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 1. Sector Performance, Problems, and Opportunities 
 
1. Poverty in Bangladesh. Bangladesh’s economy has experienced steady growth between 
2000–2017, averaging 6%. The poverty headcount ratio at the national poverty line decreased 
from 31.5% in 2010 to 24.3% in 2016.1 However, poverty is still a major issue in rural areas. 
Poverty in Bangladesh is closely associated with urban–rural disparity and limited access to 
physical and social infrastructure, including access to finance.  
 
2. Microfinance in Bangladesh. Bangladesh’s microfinance sector started in the 1970s to 
reduce poverty by generating employment in the rural farm and nonfarm segments.2  Early 
pioneer microfinance institutions (MFIs), including Grameen Bank, BRAC, and a few other 
institutions, provided loans based on a group guarantee using funding provided by the 
Government of Bangladesh, development partners and donors.  
 
3. Today, Bangladesh is home to internationally well-known MFIs including the Association 
for Social Advancement, which is rated the top MFI in the world in terms of the size of its gross 
loan portfolio, efficiency, and return. The microfinance industry in Bangladesh comprises 
758 MFIs servicing 30 million clients, of whom over 90% are women. In 2017, MFIs disbursed 
Tk1,208 billion with total loans outstanding of Tk770 billion, which is more than 3% of the country’s 
gross domestic product.3  
 
4. During the early days, MFIs in Bangladesh were treated as nongovernment organizations 
(NGOs) and were not regulated as financial intermediaries. In 2006, because of MFIs’ growing 
loan and savings portfolio, the government established the Microcredit Regulatory Authority 
(MRA) and enacted the MRA Act, 2006.  
 
5. Microfinance is now regarded as an inclusive financial service. MFIs have expanded their 
services beyond traditional microcredit, and provide diversified services including microenterprise 
finance, agriculture finance, microinsurance, and remittances. A study on the microfinance sector 
over 1991–2010 found that MFIs in Bangladesh lifted 2.5 million people out of poverty by 
promoting rural farm and nonfarm activities.4 
 
6.  Palli Karma Sahayak Foundation. During the 1970s and 1980s, microfinance in 
Bangladesh was largely funded by the government and other public institutions. To meet MFIs’ 
growing funding demands, the government established the Palli Karma Sahayak Foundation 
(PKSF) in 1990. Key PKSF purposes are to (i) provide financial assistance to the PKSF’s partner 
MFIs (partner organizations [POs]) to implement inclusive financial programs for the moderate 
and ultra poor, small and marginal farmers, and microentrepreneurs; (ii) provide assistance for 
education, health, training, and risk reduction services for POs’ clients; and (iii) build POs’ 

                                                 
1  World Bank Open Data. https://data.worldbank.org/topic/poverty?locations=BD. 
2 The rural nonfarm segment is defined as economic activities located in villages, rural towns, and peri-urban areas, 

excluding primary production of crops, fish, trees, and livestock. Developing the rural nonfarm segment contributes 
to poverty reduction by fostering backward and forward linkages and creating employment. 

3  Credit and Development Forum. 2017. Bangladesh Microfinance Statistics, 2016-17. Dhaka. 
4 S.R. Khandker, M.A.B. Khalily, and H.A. Samad. 2016. Beyond Ending Poverty: The Dynamics of Microfinance in 

Bangladesh. Washington, DC: World Bank. 
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institutional capacity. The PKSF is registered as a not-for-profit company under the Companies 
Act, 1994 (Act 18 of 1994).  
 
7.  The PKSF provides wholesale loans to POs. It has been an important funding source for 
MFIs, with 277 POs servicing 9.97 million borrowers with total loans outstanding of Tk44 billion 
as of the end of fiscal year (FY) 2017.5 In FY2017, the PKSF’s total loan disbursement amounted 
to Tk31 billion while net income totaled Tk1.9 billion. Its cumulative loan recovery rate was 99.34% 
at the end of FY2017. The PKSF implements various programs, including financial services, to 
the ultra-poor, rural poor, microenterprises, and the agriculture and livestock industry. 
 
8.  Microenterprise finance and their challenges. As Bangladesh’s economy grows, 
microcredit borrowers’ income-generating activities have expanded and they are demanding 
higher loan amounts. MFIs have also expanded their business modality and shifted from 
traditional group-based lending to individual lending with a higher loan amount—microenterprise 
finance. In 2010, the MRA developed rules for MFIs’ microenterprise finance.  
 
9.  Microenterprises in Bangladesh are enterprises smaller than small and medium-sized 
enterprises (SMEs), and their investment size is too large for traditional microcredit but too small 
for bank financing.6 According to the MRA, loans above Tk50,000 and below Tk1 million are 
considered microenterprise loans while loans below Tk50,000 are microcredit. During FY2017, 
MFIs provided microenterprise loans to 3.6 million members with total loans outstanding of Tk238 
billion. Microenterprise loans comprise over 31% of the total microfinance portfolio.  
 
10.  Microenterprises can play a critical role in Bangladesh’s economy, especially as a key 
driver of rural growth and employment. Development of microenterprises contributes to poverty 
alleviation through creating self- and wage-employment opportunities; and promotes growth 
through forward linkages and development of product markets. 
 
11.  Microenterprises face various constraints to their growth. A study by Business Finance for 
the Poor in Bangladesh (BFP-B), based on a survey of 600 microenterprises, identified key 
nonfinancial and financial constraints.7 Nonfinancial constraints include lack of infrastructure 
facilities and utilities, inflexible regulations, and lack of financial literacy. The financial constraint 
of limited access to finance is by far the greatest constraint in developing microenterprises in 
Bangladesh.   
 
12.  Microenterprises are financed largely by informal sources such as individual savings and 
informal loans from friends and relatives. Institutional credit can play a role, but it has until recently 
been marginal. According to the BFP-B study, the share of own funds in total microenterprise 
investments is about 85%, the share of banks is 4%, and MFI financing is 11%. The 
microenterprise loan demand–supply gap was Tk437 billion in 2015 (footnote 7). 
 
13.  Banks and MFIs can be microenterprise financing sources. However, banks can never be 
a major source of microenterprise financing because of (i) banks’ limited knowledge and risk 
assessment capacity on microenterprises, (ii) banks’ limited rural branch network and outreach, 

                                                 
5 The fiscal year (FY) of the Government of Bangladesh and its agencies ends on 30 June. “FY” before a calendar 

year denotes the year in which the fiscal year ends, e.g., FY2018 ends on 30 June 2018. 
6 Bangladesh Bank defines SME loans as loans from Tk50,000 to Tk5 million. For the project, a loan below Tk1 million 

is considered a microenterprise loan and a loan from Tk1 million to Tk5 million is an SME loan. 
7 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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(iii) banks’ preference for large industrial loans and the high cost of servicing microenterprise 
loans, and (iv) microenterprises’ difficulty in securing valid loan collateral.  
 
14.  Considering MFIs’ rural characteristics and their long experience in serving poor and low-
income populations, they are appropriate vehicles for microenterprise financing. MFIs provide 
loans to microenterprises and are willing to expand their microenterprise loan portfolio, but they 
face operational, financial, and regulatory constraints.  
 
15.  Operational constraints include (i) lack of staff skilled in microenterprise financing, (ii) lack 
of systematic training for MFIs on microenterprise financing, (iii) MFIs’ limited skills in 
microenterprise loan assessment and appraisal, and (iv) limited risk management capacity of 
microenterprises. 
 
16.  MFIs depend on donor grants or loans, members’ savings, and retained earnings as 
sources of funding; and do not have sufficient access to other long-term funding. In 2017, client 
savings, retained earnings, and other funds comprised 77% of total MFI funding, followed by loans 
from commercial banks (16%) and the PKSF (5%). Donor funding and other grants have been 
declining substantially and made up only 2% of total MFI funding.8 MFIs are only allowed to 
mobilize member savings, not public deposits. 
 
17.  In 2001, the PKSF started a microenterprise program to enable its POs to lend to members 
who have graduated from microcredit and need higher capital for investments. Under the 
program, any business with an investment up to Tk1.5 million, excluding land and buildings, is 
considered a microenterprise.9 The PKSF reported that demand for microenterprise loans has 
been steadily growing. The number of microenterprise loan end-borrowers with PKSF POs 
increased from 189,528 in 2010 to 1.15 million at the end of 2017, of whom 70% are women. As 
of July 2017, the PKSF had disbursed more than Tk405 billion in microenterprise loans to its POs 
with current loans outstanding of Tk13 billion. PKSF disbursement to POs under the 
microenterprise program amounted to Tk7.5 billion in 2017. 
 
18.  With current funding levels, however, the PKSF and its POs can meet only 15% of their 
existing members’ demand. The PKSF estimates that 2.4 million or 20% of the 12 million POs 
members are eligible for microenterprise loans. The current average microenterprise loan size to 
end-borrowers is Tk95,000, and is likely to increase as borrowers’ investment size grows. The 
PKSF projects that at least an additional Tk33 billion is required over 2018–2022 just to meet its 
existing POs’ microenterprise loan demand. 
 
19.  Microenterprise finance and their opportunities. Given the positive macroeconomic 
environment, Bangladesh’s microenterprise segment is expected to grow, leading to continued 
high demand for microenterprise loans. MFIs have comparative advantages in providing finance 
to microenterprises. The project will support MFIs’ microenterprise finance by providing wholesale 
loans to the PKSF to ease short-term funding constraints. For a medium- to long-term solution, 
the project will provide support to the PKSF to strengthen its institutional capacity to enhance its 
financing to MFIs’ microenterprise finance.  
 
 
 
 

                                                 
8 MRA. 2015. NGO-MFIs in Bangladesh. Dhaka. 
9 The PKSF has its own definition for microenterprises, but MFIs normally identify microenterprises by loan size. 
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 2. Government’s Sector Strategy 
 
20. The government recognizes that rural nonfarm development is a driver of rural economic 
growth and poverty reduction. It was identified as a key strategy in the government’s National 
Sustainable Development Strategy, 2010–2021.10  The strategy recognizes rural enterprises’ 
constraints in access to credit, market, electricity supply, and training opportunities. The strategy 
emphasizes the growth of micro, small, and medium-sized enterprises to provide forward linkage 
for agriculture and generate job opportunities. The government expects the continued 
engagement of NGO MFIs to serve rural nonfarm enterprises in providing credit, training, and 
related services to relax credit constraints on rural enterprises, create jobs for the rural poor, and 
help build human capital. 
 
 3. ADB Sector Experience and Assistance Program 
 
21. The Asian Development Bank has financed the following projects in Bangladesh since 
2008 in the inclusive finance sector: (i) Developing Inclusive Insurance Sector Project; (ii) Small 
and Medium-Sized Enterprise Development Project; (iii) Institutional Support for Migrant Workers’ 
Remittances Project; (iv) Second Small and Medium-Sized Enterprise Development Project; and 
(v) Microfinance Risk Participation Program and additional financing.11 
 
22. The Developing Inclusive Insurance Sector Project was to enhance access to affordable 
insurance services. The project successfully pilot tested (i) credit life insurance, (ii) livestock 
(cattle) insurance, (iii) health insurance, and (iv) basic health care services among poor and low-
income people through 40 MFIs.  
 
23. The Small and Medium-Sized Enterprise Development Project was a $76 million loan 
project that aimed to accelerate the development of SMEs, especially in rural and nonurban areas. 
The project was successful in achieving the outputs and outcome targets.12 
 
24. The Institutional Support for Migrant Workers’ Remittances Project was a $2 million grant 
project funded by the Japan Fund for Poverty Reduction. The project’s outcome was to increase 
the use of formal remittances and investments by migrant workers and their households.  
 
25. The Microfinance Risk Participation Program was approved for up to $250 million in 2010, 
with additional financing of up to $100 million in 2017. The program comprised (i) guarantee or 
risk participation in a partner financial institution’s microfinance portfolio, (ii) guarantee or risk 
participation directly to MFIs without the participation of a partner financial institution, and 
(iii) guarantee or risk participation for capital market instruments issued by MFIs. 

                                                 
10 Ministry of Planning, the Government of Bangladesh. 2013. National Sustainable Development Strategy 2010 – 2021. 

Dhaka. 
11 ADB. 2008. Grant Assistance Report: Developing Inclusive Insurance Sector Project. Manila; ADB. 2009. Report and 

Recommendation of the President to the Board of Directors: Small and Medium-Sized Enterprise Development 
Project. Manila; ADB. 2010. Grant Assistance Report: Institutional Support for Migrant Workers’ Remittances Project. 
Manila; ADB. 2015. Report and Recommendation of the President to the Board of Directors: Second Small and 
Medium-Sized Enterprise Development Project. Manila; and ADB. 2010. Report and Recommendation of the 
President to the Board of Directors: Microfinance Risk Participation Program. Manila. 

12 ADB. 2015. Completion Report: Small and Medium-Sized Enterprise Development Project. Manila. 

https://www.adb.org/projects/41671-022/main
https://www.adb.org/projects/documents/small-and-medium-sized-enterprise-development-project-rrp
https://www.adb.org/projects/documents/small-and-medium-sized-enterprise-development-project-rrp
https://www.adb.org/projects/documents/institutional-support-migrant-workers-remittances
https://www.adb.org/projects/documents/ban-second-small-and-medium-sized-enterprise-development-project-rrp
https://www.adb.org/projects/documents/ban-second-small-and-medium-sized-enterprise-development-project-rrp
https://www.adb.org/sites/default/files/project-document/62545/44934-01-reg-rrp.pdf
https://www.adb.org/projects/documents/small-and-medium-sized-enterprise-development-project-pcr
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MFI = microfinance institution, PKSF = Palli Karma Sahayak Foundation. 

Problem Tree for Finance (Inclusive Finance) 
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