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Abstract: Microcredit has been proved as an effective tool to fight poverty. 

However, use of microcredit by organizations of different interests has raised 

the issue of exploitation of the borrowers undermining its successes. The article 

tries to explain how the efficacy of microcredit program can be improved so that 

it can help to reduce the exploitation of the borrowers. For the purpose, 

qualitative data collected through case studies from selected number of 

borrowers have been used. Findings indicate that grant-based approach 

introduced by BRAC enables poor people to repay the loans through increased 

income generating activities (IGA). Assets transfer, awareness building, 

community development, and small business enterprise also help the 

beneficiaries to improve their socio-economic condition. These have helped the 

borrowers to protect them from exploitation in microcredit programs. It is 

recommended that effective supervision, confidence building, and continuous 

training would improve the condition of the borrowers and sustainability of 

microcredit. 

Introduction 

Microcredit is an essential source to fight against poverty rate in Bangladesh but 

many organizations are using microcredit in different interests that increased the issue of 

exploitation of the money lenders (Henry et al., 2003; Martin, 2006). Microcredit has 

become an effective approach to battle against poverty of a nation. Bangladesh is now 

established as a model of microcredit for reducing the poverty rate (Holmes et al., 2008). 

Muhammad Yunus, the pioneer of the concept of microcredit, invented this unique 

approach in 1976 (Raza & Das, 2011; Azam & Imai, 2009). Not only Grameen Bank 

does hold this approach anymore but also many other leading NGOs are approaching 

microcredit programs including BRAC. According to ‘State of the Microcredit Summit 

Campaign Report 2009’, total 155 millions of beneficiaries are supported by 3,552 

microcredit organizations throughout the world (Daley-Harris, 2009; Devine et al., 2009). 

But over the past few years, there have been a number of critiques against microcredit 

approach because many profit making organizations are misusing this approach to 

increase their profit by exploiting the beneficiaries (Holmes et al., 2008; Raza & Das, 

2011; Green & Hulme, 2005; Hossen & Rahman, 2004). Many occurrences are found to 

be inhumane and unkind when the beneficiaries fail to satisfy the recovery of the loans 

(Pitt et al., 2003; Haseen, 2007; Heckman and Navarro-Lozano, 2004). In India, 

thousands of farmers commit suicide every year because they get exploited through 

microcredit (Karnani, 2009; Hashemi, 2006). We cannot wait for the microcredit to 

become an evil curse for the poor people in Bangladesh, so, it is high time to ensure 
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sustainable microcredit for the poor people, and increase the impact of microfinance so 

that none of the beneficiaries gets exploited anymore (Scott et al., 2007; Karim & Osada, 

1998; Ahmed et al., 2009; Webb et al., 2002). BRAC, the largest NGO in the world has 

brought an innovative approach called grant-based approach (GBA) in order to deal with 

this kind of exploitation, and help the poor people efficiently (Abed & Matin, 2007; Datta 

& Hossain, 2003; Sulaiman & Das, 2008). Grant-based approach provides livelihood 

assets, subsistence allowances, health and education facilities, vocational support, and 

reduced vulnerabilities so that the beneficiaries can become capable of repaying the 

installments of the loans (Das & Raza, 2010; Holmes et al., 2008; Calder & Standing, 

2008; Hossen and Rahman, 2004). There are many studies found regarding the impact of 

microcredit and most of them ignore the negative aspect of microcredit, so, there is a gap 

of knowledge and understanding about exploitation scenario (Vander, 2002; Kabeer, 

2000). The researchers have gained the interest for the paper to elaborate the concept of 

sustainable microcredit in order to reduce exploitation. The aim of the paper is to discuss 

the ways of improving the impact of microcredit so that it can help to prevent the 

exploitation of the beneficiaries. 

Literature Review 

Rahman (2011) explains in his paper that Rabindranath Tagore had observed that 

rural money lenders used to oppress and exploit the helpless poor by providing those 

loans with high interest rate. Tagore decided to help them and started the journey with the 

formation of Krishi Bank at Shilaidah in 1894. Tagore established this cooperative bank 

to support the peasants so that the extreme poor people can get rid of this exploitation, 

and he also donated a portion of the money of his Nobel Prize for this bank to support the 

poor people. Rahman (2011) also urges that only 12 percent interest rate was taken from 

the peasants, which was very cheap rather than the interest rate of the rural money 

lenders. This initiative of Tagore lasted till 1925 and it had to come to an end due to the 

enactment of ‘Rural Indebtedness Act’ that put an embargo on collecting money from the 

subjects.  

Hossen & Rahman (2004) describe in their article that microcredit alone is not 

sufficient to reduce the level of poverty. The actual form of poverty cannot be fought by 

microcredit alone, so, other forms of actions are required. The authors also urge that 

poorest people are not capable of ensuring sustainable livelihoods for themselves with 

credit alone. It is also recommended by Hossen & Rahman (2004) that successful 

enterprises in the areas of management, technology, and marketing are required to 

support the poor people along with microcredit. 

Karim & Osada (1998) find in their paper that dropout from microcredit always 

remain unnoticed. The authors explain that dropout participants of microcredit of Grameen 

Bank decrease the members of poverty alleviation programs and reduce the profits for the 

organization. Karim & Osada (1998) suggest in their article that expansion of marketing 

facilities, provision of child care, creating job opportunities and managerial training are 

necessary to reduce the dropouts from poverty alleviation program. 
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Karnani (2009) finds in his paper that many profit making organizations are 

supporting microcredit for the people all over the world. But only a few of them are 

thinking about the regulation of microcredit to protect the borrowers because, in many 

cases, the clients are being exploited. The author indicates that the target population may 

have lack of knowledge and skills to utilize the small loans so often they fail to repay the 

loans. It is also a responsibility for the companies to build an enabling environment for 

the beneficiaries while supporting the microcredit. 

Rosenberg et al. (2009) urge in their article that interest rate of microcredit can 

affect for the exploitation of the poor people. The authors explain that interest rate of 

microcredit may vary in different countries and institutions but the rate needs to be 

controlled in terms of the capacities of the beneficiaries. It is also found that brutal 

practice of loan recovery also affects negatively for increasing the exploitation of the 

clients. 

Azam & Imai (2009) explain in their paper that the extreme poor people are the 

most vulnerable group of population in Bangladesh but the role of NGOs like BRAC has 

provided the opportunity to improve the socio-economic condition of the extreme poor 

people. The authors also discuss that introduction of grant-based approach by BRAC has 

created an opportunity to reduce livelihood vulnerabilities of the extreme poor people by 

increasing their income.  

Huda et al. (2005) describe in the article that microfinance may not help the people 

until they become capable of utilizing the loan for increasing their earnings. The authors 

discuss that extreme poor people are uneducated and unaware, so, they do not know 

exactly how to use the loan for dealing with their condition. So, it is important to train 

and help them through grants, livelihood assets, and voluntary supports in order to reduce 

the vulnerabilities from their lives. Thus, they can become capable of increasing their 

earnings and maintain continuous development. 

Haseen & Sulaiman (2007) explore in their paper that food and nutrition intake of 

the extreme poor people can be increased through the CFPR/TUP programs under grant-

based approach. The authors imply that the reduced level of vulnerability of the 

beneficiaries are useful to improve their socio-economic condition so it is found that 

grant-based approach can increase the role of microcredit instead of exploiting the 

beneficiaries. 

Rationale 

The major research issue is to explain the concept of sustainable microcredit that 

can help to improve the socio-economic condition of the poor people in Bangladesh. 

Rosenberg et al. (2009) describe that 'Sustainable microfinance providers can contribute 

to serve their clients without needing ongoing infusions of subsidies' that indicates 

sustainable microfinance can help to bring more opportunities for the beneficiaries to 

repay the loans. The high inertest rates and aggressive loan recovery process are two 

major causes for the exploitation of poor people. According to Karnani (2009) 

'Regulation is needed to protect the microcredit clients in three areas: transparency, 

interest rate ceiling, and loan recovery practices' that explains the interest rate, 
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transparency and loan recovery practice can affect to exploit the poor people. So, there is 

a need of dealing with this kind of situation where the beneficiaries do not get harmed 

instead of being benefited. The role of grant-based approach of BRAC can bring the 

scope for the beneficiaries to utilize the subsistence allowance, livelihood assets, 

vocational, and educational support to increase their earnings (Haseen & Sulaiman, 2007; 

Pasha, 2009; Maluccio & Flores, 2005). According to Das & Raza (2010) “Grant-based 

approach of the program positively influenced the livelihoods of the participants and 

their households in the short-term inducing increasing their incomes and reducing 

multifaceted vulnerabilities” that refers grant-based approach helps to reduce the 

vulnerabilities of the poor people and increase the sources of income so that the 

beneficiaries can successfully repay the installments of the loans. Grant-based approach 

by BRAC does not only provide microcredit for the poor people but also guide and train 

them for increasing income generating activities (IGA) to help the realization of the loans 

(Huda et al., 2005; Ali & Begum, 2006). The findings of previous studies related to 

impact of microcredit have ignored these issues that are important to exploitation 

scenario and their recovery system. These issues can be analyzed in this article through 

critical review to elaborate the measures to protect the beneficiaries of microcredit 

programs. So, the article can be significant to understand how grant-based approach can 

help to increase IGA for the beneficiaries and prevent them from being exploited. The 

rationale of the paper is focused on improving the impact of microcredit program to 

reduce the exploitation of the borrowers.  

Methodology 

The used primary data is qualitative in nature and collected from selected number 

of borrowers of BRAC who have already graduated from grant-based approach. The 

methodology of the paper is mainly qualitative because of understanding the in-depth 

analysis about how to deal with the exploitation scenario of the microcredit beneficiaries. 

Both primary and secondary data are used in order to achieve the best outcome of the 

article. Primary data is collected through semi-structured interview guideline to gather 

information about grant-based approach, and how it increases the impact of microcredit 

programs. Total 11 case studies are conducted with the beneficiaries of BRAC from the 

working areas of Patuakhali district in Bangladesh and all the beneficiaries are female 

persons. All those beneficiaries have graduated from grant-based approach in two years 

of training duration, and now capable of taking microcredit from BRAC. The samples are 

chosen by using purposive sampling technique. Thematic method of data analysis is 

applied to narrate the collected data, and explain them through the major themes of the 

paper. The use of verbatim is also essential for the effective interpretation of the collected 

data. Some major ethical issues are considered during the accomplishment of the paper 

such as consent of sharing information, protection from mental and physical harassment, 

use of pseudonyms, voluntary rights to withdraw information and protecting the 

respondents from any kind of injury during data collection process. The exact identity of 

the samples of the study is not disclosed to ensure the privacy and confidentiality of the 

beneficiaries of BRAC.  
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Findings and Analysis 

Total 11 case studies are conducted in order to understand how grant-based 

approach brings the scope for sustainable microcredit to prevent exploitation. Major 

findings and analysis of the collected data are elaborated with major themes and sub-

themes of the paper. 

Grant-based approach: 

BRAC has introduced grant-based approach to enable the extreme poor people for 

utilizing microcredit to improve their socio-economic condition. The findings of the case 

studies explain that grant based approach selects the grassroots people from rural areas 

and provide them livelihood assets for free. Training and subsistence allowance are also 

provided to rear the livestock assets, and weekly supervision is undertaken by the BRAC 

employees. During this process, vocational training, literacy support, health and social 

awareness are given to the beneficiaries and this continues for about 18 to 24 months. 

After the support of two years duration, the beneficiaries are called as graduated and they 

gain the eligibility to get microcredit. After being graduated, the beneficiaries get 

confidence building training to take microcredit. But the most effective feature of grant-

based approach is to let the beneficiaries decide whether they want microcredit or not. So, 

they cannot be forced to take the microcredit after being graduated that explains less 

opportunity for exploitation. According to Hossen & Rahman (2004), only micro-credit is 

not adequate to reduce the rate of poverty so there is a need for innovation and the 

primary data shows that grant-based approach is a unique process to enable beneficiaries 

to increase income sources to repay the loans. 

Increased IGA: 

The innovation of grant-based approach introduced by BRAC enables poor people 

to repay the installments of loans through increased income generating activities (IGA). 

The support of livestock assets and small business enterprise helps to increase the income 

generating activities. Seed supply, small business enterprise and vegetable farming can 

also help the beneficiaries to increase earning for their family. After graduating from 

grant-based approach, the beneficiaries may take microcredit that helps them to start 

small business, fish farming and vegetable cultivation that can also assist to increase their 

monthly income. The interest rate of microcredit is 12.5% in grant-based approach but 

the beneficiaries become capable enough of repaying the installments of the loans 

through increased income generating activities, and it reduces the opportunity to be 

exploited. Karnani (2009) explains that microcredit organizations need to create 

opportunities for increased IGA so that the beneficiaries can be protected from 

exploitation and primary data urges that grant-based approach is helpful to ensure 

increased IGA that can support the beneficiaries to repay the loans. If the beneficiaries of 

microcredit can increase their income sources then the interest may not be a factor for 

being exploited. Income generating activities are increased through the impact of grant-

based approach so that extreme poor people can develop their livelihood standards.  
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Asset transfer, awareness issues and small business enterprise: 

The beneficiaries can improve their socio-economic condition through the support 

of assets transfer, awareness building and small business enterprise. The analysis of the 

primary data indicates that grant-based approach helps to ease the way for sustainable 

microcredit because it provides livelihood assets of around 15,000 Taka for each 

beneficiary for free. For rearing the livestock assets, they also get subsistence allowance 

and training about how to nurture the livestock properly. Small business enterprise is also 

encouraged among the beneficiaries so that they can create more income opportunities. 

The earnings of the beneficiaries can be increased because of the support of small 

business enterprises and livestock assets. There are total 12 awareness issues are taught 

by BRAC so that beneficiaries can participate in the social development process. Child 

marriage, worm prevention, women and child trafficking, marriage registry, disaster 

preparedness and dowry are the most important awareness issues taught to the 

beneficiaries. Thus, asset transfer, awareness issues and small business enterprise help to 

improve the socio-economic condition of the beneficiaries, and make them capable of 

taking microcredit and repay the installments successfully. The responsibility of the 

microfinance organizations is intensified through assets transfers, awareness building and 

small business enterprise among the beneficiaries so that they can also become conscious 

about their social status and condition. Rahman (2011) describes that Rabindranath 

Tagore’s observation indicates that rural money lenders used to exploit poor farmers so it 

is necessary to take useful measures to prevent it, and the primary data urges that asset 

transfer, awareness building and small business enterprise can emancipate the helpless 

poor from being exploited by microcredit.   

Community development: 

The formation of GDBC (Gram Daridro Bimochon Committee) helps to integrate 

the rural elites and poor people so that they can provide emergency support for the 

beneficiaries in crisis moment such as invasion of natural disasters. It brings the 

opportunity to develop a positive and supportive social attitude toward the extreme poor 

people from rural elites that assists to ensure community development. When, the 

beneficiaries of grant-based approach can participate in the community development 

process then they can also become capable of taking microcredit and start farming, 

fishing and small business in order to improve their socio-economic condition, which 

explains the scope of sustainable microcredit. GDBC is an innovative process of ensuring 

community development for helpless poor people because it connects them with a safety 

net where all the villagers put their efforts together for supporting each other. Haseen & 

Sulaiman (2007) discuss that CFPR/TUP programs under grant-based approach is 

essential to increase food and nutrition intake for the helpless poor and the findings of 

primary data show that grant-based approach can be useful for emergency support and 

nutrition intake for the poor people that help to ensure community development.  

Access towards microcredit: 

Grant-based approach does not allow the members to get microcredit whenever 

they want. It is generally a process of enabling the beneficiaries for over two years of 
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training and support process, thus they are called as graduated. Afterwards, they are 

assisted with a confidence building training for increased motivation and self-confidence 

to take the microcredit. This approach does not force the poor people to take loans but 

encourage them to get the microcredit because they are already capable of repaying the 

loans through increased income generating activities (IGA) within these two years of 

support. So, the extreme poor people get the access of taking microcredit after they 

become capable of earning sufficient money to repay the loans. Karim & Osada (1998) 

suggest that creating more job opportunities for the borrowers can increase the efficacy of 

microcredit programs and primary data discuss that borrowers get access to microcredit 

after two years of training and support to increase income opportunities, which can 

improve the socio-economic condition of the beneficiaries. Perhaps, two years it is a 

long-time process but it actually helps the beneficiaries to become aware about their 

present condition, and improve their livelihood strategy by utilizing the loans. 

Reduced vulnerability: 

Shocks, seasonality and stress are the most common vulnerabilities for the extreme 

poor people, and these vulnerabilities can affect income, farming and cultivation 

negatively. But grant-based approach provides three major supports to deal with the 

vulnerability context such as small business enterprises, vegetable cultivation, and seed 

supply. Health card is also provided to support medical facilities for the extreme poor 

people. This card shows the identity of the beneficiaries as extreme poor so that they can 

get free medical support from any hospitals for free by showing the health card. Disaster 

preparedness and safe drinking water are two major awareness issues provided by BRAC 

to reduce the vulnerabilities of the extreme poor people and help them to improve their 

socio-economic condition. The importance of grant-based approach is to reduce the 

vulnerabilities from the lives of the helpless poor people. It does not only emphasize on 

the money lending process but also provides attention on the betterment of the socio-

economic condition of the beneficiaries. Rosenberg et al. (2009) discuss that vulnerability 

of poor people can be reduced by improving the efficacy of microcredit programs and 

primary data explain that grant-based approach is useful to reduce vulnerability from 

various aspects of livelihood of the borrowers.  

Social and human assets: 

Social exclusion of the extreme poor people is a common scenario in Bangladesh. 

The social status of the beneficiaries is improved through the support of grant-based 

approach. Villagers used to neglect them before but now they are being treated well 

because of their noticeable socio-economic development. So, the helpless poor people are 

not only being helped to get rid of the exploitation but also indicated as social assets. The 

beneficiaries are also considered as earning members of their families so they are also 

counted as human assets for the households. The assistance to the helpless poor to 

become human and social assets for the society can help them to participate in the 

mainstreaming process of the social development. According to Huda et al. (2005), 

borrowers of microcredit can be benefitted by useful programs that can make them 

capable to repay the loans and the findings of primary data urge that social and human 

assets can help the borrowers to enable themselves to repay the loans. The effects of 
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social and human assets through grant-based approach assist the borrowers to develop 

their socio-economic condition. 

Conclusion 

The concept of sustainable microcredit is emerged because of some negative 

aspects of profit making institutions that provide microcredit for poor people. Microcredit 

alone cannot be effective to deal with the poverty rate in this country, and the present 

article has also found that voluntary support, livestock assets, and assistance are required 

to ensure sustainable livelihoods for the poor people. Tagore’s initiatives of cooperative 

bank helped the poor people by providing microcredit with low interest rate but the 

support for enabling the beneficiaries was ignored. So, it is found that microfinance 

organizations may not decrease the exploitation by reducing the interest rate but it needs 

to enable them to become eligible to repay the loans. Tagore had observed that self-

confidence is also shattered among the peasants because of the havoc from natural 

disasters that used to damage their crop cultivation. But none of the microfinance 

organizations have put their attention for building self-confidence among the 

beneficiaries except BRAC. High interest rate and aggressive loan recovery process are 

two major issues relating to microcredit programs. Many clients of microcredit programs 

are not capable of repaying the installments that often leads them to exploitation. But the 

findings of the paper show that grant-based approach can be effective to develop an 

enabling environment for the poor people to repay the installments of loans. The high rate 

of interest of microcredit needs to be controlled in order to protect the borrowers. The 

analysis of primary data explains that asset transfers and awareness issues help the 

extreme poor people to utilize the microcredit and improve their socio-economic 

condition. Asset transfer is also an innovative process to enable the helpless poor for 

increasing income generating activities. Reducing the vulnerability and community 

development are the two major advantages of grant-based approach that helps to improve 

the impact of microcredit, and it can also prevent exploitation of the beneficiaries. 

Increased income generating activities (IGA), community development, small business 

enterprise, increased awareness and assets transfer have helped the borrowers to protect 

them from exploitation in microcredit programs. It is recommended that effective 

supervision, confidence building and continuous training and performance measurement 

of beneficiaries would improve the condition of the borrowers and sustainability of 

microcredit. 
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