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Abstract

We performed a meta-analysis to review 17 studies with a total of 53 empirical estimates of the
impact of microcredit on poverty. We formulate a hypothesis to examine the empirical evidence
and to provide general conclusions about the impact of microfinance among the variations of
existing studies. The hypothesis under study is microcredit has a positive impact on poverty. We
consider income, consumption and poverty index as a proxy for poverty.

The hypothesis testing through calculating the fixed effects weighted average for each primary
study reported, examining publication bias using a funnel plot, FAT and PET, and testing a
multivariate meta-regression analysis (MRA) on the model of heterogeneity. Overall, we found
evidence that microfinance had a significant impact on poverty. However, that effect did not
have a strong positive impact. Evidence indicates a positive and significant impact but it hardly
provides a major economic impact.

Relevance to Development Studies

Microfinance is small-scale financial institutions that target the poor and the marginalized. The
purpose of establishment on microfinance is improving the lives of those people. The
improvement in the lives of poor people will reduce overall poverty. The government policies is
needed to reduce barriers and push factors that support the positive impact of microfinance on
poverty alleviation. The government can also create policies based on the factors that lead to the
positive effects of microfinance on poverty eradication. All these policies are expected to
synergize with microfinance to work together on eradicate poverty.

The results of research on the effect of microfinance on poverty alleviation are inconclusive
and contradictory questioning the validity of evidence-based policy advice to use microfinance as
a strategy to reduce poverty. This study provides an estimate of the meta-effect across
studies.Our meta-analysis tries to find the genuine effect of the impact of microfinance on
poverty reduction. The genuine effect can be used as the basis of government policy-making in
the field of development, particularly in poverty reduction. The policy may be to attend the
microfinance program that has been around or fix the program to make it more effective.
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Chapter 1
Introduction

1.1. Background Information

Microfinance has become an industry that attracted the attention of various people. For decades,
microfinance is a good tool to use as a poverty eradication program, especially for people who
are under the poverty line (Morduch and Haley 2002). The microfinance industry is increasingly
growing because it gives hope of a poverty alleviation worldwide. Meanwhile, the ability of
microfinance in reducing poverty still being debated. Morduch (1998) shows that poverty
reduction indicators such as income and consumption expenditure have not improved after
getting a loan from microfinance. The difference of opinion led to doubts for the government,
donors and policy makers about the positive effects of microfinance. Then, they tried to
understand what factors are making microfinance successful and what factors impede the success
of microfinance.

Economists (such as Morduch, Khandker, Imai, Arun) have examined how microfinance
influences poverty. The literature on the topic has grown over the four decades. A lot of
theoretical literatures and empirical journals (Khandker et al. (1998), Morduch (1998), Imai et al.
(2010), and Imai and Azam (2012)) have been produced to evaluate the effects of microfinance
on poverty reduction.

The modern of microfinance is introduced by Mohammed Yunus in Bangladesh. Before
him, the majority of economists believed that the poor cannot pay the debt if the debt were
given because they do not have the ability to pay. This was reinforced by the fact that the poor
do not have the goods as collateral, so that banks did not give them access to credit. To realize
his idea, Yunus founded the Grameen Bank, as a microfinance institution, to provide the credit
for the poor.

Within the empirical literature, many studies have tried to assess the impact of microfinance
on poverty reduction. However, the results are not consistent. On the one hand, group of studies
have found a positive impact of microfinance. On the other hand, a number of studies have
reported a negative effect of microfinance on poverty alleviation. Furthermore, the empirical
papers differ to a lot of methodological points, for example the regional areas or countries, the
data set, the techniques of statistics and the specification of the poverty.

Previous studies turned out to produce a different conclusion. Based on this, we felt the
need for empirical testing to get overall conclusion. We will conduct a meta-analysis to
synthesize the primary studies. Meta-analysis performed using empirical evidence from previous
studies on the impact of microfinance on poverty. A meta-analysis uses statistical techniques to
review the different studies in the same research question. Glass (1976:3) defines a meta-analysis
“refers to the statistical analysis of a large collection of analysis results from individual studies for
the purpose of integrating the findings”. The meta-analysis reviews a large number of studies
using objective methods, then summarizes the studies through quantitative scale, next explains
the treatment of the studies by means of a magnitude of effect size, finally utilizes statistical
procedures to study outcomes (Kulik and Kulik 1989:228). The advantage of meta-analysis is to
summarize the results of all the studies using systematic procedures, remove subjectivity and



diminish the possibility of wrong interpretations and misleading conclusions (Shadish, as cited in
Neves et al. 2016: 3806).

Furthermore, a meta-analysis was first used in medical studies and then psychological
research. Today, it has reached to other several social domains. In economics field, it has been
used during the last two decades in the empirical studies that there is a debate among the results
(for example Dominicis et al.(2006); Neves et al. (2016); Misselhorn (2005)).

A meta-analysis on the effects of microfinance on poverty is needed because of two
reasons. First, it describes more understandable about the causes of the different empirical
results on the effect of microfinance using quantitative approaches and provides more objective
explanations. Second, the policy makers urgent to understand the effects of microfinance on
poverty and use it to guide their policy on alleviation of poverty.

1.2. Justification of the Study

This study will give a background on the existing studies on the relationship between
microfinance and poverty reduction from many countries. Furthermore, the study will give
insight on limitations of the current policies and possibilities of improvement strategy in the
tuture for Indonesia.

The contribution of this study as follows; First, this study provides general conclusions
based on empirical data on the impact of microfinance on poverty. Second, based on the meta-
analysis study, results can be used as the basis for other studies in the future. Third, the
conclusions obtained from this study are expected to provide advice for policy makers, especially
to the Indonesian government. In general, this study is an important step in providing a solution
regarding the impact of microfinance, the impact is positive, negative or no impact on the

eradication of poverty.

1.3. Research Questions
To achieve the objectives, this research will focus on the main research question: Using meta-
analysis, is it true that microfinance can reduce poverty?
Sub-questions are:
e What is the sign of the relationship between microfinance and poverty reduction using
meta-analysis?

e How much the effect size of microfinance on poverty reduction?

1.4. Research Hypothesis and Objectives

Theoretical papers as well as empirical applications have, however, produced controversial
results. Although there is a considerable part of the literature that considers microfinance reduce
poverty, more recent studies have challenged this result. In this paper, we provide a contribution
to the empirical puzzle by using meta-analysis to systematically describe, identify and analyse the
variation in outcomes of empirical studies. Based on literature findings, suggest policy
recommendations to improve the microfinance regulation for the poor.



This study applies microfinance size used in much literature, namely micro-credit to the
poor, and three proxies to measure poverty, namely consumption, income and poverty index.
Then, the paper formulate hypotheses to guide this research, namely microcredit provide a
positive effect on poverty (H1). Appropriate regulations and policies of the government will
further strengthen microfinance as a strategy to reduce poverty.

1.5. Structure of the Paper

This research paper is structured as follows. Chapter 2 discussesprimary studies and relevant
literature. Chapter 3 provides the methodology of the research paper and the conceptual
framework. Chapter 4 presents the detailed results of the study. Chapter 5 concludes and offers
policy recommendations.

1.6. Limitations of the Study

This study brings some limitations given some of the conditions in the data gathering and
analysis processes. Due to the limitations of time and funding, we do not provide independent
coder in checking the data from the primary studies. Therefore, the recapitulation of data
obtained from each primary study is the responsibility of the author.

Another limitation is the number of empirical studies that examine the impact of
microfinance on poverty alleviation is few. Most research on microfinance using descriptive and
qualitative analysis so that we cannot synthesize. In addition, we do not apply a qualitative
analysis on our meta-analysis.

1.7. Previous Research

Yang and Stanley (2012) conducted a meta-analysis of relevant research literature on the effects
of micro-credit to the income of the participants. Their meta-analysis identified eighteen
estimates. They found that the micro-credit does not give effect to the fixed income of the
participants. Yang and Stanley (2012) states two reasons why the absence of the effects,
specifically the primary study on the effects of micro-credit to income are poorly designed and
microcredit programs now does give a very small effect or no to the income of the participants.
They stated that it also possible because of the combination among them.



Chapter 2
Literature Review

2.1. Introduction

This chapter reviews literature which is related to microfinance and poverty reduction. The
review looks at the primary studies of the influence of microfinance on reducing poverty.

2.2.Microfinance

Formal financial institutions typically do not provide financial services to the poor. It also occurs
in developing countries. In developing countries, the poor do not have access to formal financial
services institutions. The absence of formal financial services for the poor led to informal
financial services sector. Informal financial sector usually provides inferior financial services.
They provide a very high interest rate so that the poor cannot afford to pay debts. This situation
resulted in poor communities not having access to the informal financial sector. In Bangladesh,
moneylenders ask for high interest rates because of lack of competition between them (Morduch
1998). The high interest rates restrict poor people to borrow money as their capital. Poor people
who do not have the capital will not be able to escape from poverty.

The practice of microfinance has been carried out from centuries ago. It is described by
Hollis and Sweetman (1998). They describe six microfinance practices in several countries in the
Middle Ages. In England, Samuel Wilson founded the Corporation of London which aims to
provide a loan of £ 100 and £ 300 to the youngsters who already have businesses. The loans
have a term of not more than 5 years and the interest rate is 1% for the first year and 2% in the
year thereafter. This institution stood for 50 years went bankrupt because of unpaid debts.
Unlike in the UK that provides a sizable loan, in Ireland appears Reproductive Loan Fund
Institution (RLFI) which offers small loans, less than £ 10, to the very poor farmers, farm
workers and dealers. RLFI established after the 1822 famine in Ireland. The agency was created
to maximize the use of charitable donations fund a /£ 55,000 for hunger alleviation. Small loan
has an interest rate of about 12% and the borrower will be fined if you pay late. Loan repayment
is twenty weeks. Besides RLFI, also appeared in Ireland Irish Loan Fund (ILF) established
comes from individual donations altruistic.

The development of small loans also penetrated Germany. In 1840, German Raiffeisen
Credit Cooperatives (GRCC) established to accommodate the collection of funding and lending.
The cooperative is growing very rapidly in the late 19th century. In 1910, the cooperative
Raiffeisan have 14,500 rural cooperatives with a membership of about 1.4 million people. The
borrower get a loan ranging from /£ 10 up to £ 250 on the condition that guarantees two co-
signer. Prior to approval of the loan, the cooperative committee will check the completeness of
the terms and reasons of borrowing money. The most important principle of this cooperative is
their unlimited liability for its members, which means that if the GRCC went bankrupt, each
member held liable for the entire debt of the cooperative. The obligation is to serve as collateral
when the cooperative will be submitted to the bank capital. Practicing cooperative of Raiffeisenis
relatively successful then imitated Irish Credit Union in Ireland.



In 1883, the first Italian cooperative was founded. The very fast growth of cooperatives
aided by the Roman Catholic Church. In 1916, the cooperative has 2,100 branches and 115,000
members. Casse obtaining funds from public deposits and bank loans are getting a guarantee of
unlimited liability of member casse. Each member has one share and one vote. They are also
obliged to be cooperative management for free. Casse relatively positive impact for borrowers
because the cost of borrowing is lower than moneylenders.

Practices of microfinance institutions such as the above demonstrates that microfinance is
not a new trend (Yang and Stanley 2012). The increasingof development on microcredit
demonstrate their importance in the field of development in the world. Mechanical operations of
microfinance institutions that have been tested and continued to develop better new
methodologies (Yang and Stanley 2012).

The concept of modern microfinance institution is started by Muhammad Yunus. In 1974,
Muhammad Yunus, an economist from Bangladesh, introduced the idea of giving small loans to
the poor. The idea came when he met a woman who sold bamboo bench. The woman only
benefit a few cents from each seat sold. Then, Yunus thought that she will be able to raise the
sales figures if given a loan with favorable interest rates. In 1983, he founded the Grameen Bank
(which means village bank).

The emergence of microfinance institutions due to lack of financial institutions that already
exist in providing access to loans to the poor. Currently, microfinance institutions has grown into
the world with a variety of models. There is a microfinance institution that type with the
Grameen Bank, some microfinance institutions without interest based on public social funds.
Microfinance institutions improve the welfare of society, not just for the sake of their families,
but also for the life of their community.

Institutions of modern microfinance in developing countries, such as the Grameen Bank,
claiming that they empower women to wear a low interest rate (Yang and Stanley 2012).

Imai and Azam (2012) stated that formal financial institutions are less likely to lend to the
poor for several reasons, including poor do not have property that can be pledged as collateral,
lending procedures are complicated so that only people who highly educated who can access,
and the supply of credit in the countryside is still lacking. Microfinance institutions try to cover
the limitations of the formal financial institutions.

Microfinance, according to Barr (2004: 278) is "a form of financial development that is
primarily focused on alleviating poverty through providing financial setvices to the poor". Barr
(2004: 278) also states that "... is also broader microfinance, including insurance, transactional
services, and importantly, savings". This definition is also revealed by Otero (1999) and
Ledgerwood (1999). Another definition proposed by Schreiner and Colombet (2001: 339), they
states that "microfinance can be defined as the attempt to improve access to small deposits and
small loans for poor Households neglected by banks". This implies that microfinance provides
financial services for the poor that include savings, loans and insurance that is not provided by
the formal financial sector (Nanor 2008). Thus, microfinance is one of the forms of financial
services through the establishment of financial institutions that aims to provide financial services
to low-income communities. Therefore, Microfinance institutions provide savings, loans,
insurance and entrepreneurship training.

Microcredit is one form of microfinance financial services to the poor, especially in
developing countries. Microcredit provides an opportunity for the poor to make loans that
previously they could not do in conventional banks. The loan is given in a short period of time,

5



usually a maximum of one year. Small loans can be used to start entrepreneurial ventures so that
the poor get an income to improve their welfare.

In addition to microcredit, microfinance is usually also provide micro savings services.
Poor people can save money, usually small, to keep their money and earn interest. Micro savings
can be used for life assurance in the future. Micro savings can also be used to raise capital for
their ventures.

Micro insurance is also a form of microfinance services. This insurance is provided to low-
income people who are at risk of natural disasters, illness or accident. Insurance is used by the
poor as a precaution if they are unfortunate.

Microfinance lending procedures are relatively easier and less costly (Nanor 2008). The
borrower does not pass the flow of lending long with complex requirements such as
conventional banks. The borrower also does not require a large fee to process a loan application,
such as the cost of transportation to the nearest bank office that normally existed in urban areas.
In addition, the borrower does not have to have a guarantee as a condition for lending.
Microfinance uses other methods to replace the collateral, such as cash flow evaluation of the
borrower or using group methods. Microfinance can also provide incentives in the form of lower
interest rates from the previous year so that borrowers pay on time. Borrowers who have paid on
time can be given incentives such as the right to borrow greater funds than before.

2.3.Poverty Reduction

United Nations Development Program (2015) states that the number of poor people in the
world by 2015 about 836 million, down nearly half from 1.9 billion in 1990. These people had
incomes under § 1.25 per day. They are included to the very poor category. In fact, living on less
than $ 2 per day is certainly very uncomfortable. Very poor communities have less opportunity
to meet their basic needs, such as food, clean water, clothing and adequate housing (Appah et al.
2012). Juanah (2005:17) states that

"Poverty has no precise definition. It is a multi-dimensional phenomenon related to the inadequacy
or lack of social, economic, cultural, and political entitlements. Poverty is hunger. Poverty is lack of
shelter. Poverty is being sick and not being Able to see a doctor. Poverty is not being Able to go to
school and not knowing how to read. Poverty is not having a job, is fear for the future and living
one day at a time. Poverty is losing a child to illness brought about by unclean water. Poverty is
powetlessness, lack of representation and freedom ".

Furthermore, Juanah (2005) states that there are four types of poverty. First, income
poverty is a common definition that is often used to describe poverty, that is, people who lack
the income that cannot cover their need. Second, the absolute poverty is people who are
starving, people who do not have adequate housing, people who do not have enough clothes, as
well as people who do not get adequate medical care. They are people who are struggling to
survive. Third, the relative poverty is, people whose standard of living below the common
standard in a community, usually in the developed countries. Lastly, consistent poverty is a
combination between income poverty and deprivation.

Oyeranti and Olayiwola (2005) states that there are three views in defining poverty. The
first view explains that poverty is a deficiency in some of the basic human needs that can be
valued in money. Thus, this view does not explain poverty in the form of non-material, such as
lack of education and social discrimination. The second view states that poverty is the inability of



a person to achieve basically the ability to meet the economic and social life, which includes
nutrition, healthy living, as well as participation in community activities. The third view points
out that the conception of poverty should be defined solely by the poor. This view is called
subjective poverty which states that poverty consists of psychological and physical factors.
Karlsson in Oyeranti and Olayiwola (2005: 4) concluded subjective poverty, the first, viewed in
multidimensional poverty, including hunger, powerlessness, voicelessness, and humiliation;
second, the ineffectiveness of the state in addressing poverty; third, limited role of non-
governmental organizations so that the use of informal networks more reliable; Fourth,
households experiencing prolonged stress due to poverty; Fifth, the social structure that is not
pro-poot.

Furthermore, Ogwumike (2002: 6-7) mentions four approaches to poverty alleviation.

1. Economic Growth Approach
Economic growth must be increased so that the workers should be employed in
industrial companies. Economic growth is conducted by adding capital capacity, while
labor skills enhanced through education, improved health, and the provision of home.

2. Basic Needs Approach
Poverty can be reduced by providing the basic needs of society as appropriate, such as
the provision of food, water, education, health, and transportation.

3. Rural Development Approach
Poverty reduction is focused on development in rural areas. The focus is based on that
poverty is a multidimensional problem that must be addressed by a multi-pronged
approach. The construction is done by the provision of the basic necessities of human
life, such as the provision of food, health, education, employment, and shelter.

4. Target Approach
Poverty carried out on specific targets based on specific programs, such as social health
insurance, micro-credit, and so forth.

Poverty is a multi-dimensional problem that must be addressed in a comprehensive
manner. Combating poverty is a complex task and should be carried out jointly by the various
elements of society. To alleviate poverty will not be solved by a single institution, no single
strategy, not just a step, but it is a joint action by all agencies (Oyeranti and Olayiwola 2005:6).

Additionally, Adebayo in Appah et al. (2012: 44), which was also delivered by Gerster in
Opyeranti and Olayiwola (2005: 7-8), grouping into four approaches poverty alleviation. First, the
pro-poor growth models mentioned that macroeconomic policies should be directed to increase
the incomes of the poor. Macroeconomic policies in the form of a guarantee of economic
stability, good business environment, high-tech innovations, so that the economy grows
optimally. Second, rights and empowerment explained that poverty eradication is done by
increasing the political participation of the poor, increased skills in poor communities through
training, good governance and fair law enforcement, as well as increased credit supply. Thirdly,
the redistribution of resources and models of sustainable livelthoods approach states that poverty
reduction through social interaction between community groups, social risk insurance against
illness and natural disasters, and building physical and social infrastructure is good. Instruments
used in this approach is the increase in salaries and wages and the elimination of gender. Fourth,
the people-centered sustainable development approach is a combination of the three previous
approaches. The objective of poverty alleviation through this approach is people-centered
development that focuses not only on economic growth but also fair distribution of benefits, and



that does not marginalize the poor but empowering. This approach focuses on the poor that
increase choice and opportunity for them to improve their lives.

2.4.Microfinance and the Poverty Reduction: Empirical Literature

Yunus (2007) argue that free markets provide good products and services to consumers. The
abundant needs of consumers lead to capital market players producing much goods and services.
Abundant production resulting in cost per item becomes cheaper so that producers get a greater
profit. The benefits of the free market will be shared between producers and consumers.
Consumers get the cheaper price of goods and manufacturers obtain greater profits. However,
the economic prosperity exacerbates social problems. One reason is the capitalist economy not
to solve social problems, but to get the highest possible profit.

To reduce social problems, Yunus (2007) introduced a social business, the business motive
is not to maximize profit, but based on social values. A social business is a vendor who has a
principle to provide social benefits rather than maximizing profits. Abera (2010) states that this
business will provide opportunities and benefits to the poor in order to improve their social
situation. Basically, the poor have motivations to get out from poverty, but the structure of the
market environment does not provide that opportunity. This needs to be corrected by the
provision of microfinance, especially microcredit.

Yunus said in Abera (2010: 12) that microcredit is not a miracle tool to cure poverty in one
swallow, but microcredit should be combined with other tools to eliminate poverty. It is also
agreed by Barr (2004: 296) which says that microcredit is not a panacea, but microcredit has a
promising potential to reduce poverty. This suggests that microfinance is only one variable in the
alleviation of poverty, in addition to other variables, such as education, health, economic
stability, good governance, less corruption, and so forth (Abera 2010: 12).

Poverty is a complicated and complex problems that require comprehensive strategies.
Microfinance is just one of the tools of these strategies. Other development programs, such as
the provision of infrastructure, health education, provision of fertilizers and seeds for farmers,
and so on, should be done in conjunction with microfinance. Furthermore, microfinance cannot
stand alone but must be supported by education and training for the poor.

However, economists are still arguing about the role of microfinance in reducing poverty.
Some economists argue that microfinance alone is not capable of fighting poverty and needed
another strategy to complete it (Appah et al. 2012). Most experts believe that microfinance is not
a panacea for all ills of poverty. Regardless, they believe that microfinance institutions play an
important role as a means to discover the potential of the poor to be able to move towards a
better life (Appah et al. 2012).

Muhammad Yunus, as the originator of the idea of the modernmicrofinance institutions,
believe that the poor have a right to obtain a loan from a microfinance institution. After the poor
get a loan, the next step is to empower them by creating entrepreneurs to generate a profit.
Fulfillment of these rights allow the poor to buy the assets and get profit. This situation proves
that microfinance institutions as an appropriate tool to reduce poverty.

Literature about the positive impact of microfinance have been found. Empirical studies
show that microfinance institutions can improve the living conditions of the poor, the household
income of the poor, increase consumption, accumulate assets and improve the education of
children from the poor. This situation shows that microfinance institutions have a significant
role in reducing the poor.



Littlefield, et.al (2003) argues that microfinance institutions were able to reduce poverty by
increasing the incomes of the poor, the increase in household spending and decrease in the
threat of financial problems. Research projects on the success of microfinance institutions spread
in various countries, including Bolivia, Ghana, Indonesia, India, Zimbabwe and Bangladesh.
However, the success of microfinance institutions depend on the ability of the poor
communities to manage the money that has been borrowed (Khandker 2003). Therefore, other
facilities should be provided to support microfinance institutions, such as skills training in
entrepreneurship, empowerment of others and family financial management. Weiss et al. (2003)
states that increased access to micro-loans by microfinance institutions to the poor will increase
the ability of the poor to finance productive activities that will enhance the growth of incomes.
They argued that it will happen if there are no obstacles. Thus, these conditions is a way out for
the poor to escape from poverty.

The study of Bank Rakyat Indonesia (BRI) as a microfinance institution in Lombok,
Indonesia concluded that the average income of borrowers increased by 112% from 90% of
respondents, while 12 respondents did not experience an increase in revenue because their
husbands used the money instead for productive business (Panjaitan-Drioadisuryo and Cloud
1999).

Barnes et al. (2001) found that the participants of Zambuko program in Zimbabwe
experienced an increase in the number of income per capita per day. They also stated that the
client remains in the program experienced improvements in food consumption and other needs.
Research in Bangladesh stated that the poorest people get the greatest benefit from microfinance
institutions in the form of poverty reduction among its members (Khandker 2003). The study
also found that microfinance institutions have a positive spillover effect on poverty reduction in
their village.

The Challenging the Frontiers of Poverty Reduction-Targeting the Ultra Poor (CFPR
/TUP) program in Bangladesh increase household assets ultra-poor people who patticipated
(Rabbani et al. 2006). They have assets such as cattle and furniture, as well as savings. Haseen
(20006) states that the selected ultra-poor households (SUP) who take the program CFPR/TUP
have higher economic status than domestic non-selected ultra-poor (NSUP) households. SUP
households tend to consume more food and higher quality than households NSUP.

Mahjabeen (2008) concluded that the financial institutions in Bangladesh have a positive
impact for the poor in the form of an increase in household income, an increase in the
consumption of commodities, the creation of employment, reduction of income inequality and
increased social welfare. Imai and Azam (2012) states that a loan from a microfinance institution
for the poor has increased income and consumption in Bangladesh.

On the other hand, researchers found a negative effect of microfinance on poverty. Yang
and Stanley (2012) suggests three weaknesses of microfinance. First, there is no proper way to
measure the social goals of microfinance. Secondly, microfinance does not reach the poorest of
the poor from their corresponding targets. Finally, microfinance led to polarization between the
poor through stratification among them.

Additionally, Copestake et al. (2005) points out the negative impact of microfinance
because of the rigidity of the loan repayment schedule. Borrowers have to pay at a certain time at
a time when they do not get money from the crops, for example, borrowers who are trying in
agriculture and animal husbandry. Block (2012) criticizes microfinance because of giving money



to people who are not able to empower the money. Instead of the poor with microcredit will be

freed from poverty, they would be trapped in debt.

2.5.Primary Studies

We found 17 primary studies that examined the relationship between microfinance and poverty

alleviation. The research will be used as our meta-analysis. The table below is a summary of the
methods and the results of these studies.

Table 1 Summary of the Primary Studies

(2015)

data from 596 microfinance
institutions in 40 developing countries.
The data used comes from the

No | Authors Methodology Results
1 Cuong (2008) The research objective was to test The study shows that only 12% of
whether VBSP really target the poor as | credit recipients are the poor, while
a recipient of a credit or not and test amounting to 75.9% are the non-poor.
the effects of these programs on The result found that VBSP provide a
poverty alleviation in Vietnam. Source | positive and significant impact on
of data derived from the survey VHLSS | consumption expenditure per capita
2002 and 2004. and income per capita from loan
recipients.
2 Imai and Azam The data covered household panel Microfinance has positive and
(2012) data of the poor from 1997 to 2004. significant impact on household income
Data were obtained from Bangladesh and consumption of food. In addition,
Rural Employment Support the study also found that non-
Foundation (PKSF) panel. For data productive loans reduce BMI.
control, this study used from nearby
villages.
3 | Annim and Alnaa | They Used quasi-experimental The rural women who gain access to
(2013) surveydata from 250 beneficiaries and | microcredit have a positive impact on
250 non-beneficiaries in 2011. household consumption, which in turn
Respondents were selected at random | will reduce poverty. Microfinance has a
and then interviewed directly. 0.12% impact on poverty reduction.
Questions were given consisted of Another conclusion obtained is an area
how access to microfinance, that has a very poor population can get
consumption expenditure, the number | positive effects of microfinance. This
of business activities, business study suggests that the scale of credit
location and more. extended to the number of credit
recipients can be improved.
4 Li, et al. (2011) Welfare is measured using household | Participants of RCC program benefited
income and household consumption. more than non-participants. It is
This study used survey data for rural characterized by an increase in
households from November 2008 to household income and consumption.
January 2009 in Hubei province, China. | The positive impact of microfinance
showed promising potential for rural
economic development.
5 Miled and Rejeb | The data used is the cross-sectional This study shows that the country has a

per capita gross loans from
microfinance institutions tend to rate
lower poverty rates than other
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Matlab Health and Socio-Economic
Survey survey (MHSS) in one of the
rural Bangladesh named Matlab in
1996. The data found amounted to
108 households. The data is then
compared with the data 108
households in Matlab entitled to
receive microcredit from BRAC but do
not take the loan.

No | Authors Methodology Results
Microfinance Information Exchange countries per capita consumption and
(MIX) and the World Development expenditure is higher. This is an
Indicators 2011. Poverty measures indicator of the positive role of
based on the poverty line of US $ 1.25. | microfinance on poverty reduction.
6 Annim (2009) A survey of the recipient and non- There is a difference in the operation of
recipient randomly on the location of | other types of microfinance
the same area. The survey was institutions. Microfinance institutions
conducted in 2004. that receive funding from government
and grants better target lending to the
poor. This relates to the profit to be
achieved. This study offers a new
perspective on the future of
microfinance institutions more pro-
poor poverty reduction to occur.
7 Kienlein (2016) The data used is the panel data from Education and microfinance have
42 countries over the period 1999 to negative effects on measures of
2013. The scale of measurement for poverty. The average increase in
microfinance is gross loans and the relative poverty ratio by a factor of 2 in
measurement scale for education is gross loans of microfinance institutions
the amount of government funds used | whereas education is an improvement
for education. While poverty is factor of 1.15 from government
measured using the ratio of poverty, spending on education.
the poverty gap and squared poverty
gap.
8 | Alnaaand Interviewing of 500 women Microfinance institutions that provides
Ahiakpor (2015) | comprising 250 loan recipients and loans to the poor will increase
250 non-recipients of loans. Data household consumption. This can be
taken from June 2011 until August achieved if the technical efficiency of
2011. beneficiaries increased because the
efficiency of the client's loan
repayment. To improve efficiency,
microfinance institutions do not only
provide loans, but also provides
training and business consulting to
their clients.
9 Hoque (2004) Data analysis based on a survey of The average household receives from

BRAC microcredit poorer than those
not receiving credit from BRAC,
respectively 63.6% and 61.2%, although
the majority of the population in
Matlab were below the poverty line.
This suggests that microcredit gives
very little effect on poverty reduction
in Matlab. However, BRAC microcredit
by giving a significant impact on
household consumption for the
recipient BRAC in Matlab.

Hoque (2004) assume that households
in Matlab who received micro credits
used half of the money for household
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No | Authors Methodology Results
consumption. The funds are used for
productive enterprises only about
54.7% of the total micro credit
received. On the other hand, non BRAC
households when borrowing money,
they will use all these loans to
productive enterprises.

10 | Doci (2016) The data is taken from the World Bank | The research concludes that

and the MIX database. Poverty is microcredit had a positive impact in the
measured using a number of reduction of poverty.

household consumption. While the

size of microfinance is the number of

microfinance institutions and the

number of micro loans disbursed.

11 | Bhuiya, et al. Income and household consumption is | The households who participate in

(2015) a proxy of welfare representing the micro-credit experience an increase in

poverty level. The data used is the income and consumption, respectively

result of a survey of 439 households in | 0.19% and 0.16%. Nevertheless,

20 villages in four districts. The first households following the microcredit

phase of the survey asked to the program average are poorer than

village leaders to choose the households who are not members of

characteristics of ownership of land microcredit.

and wealth. Then, the interview was

conducted to the participants of

microfinance institutions and

households that do not receive a loan

as the control data.

12 | Franco (2011) The impact of microfinance on poverty | Microfinance provides a significant

ratio at $ 2 per day and $ 1.25 per day. | positive impact on the ratio of poverty.

The object of this study are countries Franco explained that microfinance can

in Latin America and the Caribbean. make structural changes to improve
the welfare of the poor because the
poor opening of opportunity in
accessing credit. In addition, physical
development in developing countries
often do not touch directly to the poor
economy.

13 | Sayvaya and Extent of poverty is represented by The VDF program had a positive impact
Kyophilavong household income and expenditure of | on increasing household income and
(2015) the poor. The data is a survey of expenditure, but not statistically

members and non-members VDF significant. Based on this, Sayvaya and
which has the characteristics of the Kyophilavong (2015) states that the
same household. Respondents program VDF only minimal impact on
amounted to 361 households, of poverty reduction in Lao PDR. It might
which 113 are members of VDF and be because the number of loans used
248 non-members. The survey was to finance productive business too
conducted in June 2012. little. In addition, the borrower uses
the loan funds forthe non-productive
expenditure.
14 | Bui (2014) Microfinance is measured using the The microcredit has a positive and
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No | Authors Methodology Results
total amount of loans received by significant relationship to the
households, while poverty is household expenditure per capita and
measured using real household non-food expenditure per capita.
expenditure, food and non-food. The However, micro-credit was negatively
data used is survey data VHLSS2008 related to household expenditure for
comprising some 9189 households. food. The findings concluded that
microfinance institutions can be used
as an effective strategy to reduce
poverty in Vietnam. Bui also stated that
the alleviation programs such as the
need for increased efficiency and
diversification of micro-credit loans.
15 | Kaboski and The Million Baht Village Fund (MBVF) There was an increase in total short-

Townsend (2012)

is @ microcredit program in villages to
improve the overall credit in the
economy of Thailand. The data is
taken from a survey of Townsend Thai
for five years (1997-2001) before the
program and six years (2002-2007)
after the program. The data is 800
households surveyed for 7 years and
655 households participated in the
survey for 11 years.

term credit, consumption, investment
in agriculture, and income from
business and labor due to the
distribution of village funds. However,
overall growth declining asset related
to the village fund. Microcredit from
village funds also have a positive
impact on the wages received.
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Abera (2010)

The data is the household survey and
the Focus Group Discussion (FGD)
which conducted in 2007 and 20089.
The FGD performed at 8 random
households. Household welfare is
measured by household monthly
expenses and assets.

Microfinance had a significant impact
on the increase in household
productive assets. However,
microfinance is not a significant impact
on the amount of fixed assets and
monthly household expenditure. Abera
conclude that microfinance is not a
panacea for eradicating poverty.
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Imai, et al.
(2010)

The data used is the data cross-
country and panel data from the
Microfinance Information Exchange
(MIX) and the World Bank poverty
data in 2010. The number of samples
is 48 developing countries in 2007 and
data is added to the panel two periods
of 61 countries in 2003 and 2007. The
poverty indicators based on data from
the World Bank which is the ratio of
the poor who have incomes under $
1.25 per day in 2005.

Microcredit has a significantly negative
impact on the ratio of poverty, the
poverty gap and squared poverty gap.
This is an indication that the loan from
a microfinance institution have an
impact on poverty reduction in the
world's poor. In addition, Imai, et al.
(2010) stated that microfinance is not
only able to reduce poverty, but micro-
finance can also reduce the severity of
poverty in the community

The majority of the primary study revealed that there is a positive relationship between

microfinance and poverty alleviation. Studies that resulted significant effects are Cuong (2008),
Imai and Azam (2012), Doci (2016), Franco (2011), Bui (2014), and Abera (2010). However,
some studies did not produce significant effects such as Sayvaya and Kyophilavong (2015).
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Another study states that negative effects on poverty, in other words microfinance actually
exacerbate poverty, such as the study of Imai, et al. (2010). The studies also suggest that there is
potential to alleviate poverty through microfinance, as revealed Li, et al. (2011).

Some empirical studies stated a positive and significant relationship of the impact of
microfinance on poverty reduction using income or consumption as a proxy of poverty, such as
Cuong (2008), Imai and Azam (2012). Whereas, Bui (2004) points out that micro-credit was
negatively related to household expenditure. Research from Imai, et al. (2010) showed the
negative effects of microfinance on poverty index. Based on this, we assume income,
consumption and poverty index as a proxy to represent poverty. If the income and consumption
increase, there is a reduction in poverty. In addition, if the poverty index decrease, poverty
reduction is happening.Furthermore, we will investigate the impact of microfinance on income,
consumption, poverty index and the poverty reduction (a combination of three proxies).
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Chapter 3
Research Methodology

3.1. Introduction

This chapter discuss the methodology how to achieve the objectives. Chapter 3 presents the
conceptual framework, theoretical framework and empirical model. Furthermore, the chapter
shows the data.

3.2. Meta-analysis

Meta-analysis allows the use of a combination of all the literature that has been there before.
The statistical analysis used in the meta-analysis aim to evaluate and synthesize the existing
empirical evidence (Card and Krueger 1995: 239). Dominicis et al. (2008: 661) state that “meta-
analysis provides an in-depth quantitative review of the empirical literature, employing statistical
techniques to summarize the empirical evidence”. Then, the meta-analysis combines the size of
the various studies to identify the pattern of findings of relevant relationships. Effect sizes that
will be used in the meta-analysis is a weighted average that is derived from the effects of each of
the study report. Merging the empirical results in the form of effect size weighted average aims
to improve the accuracy of the analysis of the object under study.

This is understandable due to the high increase of the amount of research published in
various economic fields. Such increase resulted in additional degree of heterogeneity of the
results of research that has been done. Then, the meta-analysis is a statistical method that is
appropriate to address heterogeneity.

However, meta-analysis are facing problems in publications bias. Meta-analysis cited as
problematic in the publication may be biased because the studies used in the analysis do not
represent all the existing studies and relevant to the object under study. However, there are
several techniques that can be used to address this problem.

Dominicis et al. (2008: 662) point out that they “... use meta-analytical techniques to further
characterize these empirical findings and subsequently identify the heterogeneity across estimates
as a function of observable differences in research design and data characteristics, and a random
component reflecting unobservable differences across estimates”. There are two estimators:

1) “The fixed effects method assumes that there is no heterogeneity among study results and
that the different magnitude of the estimates is solely due to sampling variation” (Dominicis
et al. 2008: 662).

2) “The random effects method assumes that every study estimates a different effect size,
randomly drawn from a larger population with a fixed mean and variance” (Dominicis et al.
2008: 664).

To synthesize this study, we will use meta-regression analysis. According Stanley (2001: 132-
3), meta-regression analysis refer to “the dependent variable is a summary statistic, perhaps a
regression parameter, drawn from each study, while the independent variables may include
characteristics of the method, design and data used in these studies”.

This study follows the methodology of the Meta-Analysis of Economics Research Network
(Maer-Net) described by Stanley et al. (2013) in the search for relevant studies, encode variables
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and construct the data found. In search of relevant studies, we used Google Schoolar. The key
words used including "microfinance +poverty reduction", "microfinance + OLS + poverty
reduction”, "poverty reduction + microfinance + OLS + developing countries." In the process
of identification, we read the titles and abstracts then examine the introduction and conclusion.
Subsequently, we look for it manually by reading them one by one and checking it systematically
review with the aim that all primary studies related have been included.

The hypothesis states to analyze the impact of microfinance on poverty reduction. Our
research using microcredit as a measure of microfinance and evaluate the effects of income,
expenditure and poverty index, which is used as a measure of poverty reduction. Therefore, this
meta-analysis study using only the variables mentioned above and this study using microcredit as
an independent variable. Thus, we did not include studies that examine the impact of the asset to
the reduction of poverty, as practiced by Cotler and Woodruff (2008), Garikipati (2008) and
Takahashi et al. (2010). We also excluded studies that examine the impact of growth (see
Copestake (2002)) as well as the impact on labor supply (see Augsburg et al. (2012)).

The criteria that must be met by studies that have been entered so that the research can be
used for meta-analysis, are the research using analysis Ordinary Least Square (OLS) or the like,
number of samples, and carries the t-statistic, or standard error. Based on these criteria, we
found 17 relevant studies. Furthermore, the data characteristics of these studies is extracted and
incorporated in Microsoft Excel. Once all the data from the various studies are recorded in
Excel, then transferred to STATA. Coding is done based on the characteristics of the study aims
to eliminate subjectivity and improve the reliability of the findings (Demena and Bergeijk 2016).

Typically, a meta-analysis using the average forecast for avoiding heavy single study as
described Stanley (2010). However, as explained Demena and Bergeijk (2016), analyzes the
impact of using estimation techniques and the different models is an impossible thing to do
because researchers possible loss of important information from empirical studies. Additionally,
Demena and Bergeijk (2016) mentions three reasons for the shortcomings of the average
estimate. First, many researchers do not specify explicitly the best estimate. Second, it is possible
to experience a selection bias investigators if they mention the best estimate. Third, the best
estimates possible researchers will be underweighted. Thus, this study used estimates of all data
sets.

Based on the identification process, we included 17 studies of primary with 53 meta-
observations in this study. Table 1 presents a summary of the research that we've included in this

meta-analysis.

3.3.Meta-Data Set

Data of this study consisted of 17 major studies of primary studies that have been found and the
number of observations by 53 observations. The study has been carried out in developing
countries and published from 2004 through 2016.
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Figure 1 Mean and Median of the Empirical Studies
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Figure 1 shows the mean and median of each study we report in relation to the impact of
microfinance on poverty reduction. From Figure 1 shows that the findings of the primary studies
tend to agree positively to the relationship. The average t-value is 4.00 with a standard deviation
of 4.84 and an average median is 3.94 with a standard deviation of 4.85.

Figure 1 also shows the difference in positive and negative effects on the impact of
microfinance on poverty alleviation among the primary studies. Of the 17 studies, one study
showed that the negative effects (see Doci (2010)).

Primary studies that we use consists of nine peer-reviewed articles, four working papers, and
4 dissertation, unpublished studies, and reports. The oldest studies published in 2004 and 2012 is
the median. The study, published in the last 5 years amounted to 13 studies. This shows that the
topic of the effect of microfinance on poverty alleviation is an interesting topic, especially in
recent years.
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Table 2 Primary Studies the Impact of Microcredit

Studies Number Simple  Weighted Minimum Maximum  Significance
of Mean Mean
Estimates (FEE)
Impact on Poverty Income
Imai and Azam (2012) 6 0.0068 0.0065 0.0051 0.0109 Yes
Sayvaya and Kyophilavong (2015) 1 0.0722 0.0722 0.0722 0.0722 No
Cuong (2008) 4 0.7126 0.7790 0.6271 0.9679 Yes
Bhuiya, et al (2015) 1 0.1900 0.1900 0.1900 0.1900 Yes
Li, et al (2011) 1 0.0029 0.0029 0.0029 0.0029 Yes
Impact on Poverty Consumption
Imai and Azam (2012) 6 0.0041 0.0043 0.0005 0.0102 No
Annim and Alnaa (2013) 2 0.3045 0.2535 0.2120 0.3970 Yes
Sayvaya and Kyophilavong (2015) 1 0.0527 0.0527 0.0527 0.0527 No
Abera (2010) 2 0.2461 0.0519 0.0436 0.4486 No
Cuong (2008) 4 0.6899 0.6943 0.6857 0.7018 Yes
Bhuiya, et al (2015) 1 0.1600 0.1600 0.1600 0.1600 Yes
Li, et al (2011) 1 0.0023 0.0023 0.0023 0.0023 Yes
Bui (2014) 2 0.0036 0.0025 0.0015 0.0057 Yes
Doci (2016) 1 -0.0018 -0.0018 -0.0018 -0.0018 Yes
Miled and Rejeb (2015) 3 1.2133 1.1904 -0.2600 2.0000 Yes
Kaboski and Townsend (2012) 2 0.0013 0.0022 0.0002 0.0024 Yes
Alnaa and Ahiakpor (2015) 1 0.3970 0.3970 0.3970 0.3970 Yes
Hoque (2004) 1 0.0800 0.0800 0.0800 0.0800 No
Impact on Poverty Index
Bhuiya, et al (2015) 1 0.0700 0.0700 0.0700 0.0700 Yes
Annim (2009) 2 0.3430 0.1086 0.0790 0.6070 Yes
Imai, et al (2010) 3 0.9600 1.0730 0.4100 1.7100 Yes
Miled and Rejeb (2015) 3 2.2467 2.3744 1.4000 3.1300 Yes
Kienlein (2016) 3 0.1320 0.2928 -0.6110 0.7020 No
Franco (2011) 1 0.0018 0.0018 0.0018 0.0018 Yes

Table 2 describes the effect of fixed weighted average impact of microcredit on income.

From table 2, we can see that the five studies with a total of 13 estimates of the impact of

microcredit on income. The FEEs are positive for all estimates, but not all significant estimates

because the study was not significant, for example, research from Sayvaya and Kyophilavong

(2015).

In connection with the relationship between microcredit and consumption, 27 estimates

were obtained from 13 primary studies. Of the 27 estimates, Table 1 presents that about 37.03%

(10 estimates) were not statistically significant. 17 Other estimates are positive and significant,
but one estimate is negative, the research is the study of Doci (2016). Thus, based on the FEEs,

we conclude that there is a relationship between micro-credit to household consumption. On the

whole, micro-credit will increase household consumption of the poor.
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Seven studies reported by the 13 estimates that explains the relationship between
microcredit and poverty index. Of the 13 estimates, three estimates were not significant (23.08%0)
statistically. Meanwhile, all forecasts are positive.

3.4.Publication Bias and Genuine Effects

Our meta-analysis research through several stages of analysis. First, this study calculates the
Fixed Effects Estimates (FEEs) as a measure of the mean weighted by the estimated each
primary study has found. FEEs are used for original research that has been found to have the
same number of population and the general average (Stanley et al. 2008). Second, we use a funnel
asymmetry tests (FATs) and the precision effect tests (PETS) to determine the presence or
absence of publication selection bias. FATs test whether the size of the micro-finance have
genuine effects on poverty alleviation or not after the publication of selection bias is controlled.
Finally, we analyze the variation in estimates associated with the evaluation of the characteristics
of each primary study. Meta-regression tests the original effects of the outcome variable after
controlling for selection bias, and the effects of other variables, for example the period of the
data and methodology of the primary study. The third phase of this meta-analysis using the
Partial Correlation Coefficients (PCCs) are derived from estimates of the primary study. PCCs
measure microfinance relationship to the dependent variable, while the independent variables are
tixed.

The dependent variable in this study is poverty reduction. Then, the proxy of poverty
reduction is income, consumption and poverty index. The sign of the coefficients (PCCs) of
microcredit in every estimate in each of the primary study, which is positive or negative, the rules
are as follows: to estimate the dependent variable is income and consumption, the coefficient
signs correspond to those reported, while the poverty index, a sign of the coefficient is the
opposite of reported. The argument of these provisions is that if the poor who borrow
microcredit led to an increase in income or consumption, poverty will decline, which means the
positive effect on poverty reduction. Conversely, if the poverty index increases, poverty will
increase, which means a negative effect on poverty reduction.

PCC against each estimate a correlation coefficient of the effect of microfinance on poverty
reduction in each of the observations in each primary study. While the standard error is the value
of standard error from each observation in each primary study. If the value of the standard error
is not listed in the primary study, we calculate the standard error by dividing the correlation
coefficient with the value of t-statistics. Standard errors are variants generated due to sampling
error. Standard error will be used to calculate the weighted FEEs as a basis of measurement
means.

Weighted means are calculated using the approach of Stanley (2008). Weighted means
calculation formula is described as follows;

2. wm; pc;

X =
wM Z wm;

where Xy is a measure of the weighted means based on estimates of each study, pc; represent
partial correlation coefficient for each estimate, and wm, is the weight that is calculated based on
whether Xy included in the random effects or fixed effect mean.

In the FEEs, the weight is a calculation of 1 divided by the square of the standard error of
the estimate is the same as its PCCs. Thus, the equation X be as follows;
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where Xpg is the fixed effect estimate slightly its estimate of the weighted average, pc; is the
partial correlation coefficient for each estimate, and SE is the standard error of each estimate
pc;. The Fixed Effect Estimate (FEE) is to distribute the load, where less precise estimate has a
lower weight, while a more precise estimate illustrates the higher weight. This suggests that the
FEE is more reliable than the simple means. However