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Abstract 

Microcredit became one of the most prominent tools for poverty elimination in the 1990s. 

However, there are doubts as to whether microcredit can really generate positive effects in 

developing regions. This thesis is an extension of the meta-analysis examining this question from 

Chliova et al. (2015). By synthesizing 59 quantitative findings, this research uses regression 

analysis to find whether research conditions affect the effect size of microcredit interventions in 

developing areas. My results show that higher corruption levels, lower economic status, rural 

areas and microcredit organizations operating without the support of government are associated 

with larger effect sizes in developing areas. Microcredit generally has greater effect in more 

challenging conditions.
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Chapter 1: Introduction 

 

Well before the rise of modern microcredit programs, there existed microloan 

institutions in Europe which aimed to provide small loans to individuals and families for 

both commercial and welfare purposes. Some of these microloan institutions failed 

while some developed into commercial banks (Hollis & Sweetman, 1998). 

Modern microcredit organizations, generally identified by their major goals of 

poverty elimination and economic stimulus, became popular in the 1980s to 1990s 

(Bateman, 2010). These organizations provide small loans and saving accounts to the 

poor, aiming to help them overcome shortages of resources and improve aspects of life 

such as financial well-being, female empowerment, education, etc. The first modern 

microcredit organization is widely acknowledged as Grameen Bank, which was founded 

in Bangladesh in 1983. In the 2000s, microcredit was used in many developing countries 

as a tool to alleviate poverty (Bateman, 2010). 

The primary function of modern microcredit is to provide microloans to the 

poor. By providing small loans to individuals or families, microcredit institutions 

provide an option to cushion negative shocks. This can potentially improve household 

welfare. Further, microcredit in developing areas might work as an economic stimulator, 

promoting entrepreneurial innovation and other economic activities. Based on these 

ideas, the world witnessed a substantial increase in microcredit organizations in 

developing areas in the 1990s intending to achieve the UN’s poverty alleviation goal 

(Bateman, 2010). 
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The discussion about the effects of microcredit is fiercely debated in the 

scholarly literature. Some argue that microcredit has an adverse impact on the poor, 

pushing them into a debt trap. Some, however, argue that microcredit promotes the 

general welfare of individuals and families. As examples of the divide, Li et al. (2011) 

conclude that consumption and income have increased during periods of microloan 

availability in their research conducted in rural China. Conversely, according to research 

conducted by Abhijit Banerjee (2012), the effect on equality seems unclear, but 

entrepreneurship activities increased during his microcredit experiment.  

Therefore, despite the massive amount of work done on microcredit, there 

remains inconsistent opinions concerning its true effects. The main criticisms rely on the 

methodology of field research and on whether the poor can really benefit from the 

program. Studies on microcredit depend on data from microcredit organizations, but 

researchers may doubt data quality, such as questioning the self-reporting system of data 

collection (Tewksbury & Gagné, 1997). Many researchers also find that it is difficult to 

extend loans to the real poor; even though they find positive outcomes, a large number 

of microcredit members do not actually suffer from poverty (Li et al., 2011). 

Faced with this uncertainty, I am trying to understand what determines the true 

effect of microcredit in developing areas. Research on developing areas can be 

challenging because of their special constraints such as time, locations, political 

systems, etc. In my research, I estimate a series of regressions on this subject based on 

the meta-analysis of microcredit field studies by Chliova et al. (2015), who collate the 

measured effects of microcredit across a large number of field studies. However, the 

research conditions vary across different studies. Within each individual study, 
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researchers can only conclude based on their own results but not external factors leading 

to their results. For example, someone conducting research in a country struggling with 

corruption cannot examine the influence of corruption, since they have no data from a 

less corrupt but otherwise equivalent country. 

I am examining the outcomes of a variety of microcredit studies with different 

research conditions: locations, if the government participated, corruption scores, 

economic status, and also which outcomes the study measured such as financial well-

being, venture growth, nutrition, education, and gender equality. I start with the 

underlying papers in the dataset by Chliova et al. (2015), using their measure of 

microcredit effect size. I then determine the research conditions and which outcomes 

were measured for each study. After that, I regress the reported effect sizes against the 

research conditions to see whether research conditions explain the inconsistent findings 

of the microcredit literature. 

Results from the regressions show that, first, corruption scores are negatively 

related to effect size, meaning that the more corrupt the country, the larger the effect 

size; second, economic status is negatively related to effect size, meaning lower GDP 

per capita in the country is correlated with a larger effect size; third, microcredit 

experiments in rural areas without the support of government have a larger effect size; 

last, I cannot draw strong conclusions dealing with different outcomes of those studies 

(financial well-being, nutrition, education, female empowerment) either because the 

outcome measure does not make a difference or I do not have a sufficiently large sample 

size to detect the effects. 
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This paper is divided into 6 sections. Beyond this introduction, I present the 

literature on microcredit, including discussions about history of microcredit, prevalent 

microcredit programs, government participation, research methodologies in microcredit 

such as field research and meta-analysis, and lastly discuss the validity of microcredit 

research and criticism of microcredit. Following the literature review is the data section, 

which summarizes my data collection. I then present my regression analysis and explain 

the results, followed by a discussion of my analysis’ limitations and conclusion. 
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 Chapter 2: Literature Review 

 

In this section, I review key literature providing insights into microcredit issues 

that I will discuss later. The history of microcredit is vital for our understanding of 

modern microcredit organizations. I then explore the main microcredit programs in the 

world and summarize the literature’s reflections on and criticisms of microcredit. 

2.1 History 

In the 19th century, there were already microcredit organizations in England and 

Germany (Hollis & Sweetman, 1998). Microcredit organizations were established to 

provide small loans to the local community. According to Hollis & Sweetman (1998), 

microcredit structure plays a role in determining the long-term effect of microcredit. 

From their research, being self-sufficient and not relying on outside funds are the most 

important factors in defining the long-term effect of microcredit. Microcredit can be run 

by governments, NGOs, and individual funds. Usually, microcredit organizations rely 

on charitable funding and other outside sources to provide loans to their clients. Hollis 

& Sweetman (1998) argue that microcredit organizations that can last for a relatively 

long period of time require clients to deposit money in these organizations and work as a 

small bank. Relying solely on outside funds to run operations will lead to unsustainable 

results. 

The modern microcredit organization is widely recognized as starting with 

Grameen Bank in Bangladesh (Bateman, 2010). Grameen Bank was officially formed in 

1983 by Professor Yunus Muhammad in Bangladesh with the basic purpose of lending 

to poor people, especially women, to help them escape from exploitation by other 
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money lenders (Muhammad, 2004). Before the official establishment, Professor Yunus 

Muhammad personally made loans to the poor. This experiment had success and drew 

the attention of a growing audience, which ultimately led to the establishment of 

Grameen Bank in Bangladesh (Muhammad, 2004). After the success of microcredit in 

Bangladesh, UN highlighted microcredit in their Millennium Summit with their 

Millennium Development Goals in 2000; there was subsequently a rise in microcredit 

organizations operating in poor developing countries with the belief that microcredit can 

achieve the UN’s goal of halving world poverty by 2015 (Muhammad, 2004). From 

1990-2000, it was a golden period for microcredit to flourish. 

However, doubts towards microcredit and its effectiveness became prevalent in 

the 21st century. With more researchers examining microcredit, issues such as the 

potential for indebtedness (Niels & Lensink, 2007) and the ambiguity of measures of 

health, education, and infrastructure (Banerjee & Jackson, 2017) have risen. Banerjee & 

Jackson (2017) argue that with the extension of microcredit to the poor population, the 

situations of the poor actually deteriorated. Because of the pressure of loan repayment, 

poor people suffered even more. Even though the poor have access to microcredit, the 

loans do not lead to income-generating activities so that people simply increase their 

indebtedness (Al-shami et al., 2018). Meanwhile, estimating the true impact of 

microcredit is difficult due to measurement issues. Niels & Lensink (2007) argue that 

the effectiveness of microcredit cannot be accurately measured because of intrinsic 

flaws in field experiments and difficulties of adopting high-quality methodology in 

developing regions. They also argue that the competitiveness of microcredit 
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organizations will decrease the social welfare of microcredit due to high interest rates 

and less lending to the core poor. 

Overall, the discussion of the effectiveness of microcredit is still split: some 

argue for a positive outcome; some argue for a negative outcome. There is no conclusive 

decision about the effectiveness of microcredit. 

2.2 Microcredit Programs 

After the rise of the popularity of microcredit, microcredit programs boomed all 

over the world. There are two broad categories of microcredit programs: individual 

microcredit loans and group lending loans. 

Individual microcredit programs work the same way as commercial banks, and 

most loans provided in this way are from commercial institutions (Yang & Stanley, 

2012). As with a normal bank loan, the participant will have their credit history and 

financial status checked and there will usually be a collateral or co-signer requirement. 

After the credit history check, institutions will consider whether to grant a loan or not 

(Yang & Stanley, 2012). Brandt (2012) argues that this type of microcredit is usually in 

urban areas targeted at populations who are not the poorest of the poor. 

Group lending is a type of loan offered to a group of borrowers who are 

responsible for each other’s loans in the group (Yang & Stanley, 2012). These loans 

usually require borrowers to rely on each other for loan repayment and other 

responsibilities.  

Group lending can be divided into two categories as well. One way of group 

lending is community-based. Community-based group lending has a goal of 

independence, which requires group members to be self-sufficient in funding (Brandt et 
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al., 2012). In addition, these loans “encourage the development of the internal financial 

management capacity of the group, so that the group can act as its own mini-bank” 

(Brandt et al., 2012). Another type of group lending is the solidarity group. This type of 

lending does not require independence and provides loans consistently to their clients 

over a period of time regardless of clients’ situation (Brandt et al., 2012). 

Figure 1: Classification of Group Lending 

 

 

     

Source: Brandt et al. (2012)                     

 Village banking is an example of community-based group lending. These 

microcredit organizations rely on outside funds from government or NGOs at first to 

obtain the ability to lend and loans will be given to community members. After a period 

of time, when there is capital accumulation and member saving, the outside fund will 

exit and leave the village bank to operate sustainably as a normal bank (Brandt et al., 

2012). Saving is a requirement to obtain a loan from a village bank and members of a 

village bank need to continue saving during the loan cycle. The objective of these loans 

is to promote the sustainability of microcredit organizations and commercialize 

microcredit organizations (Brandt et al., 2012). As collective saving grows, there is no 

need for outside funding to help the community. 

Solidarity Group: 

Grameen Bank 

Community Based Organizations: 

Village Banking 

Group Lending 
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Grameen Bank is a typical example of solidarity group lending. Besides lending 

to the poor, Grameen Bank has strong social requirements. Under these requirements, 

members receiving microcredit will need to make a commitment to their children’s 

education and health, and also have a well-planned schedule for agricultural activities 

(Brandt et al., 2012). In each group, there will be a leader to guide loans and who is 

responsible for the repayment of loans. The responsibilities are collective. If one 

defaults on the loan, others in the group will need to cover the loss, or nobody in the 

group will receive further loans (Brandt et al., 2012). 

Besides these types of loans, there is a special class aimed at women under the 

goal of female empowerment (Yang & Stanley, 2012). In many developing areas, 

women are significantly oppressed. Women tend to be the first to suffer from a lack of 

food and women are responsible for taking care of children when their husbands leave 

the household (Yang & Stanley, 2012). Another social goal of female empowerment is 

to prevent HIV spread. In developing areas, women are vulnerable to HIV infections. 

“Girls aged 15-24 are more than three times as likely to be infected compared to their 

male peers” (Erulkar & Chong, 2005). In countries where women are more financially 

vulnerable, they tend to suffer from a higher risk of HIV infection (Yang & Stanley, 

2012). Microcredit organizations that have a goal of female empowerment provide 

specialized loans to women. 

The majority of microcredit programs are group lending, which requires 

collective actions to achieve both financial and social goals. Group members will be 

responsible for each members’ loan, especially for solidarity group lending, where any 

individual default will lead to outcomes for other members as well. Individual loans, 
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however, are primarily targeted to women for the promotion of children’s health and 

education. By providing specialized loans to women, individual microcredit programs 

are dependent on outside funds from government and NGOs. 

2.3 Government Participation 

Microcredit programs can be divided into those supported by government 

participation and those that are not. The programs with government participation are 

generally dependent on government funds and tend to have a worse repayment rate. 

Programs without government participation tend to have better results in the 

improvement of well-being (Jordi et al., 2012). 

Government-funded microcredit organizations are heavily reliant on government 

funds and might be used as a political instrument (Jordi et al., 2012). For example, 

regarding the difficulties of repayment, the government may cover any default and use 

the resulting goodwill for political intentions. Jordi et al. (2012) argue that the supply of 

government credit to cover repayment will lead to the reluctance of loan-takers to repay 

loans and also “undermine the culture of repayment.” 

Microcredit organizations without government support usually depend on 

outside sources and NGOs. These organizations will have profit goals in addition to 

social goals. Chowdhury (2014) believes that financial sustainability will constrain 

microcredit extension to its neediest population. NGO workers in microcredit areas act 

mostly as “money collection agents” and push the repayment process (Chowdhury, 

2014). These organizations seasonally reschedule interest rates and repayment processes 

to ensure the program is sustainable. The drawback of this pattern is that the repayment 
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pressure will lead to worse scenarios for the poor. However, microcredit organizations 

will collapse if they cannot maintain sustainability, and then loans will be compromised. 

Beyond funding, the government still matters for the resilience of microcredit 

organizations. A good regulatory environment is a fertile field for microcredit. Gerard & 

Johnston (2019) argue that government support is necessary for microcredit 

organizations to grow steadily given their need for a stable policy environment. 

Government subsidies and high-quality administration benefit the long-term 

development of microcredit organizations (Gerard & Johnston, 2019). In addition, 

technical support from the government is related to the development of microcredit 

(Mariyono, 2019). Advanced technology received from the government for local 

microcredit organizations results in higher sustainability among rural farming industries 

(Mariyono, 2019). 

The government is still a factor to be considered even if a microcredit 

organization is not government-backed. Studies indicate the drawbacks of both patterns, 

but the government is vital to a political and economic environment conducive to 

microcredit organizations. Hence, though government supported microcredit 

organizations show worse results (Jordi et al., 2012), the government must be included 

in the analysis of microcredit. 

2.4 Microcredit Field Experiment   

Microcredit research is mostly done via field experiments to evaluate the effect 

and impact of different programs. Researchers tend to set up microcredit funds in 

developing areas, or they will use the data from existing microcredit organizations in 



 

 

12 

 

these areas to examine the effects of microcredit programs. A brief summary of this 

literature is provided below.  

Amin et al. (1999) examined whether microcredit can reach the poor and 

vulnerable in Northern Bangladesh. They suggested that microcredit was largely 

successful in reaching the poor population. The probability that a microcredit member is 

lower than the poverty line is significantly higher than a randomly picked household in 

the village. 

Li et al. (2011) researched rural China empirically and examined changes before 

and after a microcredit implementation. They found that there is an increase in welfare 

measures, such as income and consumption. However, Li et al. (2011) believe that the 

selection of a poor group might be difficult. People who have access to microcredit are 

not the real poor. The majority of people who have access to microloans in their study 

cannot be identified as the truly poor. Therefore, it might be the case that only people 

who have social resources can benefit from microcredit programs. Li et al. (2011) thus 

doubt the social potential (poverty alleviation) of microcredit organizations in rural 

China. 

Kumar (2017) researched Self-Help Groups (SHG) in India, a homogeneous 

group of ten to twenty members, who receive microcredit from the bank without any 

collateral. He found that through nurturing entrepreneurial activities, which many 

studies have proven effective regarding the impacts of microcredit, microcredit can have 

promising results by enabling sustainable self-employment and other job opportunities 

among poor families, which he believes is a result of financial inclusion to extend 

equality to the poor. 
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Al-shami (2018) researched the impact of microcredit on female empowerment 

in Malaysia. His results show a positive impact on women’s income. Further, after the 

income increase, women make more decisions concerning their families’ daily 

expenditure, children's school, health expenditure, etc.  

Most field experiments seem to show a positive result in general. The drawbacks 

of field research for microcredit is that they rely on data from microcredit organizations 

but the data collected can be manipulated by these organizations, which might lead to a 

biased result (Edmondson & McManus, 2007). It is important to establish reliable and 

innovative measures to conduct and evaluate field research; settings in developing areas 

vary from country to country, relying on existing theories might not be able to explain 

field experiment results in these areas (Duflo, 2006).   

2.5 Meta-analysis of Microcredit 

As there is still uncertainty about whether microcredit can play a role in 

changing the situation of the poor, other methods have been introduced by scholars to 

examine the effectiveness of microcredit. Meta-analysis uses different studies on the 

same issue to reflect on the outcomes of a body of research by combining results. By 

aggregating different trials and experiments, an overall view of the contribution of 

microcredit can be estimated. 

Bassani (2013) conducted a meta-analysis examining the relationship between 

financial incentives such as microcredit and the improvement of children’s health 

coverage in local communities. Financial incentives might be expected to have an effect 

on the promotion of children’s health coverage, but there is no sufficient evidence to 

support that conclusion (Bassani et al., 2013). 
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 According to Kamsem & Sombat (2015), there is an increase in the efficiency of 

production. They compared three groups: agricultural, village, and production-oriented 

saving groups. There is an 94% increase in agricultural production, which is the largest 

result across these groups. In terms of organizational structures, they recommend that 

growing self-reliance to manage the fund and provide loans instead of dependence on 

outsourcing funding is positively related to production efficiency. Overall, the result is 

positive.  

Chliova et al. (2015) conducted a comprehensive meta-analysis on the outcomes 

of microcredit and examined how the contexts of development can influence the 

effectiveness of microcredit. Their results show a positive impact on development 

outcomes and they find that microcredit organizations in more challenging contexts tend 

to have a greater impact. 

Reichert (2018) believes that there is always a trade-off between microcredit and 

its social goals, such as female and financial empowerment. In terms of the 

sustainability of microcredit organizations and their actual help to the poor, Reichert 

(2018) argues that social goals are frequently sacrificed to the sustainability of 

microcredit organizations. With commercialized loans, microcredit hardly reaches the 

real poor population and indebts people who take the loan. More importantly, the 

influence of microcredit on female empowerment is not significant. He insists that with 

more debt pressure on the poor and without significant results, microcredit will not be 

effective in solving poverty. 

Researchers conducting meta-analyses seem to counter the effectiveness of 

individual microcredit trials and create doubts in the methodology used in field research. 
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This literature raises questions of small sample size, the typical self-reporting systems of 

microcredit, and also the subjective perspectives from microcredit organizations rather 

than loan takers (Duvendack et al., 2014). 

2.6 Issues in Field Research 

Duvendack et al. (2014) provide an assessment of methodological quality across 

studies about female empowerment in the context of microcredit. They find that the 

evidence that can support a positive impact is limited, and also find that small effect 

sizes play an important role in constraining the validity of field research. 

Field experiments are also criticized by scholars for their inconsistency 

(Edmondson & McManus, 2007). Field research heavily relies on a researcher’s 

observations and data collection; Edmondson & McManus (2007) argue that field 

researchers can possibly overlook the quality of their data and can ignore the importance 

of effective techniques for data collection and analysis, which will lead to 

“inconsistencies between their aims and their methods” (Edmondson & McManus, 

2007). 

Meanwhile, Tewksbury & Gagné (1997) argue that observations from field 

experiments are possibly contaminated with ethical dilemmas and practical difficulties. 

Field experiments generally require self-reports from organizations or participants, but 

the validity and reliability of these reports can be questioned. In this case, field 

experiments need to be done rigorously and examined by experienced researchers to 

have a convincing result. Field experiments cannot identify the validity of information 

and are also struggling to guarantee the quality of their methodology (Edmondson & 

McManus, 2007).   
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According to Duflo (2006), conventional field research methods might not be 

perfectly applicable to developing areas where special situations arise. Field research 

generates behavioral changes corresponding to certain rewards or a specific research 

design. People have more incentives if there is a reward, and the research design of 

different rewards would cause inconsistency in the data because the response of 

different people to different rewards varies. Well-designed field research is dependent 

on specific conditions in developing areas instead of conventional theories (Duflo, 

2006).  

2.7 Validity of Microcredit Research 

Understanding research validity is crucial to determine whether a study’s results 

are likely to convey accurate information that can generalize outside the study. Since the 

majority of research in microcredit uses field experiments, several validity problems are 

regularly encountered. First, as previously discussed, the internal validity of data is 

questionable. Causal relationships in microcredit studies are drawn from data retrieved 

from microcredit organizations, but data might be manipulated by organizations 

(Edmondson & McManus, 2007). The internal validity of research will be biased 

because of biased data collection. 

In addition, the external validity of microcredit research can be debated. 

According to Angelucci et al. (2015), the external validity of lending models regarding 

microcredit is uncertain. They find no theory or evidence showing that a given lending 

model will have different results in different settings. Varying demographics have no 

determinative power to alter research results (Angelucci et al., 2015).  
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Furthermore, Schram (2005) argues that tension between internal validity and 

external validity will be more important in field experiments. Experiments in developing 

areas are complex by nature; paying attention to feedback from both theories and 

experiments in the process of field research is central to keep researchers on track 

(Schram, 2005). 

2.8 Criticism of Microcredit 

There were many successful stories of microcredit in the 1990s. After the 2000s, 

much criticism arose regarding the true effect of microcredit. There are three main 

concerns: First, whether the measure of microcredit’s social goals is valid; second, 

whether the poor population is accurately targeted is questionable; third, microcredit 

might be harmful to the poorest of the poor (Yang & Stanley, 2012).  

First, there is always a tradeoff between the sustainability of microcredit 

organizations and social goals. Microcredit organizations tend to focus on their financial 

outcomes before testing social goals (Yang & Stanley, 2012). Financial goals and social 

goals are often in conflict. The repayment of loans is an important measure of a 

successful microcredit program. However, the focus on repayment leads to ignorance of 

whether microcredit plays its role in benefiting loan-takers (Yang & Stanley, 2012). 

Often, people take a loan to provide money for basic life needs rather than investing to 

increase income and pull the family out of poverty. For the poor who are suffering from 

lack of food, it is less likely they can use the loan for productive activities, and 

repayment of loans may increase the likelihood of debt cycles, in which more harm is 

caused (Yang & Stanley, 2012). Stewart et al. (2012) believe that it is vital for the 

cautious examination of the effect of microcredit because it can cause both harm and 
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good. Lack of a good monitoring system for microcredit’s social goals is a common 

source of criticism (Yang & Stanley, 2012). 

Some scholars have conducted studies to examine the use of loans. Banerjee et 

al. (2015) find that “30% to start a business, 22% to buy a durable for household 

consumption, 30% to repay an existing loan, 15% were used on durable consumption, 

and 15% to buy non-durables for household consumption.” Most of the loans are used to 

meet consumption needs for the poor. In this case, an increase in income and 

employability is less likely to occur. Meanwhile, 30% of people use loans to repay loans 

resulting in a cycle of debt and increasing their indebtedness (Yang & Stanley, 2012). 

Second, the truly poor population seems not to have an opportunity to access 

microcredit. Lending to very poor populations is risky because repayment is not 

guaranteed when they still need money to meet daily basic life needs. The poorest 

population is unlikely to achieve any social goals when they need to take loans to meet 

the basic needs of life (Yang & Stanley, 2012), which is generally found in the field. 

“Only 12% of the poor households in rural areas participated in the program in 2004. 

Meanwhile, up to 67.1% of the participants were nonpoor households” (Cuong, 2008). 

Another reason why the poorest population is not getting loans is that the classification 

of the poor population is dependent on government data (Yang & Stanley, 2012). For 

government-funded microcredit organizations, fewer funds will be given to microcredit 

organizations if they suffer from bad repayment rates. When classifying microcredit and 

the poor population, those government-related measures tend to skip people who are in 

real need and choose those who stand a better chance of repayment (Yang & Stanley, 

2012).  
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Third, microcredit may be harmful to the poorest of the poor and result in 

polarization among the poor (Yang & Stanley, 2012). Microcredit can work to decrease 

the gap between the rich and the poor, but it can also increase the gap inside the poor 

population. As indicated above, microcredit does not target the real poor population, and 

even if it does, it will lead to further indebtedness for the real poor. Among the poor, 

people who can invest in other activities outside basic needs can benefit from loans, but 

people who still need loans to meet basic needs will not benefit at all and may enter into 

a debt cycle. Yang & Stanley (2012) argue that as loan sizes increase, the repayment 

burden on the real poor gets higher. The real poor cannot afford the repayment burden 

because they use loans to cover basic needs. Additionally, some programs drop 

members in favour of new members up to cover repayments. As a result, there will be 

polarization between the poorest poor and the richest poor (Yang & Stanley, 2012). This 

way, microcredit brings further inequality to society. The social goals of microcredit in 

this pattern are not realistic. 

In sum, criticism toward microcredit focuses on the negative impact on the real 

poor in developing areas. The real poor population suffers from a lack of basic needs, 

and they are often discriminated against as clients of microcredit because of their 

inability to repay loans. In addition, the real poor are difficult targets in terms of 

achieving social goals as desired by microcredit organizations. Both lead to the failure 

of microcredit to have a good effect on promoting living standards of the poor. 

 

 



 

 

20 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

21 

 

Chapter 3: Data 

 

My data collection is based on 59 quantitative results included in Chliova et al. 

(2015). Chliova et al. (2015) is a meta-analysis that synthesized 500 outcomes of 

empirical microcredit research and examined how the measured effect sizes of 

microcredit interventions across these studies depended on the outcome measured in 

each study, classifying studies across categories including various financial (venture 

survival, venture growth, venture profitability, financial well-being) and non-financial 

(empowerment, education, health and nutrition) characteristics. This paper uses their 

measure of outcomes regarding the effects of microcredit. In addition, I will examine the 

research conditions in each underlying paper and determine whether any of these 

research conditions potentially played a role in affecting the outcomes reported in the 

paper. In particular, the four conditions I am investigating are: 

 

1. Whether the microcredit organization in the studies was situated in a rural location. 

2. Whether the microcredit organizations in the studies had governmental support. 

3. The corruption scores of the countries when the study was conducted. 

4. The GDP per capita of the countries when the study was conducted. 

 

All research papers that I use are obtained from the data table of Chliova et al. 

(2015); I use the indicated name and date to search for the paper in multiple academic 

databases. An example of their data table is posted in my Appendix C. For each research 
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paper selected from the underlying Chliova et al. (2015) analysis, I record the above 

characteristics, with the details of this process provided below. This data is combined 

with Chliova et al’s “r”, the partial correlation coefficient, which they calculate as the 

measured effect size of microcredit resulting from each study. The reason to choose “r” 

as the reflection of outcomes is that both they and I must standardize different outcomes 

with a unified measure to have a comparable quantitative measure of each study. Via 

regression, I can examine which factors above can affect “r,” the effect of microcredit.  

 

Chart 1: Histogram of Effect Size 

 

“r” is a measure of the bivariate partial correlation coefficient and represents the 

effect sizes of microcredit for studies analyzed in this thesis. “r” values are obtained 

from the data appendix of Chliova et al. (2015).  The effect sizes indicated by the partial 

correlation coefficient, “r”, are generally transformed from a t-statistic in the main 

regression test from each paper where meta-analysis has been conducted. Correlation 
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coefficients can be generated from a t-statistic (or correspondingly a p-value) using the 

formula below: 

𝑅2 =
𝑡2

𝑡2 + 𝐷𝐹
 

From Chart 1, the observed effect sizes are distributed mostly around 0. From 

the chart, the mean of the distribution is 0.09 and the median of the distribution is 0.04. 

The effect size of microcredit in these developing countries is generally small. 

Chart 2: Histogram of Corruption Score 

  

Corruption scores for different countries in the studies are measured by data 

from Transparency International, which provides scores to countries around the world 

by year in its Corruption Perceptions Index. The Corruption Perceptions Index ranks 

countries by expert assessments and opinion surveys. The higher the scores, the lower 

the corruption levels of the specific country. I match the year of microcredit 

implementation to the year of the corruption score index. In situations where authors of 
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these studies do not offer detailed years of collection for their experiment data, I choose 

to use 1995 since the year distribution is from 1990 to 2000 and corruption scores are 

not available for some countries in some years. I will discuss this compromise later in 

the concerns section. The high scores spread over 70-100; the low scores can be as low 

as single digits. For example, Canada’s corruption score in 2001 is 89 while 

Bangladesh’s score is 4. From Chart 2, the corruption scores of different countries are 

widely spread on the lower end of the scores, which means a higher level of corruption.  

Chart 3: Histogram of Economic Status 

 

  

  

  

 

 

 

  

The economic status of each country in the studies is measured by data from the 

IMF on GDP per capita by country and by year. I match the year of microcredit 

implementation to the year of GDP per capita. In situations where authors of these 

studies do not offer detailed years for their experiment data, I again choose 1995 as the 

representative year. GDP per capita for developed countries is around 20000 US dollars 

in the 1990s. From Chart 3, most countries in the data have GDP per capita around 1000 

US dollars, which is very low compared with most countries in the world.  
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The location of studies is measured by what the authors state about where they 

conducted the research. In my dataset of 59 quantitative results, 50 microcredit 

organizations are in rural areas while 9 of them are in urban areas. This was determined 

by reading each paper individually. 

Whether microcredit organizations are supported by government participation is 

measured by if the authors mention governmental support and subsidies. If these 

conditions are not mentioned, or if the authors claim that the microcredit organizations 

from which they obtain data from are independent of government, then these studies are 

considered as the ones without government support. In my dataset of 59 quantitative 

results, 22 microcredit organizations are operating with government support while 37 of 

them are operating without. Similarly, this variable is constructed paper by paper by 

individual reading.  

The complete dataset for the study is presented in Appendix A.  
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Chart 4: Correlogram of Corruption Score and Effect Size 

 

 

 

 

 

 

 

 

 

Chart 5: Correlogram of Economic Status and Effect Size 

 

 

 

 

 

 

 

 

 

I use correlograms to show the basic correlation between corruption scores and 

effect size and the correlation between economic status and effect size. A correlogram is 

a reflection on data correlations; every dot in the diagram shows one study where the 
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data point relates the area’s corruption score and effect size or the country’s GDP per 

capita and effect size. I use a kernel fit to estimate their correlation indicated by the red 

line. From Chart 6 and 7, it can be shown that the red line is mostly downward sloping 

but sometimes upward sloping regarding different levels of corruption scores or GDP 

per capita. Overall, the correlation is generally negative for both correlograms. 

Summary statistics show that the average effect size of microcredit interventions 

is close to zero. Corruption scores are low, implying higher corruption levels; GDP per 

capita values are small. The effect size seems to have an inverse relationship with the 

corruption scores and economic status. 

Hence, the average effect of microcredit in developing areas is essentially small. 

In these countries where microcredit organizations operate, corruption is high and GDP 

per capita is low, which might be associated with a larger effect size. I examine this 

relationship further with a regression analysis presented in the following section. 
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Chapter 4: Methodology  

 

As discussed, the regression will be based on results from Chliova et al. (2015). 

The dependent variable of this regression will be “r,” the effect size, as reported in their 

paper. The independent variables will be various research conditions. Because of the 

small sample size, I estimate two versions of my regression. The first one includes 

essential research conditions: whether the study occurs in a rural location, whether 

government participated, economic status measured by GDP per capita, and corruption 

scores. The second one includes these research conditions, three location variables on 

where the microcredit research is conducted: Africa, South America, South East Asia, 

and five dummy variables representing the type of effect being measured in the 

underlying study: financial well-being, health, education, female empowerment and 

venture growth. However, given the small sample size, sacrificing the degrees of 

freedom necessary to examine these outcome measures is material. The regression 

specifications in this study are given below: 

 

Equation 1: Without Characteristic Outcome Variables 

𝑟𝑖𝑡 = C + 𝛽1 𝑟𝑢𝑟𝑎𝑙𝑖 +  𝛽2 𝑔𝑜𝑣𝑖 +  𝛽3 log (𝐺𝐷𝑃𝑖𝑡) +  𝛽4 𝑐𝑜𝑟𝑟𝑢𝑝𝑡𝑖𝑜𝑛 𝑠𝑐𝑜𝑟𝑒𝑖𝑡 + 𝜀𝑖𝑡  

 

Equation 2: With Characteristic Outcome Variables  

𝑟𝑖𝑡 = C +  𝛽1 𝑟𝑢𝑟𝑎𝑙𝑖 +  𝛽2 𝑔𝑜𝑣𝑖 +  𝛽3 log (𝐺𝐷𝑃𝑖𝑡) +  𝛽4 𝑐𝑜𝑟𝑟𝑢𝑝𝑡𝑖𝑜𝑛 𝑠𝑐𝑜𝑟𝑒𝑖𝑡 +  𝛽5 

ℎ𝑒𝑎𝑙𝑡ℎ𝑖 +  𝛽6 𝑒𝑑𝑢𝑐𝑎𝑡𝑖𝑜𝑛𝑖 +  𝛽7 𝑓𝑒𝑚𝑎𝑙𝑒 𝑒𝑚𝑝𝑜𝑤𝑒𝑟𝑚𝑒𝑛𝑡𝑖 +  𝛽8 𝑣𝑒𝑛𝑡𝑢𝑟𝑒 𝑔𝑟𝑜𝑤𝑡ℎ𝑖  

+ 𝛽9 𝑆𝑜𝑢𝑡ℎ_𝐴𝑚𝑒𝑟𝑖𝑐𝑎𝑖 + 𝛽10 𝑆𝑜𝑢𝑡ℎ_𝐸𝑎𝑠𝑡_𝐴𝑠𝑖𝑎𝑖 + 𝜀𝑖𝑡 
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The purpose of the regressions is to examine whether the effect size is related to 

specific research conditions, then identifying which research condition impact the effect 

of microcredit in developing areas. 
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Result 1: Regression without Characteristic Outcome Variables 

 

Result 2: Regression with Characteristic Outcome Variables 
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From Result 1, the coefficient on operating rurally is positive and the coefficient 

on government support is negative. On average, microcredit implementation in rural 

areas has a 0.009 larger effect size than in urban areas, ceteris paribus. Microcredit 

organizations operating with government support have a 0.025 smaller effect size on 

average than the ones without, ceteris paribus. Therefore, my results indicate that studies 

conducted in rural areas without government support will have a larger effect size. It is 

plausible that rural areas are more in need of microcredit, and government support might 

damage the social purpose of microcredit and be associated with political gain. The 

coefficient of corruption (measured by corruption scores) is negative and the coefficient 

of income (measured by GDP per capita) is negative. If corruption scores in the country 

increase by 1 point, the effect size will decrease by 0.004 on average, ceteris paribus. If 

GDP per capita in the country increases by 1%, the effect size will decrease by 0.04 on 

average, ceteris paribus. Thus, with higher corruption scores (i.e. the less corrupt the 

country), the smaller the effect size will be. With higher economic status (i.e. the larger 

the GDP per capita), the smaller the effect size will be. My speculation is that countries 

which are less corrupt will have a better welfare system, so microcredit will be less 

useful in solving social problems. In addition, with higher GDP per capita, governments 

can provide more funds to people in need which reduces the value of microcredit. 

I do not interpret characteristic outcome coefficients in Result 2 because all 

characteristic outcome coefficients in Result 2 are insignificant, possibly due to the 

small sample size. In addition, the adjusted R-squared decreases from 0.14 in Result 1 to 

0.13 in Result 2. I choose to use Result 1 as my main findings since it is still valuable to 

look at each point estimate in Result 1 for their potential economic meanings with the 
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regression overall being significant at the 5% level of significance as indicated by the F-

statistic. I do not attribute meaning to the constant in Result 1 because the corruption 

scores and GDP per capita cannot be 0. 

For a numerical example from the dataset, India has a corruption score of 27.8 

and GDP per capita of 1529 US dollars in 1995, and the microcredit organization is 

operating in urban areas with government support; the predicted “r” between 

microcredit and education from Chliova et al. (2015) is -0.07. However, Bangladesh has 

a corruption score of 22.9 and GDP per capita of 1074 in 1995, and the microcredit 

organization is operating in rural areas without government support; the predicted “r” 

between microcredit and education is 0.01. In conclusion, the more severe the situation, 

the larger the effect size of microcredit. 

I have also tried regressions without logarithmic values of GDP per capita but 

the coefficient values lose statistical significance, possibly because of an inferior 

functional form fit. Meanwhile, for possible improvement of my regression results, I 

have tried taking mean values of corruption scores and GDP per capita for time periods 

when microcredit is implemented in developing areas but the significance of the 

characteristic outcome coefficients is still weak because the variation in corruption 

scores and GDP per capita is small across years. Therefore, I stick to the regression 

results above and I put all other regression results in Appendix B. 
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Chapter 5: Concerns 

 

My research is faced with many limitations. The two major ones are the small 

sample size and mismatched timings for corruption scores and economic status. First, 

there is insufficient detail in the main paper discussing the measurement of effect size 

and research conditions. Chliova et al. (2015) only reports the name of the authors and 

predicted effect size “r” in their data table. A large number of their reported quantitative 

results cannot be found in their reference list or standard academic databases. 

Consequently, the quantitative findings that I can use shrink considerably, which is the 

root cause of my small sample size issue. In addition, it is not entirely certain the papers 

that I do locate are the same ones or same drafts as used in Chliova et al. (2015). 

Second, I use Transparency International and IMF to match corruption scores and 

economic data with the paper. These two sources are both reported on a yearly basis. 

But some papers do not clearly reflect specific times when the research was conducted 

or refer to multiple years. In all these cases, I choose 1995 for all studies conducted in 

the 1990s unless they have a specified year in the paper. This mismatch might not 

correctly report the countries’ situations when these studies are conducted. 

Furthermore, the variation within independent variables in the data can be small. 

First, I do not have a large sample size. More importantly, though, I match year of GDP 

per capita and corruption scores to the year when microcredit is operating, many effect 

sizes, “r”, are corresponding to the same GDP per capita and corruption scores because 

the years of the studies are almost the same in all studies in Chliova et al. (2015). I also 
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try to use mean values for periods of time to match corruption and economic data with 

the studies being used; however, the variation in corruption scores and GDP per capita 

on a yearly basis is too small to present a better result. 
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Chapter 6: Conclusion 

 

Microcredit’s popularity in the 1990s explains some parts of its value. There is a 

large body of studies advocating the benefits of microcredit in developing areas. Many 

scholars believe that microcredit improves living standards because microcredit fills in 

the gap between the poor and financial services. However, generally in the 2000s the 

literature moved against the positive results claimed by microcredit in the 1990s. Most 

criticisms are centered on the creation of endless debt cycles and moral punishments that 

harm poor communities. 

My research tries to answer the question of why the effect of microcredit can be 

so different in different studies. Each microcredit study is conducted under specific 

conditions. Some might be conducted in rural areas; some might be conducted in an 

extremely poor country. Different research conditions will have an influence on what 

the effect size eventually looks like. 

My results show that corruption, economic status, government support, and 

being located in rural areas seem to have an impact on effect size. Despite the 

limitations of my research, these are meaningful findings. The effect of microcredit 

loans seems to be relatively larger in rural areas, areas with higher corruption levels, 

areas with lower per capita economic status, and when microcredit programs do not 

involve government participation. Larger effect sizes are correlated with more 

challenging conditions. For further studies, I believe there is a need for larger datasets, 

which may provide sufficient information to obtain a conclusive result. 
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Appendix A: Overview of Studies for Dataset 

r Aspect of Impact Title Author 

0.03 financial well-being 

The impact of group 

lending in Northeast 

Thailand 

Coleman, Brett E. 

-0.06 education 

The impact of group 

lending in Northeast 

Thailand 

Coleman, Brett E. 

0 health 

The impact of group 

lending in Northeast 

Thailand 

Coleman, Brett E. 

0.03 venture growth 

The impact of group 

lending in Northeast 

Thailand 

Coleman, Brett E. 

-0.01 female empowerment 

The impacts of 

microcredit: a case 

study from Peru 

Dunn, Elizabeth 

Arbuckle Jr., J. 

Gordon 

0.03  financial well-being 

The impacts of 

microcredit: a case 

study from Peru 

Dunn, Elizabeth 

Arbuckle Jr., J. 

Gordon 

0.03  venture growth 

The impacts of 

microcredit: a case 

study from Peru 

Dunn, Elizabeth 

Arbuckle Jr., J. 

Gordon 

0.14  education 

Microfinance 

program clients and 

impact: an 

assessment of 

zambuko trust, 

Zimbabwe 

Barnes, Carolyn 

Keogh, Erica 

Nemarundwe, 

Nontokozo 

-0.03  female empowerment 

Microfinance 

program clients and 

impact: an 

assessment of 

zambuko trust, 

Zimbabwe 

Barnes, Carolyn 

Keogh, Erica 

Nemarundwe, 

Nontokozo 

0.12  financial well-being 

Microfinance 

program clients and 

impact: an 

assessment of 

zambuko trust, 

Zimbabwe 

Barnes, Carolyn 

Keogh, Erica 

Nemarundwe, 

Nontokozo 

-0.02  venture growth 

Microfinance 

program clients and 

impact: an 

assessment of 

zambuko trust, 

Zimbabwe 

Barnes, Carolyn 

Keogh, Erica 

Nemarundwe, 

Nontokozo 

0.26  health 

Promoting health 

knowledge through 

micro-credit 

programmes: 

experience of BRAC 

in Bangladesh 

Hadi, Abdullahel 
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-0.02  health 

Is microfinance a 

'magic bullet' for 

women's 

empowerment? 

analysis of findings 

from South Asia 

Kabir, Naila 

 

-0.07  education 

Managing resources, 

activities, and risk in 

urban India: the 

impact of sewa bank 

Chen, Martha A. 

Snodgrass, 

Donald 

0.13  female empowerment 

Managing resources, 

activities, and risk in 

urban India: the 

impact of sewa bank 

Chen, Martha A. 

Snodgrass, 

Donald 

0.1  financial well-being 

Managing resources, 

activities, and risk in 

urban India: the 

impact of sewa bank 

Chen, Martha A. 

Snodgrass, 

Donald 

0.08  venture growth 

Managing resources, 

activities, and risk in 

urban India: the 

impact of sewa bank 

Chen, Martha A. 

Snodgrass, 

Donald 

0  financial well-being 

Inequality and the 

polarizing impact of 

microcredit: 

evidence from 

Zambia's copperbelt 

Copestake, James 

-0.01  health 

Inequality and the 

polarizing impact of 

microcredit: 

evidence from 

Zambia's copperbelt 

Copestake, James 

0.44  female empowerment 

Rural credit 

programs and 

women’s 

empowerment in 

Bangladesh 

Hashemi, Syed 

M. 

Schuler, Sidney 

Ruth 

Riley, Ann P. 

0.12  health 

Rural credit 

programs and 

women’s 

empowerment in 

Bangladesh 

Hashemi, Syed 

M. 

Schuler, Sidney 

Ruth 

Riley, Ann P. 

0.28  education 

Credit for alleviation 

of rural poverty: the 

Grameen Bank in 

Bangladesh. 

Hossain, 

Mahabub 

0.35  venture growth 

Credit for alleviation 

of rural poverty: the 

Grameen Bank in 

Bangladesh. 

Hossain, 

Mahabub 

0.08  venture growth 

Is microfinance a 

'magic bullet' for 

women's 

empowerment? 

Kabir, Naila 
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analysis of findings 

from South Asia 

0.01  education 

The impact of group 

-based credit 

programs on poor 

households in 

Bangladesh: does 

the gender of 

participants matter? 

Pitt, Mark M. 

Khandker, 

Shahidur R. 

 

0.04  financial well-being 

The impact of group 

-based credit 

programs on poor 

households in 

Bangladesh: does 

the gender of 

participants matter? 

Pitt, Mark M. 

Khandker, 

Shahidur R. 

0.05  health 

The impact of group 

-based credit 

programs on poor 

households in 

Bangladesh: does 

the gender of 

participants matter? 

Pitt, Mark M. 

Khandker, 

Shahidur R. 

0.04  venture growth 

The impact of group 

-based credit 

programs on poor 

households in 

Bangladesh: does 

the gender of 

participants matter? 

Pitt, Mark M. 

Khandker, 

Shahidur R. 

0.02  education 

Impact of credit with 

education on 

mothers and their 

young children's 

nutrition: CRECER 

credit with education 

program in Bolivia 

Mknelly, Barbara 

Dunford, 

Christopher 

0.19  female empowerment 

Impact of credit with 

education on 

mothers and their 

young children's 

nutrition: CRECER 

credit with education 

program in Bolivia 

Mknelly, Barbara 

Dunford, 

Christopher 

0.04  health 

Impact of credit with 

education on 

mothers and their 

young children's 

nutrition: CRECER 

credit with education 

program in Bolivia 

Mknelly, Barbara 

Dunford, 

Christopher 

0.28  education 

Microfinance and 

poverty reduction in 

rural Nigeria 

Aideyan, Osaore 
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0.04  financial well-being 

Microfinance and 

poverty reduction in 

rural Nigeria 

Aideyan, Osaore 

0.4  health 

Microfinance and 

poverty reduction in 

rural Nigeria 

Aideyan, Osaore 

0.14  education 

Village savings and 

loan associations: 

experience from 

Zanzibar 

Anyango, Ezra 

Esipisu, Ezekiel 

Opoku, Lydia 

Johnson, Susan 

Malkamaki, 

Markku 

Musoke, Chris 

 

0.12  financial well-being 

Village savings and 

loan associations: 

experience from 

Zanzibar 

Anyango, Ezra 

Esipisu, Ezekiel 

Opoku, Lydia 

Johnson, Susan 

Malkamaki, 

Markku 

Musoke, Chris 

0.38  health 

Village savings and 

loan associations: 

experience from 

Zanzibar 

Anyango, Ezra 

Esipisu, Ezekiel 

Opoku, Lydia 

Johnson, Susan 

Malkamaki, 

Markku 

Musoke, Chris 

0.09  venture growth 

Village savings and 

loan associations: 

experience from 

Zanzibar 

Anyango, Ezra 

Esipisu, Ezekiel 

Opoku, Lydia 

Johnson, Susan 

Malkamaki, 

Markku 

Musoke, Chris 

0.01  education 

Child labor 

response to 

household 

participation in 

credit schemes and 

household income 

Casabonne, 

Ursula 

 

0  education 

Alleviating poverty 

through 

microfinance: village 

banking outcomes in 

Central America 

Hiatt, Shon R. 

Woodworth, 

Warner P. 

0  female empowerment 

Alleviating poverty 

through 

microfinance: village 

banking outcomes in 

Central America 

Hiatt, Shon R. 

Woodworth, 

Warner P. 

0  health 

Alleviating poverty 

through 

microfinance: village 

Hiatt, Shon R. 

Woodworth, 

Warner P. 
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banking outcomes in 

Central America 

0  education 

Impact of 

microfinance on 

rural households in 

the Philippines 

Kondo, Toshio 

Orbeta, Aniceto 

Dingcong, 

Clarence 

Infantado, 

Christine 

-0.01  health 

Impact of 

microfinance on 

rural households in 

the Philippines 

Kondo, Toshio 

Orbeta, Aniceto 

Dingcong, 

Clarence 

Infantado, 

Christine 

0.05  venture growth 

Impact of 

microfinance on 

rural households in 

the Philippines 

Kondo, Toshio 

Orbeta, Aniceto 

Dingcong, 

Clarence 

Infantado, 

Christine 

-0.04  education 

Impact of 

microfinance on 

schooling: evidence 

from poor rural 

households in Bolivia 

Maldonado, Jorge 

H. 

González-Vega, 

Claudio 

0  female empowerment 

Impact of 

microfinance on 

schooling: evidence 

from poor rural 

households in Bolivia 

Maldonado, Jorge 

H. 

González-Vega, 

Claudio 

 

0  venture growth 

Impact of 

microfinance on 

schooling: evidence 

from poor rural 

households in Bolivia 

Maldonado, Jorge 

H. 

González-Vega, 

Claudio 

0.09  education 

Microfinance and its 

impact on selected 

districts in eastern 

region of Ghana 

Nanor, Michael 

Ayertey 

0.09  education 

Microfinance and 

poverty reduction: 

evidence from a 

village study in 

Bangladesh 

Nawaz, Shah 

0.12  education 

Impact of 

microfinance of IBBL 

on the rural poor's 

livelihood in 

Bangladesh: an 

empirical study 

Mizanur Rahman, 

M. 

Ahmad, 

Fariduddin 

0  education 

Microfinance and 

the millennium 

development goals 

in Pakistan: impact 

Setboonsarng, 

Sununtar 

Parpiev, 

Ziyodullo 
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assessment using 

propensity score 

matching 

0.01  female empowerment 

Microfinance and 

the millennium 

development goals 

in Pakistan: impact 

assessment using 

propensity score 

matching 

Setboonsarng, 

Sununtar 

Parpiev, 

Ziyodullo 

0.37  venture growth 

Microfinance and 

the millennium 

development goals 

in Pakistan: impact 

assessment using 

propensity score 

matching 

Setboonsarng, 

Sununtar 

Parpiev, 

Ziyodullo 

-0.02  education 

Agricultural 

microcredit and 

household 

vulnerability in rural 

Malawi 

Shimamura, 

Yasuharu 

Lastarria-cornhiel, 
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Appendix B: Other Regression Results 
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Appendix C:  Data Table Example 
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