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a  b  s  t  r  a  c  t

This  paper  has  developed  a multidimensional  model  usable  in  assessing  economic,  social,  political  and
cultural  dimensions  of  poverty  by  utilizing  primary  data  collected  from  78  villages  in Bangladesh  using
a participatory  approach.  Employing  the  developed  model,  a comparative  analysis  has  been  performed
between  microfinance-driven  government  (GO)  and  NGO  (non-government  organization)  projects  to
explore their  relative  effectiveness  in  enhancing  wellbeing  of  the  poor  in  rural  Bangladesh.  It is  observed
that GO  agencies  are  more  effective  in  enhancing  ‘economic  wellbeing’  of  the  poor,  whereas  NGOs  are
contributing  more  in  the  ‘social’  aspects  of  wellbeing.  Findings  also  revealed  that,  as  whole,  GO  agencies
perform  42%  better  than  NGOs  in  improving  living  standards  of the  rural  poor  which  contradicts  with
the  existing  literature  of  poverty  reduction  projects  in  developing  countries.

© 2012 Elsevier Inc. All rights reserved.

1. Introduction and rationale of the study

The main aim of this paper is to assess the relative effectiveness
of microfinance-driven poverty reduction projects run by govern-
ment and NGOs in enhancing wellbeing (or reducing poverty) of
the rural poor. However, as there is no composite model incor-
porating multi-aspects of poverty in Bangladesh available in the
existing literature, we first developed a multidimensional model
that incorporates all such indicators as opined by the local poor. It
is believed in the paper that poverty is lack of wellbeing and thus by
exploring and fulfilling the indicators of poverty, we can necessarily
enhance wellbeing of the poor. This is why the model is a poverty
model whose positive outcomes are multi-aspects of wellbeing (or
reduced poverty) and the degree of achievement of those indicators
by the respective credit recipients would assess the effectiveness
of government and NGOs. This paper describes the model building
and comparative analysis methods stated above.
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Microfinance has been used as an effective tool for poverty
alleviation around the world for decades. This approach not only
created poor’s access toward capital, but also allowed them to
improve their business which in turn increased personal income
and increased personal spending on children’s education, fam-
ily illness and improved housing and nutrition (Morduch, 2000;
Coleman, 2005). However, several studies also found unconvinced
results about the economic benefit of microfinance (Coleman,
2005; Hoque, 2004). Study by Hossain (1988) on Bangladesh estab-
lished that microfinance has positive impacts on social indicators
such as opportunity for empowerment and decision making rights
which increase confidence and self-esteem. Pitt and Khandker
(1998) indicate that microfinance programs promote the poor
household’s investment in human capital through choice of pub-
lic versus private schooling and the contraceptive behavior of the
families. But again, several other studies (Kabeer and Neoponen,
2005) found that the impact of microfinance on social indicators
is inconclusive. Even though it can be said that the microfinance
organizations such as government institutions and NGOs started
with economic solvency to the poor, but this operation has sev-
eral other multiplier effects in the lives of poor which made these
institutions more appealing in the development context. However,
being positive contributors in the lives of poor, credit providers
are not equally effective or rated alike by the donors or governing
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bodies. For example, one noticeable change in the credit operation
is the massive shift of the donor’s funding channel from govern-
ment to NGOs. One prime reason for such shift is reported to be
purely ideological, legal and institutional method of fund delivery
as it was argued that expansion of NGO involvement in develop-
ment is the anti-state intervention nature of structural adjustment
policy which prefers minimum government and recommended
that development programs should not be totally controlled by
donor and recipient governmental agencies (Schneider, 1988).
Other reason behind such shift is said to be the comparative
advantages of the NGOs which made them more effective than gov-
ernment in serving poor in the developing countries. However, that
claim is inconclusive,2 debatable and not universally acceptable.
Thus such shift in preferred channel for credit delivery raises one
primary question at the foundation of this study:

(i) What are the appropriate measures of effectiveness in the
microfinance-driven projects and are they good enough for
such assessment?

There have always been debates about the effectiveness of
government and NGOs in the social works and they were com-
pared on several grounds. Meyer (1992) and Vivian (1994) in
their studies on Zimbabwe have shown that NGOs are more cost
effective than government in reaching to the poor. However,
Hashemi (1992) on his study on several Asian countries and
Carroll (1992) in his study on Latin American countries found
that NGOs were more expensive in reaching to the poor and
maintaining popular participation. Riddell and Robinson (1992)
on their work on Africa found similar result. Asian Development
Bank (2003) reported that NGOs could reach to only 20% of the
marginal poor in Bangladesh with such a long presence in the
country. Korten (1990) found that NGOs are better than gov-
ernment in project planning and management in social works.
Meyer (1992) also reported that NGOs were more effective
in delivering education and health services compared to gov-
ernment in Latin America due to their better implementation
capability. However, Edwards and Hulme (1996) argued that
this effectiveness was by default and not by design as gov-
ernment lacked resources for project implementation on those
countries. Hasan (1993) in his work on Pakistan found that
NGOs were more effective than public sector in the sanitation
programs. However, Riddell and Robinson (1992) in their study
on 16 Asian and African projects (related to sanitation, immu-
nization, etc.) found the opposite results with government’s
superiority. Howes and Sattar (1992) in their work on BRAC
primary schooling concluded that there is no trade off between
NGO’s cost effective service provision and quality of work. How-
ever, LaFond (1995) in his study has shown that long term
NGO services suffer from quality to all. Several studies reported
that NGOs performed much better than public sector in inno-
vating and delivering services like oral dehydration (Howes
and Sattar, 1992) and agricultural technology development
(Farrington et al., 1993a). On the other hand, Farrington et al.
(1993b) found that in Latin America NGOs became less innova-
tive when they worked as contractors to donors or government.
Mahmud and Ahmed (2003) in their studies on delivering nutri-
tion services in Bangladesh found that NGOs were cheaper in
delivering the required services compared to government. Deng
(2008) reported that NGOs are more likely to deliver more dif-
ferentiated and customized services than bulky government

2 A study by the World Bank (cited in Narayan et al., 2000) that used Participa-
tory Poverty Assessment (PPA) tools concludes that, (i) the state has been largely
ineffective in reaching the poor, and (ii) the role of NGOs in the lives of the poor is
limited, leaving them dependent primarily on their own informal networks.

units while working for rehabilitation. Edwards and Hulme
(1996) also noticed that NGOs are more effective in creating
and delivering social funds intended to mitigate the social con-
sequences of economic and structural adjustment packages.
However, Fernando (2006) in his study found that the effec-
tive interest rate charged by NGOs is more than 28%, which is
much higher than the interest rate charged by the government
credit institutions or even the commercial banks of Bangladesh.
More importantly, Kelly (2008) in his study found that NGOs in
Bangladesh are working as parallel government and account-
able to none. In addition, Epstein and Crane (2005) in their work
mentioned about several other findings on issues like number of
borrowers, borrower retention rate, financial sustainability of
the project and repayment rates. However, in most cases there
was  no complete domination of effectiveness by either GO  or
NGOs.

Among all existing criteria, access to and repayment rate
of credit and the total amount disbursed toward women  are
considered to be most appealing to donors and policy makers
(Kevane and Wydick, 2001; Mayoux, 1999) which we believe
are extremely narrow in nature. For example, the repayment
rate cannot be used as the sole indicator of effectiveness in loan
utilization, since the source of income may not necessarily be
from the revenue generated by productive investments. There
is evidence to suggest that poor people, especially women, bor-
row money from one microfinance institution (MFI) to pay the
debt burden of another3 (Goldin Institute, 2007; Burra, 2005).
In addition, it was  reported (Goetz and Gupta, 1996) that even
though the credit is sanctioned in the name of women, it is in
many extents used by their husbands or male members of the
family which not only violates the precondition of empower-
ment but also questions the validity of effectiveness assessment
based on the number of women reached.

As can be seen, most of the stated (and available) evalua-
tion criteria are designed from the organizational perspective
and do not measure the aggregate impacts of the credit driven
projects in the wellbeing of the poor – an unaddressed issue in
the literature. Thus this paper argues that the existing methods
(as described above) of effectiveness evaluation are narrow in
nature as they always ignored comparing the degree of contri-
bution by the development partners in enhancing wellbeing of
the beneficiaries – which is supposed to be the main aim of the
credit-driven projects. While the answer of the first question is
detailed earlier, that leads to the second question of this paper:

(ii) Who  is more effective between GO and NGOs in credit-driven
poverty reduction programs in creating wellbeing of the poor
beneficiaries?

We believe that the results of this type of comparative study
would help the policy makers of donors to make more informed
decision about their preferred channel for fund delivery. But
to do so, the first step would be to develop a multidimen-
sional poverty model which can capture the wellbeing issues as
(Ravallion, 1998) argued that “a credible measure of poverty (or
poverty model) can be a powerful instrument for focusing the
attention of policy makers on the living conditions of the poor”.
However, such attempt has never been made in Bangladesh
(case of this study) as well as in many poverty-ridden coun-
tries of the world. This is why  a comparative effectiveness
measurement between GO and NGOs on enhancing wellbeing
has never been conducted. Thus this study will address two
research questions.

3 According to Goldin Institute (2007), it is not uncommon for families to carry as
many as five loans, most used to cover old debts, rather than purchase new assets.
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