that were affirmative of their ability 
to provide general medical assistance 
when needed 402 360 +11.6% 351 365 -3.8%

% of total households 56% 50%  69% 71%
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Overall, a high proportion of treatment respondents in India and Ghana, at both baseline 
and endline levels have indicated that they have the ability to provide general medical 
facility to the family members when needed. In comparison, a lower proportion of control 
respondents in India were confident of meeting emergency health expenses while in 
Ghana the perception of respondents in managing health emergencies was quite similar 
to that of the treatment clients. Also the % change from baseline to endline, in terms of 
numbers of households becoming capable of managing health expenses is similar for 
both treatment and control clients in India. In Ghana though, there is a difference across 
treatment and control the % change is very small. The difference in difference regres-
sions conclude that the impact in India cannot be attributed to microfinance whereas in 
Ghana it can although the impact is barely significant (table 7.9).

Question:  Do microfinance clients invest more often in health enhancing assets like 
water purifiers, refrigerators and gas facilities?

Finding: Microfinance only has a statistically significant positive impact in India on 
the likelihood that clients have a gas facility in their house. In India 38% of 
microfinance clients have a gas facility in their home of which 5 percentage 
points can be attributed to receiving a microfinance loan from Basix.

The poor are subject to unhealthy circumstances that greatly increase the risk of becom-
ing ill. For example, the majority has no access to proper toilet facilities or clean water, 
use wood for a fire to cook on which emits a lot of smoke and CO2 in the house and don’t 
have refrigerators to cool food which increases the chances of food spoiling. As a result, 
investments in a water purifier, gas facility or refrigerator can improve health conditions 
within the household.

Chapter 4 already captured the impact of microfinance on asset accumulation. Table 7.10 
summarizes the impact on health enhancing assets. It is found that microfinance in India 
has a statistically significant positive impact on the likelihood that clients have a toilet 
facility in their house. Clients who have received microfinance two to three years have a 
3% higher chance of having a proper toilet facility and those that have received microfi-
nance longer have an additional 9% higher chance. Microfinance also increases the like-
lihood that clients in India have a gas facility in their house. In India, 38% of microfinance 
clients have a gas facility of which 5 percentage points can be attributed to receiving a 
microfinance loan from Basix. In Ghana no statistical significant impact is found on these 
health enhancing assets. 
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Question:  Do members from households who have received microfinance get  
ill less as a result of increased medical expenses and better abilities to seek 
medical assistance if a household member gets ill?

Finding: In both India and Ghana no statistically robust impact is found on the 
frequency that household members get ill. However, a strong impact is 
found on the mental health of clients. Microfinance clients in India are 19% 
less likely (5% in Ghana) to experience stress regarding their financial 
situation.

7.4 Conclusion and closing remarks
This chapter deals with the impact of microcredit on food and health issues. The main 
findings are as follows:
• Clients that did invest in farming were able to increase the food production from their 

land. The extra food was both sold on the market as well as consumed by the house-
hold itself.  Only a very small proportion of households (<5%), that have invested in 
farming uses the increase in production only for self-consumption.

• In both India and Ghana microcredit increases household income by 13% and 10% 
respectively. As a result, food expenditure increases by 7% in India ($4.4 per month) 

Table 7.9  Impact of microfinance on seeking medical assistance

Would money be an obstacle to ask for general medical assistance if a household member really needs it?  
(Yes or No) India Ghana

Treatment effect of microfinance N.I. -0.05*

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found in the sample.

The variable “Would money be an obstacle” is a binary value with 0 indicating “No” and 1 indicating “Yes”. The value -0.05 indicates that microfi-
nance clients in Ghana have a 5% higher chance that money is not a problem in seeking medical assistance when a household member gets ill.

Table 7.10  Impact of microfinance on health enhancing assets

Health enhancing assets in the house % of treatment clients  Treatment effect of 
  that own asset (endline) microfinance (2 to 3 years)

Toilet facility India 41% 3%***
 Ghana 57% N.I.
Water purifier India 1% N.I.
 Ghana 0% N.I.
Gas facility India 38% 5% ***
 Ghana 45% N.I.
Refrigerator India 3% N.I.
 Ghana 64% N.I.

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

N.I. indicates that no statistical significant impact is found in the sample.
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and 10% in Ghana ($7.2 per month).
• In both India and Ghana, treatment clients experience less days that the household 

had to go without sufficient food in comparison to control clients. However, based on 
the differences between endline and baseline and treatment and control clients we 
cannot attribute this to microfinance.

• In contrast, microfinance does have a positive and large impact on the food quality 
microfinance clients consume. The impact is especially large in India as microfinance 
clients have a 42% higher chance of consuming better quality food than control clients. 
In Ghana the impact is more modest but still substantial (8%) and statistically signifi-
cant.

• Medical expenditure increases by 4% in Ghana ($0.2 per month) as a result of micro-
finance but the result is barely significant. In India no statistically significant impact is 
found.

• In both India and Ghana no statistically robust impact is found on the frequency that 
household members get ill. However, a strong impact is found on the mental health 
of clients as they experience less stress regarding their financial situation. Impact is 
higher in India though, most likely because more loans are used productively in com-
parison to Ghana.

Closing remarks
Ever since the first group loan was granted, the promise of microcredit has been the 
root of intense debate about if, when and where microfinance is an effective tool to fight 
poverty. The first goal of this study was to answer this question for Basix’s clients in the 
Bihar region of India and Opportunity clients in various regions of Ghana. The theory in 
this report, as well as the findings from both samples, show that microcredit can bring 
about positive outcomes. Especially in India, many positive outcomes have been found in 
the five categories of impact that this report addresses. In this respect, this report clearly 
shows that microcredit can have a positive impact on the lives of the poor. 

Although the India and Ghana field studies do not point to large negative impact, the his-
tory of microfinance has shown that overborrowing can put households into a debt spiral, 
making them worse off than before credit was provided. The sector must keep a close 
look at this possibility.

Table 7.11  Impact of microfinance on physical and mental health

Do household members now get ill more or less often than 3 years ago?  
(more, same or less) India Ghana

Treatment effect of microfinance N.I. N.I.

Does your HH experience stress regarding its financial situation?  
(1=very much, 2=somewhat, 3=not at all) India Ghana

Average value for treatment clients at baseline 0.7 0.4
Treatment effect of microfinance -0.19*** -0.05**

*** Significant at the 99% level, 

**  significant at the 95% level, 

* significant at the 90% level. 

No Impact (N.I.) indicates that no statistical significant impact is found in the sample.

The variable “More or less ill” has been transformed to a 0-1 variable, 0 indicating “Less” and “Same” and 1 indicating “More”. The same ap-
proach is used for the stress indicator. The values -0.19 and -0.05 indicate that microfinance clients are 19% and 5% less likely to experience stress 
regarding their financial.
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The secondary goal of this study was to provide the sector with a practical and cost  
effective tool to assess impact on clients. We focused on those that are already receiving 
microfinance rather than only first time borrowers, which is common in RCT-studies. We 
find this to be important for the sector since MFIs are serving large portfolios of existing 
clients. This report highlights that using a recall method can provide quick and valuable 
information on the impact of microfinance programs. It is quick and cost effective in the 
sense that both the baseline and endline data can be collected with one questionnaire. It 
is valuable and practical in the sense that it can be applied to existing clients which are 
the backbone of the MFIs in the sector. Of course the recall method has it flaws as well, 
since clients may recall their past situation inaccurately. Purely scientifically speaking it 
might not be ‘the best’ method available, yet in practice it clearly has a role to play. 

Overall we think that impact analyses can be of great help for the sector in order to 
improve the impact of its products and services, which should be the overriding goal of 
any client-driven organisation.  Now that the tools are available and a growing number 
of stakeholders want to know the impact of microfinance activities, there is little reason 
not to continue with this type of research. And this applies to all the products and ser-
vices the sector is and will be offering, from the traditional group loans to emergency, 
consumption, education and SME-loans as well as microsavings, micro-insurance and 
training programs. 
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The two MFIs who participated in this study are (i) Bhartiya Samruddhi Finance Limited 
(BSFL) in India (referred to as Basix in this report) and (ii) Opportunity International Sav-
ings and Loans Limited (OISL) in Ghana (referred to as Opportunity in this report). These 
were selected by ING and NpM in consultation with their members including social 
investors, commercial banks and co-financing organisations. The idea was to study two 
different cases in terms of geographies and practicalities to understand how microfi-
nance impacts the lives of clients.

Bhartiya Samruddhi Finance Limited (Basix)
Bhartiya Samruddhi Finance Limited is a Non Banking Finance Company (NBFC) reg-
istered under the Indian Companies Act, 1956 and regulated by the Reserve Bank of 
India (RBI). BSFL is the first for-profit MFI, established in 1996 and is the financial arm of 
Basix Social Enterprise Group which provides a platform for financial inclusion services, 
predominantly microcredit, micro insurance, and technical assistance to the rural poor 
based on the principles of operational efficiency, financial viability and sustainable social 
value. The company is also engaged in providing Social Inclusion, Digital Inclusion and 
Energy Inclusion through its 5,000 plus common service centers (CSCs).

Basix Group 
Basix is promoted as a brand and is the face of the group for the external world. Basix 
and BSFL therefore have several linkages from a common founding mission to functional 
areas and strategic vision. BSFL is one of the implementing organizations of the larger 
holding structure, the Basix Group.

The vision and mission of the group is described in box 1. 

Strategy: livelihood triad
In pursuit of Basix group mission, to promote and support large number of sustainable 
livelihoods, BSFL has adopted the “Livelihood Triad” strategy (illustrated in Figure 1) 
through which the company also provides Institutional Development Services, Livelihood 
Financial Services and Agricultural & Business Development Services. 

The Livelihood Financial Services (LFS) are extended to the poor and low-income 
households who are not financially included by the formal banks or insurance system. 
Two categories of people are covered under these income ranges – subsistence/land-
less poor and small and marginal farmers/non-farm micro-enterprises. Beyond the low-
income market segment, BSFL also provides loan products to microenterprises and small 
farmers. BSFL has a customer centric lending model to match customer cash flows, with 
longer tenure than industry (15-18 months) and with monthly repayments. Products are 
also designed for commercial enterprises and large scale farmers (see table 1).

60 This annex is written by M-CRIL.

Annex 1: Profile of the participating MFIs60

Box 1  Vision and Mission of Basix
 
Vision
“Equity for Equity” - to use capital (natural, human, social, physical and financial) for 
bringing equality of opportunity and social justice in society sustainably 

Mission
To promote sustainable livelihoods for the rural poor and women, through the provi-
sion of financial services and technical assistance in an integrated manner. Basix will 
strive to yield a competitive rate of return to its investors so as to be able to access 
mainstream capital and human resources on a continuous basis. 
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BSFL provides its services through three channels – direct lending to individuals, indi-
viduals organized as Joint Liability Groups (JLG) and bulk lending to Self Help Groups 
(SHGs), Mutually Aided Cooperative Societies (MACS), producer groups and federa-
tions.  Apart from making loans, these distribution channels and financial services staff 
are also leveraged for offering non-financial services that form part of the Livelihood 
Triad - agricultural/business development services. 

BSFL’s units/branches are located in District Headquarters, The typical unit has one Unit 
Accountant, one Transaction Assistant, 4-5 Field Executives (FXs) who report to the Unit 
Manager (UM) and each FX manages 4-5 Livelihood Service Advisors (LSAs). Each LSA 
serves 5-8 villages.

Microfinance methodology 
Basix has a well-defined policy for credit operations including policies for selection of an 
area, branch setup, village & client selection and group formation.

To select a village, LSA conducts a village survey and collects economic and social data 
of the village. The FX verifies the data with the Panchayat (a village council consisting of 
5 elected members) and/or other village authorities. The collected data is presented to 
the Loan Committee (LC). Later, the UM conducts village level meeting along with the 
LSA in the village and introduces Basix, its mission, and criteria for becoming a member 
to the interested populace. The LSA then guides potential members to form a JLG (4-6 
members). After formation of JLG, LSA provides training to the members.  The house 
visit for verification is conducted during this time and information on residential address, 
business details, “Know Your Customer documents” and household assets are verified.

The process of appraisal of loan applications usually consists of an evaluation of the eco-
nomic capacity of the borrower in terms of usage capacity and ability to repay the loan. 
The details of the clients are shared with the Credit Bureau (CB) to verify clients’ credit 
history. The CB approved loan applications are scrutinized by a unit level LC composed 
of the UM and two FXs. The FX makes a presentation to the committee regarding the ap-
plicant’s proposal about various elements such as the soundness of the proposal, sources 
of income, family investments and sources of investment, family’s past credit records, 
nature of technical and financial assistance required from Basix, proposed repayment 
schedule and the recommendations of the FX on the loan application. In case of rejection 
of a proposal, reasons for the rejection are provided to the loan applicant. The process of 
loan sanctioning is illustrated in Figure 2.

For loans to SHGs, the assessment considers the repayment capacity of the SHG as a 
whole. Before disbursement, groups have to save for at least six months in their bank 
accounts; then only groups become eligible for loans. Basix has a policy of not being the 

Figure 1  Livelihood triad
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third lender to its individual clients and not indebting them beyond Rs 50,000 to comply 
with the RBI’s guidelines. 

Loan products
Basix’s loan products can be categorized as farm loans, livestock loans, non-farm sector 
(NFS) loans, housing, environment and human capacity loans. BSLF’s loan products have 
been designed keeping in mind the diverse needs and demands of the rural sector. It of-
fers a suite of twelve loan products to its members. Basix charges an interest rate of 24% 
per annum declining for all products except bulk lending loans (20% per annum) and 
education loans (21% per annum).  In addition to interest, Basix also charges loan pro-
cessing fee (LPF) of 1% of the loan amount for all products except education and water & 
sanitation loans. Basix collects interest on a reducing balance basis and does not charge 
a prepayment penalty. Table 1 summarises the loan products of Basix.

Table 1  Summary of Basix loan products

Product  Channel  Interest rate Loan size Loan term  Moratorium 
  (% p.a.) (Rs ‘000) # (months) (days)

Crop loans  JLG 24 10-15 3-11  30/90
Special group loans  24 8-15 12-24  60
Agri-allied Group  24 10-15 12-24 60
Agri-allied non-dairy   24 10-15 12-24 90
ME loans  24 5-15 12-24 60

Agri-allied  Individual 24 15-50 24-36 60
Agri-allied non-dairy   24 15-50 24-36 90
ME loans  24 15-50 24-36 60
Growth ME loans  24 50-200 24-48  60
House repair & extension   24 10-50 24-36  60
Energy loans  24 5-50 24-36  60
Water & Sanitation  24 10-25 24-36  60
Education loans  21 5-50 24-36  60
Livelihood support  24 8-15 11-12 30-45

Bulk lending ^ Institution 20 50 24  60

^ 2% on-time repayment interest rebate will be adjusted in the last instalment.

# Every Rs1,000 = US$16.7 (Conversion rate used: US$1=Rs60).

Figure 2  Loan sanctioning process
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Insurance products
Basix also offers micro-insurance for mitigation against different kinds of risks - such as 
accidence, disability, health, life, asset and livestock protection. Products offer group 
coverage so the entire family is insured. Currently it has partnered with Aviva insurance 
company for life and credit plus insurance. For non-life insurance, Basix has an agree-
ment with Royal Sundaram (RS). A unique feature about the insurance products is that 
a customer could pay the premium in small monthly instalments along with their loan 
repayments. Table 2 summarises the insurance products of BSFL.

Outreach and portfolio growth
Basix began its microfinance operations in 1996 and it gradually increased its outreach 
to about 1.1 million active borrowers as on March 2010. At this stage, promulgation of the 
Micro Finance Institutions (Money Lending) Ordinance in October 2010 by the Andhra 
Pradesh (AP) government, followed by passing that into an Act in December 2010, led to 
the microfinance crisis in India which adversely affected the MFIs (including Basix) hav-
ing large portfolios in AP.

As a result of this crisis, Basix, which had a gross portfolio ofUS$129.3 million (=Rs7.8 
billion) on March 2010, saw it shrink to US$42.4 million (=Rs2.5 billion) on March 2013 and 
it further reduced to US$39.9 million (=Rs2.4 billion) by end of March 2014. The portfolio 
and active borrowers have recorded negative compound annual growth rate (CAGR) 
of 31.0% p.a. (base date 31 March 2010) and 30.3% p.a. respectively. The main reasons 
for the negative growth were huge write-offs (around US$83.3 million=Rs5 billion only 
in AP), repayments to external lenders of Basix and dried up fresh funding after AP crisis.

At present, Basix’s operations are spread across 15 states of the country and provide 
financial services to about 0.35 million active clients through a network of 148 branches 
covering 26,188 villages. Table 3 presents the year wise portfolio and outreach data of 
Basix. Bihar, which was chosen as the study state in India, contributes 4.3% of the total 
active borrowers (14,945 clients out of which 89% are JLG borrowers) and 3.9% of the 
present portfolio of Basix (US$ 1.6 million).

Table 2  Summary of Basix Insurance products

Product Partner company Nature of product Sum Assured (SA)  Premium Coverage  
   & Benefits  period

Credit plus / Aviva  Group term • 1.5 times of the loan amount  Rs4.26 Coverage
loan linked    insurance  (up to Rs50,000) per ceases
for credit    • SA is equal to loan amount Rs1,000  with
customers     ranging between Rs50,000- SA  closure of
(for both     200,000 (covers only customer)  the loan.
customer       Lapses
& spouse) RS Permanent Rs50,000 Rs130 once the
  accidental   per loan
  disability   annum becomes
  Hospital cash • Rs500/day up to max. Rs2,500 per overdue
   • Up to Rs25,000 accident related  person beyond
    hospitalisation expenses.   90 days
   • Education benefit 
    Rs10,000/child for 2 children 
    on accidental death of
    member/spouse  
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Opportunity International Savings and Loans Limited
Opportunity International was founded by Al Whittaker and Bristol Myers in 1971, who 
were inspired to take action for poor individuals. Al Whittaker believed that the poor, first 
of all needs an opportunity to work and be productive, which could be done by lending 
money to help them either start or expand their own business. Opportunity International 
operates in 42 countries worldwide.

Opportunity International Savings and Loans Limited, (in short Opportunity) is a leading 
savings and loans institution in Ghana. Opportunity was licensed by the Bank of Ghana 
(BoG) in June 2004 and began operations as a savings and loans company in September 
2004. Opportunity was born out of the desire to impact the lives of the entrepreneurial 
poor in Ghana. Client transformation is at the centre of the institution’s mission and was 
recently awarded by NpM member Oikocredit as the best partner in Social Performance 
Management (SPM).  As part of its strategy to promote financial inclusion for the poor and 
less privileged, the general public is being given financial awareness training at vari-
ous Community Banking Centres. The vision and mission of Opportunity is presented in 
box 2.

Microfinance operations model 
Opportunity is working as a savings and loans institution, focused on financial services 
such as savings, credit, insurance, money transfer and financial literacy training. Each 
branch of Opportunity serves all villages within a radius of 25 Km. Opportunity has 
continuously reinvented itself through changes in its product offerings, systems and 

Table 3  Portfolio & outreach of Basix

Organisation information 31-Mar-10 31-Mar-11 31-Mar-12 31-Mar-13 31-Mar-14

Number of active borrowers 1,114,468 1,526,150 570,520 377,421 347,566
Number of branches 115 221 208 209 175 
Number of districts covered 115 221 208 209 129
Gross portfolio outstanding (US$ million)* 129.3 208.1 48.7 42.4 39.9
Average loan outstanding (US$) 116 136 85 112 115
% of JLG portfolio to gross portfolio 98.8 98.1 99.8 73.7 69.3
% of women to total borrowers 66.4 74.0 71.5 67.1 66.4
% of active borrowers in Bihar 0.1 3.5 3.7 5.0 4.3
% of JLG to active borrowers in Bihar 74.1 99.5 99.0 99.5 89.3
Average loan outstanding in Bihar (US$) 301 122 76 118 105
% gross portfolio in Bihar 0.3 3.1 3.3 5.3 3.9

* Excluding managed portfolio; Currency conversion rate: US$1=Rs60.

Box 2  Vision and Mission of Opportunity

Vision
A world in which all people have the opportunity to achieve a life free from poverty, 
with dignity and purpose.

Mission
By providing financial solutions and training, we empower people living in poverty 
to transform their lifes, their children’s future, and their communities.
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processes responding to the needs of clients. It has been focusing on improving its depth 
of outreach by venturing into unreached areas and increased focus on rural areas as it 
believes this helps to increase its poverty outreach. Based on its vision, Opportunity also 
diversified its products which has resulted in significant growth of its loan portfolio over 
the years.  

Opportunity has invested heavily in technology over the years and the introduction of 
Automated Teller Machines (ATMs) and Point-of-Sale (POS) devices has enabled clients 
to conduct their transactions safely and conveniently. Cell phone banking has also been 
introduced on a pilot basis to give clients in remote locations affordable, reliable, and 
convenient access to their accounts. It has 4 mobile banking vans, 14 ATMs and several 
E-zwich enabled POS devices located across Ghana. 

Microfinance policies
Opportunity extends loans to small and micro enterprises with the objective of support-
ing the development of poor and deprived enterprises, with high focus on self-employed 
individuals especially women. Opportunity reaches its clients through two main credit 
methodologies – group and individual loans.

With regards to the group lending, 10-25 active micro entrepreneurs come together to 
form a group, elect leader(s) and pledge to serve as guarantors for each other’s loans. 
After group formation, the Relationship Officer (RO)/Field staff visits the group to con-
duct orientation training for the members. After this, the RO discusses and prepares the 
loan proposal of the prospective clients. While preparing proposals, RO are expected 
to assess the household assets and business and do a realistic estimation of the client’s 
income level and repayment capacity. The applications are verified by the Relationship 
Manager and applications of eligible clients’ are sanctioned by the Branch Credit Com-
mittee (BCC), Credit Risk Committee (CRC) and Management Credit Committee (MCC) 
based on sanctioning limits.

Disbursement is made at the branches after a brief repetition of loan terms and condi-
tions. Every loan client must have a savings account with Opportunity and the loan 
amount is disbursed into this account. Figure 3 illustrates the process of lending at Op-
portunity. Payments are made either weekly, bi-weekly or monthly. Opportunity’s initial 
loan sizes are small, the essence of which is to attract the poorest of the economically ac-
tive within the community. Opportunity’s lending system is structured in such a way that 
a timely repayment of initial small loans qualifies the client for subsequent bigger loans.

Figure 3  Loan sanctioning process of Opportunity
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Loan products 
Opportunity provides a variety of loan products in order to suit different requirements 
of the client.  Group loans are meant to finance productive activities of clients for which 
no collateral is required. The group loan is the flagship product of Opportunity with 
maximum loan size of US$280 (=GHS700) in the 1st cycle up to a maximum of US$1,600 
(=GHS4,000) in graduated loan cycles. Adehye Group loans are given for loyal group 
loan clients after successfully completion of the 4th cycle, on an individual basis but with 
guarantors.

Other loans offered by Opportunity include Susu loans (deposit linked loans), SME loans 
(to entrepreneurs for working capital requirements), education loans (for school develop-
mental projects, school fees and higher education), agriculture loans, housing loans (for 
home Improvement and incremental building) and salary loans. Table 4 summarises the 
loan products of Opportunity.

Saving products
Opportunity provides saving services with the aim of providing a safe and convenient 
saving option to its customers. It offers five kinds of savings products: i) savings account, 
ii) current account, iii) daily savings (susu) iv) fixed deposit and v) agro saving.  All 
group, individual, SME, church and agriculture loan customers are required to make 
compulsory deposits (ranging from 10% to 20% of the loan amount). The compulsory 
saving amount is locked until closure of the loan.

To facilitate easy access to deposit services to its poor clients, Opportunity has now 
introduced mobile banking and POS/e-banking services. As a result the proportion of 
deposits to total portfolio reached 84% (61% of total assets) by the end of December 2013

Table 4  Details of Opportunity loan products

Product Loan size Repayment Security Loan Term 
 (Max, GHS)# frequency^   (months)

Group loan 700 to 4,000  W, F, M Group guarantee 4-12 
Adehye group loan 4,000 F, M Group guarantee 6-12 
Agric loans Depends on loan purpose M Group guarantee 6-12 
Individual loan  10,000 M Guarantor/Collateral 6-12 
Adehye individual  5,000 W, F, M Guarantor/stock 6-12 
SME loans >10,000 M Guarantor/Collateral 6-36 
Susu/ Daily loan 10,000 D Guarantor/Collateral 4-12
   For loans >GHS500  
Salary loan 40% of net salary M Guarantor 6-36
Church loans Depends on capacity and purpose M Asset Guarantee 6-24 
Edu Finance >500 M Guarantor, Lien over FD, 6-36
   Collateral
Education & Goal loan Basic school: 1,000 M Guarantor 6-12
 Second Cycle: 1,500
 Tertiary: 2,000
Ahoto housing loans Improvement: 5,000 F, M Land and house documents 6-12 
 Incremental building: 10,000    

^ D=Daily, W=Weekly, F=Fortnightly, M=Monthly.

# Every GHS1,000 = US$400 (Conversion rate used: US$1=GHS2.5).
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Other financial and support services 
Other services provided by Opportunity include insurance and remittance facilities. 
Compulsory insurance cover is provided for all loans (at a charge of a 1% premium). In 
case of the death of a client, loss of loan property in fire, flood and other natural disas-
ters, the loan outstanding amount is written-off. Opportunity has rolled out the Savings 
Insurance product linked to all savings accounts with a minimum of US$20 (=GHS 50) 
balance. This product qualifies the account holder and beneficiaries to benefit from an 
insurance package.

For remittances, Opportunity has collaborated with Western Union Financial Services 
(with Ecobank as the local representative) and Money Gram to offer money transfer 
services. Account holders and non-account holders can also transact business using E-
zwich, POS device and E-zwich ATM.

Opportunity also provided value added services to its clients such as financial literacy 
education.

Outreach & portfolio growth
The operational area of Opportunity is divided into two sectors – (a) South comprising of 
the Central, Eastern, Western and Greater Accra regions and (b) North comprising the 
Ashanti and Brong Ahafo regions. As of 31 December 2013, Opportunity was providing 
financial services to about 343,930 depositors through a network of 33 branches, 4 Com-
munity Banking Centres with a total deposit of US$24.5 million (=GHS61.3 million) and a 
loan portfolio of US$29.3 million (=GHS73.2 million) covering 69,369 active borrowers. 
Table 6 shows the outreach of Opportunity.

Table 5  Summary of Opportunity saving products

Features Savings account^ Current Daily Fixed deposit Agro 
  account savings  saving

Minimal amount to GHS10  GHS20 GHS 1 GHS500 GHS360
open an account

Minimum balance GHS 200 No interest  No interest  GHS500 GHS360
required to earn Interest

Minimum balance GHS10 GHS20 GHS1  Nil

Withdrawal charge Free 4 times per month;  None GHS1 per 50% interest Nil
 GHS1 for subsequent   withdrawal penalty for
 withdrawals   early 
    liquidation

Dormancy rule 2 year of inactivity

Bank Pass Book (PB)  Free Free Free N.A. N.A.
Replacement of PB  GHS2 GHS2 GHS2 N.A. N.A.
Bank statement request GHS1 GHS1 GHS1 N.A. N.A.
Service fee (per month) None Company: GHS2 None None None
  Personal: GHS1 

^ Minimum amount to qualify for savings Insurance is GHS50 and above.
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Overall, women borrowers comprise more than 71% of total active borrowers, reflecting 
a high focus of Opportunity on women. The group loans (including Adehye group loans) 
continue to be the key driver for the overall growth of its portfolio with a 48% share, 
followed by SME loans at 19%. Mobilizing deposits is a strategic priority of Opportunity 
in order to reduce its dependence upon institutional borrowing and reduce its cost of 
capital.

Table 6  Portfolio and outreach of Opportunity

Organisation information 31-Dec-10 31-Dec-12 31-Dec-13

Total members 210,381 341,792  416,460
Total active borrowers  41,836   62,525   69,369 
Number of branches  19   32   33 
Gross portfolio outstanding (US$ million) 9.9 22.6 29.3
Average loan outstanding (US$) 237 362 422
Total Savers  183,053 304,711 343,930 
Total deposit amount (US$ million) 9.0 19.8 24.5
% of group portfolio to gross portfolio 71.4 58.8 47.9
% women borrowers 84.0 61.5 71.2
% borrowers in study branches 29.0 34.1 30.4
% group to total borrowers in study branches 51.6 61.4 71.1
Average loan outstanding in study branches (US$) 221 315 379
% gross portfolio in study branches 27.0 29.6 27.3

Note: Conversion rate used: US$1=GHS2.5.
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The research method was chosen by ING and the NpM platform for Inclusive Finance 
based on the scientific advice from Professor Robert Lensink from the University of 
Groningen and Professor Ruerd Ruben from the Radboud University of Nijmegen. Due to 
time and budget constraints, it was decided to use the recall method for data collection of 
the baseline sample, rather than the conventional way of first collecting the data from the 
baseline and then coming back to the same group after a certain period of time to collect 
the endline data. The time period for assessing the impact was set for three years with 
2010 as the baseline and 2013 as the endline. It was also decided to have separate treat-
ment and control group respondents to use the Difference in Difference (DID) method 
(based on recall) in combination with Propensity Score Matching (PSM) to analyse the 
outcomes of the survey.

2.1 Propensity Score Matching (PSM)
One of the most difficult tasks in measuring the impact of microfinance is to separate 
the causal role of microfinance from other causes. Observing changes in the variables 
of interest like income or wealth level does not necessarily entail that those changes 
can be attributed solely to microfinance. They might have been driven by the fact that 
participants (treatment group) were already relatively wealthier than the non-participants 
(control group) when they joined the program. In research terminology this phenomenon 
is known as self-selection bias.

A careful evaluation seeks to answer the question if observed changes could be attrib-
uted to microfinance participation and how microfinance clients would have done without 
microfinance program participation.61 But answering these questions is extremely diffi-
cult when the microfinance loan has not been randomly assigned to the client or when the 
participants choose to take the loan, which has been precisely the case in our research 
study. A Randomized Controlled Trial (RCT) is in theory the best research method but in 
practice the theoretical requirements for a RCT are rarely met. Especially when evaluat-
ing the impact on existing loan portfolios which is a highly relevant question for MFIs. In 
order to answer these questions in the absence of randomization, the next best approach 
is to try to mimic the randomization, that is try to have an observational analogue of a 
randomized experiment. PSM enables us to mimic randomization and reduce the self-
selection bias substantially by making the treatment and control groups similar in terms 
of observed socio-economic characteristics. 

With PSM, we attempt to develop a control group that is as similar to the treatment group 
as possible in terms of observed characteristics. The idea is to construct, from a large 
group of non-participants, individuals who are observationally similar to participants in 
terms of characteristics not affected by the program. Each participant is matched with 

61 Aghion and Morduch (2005).

Annex 2: Research method

Table 1 Matching variables

Matching variable India sample Ghana sample

Marital status Yes Yes
Type of family (nuclear or joint) Yes Yes
Caste Yes No
Age of respondent / client Yes Yes
Family size currently residing Yes Yes
Village Yes Yes
MFI branche Yes Yes
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an observationally similar non-borrower, and then the average difference in outcomes 
across the two groups is compared to calculate the treatment effect of getting microfi-
nance. If one assumes that differences in participation are based solely on differences 
in observed characteristics, and if enough non-borrowers are available to match with 
borrowers, the corresponding treatment effect can be measured even if treatment is not 
random. Table 1 gives an overview of the matching variables applied on the India and 
Ghana samples.

2.2 Difference in Difference method (DID)
The DID method relies on the comparison of participants (Treatment) and non-partici-
pants (Control) before and after the intervention. For example, after an initial baseline 
survey of both treatment and controls, a follow-up survey can be conducted of both 
groups after the intervention. From this information, the difference is calculated between 
the observed mean outcomes for the treatment and control groups before and after pro-
gram intervention.

DID essentially compares treatment and control groups in terms of outcome changes over 
time relative to the outcomes observed for a pre-intervention baseline. That is, given a 
two-period setting where t = 0 before the program and t = 1 after program implementation, 
letting YtT and YtC be the respective outcomes for a program beneficiary and non-treated 
units in time t, the DID method will estimate the average program impact as follows. 

DID = E (Y1T –Y0T| T =1) − E (Y1C –Y0C| T = 0)

Unlike PSM alone, the DID estimator allows for unobserved heterogeneity such as differ-
ences in innate ability or personality across treatment and control clients. DID assumes 
this unobserved heterogeneity is time invariant, so the bias cancels out through differ-
encing. 

Why DID based on recall combined with PSM?
In a panel data setting, DID combined with PSM can account for self-selection bias as 
well as time invariant heterogeneity. Using PSM we can better match treatment and con-
trol groups on pre-program characteristics and then apply DID method to measure the 
difference in outcome level indicators between treatment and control groups over two 
different moments in time. 

Since we collected the data for both baseline and endline, our research design provides 
us strong setting to apply DID with PSM simultaneously to measure the impact of microfi-
nance.

Due to time and budget constraints, it was decided to use the recall method for data 
collection of the baseline sample, rather than the conventional way of first collecting the 
data for the baseline and then coming back to the same group after a certain period of 
time to collect the endline data. The outcomes of the survey were analysed using the 
Difference in Difference (DID) method in combination with Propensity Score Matching 
(PSM) of the treatment and control group respondents. All regressions have the standard 
errors clustered at the village level and are estimated with additional controls, which in-
clude: the respondent contribution to household income, marital status, family type, caste 
(for India only), age of the respondent, number of household members currently resid-
ing, MFI branch and village.

Price developments
Inflation in developing countries is often higher than in developed countries. In both 
India and Ghana inflation was around 10% a year in the period 2010 to 2013. If we don’t 
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account for the substantial loss in purchasing power the impact of microfinance will 
greatly be overestimated. So all monetary values on income and expenses are inflation 
adjusted (table 2). 

2.3 Target clients and sampling process
The sample size was pre-decided, keeping in mind the PSM with DID method to be used 
for assessing the impact of microfinance and budget constraints. The sample size for 
India was fixed at 700 respondents each for treatment and control groups while it was 
500 each for both treatment and control in Ghana. The criteria for sample selection are 
described below.

Treatment group: 
Female microfinance clients who are still active group borrowers, living in rural areas, 
who have not borrowed from MFIs or formal financial sources prior to 2010 or later than 
2011 (so that the treatment ranges from 2 to 3 years at the 2013 endline). 

It was decided to focus on female clients only since the majority of the loans in the indus-
try is provided to female clients and still consists of group loans. We specifically wanted 
to target rural areas since nearly 75% of the 1,3 billion people worldwide living on less 
than $1.25 per day depend on agriculture for their livelihoods.

Control group: 
The control groups were selected from villages, where microfinance has not reached but 
had conditions suitable for provision of microfinance services. Due to absence of such 
villages in the operational areas of Basix in India and Opportunity International in Ghana, 
it was decided to select control respondents from the same location as that of the treat-
ment village, and being those who had never received credit from MFIs and/or banks.

Note on drop-outs and attrition bias
Both Basix and Opportunity International were not able to provide us with data on clients 
who received microfinance for the first time in 2010 but dropped out the program in the 
subsequent years. The reasons that female clients drop out can be manifold. It is often 
related to simply repaying the loan and then not taking another loan from the same MFI 
(although they often take a new loan from a competitor). Moving out of the region, for ex-
ample because of marriage or better job opportunities, is another common reason. And 
finally it can be related to poor business performance and default although default rates 
are often very small. Since we are not able to incorporate drop outs in the sample 
this study captures the impact of microfinance on clients who received their 
first loan in 2010 and are still active borrowers. From a practical point of view this 

Table 2  Inflation figures for research period

Year India* Ghana**

2010 (baseline) 175.90 334.83
2013 (endline) 232.16 447.29

Discounting factor used at endline  75.8% 74.9%

Note: * Base year 2001 (Index 2001= 100) 

 ** Base year 2002 (Index 2002 = 100)

Source: http://labourbureau.nic.in/indtab.html (India), 

 http://www.statsghana.gov.gh/cpi_release.html (Ghana)
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is a very relevant question since MFIs manage large portfolios of active borrowers. The 
main goal of this study is to provide the industry with a cost effective tool to assess the 
impact of microfinance especially on its (active) clients. However, exclusion of drop outs 
implies that we overestimate the impact of microfinance in comparison to studies that do 
incorporate drop outs.

India sample
In India the sample was to be drawn from two institutions, Basix and ING Vysya Bank, 
and from northern and southern geographies of India. During the interactions with ING 
Vysya which follows the NABARD model of SHG Bank Linkage for micro-credit lending, 
it was understood that it will be legally very difficult for Vysya Bank to share the data for 
sample selection. Since Vysya is a formal bank it is subject to central bank legislation 
which limits possibilities of sharing data. Similarly, it was difficult for Basix to provide in-
formation on active borrowers in southern India as its operations there were severely af-
fected by the microfinance crisis. Therefore the sample for the survey was finally drawn 
from Basix’s operations in Bihar only.

Since Basix works with loan cycles of twelve months, borrowers that matched the condi-
tion of obtaining loans during baseline 2010-11 should be in their 3rd or above loan cycle 
at the 2013 endline. While selecting the sample for the survey, the team realized that it 
will be difficult to obtain 700 treatment respondents that exactly match this sampling cri-
teria as Basix started in Bihar in 2009-10 and due to the microfinance crisis in 2010 it had 
to temporarily stop lending in the state. Therefore there were cases of clients borrow-
ing in 2010 or 2011 but still being in the 2nd cycle in 2013. So we expanded the selection 
criteria to include borrowers in their 2nd cycle as well who have not borrowed from formal 
sources before 2010.

The survey in India covered 1,436 respondents including 719 treatment and 717 control 
clients. Post survey, the analysis showed that there were 99 borrowers who had obtained 
their first loans from Basix in 2010 or later, but had also borrowed from other MFI or 
Banks in earlier years. We dealt with this issue in two ways. Since the research was set 
up to assess the impact of microfinance on clients who have received microfinance for 
two to three years, these clients are discarded from the dataset if we describe charac-

Figure 1  India and Ghana coverage
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teristics of the typical client. However, in the regression analyses we have attached a 
dummy variable to every client who received microfinance before 2010. With this speci-
fication we were able to assess the additional impact of having received microfinance 
prior to 2010 on our outcome variables like income, expenses, education and women’s 
empowerment. However we only know the year in which clients received microfinance 
prior to 2010. We do not know if they received microfinance in the years between 2010 
and the year they first received it. So we cannot estimate the additional impact for every 
year a client receives microfinance prior to 2010. For example we know that a few clients 
in India received their first loan in 2002, but we don’t know whether they had loans in 
the entire 2002-2009 period. However, we can assess whether the clients who received 
microfinance longer than 2 to 3 years show higher impact on outcome variables.

Ghana sample
In Ghana it was only Opportunity International (Opportunity) that was participating in the 
study. Since the group loan tenure of Opportunity in the initial loan cycles is 6 months, the 
borrowers who matched the condition of obtaining loans during baseline 2010-11 should 
be in 4th to 8th loan cycle at 2013 endline. Due to a limited set of clients in rural areas and 
the large travel distances it was decided to include urban clients as well. 

The survey in Ghana covered 521 treatment and 511 control respondents. Just like in In-
dia there were about 43 cases of respondents obtained loans from Opportunity or other 
formal sources prior to 2010 and these had to be discarded. Table 3 shows the sample 
coverage for India and Ghana as well as the actual data that was considered for impact 
analysis.

The sample in India was spread across three branches in the state of Bihar while the sam-
ple in Ghana covered 10 branches in two regions (Ashanti and Brong-Ahafo). In Ghana, 
around 39% of the sample was from the urban branches (Sunyani, Kejetia and Suame) 
and the rest belonged to rural branches. 

Figure 2  Respondents who received microfinance before 2010 (year of initial 
microfinance loan)

Source: ING Economics Department.
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2.4 Data collection: tools & process
The data was collected for the baseline (2010) and endline (2013) from the sample 
respondents through one-to-one interviews based on an impact assessment question-
naire. The questionnaire was finalised after pilot testing with a few respondents in both 
India and Ghana. The questionnaire was converted into an electronic form using CS Pro 
software and laptops that were used by the enumerators for electronic data entry. The 
questionnaires used for interviews are presented in Annex 3. 

The enumerators were provided a one day training in using the CS Pro software for data 
collection. During the training the questions in the questionnaire were explained to the 
enumerators so to make sure they asked the right questions in the local languages. So 
while the questions appeared in English on the laptops, local language was used dur-
ing the interviews in both India and Ghana. The answers were mostly coded, but the few 
qualitative questions the responses were recorded in English on CS Pro. The enumera-
tors in India consisted of M-CRIL staff and for Ghana were locally hired with the help of 
Opportunity International.

The survey in India was conducted during December 2013 to January 2014 while in 
Ghana the interview period was February to March 2014. The interviews in India were 
conducted in the villages of the respondents. The Basix field staff assisted the survey 
team to locate and identify the respondents for interviews. The treatment respondents 
were group members and generally the group as a whole came for the meeting and 
the enumerators selected the respondents matching the sampling criteria. The control 
respondents were randomly identified in the survey villages for interviews. The partici-
pation of respondents was voluntary and participants did not receive allowances or gifts.

Table 3  Sample coverage in India and Ghana

Sample  India   Ghana 
 T C Total T C Total

Surveyed 719 717 1,436 521 511 1,032
For analysis 620 717 1,337 478 511 989

Discarded   99   43

  India 
Branches T C Total

Vaishali 189 223 412 
Arrah 224 277 501 
Gaya 207 217 424

Total 620 717 1,337

  Ghana 
Branches T C Total

Offinso 46 41 87
Kintampo 41 60 101
Techiman 52 46 98
Sunyani 116 92 208
Obuasi 36 72 108
Datano 59 47 106
Bekwai 42 11 53
Konongo 33 19 52
Kejetia 27 62 89
Suame 26 61 87

Total 478 511 989
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In Ghana, the survey was organised at the branches where the respondents assembled 
for the interviews. The clients were provided travel allowance, snacks and a gift (T-shirt) 
for participation. Since the interviews were done at the branches, the treatment clients 
were asked to bring along control respondents living in their locality who had never re-
ceived loans. The Opportunity branch staff authenticated the control group respondents 
for interviews.
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Annex 3: Questionnaire India and Ghana

97	  

Survey Questionnaire – India & Ghana 
 
1 Interviewer information 
 
Enumerator’s 
name 

Date State code Branch 
code 

Checked by: 
(Name supervisor) 

Form 
No. 

 
 
 

 
  

  
 

 
2 Respondent details 
 

Respondent Group Respondent’s spouse present during interview 
Treatment Control Yes No 

1 2 1 2 
 
Name Client code Marital 

status 
Now Recall Type of 

family 
Now Recall 

  Single 1 1 Nuclear 1 1 
  Married 2 2 Extended / 

joint 
2 2 

Village Leader in 
Group 

Separated 3 3    

 Y N Divorced 4 4    
Widowed 5 5    

Address 
 
Note: Nuclear means respondent living only with spouse and their children. Anything else is extended / joint. 
Note: For India only the caste system was also included. 
Note: Since it is common for men in Ghana to have multiple wives, especially in rural areas, the following question was asked in 
Ghana only: if married, are you the only wife?" In general it is not considered inappropriate to ask this question. 
 
3 Household demographics (household consist of all members who share the same kitchen) 
 
Relation-
ship 
with resp. 

Current
age 

Staying with 
the household 

Gender Education^ Contributing to 
household income 

Now Recall Now Recall Now Recall 
Self  Y N Y N M F   Y N Y N 
Spouse  Y N Y N M F   Y N Y N 
  Y N Y N M F   Y N Y N 
  Y N Y N M F   Y N Y N 
  Y N Y N M F   Y N Y N 
  Y N Y N M F   Y N Y N 
Etc.  Y N Y N M F   Y N Y N 
^Education: 1. None;  2. Primary;  3. Secondary;  4. Graduate;  5. Post Graduate; 6. Vocational/technical training. 
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4 Household asset holding & government support 
Residence Now Recall  Vehicles Now Recall 
Owned 1 1  Bicycle 1 1 
Rented 2 2  Scooter 2 2 
No. of rooms    Motorcycle 3 3 
Toilet facility Y N Y N  Auto rickshaw (India) / 

Van (Ghana) 
4 4 

Electricity connection Y N Y N  Tractor 5 5 
Type (by roof) Now Recall  HH Appliances Now Recall 
Concrete 1 1  Sewing machine 6 6 
Tiles 2 2  Gas 7 7 
GI metal/asbestos 3 3  DVD/CD player 8 8 
Brick/stone 4 4  Music system 9 9 
Thatched 5 5  Cooler 10 10 
Other (specify) 6 6  Refrigerator 11 11 
    Washing machine 12 12 
Agricultural land Now Recall  Television 13 13 
Nil 1 1  Water purifier 14 14 
Owned 2 2  Mobile phone 15 15 
Leased 3 3  Furniture (bed, sofa, 

closet) 
16 16 

If, owned/ leased, size in acres    Do you have livestock? Y/N Y/N 
Government assistance 
received 

Now Recall  Number of livestock Now Recall 

None 1 1  Cattle   
Free/subsidized food grain 2 2  Goat   
NREGA wages 3 3  Pigs   
Any other financial support  4 4  Poultry   
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5 Borrowing behaviour 
 Year MFI name  

In which year did you first receive a loan from an MFI or a 
Bank? 

  
N.A. 

 

Main expense financed by MF loan from 
Basix / OI (for treatment respondents) 

1st cycle 
(Tick) 

2nd cycle 
(Tick) 

3rd cycle 
(Tick) 

Loan amount (Rs)    
Loan outstanding (Rs) – on interview date    
a. Productive investment in farming    
b. Productive investment in household business    
c. Housing investment    
d. Education    
e. Household items (such as food, TV, radio etc.)    
f. I paid off other loans:    

Acquaintance    
Moneylender    

Bank    
Another MFI    
Shopkeeper    

g. I lent it to someone    
h. Cover unexpected expenses    
i. Otherwise, namely:    
 
Borrowing  Now 
from other 
sources 

Name/s Loan 
amount (Rs) 

Loan  outstanding (Rs) 
on interview date 

Purpose 

Other MFI     
Bank     
Moneylender     
Acquaintance     
Shopkeeper     
Other 
(specify) 

    

 
Borrowing  Recall (at the time of joining Basix / OI for treatment and T-3 for control) 
from other 
sources 

Name/s Loan amount (Rs) Purpose 

Other MFI    
Bank    
Moneylender    
Acquaintance    
Shopkeeper    
Other 
(specify) 

   

Purpose: 1. Farming; 2. Business investments; 3. Housing investments; 4. Education;  5. Asset purchase; 6. Debt repayment; 7. Loan to 
someone; 8. Cover unexpected expenses; 9. Other (specify). 
Note: Capture the loan amount of loans from all sources which are outstanding as on the date of interview. 
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Repayment to Basix / 
OI 
(only for treatment) 

No Yes, but I 
always 
met my 

payments 

Yes, I was 
running 

behind on 
payments 

Yes, my credit has 
been restructured 

Have you found it 
difficult to repay your 
loan? 

1 2 3 4 

 
What is the level of your HHs dependence on the moneylenders? Now Recall 

Very much 1 1 
Somewhat 2 2 

Not at all 3 3 
 
What is the level of your HHs dependence on acquaintances 
(friends/family)? 

Now Recall 

Very much 1 1 
Somewhat 2 2 

Not at all 3 3 
Note: In tables “borrowing from other sources” actual behaviour is captured. In the above questions the qualitative feeling is being 
captured. So, even if they have not borrowed from moneylenders or acquaintances they can have an opinion/feeling on their 
dependence level. 
 
Does your household experience stress regarding its financial 
situation? 

Now Recall 

Very much 1 1 
Somewhat 2 2 

Not at all 3 3 
 
 Now Recall 
Did your household in the past 3 years have to sell assets to repay any 
form of debt? 

Y N  

And in the period of 3 years before?  Y N 
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6    Household savings behaviour 
Does your HH save? Now Recall  What is the frequency 

of savings? 
Now Recall 

    Daily (susu savings in 
Ghana) 

1 1 

Yes 1 1  Weekly 2 2 
No 2 2  Fortnightly 3 3 
If yes, where do you save? Now Recall  Monthly 4 4 
Home 1 1  Irregular 5 5 
Bank 2 2  Other (specify) 6 6 
SHG 3 3     
Chit fund 4 4  Purpose of savings Now Recall 
Informal group 5 5  Children education 1 1 
Jewellery 6 6  House improvement 2 2 
Other (specify) 7 7  Consumer goods 3 3 
    Debt repayment 4 4 
How much does your 
household save every  

Now Recall  Wedding 5 5 

month on average? (India 
Rupees, Ghana Cedis) 

   Emergency expenses 6 6 

    Other (specify) 7 7 
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7 Household income 
Sources 
of  

Describe source Now Recall 

income# 
 

 Who 
contributes 
^ 

Av. 
monthly 
Income 

Who 
contributes 

Av. 
monthly 
income 

      
      
      
      
      
Note: Make sure that all income sources are captured at recall that are no longer applicable as of now. 
# Income sources:1. Farming; 2. Own-business(es); 3. Salaried job; 4. Wage labour; 5. Pension; 6.Remittances; 7. Government 
support;  8. Other (specify). 
^Who contributes:1. Self; 2.Spouse; 3.Self & spouse; 4.Working children; 5.Parents; 6.In-laws; 7. Other (specify)8. 99 (Not 
applicable). 
 
 

Has your household started a new business or expanded an 
existing business in the past 3 years other than farming? Y N Both NA 

If, yes Describe business(es) Funded by microfinance 
New business  Y N 
Expansion of existing 
business 

 Y N 
 
 
 
Has your HH invested money in farming in the last 3 years? Y N NA 
If Yes, for what purpose? 
 

 Was this financed by 
MF? 

Tools 1 Y N 
Buying land 2 Y N 

Preparing existing land 3 Y N 
Fertilizer 4 Y N 

Pesticides 5 Y N 
A new crop adopted 6 Y N 

Livestock 7 Y N 
Food for livestock 8 Y N 

Vaccination / medical expenses for livestock 9 Y N 
External labour 10 Y N 

Irrigation 11 Y N 
Other (specify) 12 Y N 

 
Does your household now get more or less food off the land 
and/or livestock than 3 years ago? 

Less Same More NA 
1 2 3 4 

If more, what did you do with this extra food? Sold Consumed Both NA 
1 2 3 4 
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8 Household expenses 
Expenses Frequency Now  

(Rupees or Cedis) 
Recall  

(Rupees or Cedis) 
Food & other miscellaneous exp. Monthly   
Clothing Annual   
Education Monthly/Annual   
Electricity Monthly   
Medicine, health, hygiene Monthly/Annual   
Housing investment Annual   
Celebrations (excl. family 
weddings) Annual   

Tobacco Daily   
Debt instalments Monthly   
 
How do you manage 
emergency expenses 

Now Recall Are unexpected expenses now easier or more 
difficult to cover than 3 years ago? 

Savings 1 1 Easier 1 
Selling livestock 2 2 As difficult as before 2 
Selling other assets 3 3 More difficult 3 
Loan  moneylender 4 4   
Loan  acquaintances 5 5   
Other (specify) 6 6   
 
9 Food and health 
 Now Recall 
Do you experience days when the household had to go without 
sufficient food? Y N Y N 

Would money be an obstacle to ask for general medical assistance 
if a household-member really needs it? Y N Y N 

 
Does your household now consume more or less milk, lentils, meat, 
fish and/or vegetables than 3 years ago? 

Less Same More 
1 2 3 

Do household members now get ill more or less often than 3 years 
ago? 

Less Same More 
1 2 3 

 
10 Financial literacy 
Have you ever received any financial literacy training? Y N 
Knows rate of interest on Basix/OI loan? (Only for treatment group) Y N NA 
Knows which MFIs/Banks are operating in their area? (Only for treatment group) Y N NA 
Suppose you lend Rs500 to a friend, who gives a day later Rs500 back. What was 
the interest rate charged? Knows? Y N 

High inflation means you can buy a lot less next year with the same amount of 
Rupees? Knows? Y N 

Suppose you put Rs1,000 into a savings-account (without a fee) with a guaranteed 
interest rate of 2% p.a. You don’t make any further payments into this account and 
you don’t withdraw any money. How much would be in the account at the end of 
the first year, once the interest payment is added into the account? Knows? 

Y N 
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11 Empowerment 
Do you participate in the decision making on the 
following aspects? 

Now Recall 

Day to day expenses 1 2 3 1 2 3 
Business expenses 1 2 3 1 2 3 

Whether or not to take a loan (from bank, MFI, acquaintance or 
moneylender) 1 2 3 1 2 3 

How to spend the money from a loan 1 2 3 1 2 3 

Education for your children 1 2 3 1 2 3 
NA NA 

Note: For education the option NA should be selected if the respondent has grown up children who are not studying anymore. 
Decision making: 1. Never, 2. Sometimes, 3.Always. 
 
 Yes No Same 
Do you now feel more confident in interacting with outsiders like 
bank/government departments than 3 years ago? 1 2 3 

 
 Yes No Same NA 
Has your participation in village level activities like Gram 
Panchayat increased in the last 3 years? 1 2 3 4 
Note: NA means respondent was not involved in any gram panchayat activities now or 3 years ago. 
 
12 Satisfaction 
Are you satisfied with your HHs financial status? Now Recall 

Very satisfied 1 1 
Satisfied 2 2 
Neutral 3 3 

Unsatisfied 4 4 
Very unsatisfied 5 5 

 
Are you satisfied with your access to credit facilities from 
MFIs/Banks? 

Now Recall 

Very satisfied 1 1 
Satisfied 2 2 
Neutral 3 3 

Unsatisfied 4 4 
Very unsatisfied 5 5 
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13 List experiment 
Part A statements (to be randomly administered to 1st50% of 
Basix/OI clients) 

 Agree Disagree 

I used part of my first Basix/OI-loan to finance productive investment in 
farming 

1 2 

I have more than three siblings. 1 2 
I have a TV in my home 1 2 
The government of India/Ghana should subsidize food prices 1 2 
 
Part B statements (to be randomly administered to 2nd50% of 
Basix/OI clients) 

Agree Disagree 

I used part of my first Basix/OI-loan to finance productive investment in 
farming. 

1 2 

I have more than three siblings. 1 2 
The main expense financed by my first Basix/OI-loan refers to 
household items, such as food, a TV, a radio etc. 

1 2 

I have a TV in my home 1 2 
The government of India/Ghana should subsidize food prices 1 2 
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