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ECONOMIC ANALYSIS 

A. Microenterprise Sector Key Challenges 
 

1. Despite the favorable macroeconomic environment since 2000, poverty is still a major 
issue in Bangladesh and about 24% of the population lives below the national poverty line.1 Rural 
poverty is closely associated with urban–rural disparity and inadequate access to social and 
economic infrastructure, including finance. Rural nonfarm activities or microenterprises are 
considered an effective driver for change in the rural economy. The development of 
microenterprises can contribute to poverty alleviation by creating self- and wage-employment 
opportunities, and promote growth through forward linkages and developing factor and product 
markets.   

 
2. According to Bangladesh’s Economic Census, about 89% of the 7.8 million economic 
establishments in Bangladesh were cottage businesses and microenterprises in 2013 (Table 1).2 
The average employment per microenterprise was 1.98 persons.   
 

Table 1: Type of Enterprises 
Type of Enterprise Number  

(million) 
Share of Total 

(%) 

Cottage 6.843 87.52 
Micro 0.104 1.33 
Small 0.859 10.99 
Medium 0.008 0.09 
Large 0.005 0.07 
     Total 7.819 100.00 

Source: Government of the People’s Republic of Bangladesh, Bangladesh Bureau of Statistics. 2013. Economic 
Census 2013. Dhaka. 

3. Although microenterprises employ 13.76 million people, or 56% of total employment in all 
enterprises, these enterprises face various nonfinancial and financial constraints. Nonfinancial 
constraints include lack of infrastructure facilities and utilities, and regulations. The financial 
constraint of limited access to finance is by far the biggest constraint in developing 
microenterprises in Bangladesh. 

 
4. Microenterprises generally have very limited access to bank financing, mainly because 
banks do not consider microenterprises potential clients and the cost of making such small loans 
is too high. Microfinance institutions (MFIs) can be a major microenterprise financing source, but 
they lack sufficient funding sources and capacity to make microenterprise loans effectively.  
 
5. A study by the Business Finance for the Poor in Bangladesh (BFP-B), based on a survey 
of 600 microenterprises including microenterprise loan borrowers and nonborrowers, identified 
inadequate access to finance as the major constraint in developing microenterprises in 
Bangladesh. According to the study, total demand for microenterprise loans in 2015 was about 

                                                           
1  World Bank Open Data. https://data.worldbank.org/topic/poverty?locations=BD. 
2 Government of Bangladesh, Bangladesh Bureau of Statistics. Economic Census 2013. Dhaka. Bangladesh has no 

unified definition of microenterprise. Bangladesh Bureau of Statistics defines microenterprises as enterprises with 
fixed assets, excluding land and buildings, valued at Tk0.5 million–Tk5 million, or with 10–24 or less workers, while 
cottage enterprises have fixed assets, excluding land and buildings, valued at less than Tk0.5 million or with up to 
nine workers, including household members. For the project, microenterprises are considered business entities with 
investment of Tk40,000–Tk1.5 million, excluding land and buildings used in the enterprise. 

 

http://www.adb.org/Documents/RRPs/?id=51269-001-3
https://data.worldbank.org/topic/poverty?locations=BD
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Tk737.31 billion (Table 2), total microenterprise loans outstanding by MFIs amounted to 
Tk123.27 billion, and banks’ microenterprise loans totaled Tk176.65 billion.3 The total loan supply 
to microenterprises was Tk299.92 billion, so the demand–supply gap was Tk437.39 billion in 2015. 
 

Table 2: Microenterprise Loan Demand 
Type Total No. of Enterprises Average Loan Demand 

(Tk) 
Total Loan Demand 

(Tk billion) 

 Urban Rural Urban Rural Urban Rural Total 

Cottage 1,730,150 5,112,734 107,710 104,283 186.35 533.17 719.52 
Micro 41,112 62,895 228,750 133,333 9.40 8.39 17.79 
Total (Tk)       737.31 

Source: Business Finance for the Poor in Bangladesh. 2017. Diagnostics of Micro-enterprise Lending by MFIs in 
Bangladesh: Opportunities and Challenges. Dhaka. 

 
6. Many MFIs lack essential skills and capacity to make microenterprise loans. They still 
follow the traditional microcredit methodology—loan sanction based on the borrower’s personal 
profile and group guarantee. Microenterprise loan sizes are considerably larger than traditional 
microcredit; and MFIs need to be equipped with appropriate risk assessment, credit appraisal, 
financial management, and portfolio monitoring skills for microenterprise finance.  
 
B. Project Intervention  

 
7. The project will provide a loan from the Asian Development Bank’s ordinary capital 
resources to ease short-term microenterprise financing constraints. The loan will be provided to 
the Palli Karma Sahayak Foundation (PKSF) to onlend to its partner MFIs – partner organizations 
(POs), which will lend to microenterprise borrowers. Typical onlending rates are 5.0%–7.5% per 
year from the PKSF to POs and about 25.0% per year from POs to end-borrowers. 

 
8. For medium- to longer-term solutions for microenterprise financing, the project will assist 
the PKSF and its POs to enhance capacity in microenterprise lending and promote sustainable 
operations. Attached technical assistance (TA) will support the PKSF, POs, and the regulator to 
(i) expand MFI financing to microenterprises, (ii) improve MFIs’ capacity in microenterprise 
lending operations, and (iii) extend MFIs’ microenterprise development support.    

 
9. The TA activities will (i) develop the PKSF’s medium-term institutional strengthening and 
financing strategy; (ii) improve MFI microenterprise finance operational guidelines and provide 
training to MFIs; (iii) implement pilot mobile microfinance applications with PKSF POs; (iv) develop 
microenterprise clusters for business transformation and upscaling; and (v) support e-commerce 
platform development for microenterprises.   
 
C. Project’s Economic Impact 

10. Access to finance and borrowers’ opportunity cost. The project will finance many 
diversified microenterprise activities across the country, so it is not possible to assess the 
economic internal rate of return. However, it will directly benefit at least 40,000 microenterprises 
in Bangladesh, of which women comprise 70%, by providing a reliable institutional source of 
finance. The project beneficiaries are MFIs’ members who belong to the poor and low-income 
category, and do not have easy access to banks or other sources of formal financial services.  

                                                           
3  BFP-B. 2017. Diagnostics of Micro-enterprise Lending by MFIs in Bangladesh: Opportunities and Challenges. Dhaka. 

BFP-B is a program funded by the Department for International Development of the United Kingdom. 
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11. Microfinance interest rates in Bangladesh have been high, at 25%–32%, because of the 
high operational cost of servicing many small borrowers, the need for client training and 
monitoring, and non-collateral-based credit. 4  More than 85% of microenterprises’ capital is 
financed through their own funds, and the opportunity cost of start-up is high. Loans from MFIs 
are the most affordable and reliable source of microenterprise finance. MFIs’ interest rates are 
still affordable, as microenterprises’ return on investment is estimated at 36% or above.5  
 
12. Informal moneylenders, who typically charge more than 120% per year, are the only other 
source of funding apart from relatives and friends.6 By providing access to institutional finance 
with an annual interest rate of about 25%, the project economizes the beneficiaries’ cost of funds 
and promote efficient allocation of finance, thus generating higher rate of return from the 
beneficiaries’ microenterprise investments. 
 
13. Financing leverage. Based on the study by BFP-B and the PKSF, the share of own funds 
in total microenterprise investments is about 85%. The microenterprise owners’ sources of funds 
include owners’ savings, or informal borrowing from friends and relatives. The project’s 
subborrower criteria require microenterprise subborrowers to finance at least 20% of the total 
microenterprise investment from their own funds. Therefore, the project’s $50 million investment 
should induce an additional $13 million–$283 million in microenterprise investment.  
 
14. Employment generation. The project will finance new microenterprises (20%) and 
existing microenterprises (80%). According to the Economic Census, the average number of 
employees, including the owner, is two for a cottage enterprise and six for a microenterprise 
(footnote 2). The project expects to have a tangible job generation impact among the poor and 
low-income population in Bangladesh, by establishing new microenterprises and expanding 
existing microenterprises. Based on the evaluation study conducted on the PKSF’s 
microenterprise lending program, the average number of employees in a microenterprise financed 
by the PKSF’s POs is six. 7 The project finance is expected to enable microenterprises to expand 
their operations and generate additional job opportunities.   
 
15. Poverty reduction. The International Fund for Agricultural Development’s evaluation 
report estimated the monthly incomes of microenterprise workers in manufacturing, processing, 
or services to be from Tk4,000 (part-time) to Tk15,000 (full-time) (footnote 7). Since Bangladesh’s 
per capita gross national income in 2017 was Tk127,401, the project is expected to contribute to 

                                                           
4  Microfinance interest rates typically comprise (i) the cost of funds (about 8%); (ii) the operating cost (about 15%); 

and (iii) the margin, which is reinvested in the loans (about 3%). The regulatory cap on the annual MFI interest rate 
in Bangladesh is 27% while the global average microfinance interest rate is 35% (C. Kneiding and R. Rosenberg. 
2008. Variations in Microcredit Interest Rates. CGAP Brief. Washington, DC: Consultative Group to Assist the Poor).  

5  S. Khandker, H.A. Samad, and R. Ali. 2013. Does Access to Finance Matter in Microenterprise Growth? Evidence 
from Bangladesh. The World Bank, Washington, DC. 

6 Based on a survey of 804 villages in Bangladesh, informal money lenders’ average monthly interest rate was about 
19% and the median was 10%. Moneylenders typically charge a flat interest rate on loans, so the effective interest 
rate is much higher than the MFI interest rate, which generally charges the declining balance interest rate. (C. Berg, 
M.S. Emran, and F. Shilpi. 2014. Microfinance and Moneylenders: Long-run Effects of MFIs on Informal Credit Market 
in Bangladesh. Policy Research Working Paper. No. 25. Dhaka: Institute of Microfinance). 

7  International Fund for Agricultural Development. 2016. People’s Republic of Bangladesh: Finance for Enterprise 
Development and Employment Creation Project – Project Performance Assessment. Rome. 
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poverty reduction in the rural farm and nonfarm industry by generating job opportunities with 
gainful income.8 
 
16. Capacity development. The project will generate a qualitative economic impact by 
addressing capacity constraints in microenterprise finance. While MFIs’ microenterprise finance 
is growing rapidly, many MFIs lack essential skills and capacity to conduct microenterprise finance 
safely and sustainably. Unlike traditional microcredit—loans below Tk50,000 that are based on 
the borrower’s personal profile and group guarantee—microenterprise loans are individual loans 
and have different risks. Under the Microcredit Regulatory Authority’s directive on microenterprise 
loans, MFIs can make loans up to Tk1 million without collateral. 9 MFIs need to upgrade their skills 
to conduct proper risk assessment and credit appraisals for microenterprise finance. Through the 
attached TA, the project will support MFIs’ capacity by (i) improving microenterprise finance 
operational guidelines, and (ii) providing training. The capacity development support will enable 
MFIs to carry out microenterprise lending operations in a safer and more efficient manner and 
expand their microenterprise portfolios.  
 
17. The project will also support MFIs to adopt technologies in their microfinance operations 
through support to initiate mobile-based microfinance operations. The support will include 
developing or adopting microfinance operation applications, upgrading MFIs’ system, assisting 
the rollout, and providing client training. The mobile microfinance operation can enable MFIs to 
conduct member registration, customer due diligence, loan appraisal, fund transfer, savings 
mobilization, and other key microfinance functions online. The technology enhancement is 
expected to improve efficiency at MFIs. 
 
  

                                                           
8 Government of Bangladesh, Bangladesh Bureau of Statistics. 2018. National Accounts Statistics (Provisional 

Estimates of GDP, 2017–18 and Final Estimates of GDP, 2016–17). Dhaka. 
9 Microcredit Regulatory Authority. 2010. Microcredit Regulatory Authority Rules. Dhaka. 


