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ABSTRACT

Sustainable Development Goals (SDGs) highlight the importance
of poverty reduction, and call for policy implementation that
leads to the socio-economic development of impoverished peo-
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ple. However, there is a lack of knowledge about assessing indi-
vidual-level socio-economic development, and how financial
inclusion through microfinance can contribute to it. Therefore, the
role of commercially operated Microfinance Banks (MFBs) is also
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considered to be controversial in the literature. This study
assesses the overall socio-economic development by considering
different sustainable livelihoods, multidimensional poverty, living
standards, and social development measures. Thus, the
Multidimensional Poverty Index (MPI), and Living Standard Index
(LSI) have been estimated to gauge poverty and improvements in
living standards. Data comprising 503 customers of MFBs, and
500 control respondents, has been gathered through a survey to
signify this impact for two years. This paper substantiates that the
microfinance obtained from MFBs contributes positively towards
sustainable livelihoods, multidimensional poverty reduction, and
living standards. However, microfinance does not contribute to
social development. Impoverished people, mainly women living in
urban areas, reap more benefits from microfinance, than their
rural counterparts. Overall, financial inclusion shall be a gateway
to achieve the SDGs in the long run through the socio-economic
development of an impoverished segment of the society.

Development Goals (SDGs)

JEL CLASSIFICATION
D13; G21; 132; 012; P36

1. Introduction

The Millennium Development Goals (MDGs) and Sustainable Development Goals
(SDGs), designed by the United Nations (UN), comprises of targets to be attained for
socio-economic and environmental development (Ji et al., 2021; Sachs, 2012; Umar
et al., 2021). In this regard, equitable and inclusive growth is the real agenda of devel-
opment, also known as sustainable development. It must be noted that Macro-
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economic growth is only one aspect of development. True development is triggered
by the people‘s accessibility to sustainable livelihood (Mok, 2000), and the individual
level socio-economic development, which will ensure the accomplishment of other
development goals (Montgomery & Weiss, 2011). Therefore, poverty reduction, by
aftaining sustainable livelihood, is a pivotal socio-economic policy and also a chal-
lenging target for developing countries (Mazumder & Lu, 2015). Poverty is a multidi-
mensional phenomenon (Liu, 2021, and Zikovié, 2020) in its implications and effects,
which influences the socio-economic status of impoverished people, that too in mul-
tiple dimensions (Mirza et al., 2020; Strielkowski et al., 2020).

The capabilities and resources (physical assets, monetary, or social capital) required
for living, and fulfilling ones consumption needs are called livelihood. These will be
called sustainable livelihoods especially if these are enough to bear the economic
shocks that are experienced by individuals and corporations alike (Solesbury, 2003).
Therefore, the stable access to necessities of life is known as sustainable livelihood
that outrides the conventional definition of poverty reduction. The growth in income
and expenditure (related to routine consumption, infrastructure, and schooling of
children) are considered as the outcomes of sustainable livelihoods (Solesbury, 2003),
which could ultimately improve the living standards and the quality of life consider-
ably (Mazumder & Lu, 2015). Financial inclusion, through microfinance, is an
important phenomenon to attain individual-level socio-economic development by
reducing poverty (Bruton et al., 2015; Das, 2019; Lopatta & Tchikov, 2017; Noreen
et al., 2011; M. Uddin et al., 2020; Umar et al., 2021) and improving the livelihoods
of individuals (Montgomery & Weiss, 2011; Solesbury, 2003).

However, there are two major concerns embedded within it. The first one of these
is the precise assessment of individual-level socio-economic development (Nadeem
et al,, 2021 and Saydaliyev et al., 2020). The second is the impact of financial inclu-
sion, through microfinance, on this individual-level socio-economic development,
which will be addressed in this study. Estimating poverty, poverty reduction and indi-
viduals’ socio-economic development is a controversial area of study in the impact
assessment literature (Naqvi et al., 2021; Valead et al.,, 2018). That is to mention that,
researchers normally miscue some important dimensions that are associated with
this discipline.

This study will provide a novel empirical lens that can be used to magnify the
importance of microfinance in the individual-level socio-economic development that
may be translated into macro-economic development. Rather than merely focussing
on the income and expenditures based unidimensional measures of poverty, this
study focuses on a more dynamic approach of gauging the individual-level socio-eco-
nomic development of impoverished people. Along with the measures related to sus-
tainable livelihood (such as improvement in income, clothing, medication, education,
cooking fuel, drinking water, and infrastructural development), social development,
living standard, and multidimensional poverty are dimensions that have been incor-
porated to encompass the overall socio-economic development.

In this study, the Multidimensional Poverty Index (MPI) has been estimated to
measure the poverty levels, and the decrease in its score reflects poverty reduction.
After alleviating poverty, and fulfilling the basic consumption needs, the next priority
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to be addressed is the betterment in living standards. Therefore, this study has intro-
duced a novel measure of living standards (Living Standard Index-LSI), covering nine
dimensions related to its betterment. This could help shed light on the holistic under-
standing of socio-economic development of individuals.

In short, this study has contributed to the literature with five novelties put into
place. First, the focus is on individual-level overall economic development; therefore,
along with multiple livelihood measures, the MPI has also been incorporated to esti-
mate the economic development of impoverished people. Second, social development
of impoverished people has also been incorporated into the analysis. Third, the LSI
has been developed in order to analyze the improvement in the living standards of
impoverished people. Forth, multiple empirical investigations (logistic regression,
multiple regression, and Propensity Score Matching — PSM) have been carried out in
order to make concrete and precise impact assessments. Fifth, in light of the above
findings, this study expounds on the contribution of financial inclusion towards
attaining SDGs, particularly in developing countries such as Pakistan.

Our findings indicate a positive impact of financial inclusion on the socio-eco-
nomic development of impoverished people. To our knowledge, this is the first study
of its kind to consider, as well as focus on the role of Microfinance Banks (MFBs) as
an industry, and assess the impact of financial inclusion through MFBs on socio-eco-
nomic development, which is important empirical evidence against the argument of
mission drift. Our findings also provide a roadmap to the policymakers for the socio-
economic development of the impoverished segment of society, and eventually for
the accomplishment of SDGs.

2, Literature review and hypotheses development

According to the United Nations (UN), poverty is one of the biggest tribulations that
have plagued the society. Impoverished people‘s lack of economic resources, and their
inability to generate external financing, further augment their vulnerability to poverty
(Samat et al., 2018). Irrespective of the utilisation of funds (building a house, estab-
lishing or strengthening the business, debt servicing, or fighting against their eco-
nomic recession), external financing typically reduces these individuals’ vulnerability
to poverty (Noreen et al., 2011), and could get them out of this vicious cycle as well
(Bruton et al., 2015; Hermes & Lensink, 2007; Lopatta & Tchikov, 2017; M. Uddin
et al., 2020).

However, the poor have been neglected by the formal financial institutions.
Therefore, Microfinance Institutions (MFIs) have been designed and supported by
development agencies worldwide, so as to provide financial services to these un-bank-
able customers (Noreen et al., 2011; Umar et al., 2021). Moreover, MFIs played a sig-
nificant role in building a non-dependent financial system for the poor (Hermes &
Lensink, 2007), which has increased micro-entrepreneurship (Khanam et al., 2018;
Lopatta & Tchikov, 2017), improved their income (T. A. Chowdhury &
Mukhopadhaya, 2012), enhanced their overall well-being (Mazumder & Lu, 2015),
improved their socio-economic status, and ensured dignity. Worldwide, the regulatory
authorities and the central banks also regulate MFIs, formally known as Microfinance
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Banks (MFBs). MFBs are the means of providing a variety of financial services to the
poor, based on market-driven and commercial approaches.

Microfinance also enables the poor to attain economic self-sufficiency and sustain-
ability, which helps to alleviate their ailing conditions (Audu & Achegbulu, 2011;
Bruton et al., 2015; Das, 2019; Lopatta & Tchikov, 2017; Samat et al., 2018), improves
living standards, prioritises the education of children (Holvoet, 2004; Noreen et al.,
2011), ensures prosperity (F. Hossain & Knight, 2008) fosters peace, promotes har-
mony, nurtures economic growth (Ocasio, 2012), and aids in the overall rural devel-
opment (Agbaeze & Onwuka, 2014). Along with the exposure to microfinance, the
borrower‘s educationalso contributes towards poverty alleviation (M. S. Awan et al,
2011). Eventually, microfinance contributes positively towards the overall well-being
of the poor. It does so by improving the rate of literacy, aiding to gain better earn-
ings, helping in getting better access to healthcare services, helping access healthier
food and safe drinking water, improving the infrastructure of the accommodations,
gaining valuable assets, and improving the net worth of individuals (Atmadja
et al., 2016).

Microfinance has significantly contributed towards bringing a positive and upward
change in the lives of impoverished people in Ghana (Valead et al., 2018), Nigeria
(Agbaeze & Onwuka, 2014; Audu & Achegbulu, 2011), Solomon Islands and Vanuatu
(Feeny & McDonald, 2016), Malaysia (Al-Shami et al., 2018; Samat et al., 2018), India
(Das, 2019), Sri-Lanka (Kumari et al., 2019), Bangladesh (Mazumder & Lu, 2015;
Sheel et al.,, 2018) and Pakistan (Niaz & Igbal, 2019). In Pakistan specifically, scholars
(Akram & Hussain, 2011; Durrani et al., 2011) mentioned that the income levels had
experienced an increase and poverty had been reduced among the users of microfi-
nancing. In addition to this, according to Niaz and Igbal (2019), social status,
empowerment, and income levels have also shown an upward and improved trend
among the women of Pakistan, whereas the level of poverty has also reduced signifi-
cantly (Jamil et al., 2021). Some other studies in the extant literature (Augsburg et al,
2015; Banerjee et al., 1998; Rajbanshi et al., 2015)concluded that there is only a mar-
ginal impact, or no impact of microfinance on the economic well-being of the impov-
erished people. These diverse opinions in the impact assessment studies exist because
of the different outcome measures and assessment methodologies (Holvoet, 2004;
Weiss & Montgomery, 2005), making this impact a controversial phenomenon to
look into (Noreen et al., 2011). Sustainable livelihood as an outcome is the recom-
mended measure of poverty reduction (Solesbury, 2003), therefore, adopted as one of
the proxies of socio-economic development. Our measurement methodologies and
the econometric model address the limitations of the previous studies with a robust
impact assessment framework. Based on this discussion, we hypothesised
the following:

Hypothesis-1 (H;): Financial inclusion through microfinance significantly influences the

sustainable livelihood of impoverished people.

Studies in literature (Akram & Hussain, 2011; Durrani et al., 2011; Jamal, 2008;
Montgomery & Weiss, 2011; Noreen et al., 2011; Shirazi & Khan, 2009) have thus far
only considered unidimensional measures of poverty, and described that microfinance
has a positive impact on the livelihood, poverty, and housing arrangements of people.
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However, the methodology of estimating the betterment in livelihood, housing, and
poverty reduction has its due limitations. There is mixed evidence about the impact
of microfinance in the literature, primarily due to the difference in poverty measures
and assessment tools that are used by the researchers (Rajbanshi et al., 2015), which
makes those inferences even more controversial. They have taken improvement in
income as a proxy of poverty reduction and quality of life. Nevertheless, multidimen-
sional poverty measures are appropriate, and must be preferred over other measures
(Feeny & McDonald, 2016). Internationally, scholars (A. R. Chowdhury et al., 1986;
Feeny & McDonald, 2016; Sheel et al., 2018; Valead et al., 2018) have tried to esti-
mate multidimensional poverty, but the measures they have often resorted to have
limited scope, especially in estimating poverty reduction.

Arguably, economic development is evident in the improvement of infrastructure,
household assets, availability of clean drinking water, sanitation, and electricity (He &
Collins, 2021). This study therefore incorporates the multidimensional poverty index
(MPI), and proposes a living standard index (LSI) as a more dynamic proxy of pov-
erty reduction, and growth in living standards, respectively. In Pakistan specifically,
the evidence related to the impact of microfinance on multidimensional poverty and
living standards is limited. It drives us to derive to the following hypotheses:

Hypothesis-2 (H,): Financial inclusion through microfinance significantly influences
multidimensional poverty.

Hypothesis-3 (H3): Financial inclusion through microfinance significantly influences
the living standards of impoverished people.

Poverty adversely affects the social status and recognition of individuals and fami-
lies on the whole. Because of the lack of resources and a relatively difficult life, these
people often seek financial help from individuals around them. Due to this, their self-
respect and self-esteem are often compromised, which ultimately results in a wretched
social status and a lack of self-worth. Improvement in social status is a critical
agenda, as this could potentially be a driving force for economic progression (Cristea
et al., 2020). Soft factors such as self-esteem and self-respect compel individuals to
work harder, smarter and abandon the listless approach and attitude towards their
socio-economic conditions (Emler, 2001). Access to financial resources shall then
result in better social status (Durrani et al., 2011; Tariq et al., 2015). Therefore, it can
be hypothesised that:

Hypothesis-4 (H,): Financial inclusion through microfinance significantly influences the
social status of impoverished people.

The provision of microfinance through NGOs is considered to be more effective,
with the ability to reduce poverty (R. Amin & Becker, 1998; Audu & Achegbulu,
2011; A. R. Chowdhury et al.,, 1986). MFBs are usually to be blamed for being com-
mercial, less focussed on the development of impoverished people (Montgomery &
Weiss, 2011), and more focussed on their profitability, rather than the socio-eco-
nomic well-being of impoverished people (Lopatta et al., 2017). However, the com-
mercially operated MFBs may also aid in socio-economic development primarily
because MFBs are more focussed on viable lending, and ensure that there is a pro-
ductive use of funds (Blanco-Oliver & Irimia-Diéguez, 2021). This discussion raises
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an important question: Are commercially operated MFBs productively able to con-
tribute towards this goal of socio-economic development of impoverished people?
This compels us to develop the hypothesis given below:

Hypothesis-5 (Hs): Microfinance through commercially operated MFBs significantly
influences the socio-economic development of impoverished people.

Sustainable socio-economic growth in the lives of impoverished people has para-
mount significance in developing countries (UNDP, 2016). Among the seventeen
SDGs, the top seven goals of any nation (no poverty, hunger alleviation, good health
and well-being, quality education, gender equality, clean water and sanitation, and
decent working conditions and economic growth) are mainly associated with the
development of the impoverished segment of the society (Sachs, 2012). Sustainable
growth in their livelihoods shall improve the socio-economic status, particularly in
poorer countries (Asadullah & Savoia, 2018; Mazumder & Lu, 2015), while also
accomplishing these development goals alongside (Montgomery & Weiss, 2011).
Financial inclusion is also considered to be a rather critical and effective catalyst for
accomplishing these goals (Bank, 2017). As poverty eradication is the gateway of eco-
nomic development (Ocasio, 2012) and equity in any society, other development
goals could be achieved by eradicating poverty as well (Samat et al., 2018). The ten-
dency of the state to adopt these development goals and implement relevant policies
is another contributing factor towards significantly alleviating poverty. Only inclusive
growth shall result in real, sustainable development, and for this, financial inclusion
plays a pivotal role (T. A. Wilson, 2012). Based on these arguments, it is hypothesised
that:

Hypothesis-6 (Hg): Financial inclusion through microfinance significantly contributes
towards the accomplishment of SDGs.

3. Data and methods
3.1. Data

For this study, individual-level primary data of 1,003 respondents was gathered
through semi-structured interviews. The semi-structured interviews were preferred
over a questionnaire, as our target population was uneducated or barely educated.
The interviewer elaborated upon (where necessary), clarified the questions and
doubts, and ensured the accuracy of the data gathered. However, a questionnaire was
developed to administer these interviews. The dimensions of the variables were
extracted from different studies that were consulted for this purpose. For the dimen-
sions related to poverty and livelihoods, the basic inspiration was the UNDP‘s
Human Development Index (HDI), and MPI of OPHI. Certain dimensions were also
extracted from the questionnaire used by Noreen (2011) as well. For good reasons,
we opted for individual-level primary data. The macroeconomic data had many other
influencing factors, such as the fiscal-monitory mix, and the economic development
at large. Furthermore, the performance of large-scale industries overrode the macro-
economic indicators.
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The respondents comprised of two groups: customers of MFBs, who had borrowed
from MFBs (called treatment group), and non-borrowers with similar demographics
(called the control group). The individuals, who had taken loans in 2016, were inter-
viewed in 2018, allowing a reasonable time to witness their socio-economic develop-
ment. For this very reason, the current customers, who had taken the loans fairly
recently for the first time, were not taken into consideration. Then, the Stratified
Random Sampling and Snowball Sampling techniques were applied in order to ensure
the uniformity of the treatment and control groups® demographics, and the socio-eco-
nomic conditions. Every chosen district was considered as a separate stratum.
Initially, the respondents were selected from each stratum randomly, with the help of
the MFBs® database, and with the help of the treatment group members.
Furthermore, the respondents were contacted for inclusion in the control group. In
this way, the chance of endogeneity, and the selection bias had been eliminated
significantly.

The formula of Yamane (1967) has thus been used to determine the sample size.

z?P(1 — P)N
22P(1 — P) + Ne?

where; n=sample size, z=1.96 (the value of z, at a 95% confidence interval), P =
the proportion of variability, N = population size, and e =margin of error (at a 95%
confidence interval, the margin of error is 0.05).

A total of 1,485,165 borrowers received the loan, of which 550,263 were the cus-
tomers of MFBs (PMR, 2018). The formula put together recommends a sample size
of 457 respondents for the treatment group. We planned for 500 respondents from
the treatment group, and 500 from the control group in order for the results to be
more representative and accurate. Furthermore, in order to have a reasonable sample
from each stratum, the sampling target was increased, and we conducted 1,184 inter-
views in total, out of which 181 responses were declined due to response errors and
unhealthy responses.

Our unit of analysis is an individual. The dataset obtained through a field survey
contains the respondents’ demographic variables and measures related to livelihood,
living standards, and multidimensional poverty. The current information, and the
information before taking the loan had been gathered at the time of the interview.
From this information, the change in the socio-economic conditions has been esti-
mated, so as to encompass the growth. This data was classified, quantified, tabulated,
and empirically tested by using the SPSS and STATA software.

3.2. Variable Definition

The overall Socio-economic development of an individual is assessed through mul-
tiple proxies (explained in Figure 1). Sustainable livelihood, social development,
growth in living standards, and multidimensional poverty reduction are incorporated
in order to conceptualize the overall socio-economic development of impoverished
people. In this regard, Tables 2 and 3 describe these outcome variables and the
explanatory variables, along with their measurements, respectively.
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Socio-Economic Development
of Impoverished People

[ )

' Sustainable J [ Growth in ] [ Social ] [ Multidimensional ]

Livelihood Living Standard Development Poverty Reduction

Figure 1. Conceptualization of socio-economic development.
Source: Author Estimations.

3.2.1. Sustainable livelihoods

Sustainable livelihoods ensure the income growth that supports the expenditure on
the necessities of life, and the basic infrastructural development called the outcome of
livelihoods (Solesbury, 2003). An increase in the per-capita household income ensures
the provision of the basic necessities of life. If this growth persists, this will reflect in
capital expenditures that are related to infrastructural development, which reflects
one‘s accessibility to a sustainable livelihood. Therefore, growth of accessibility to the
medical facility, per-capita expenditure on clothes, cooking fuel used, accessibility to
clean drinking water, children‘s education, ownership status of the house, roof mater-
ial used in the house, overall condition of the house, and the household assets are
incorporated as proxies of sustainable livelihood. The growth in these variables is
measured through dichotomous variables; therefore, Binary Logistic Regression Model
and the PSM analysis have been incorporated for statistical inferences.

During the pilot study, it was revealed that there are four types of housing structures.
These include slum houses, mud houses, houses with T-iron roofs, and concrete roof
houses. Moreover, these housing structures are the individuals’ own, rented, or inherited
houses (living with a joint family system). However, it is tricky to calculate the growth in
the case of an inherited house. The marginal improvement in the infrastructure, such as
building a personal bathroom, improvements in the kitchen, improvements in the floor,
improvements in the roof, installation of personal water boring, and expenditures on the
renovation of the inherited portion of the house are also to be incorporated.

3.2.2. Living Standard

Unlike the measures used by M. A. Hossain and Asada (1984), as cited in Khanam
et al. (2018), this study has incorporated multiple dimensions (particularly related to
capital expenditures), reflecting the improvement in the living standards. It includes
the improvement in the ownership status of the house, roof material used in the con-
struction, overall condition of the house, floor material used, household assets owned,
cooking fuel used, access to safe drinking water, availability of electricity, availability
of a personal bathroom, and a working sanitary system of the house. If there is a
growth in the said dimensions, it will be allocated ‘1’, and if not, then ‘0.

The factor analysis method has been used to find commonalities, and excludes the
irrelevant factors (which have comparatively very high or low variability). The
Extraction Method and the Varimax Rotation have been applied to get rigorous out-
comes. Moreover, LSI has been developed with the help of the Principal Component
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Table 1. Construction of Multidimensional Poverty Index (MPI).

Dimensions Indicators Weights
Education Years of Schooling: Deprived, if no household member 1/6
has completed six years of schooling
Child School attended: Deprived if any children (of 1/6

school-going age) are not going to School (up till
8™ standard)

Health Child Mortality: Deprived, if any child died in the 1/6
last 5years
Nutrition: Deprived, if any member of the family has a 1/6
stunted diet
Standard of Living Electricity: Deprived, if the household has no electricity 118
Sanitation: Deprived, if the household has not up to 1/18
the mark sanitation.
Drinking water: Deprived, if the household does not 1/18
have safe drinking water.
Floor: Deprived, if the household has a dirt, sand or 1/18
dung floor
Cooking fuel: Deprived, if dung, wood or charcoal is 1/18
used as cooking fuel
Asset ownership: Deprived, if the household owns 1/18

radio, TV, telephone, motorbike, or refrigerator or
less. (does not own car or tractor)

Source: 'Oxford Poverty and Human Development Initiative’ (OPHI).

Analysis (PCA), in order to combine the relevant elements of the living standards.
The score of LSI reflects the average growth in the living standard of the
respondents.

3.2.3. Multidimensional poverty

Multidimensional poverty is a more dynamic measure of poverty, and usually defines
the economic status of impoverished people (Das, 2019; Feeny & McDonald, 2016).
In this study, MPI has been developed by following the guidelines of OPHI. It incor-
porates dimensions related to education, health, and housing collectively, in order to
gauge the poverty level. Table 1 presents the methodology used to construct the MPIL
The score of MPI indicates the average level of deprivation faced by an individual.
The score of MPI varies from ‘0" to ‘I’, where ‘1’ reflects the complete deprivation in
all factors, and ‘0’ reflects no deprivation. The 0.33 score achieved is the threshold
point (poverty line). If someone has a 0.33 score or higher, then they are poor at a
multidimensional level, otherwise they are not poor. In this study, the scores of the
current MPI ‘MPINow’ (reflecting the poverty level in 2018), and older MPI ‘MPIBef’
(reflecting the poverty level in 2016) of every respondent have been estimated.
Furthermore, in order to estimate the change in this multidimensional poverty over
time, ‘MPIDiff has been calculated by taking the difference of ‘MPINow’ and
‘MPIBef’. It is also noteworthy that ‘MPIDIff is used in further statistical analysis as
a proxy of change in the multidimensional level of poverty.

3.2.4. Social development

The accessibility to economic resources shall improve the social status, which is also
called social development. In this study, the data related to perceived social status has
been collected through a survey, and a dichotomous variable has been used as a
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Table 2. Description and measurement of outcome variables.

Variable Name

Description

Outcome Variables
Socio-Economic
Development

Multiple
Linear Regression

Growth in Living Standard (LSI)

Multidimensional Poverty (MPINow)

Multidimensional Poverty
Reduction (MPIDiff)

Logistic Regression  Social Development (ChngSS)

Sustainable
livelihood (Economic
Development)

Change in Income
Level
(Chngincom)

The growth in ten
different dimensions
related to livings
standards (including
infrastructural
development) was
captured through the
survey. LSI has been
developed from these
responses, with the
help of PCA.

An index is developed by
following the guidelines
of OPHI (2017). The
score of the MPINow
reflects the current
multidimensional
poverty status of the
respondents.

The change in the MPI
over time. Calculated by
taking the difference of
‘MPINow and (2 year’s
older MPI) '"MPIBef'.

A dichotomous variable
reflecting improvement
in the social status. If
improved than Yes = 1,
otherwise No = 0

Increase in the per capita
income is a
fundamental indicator
of poverty reduction,
and an indicator of
sustainable livelihood. If
improved Yes = 1,
otherwise No = 0,

Growth in ownership The improvement in the

status of the
house (GOwnH)

Growth in Roof
material of the
house (GRoofM)

Growth in the

overall condition

of the

house (GCondH)

Growth in School
going

children (GSchCh)

ownership status of the
house.
If improved = 1,
otherwise No = 0

Betterment in the
infrastructure of the
house is the reflection
of better economic
status. If the roof
material used in the
construction of the
house improved, then
Yes = 1, otherwise No
=0

If there is a betterment in
the overall condition of
the house, then Yes =
1, otherwise No = 0

If the number of children
going to school
increases than
Yes =1,

(continued)
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Variable Name

Description

Others
MPIBef

otherwise No = 0
(it does not account for
the children who have
completed their
HSSC education)
GrwthHousH Overall, the household
(GHousH) assets owned by an
individual reflect the
economic status, and
the growth in the
household assets
reflects sustainable
livelihood (economic
development). If
improved Yes = 1,
otherwise No = 0
Cooking fuel Cooking fuel used in the
Growth (GCFuel) kitchen reflects
economic status, and
healthy cooking fuel
shall ensure a healthy
family. If improved Yes
= 1, otherwise No = 0

Improvement in If there is a growth in the
drinking accessibility to safe
water (GDWat) drinking water, this will

reflect in growth in the
livelihood and economic
development. If there is
a betterment in the

accessibility to safe

drinking water, then Yes
= 1, otherwise No = 0.

Betterment in If there is a growth in the
Medical ability to bear medical
Expenditure expenditures, then Yes
(Gmedexp) = 1, otherwise No = 0.

Increase in Clothing An increase in the per
Expenditure capita expenditure on
(Gclothexp) clothing is the outcome

of sustainable
livelihoods. If improved
Yes = 1, otherwise No
=0

Multidimensional Poverty Index for the older
(2016) economic status of respondents.

Source: Author Estimations.

proxy of social development. If the perceived social status improves over time, then

Yes =‘1’, otherwise is would be No =‘0’.

The above stated table reflects the outcome variables (see Table 2) which are likely
to be affected by financial inclusion, other demographics, and socio-economic factors

(called explanatory variables).

3.2.5. Explanatory/independent variables

As the paper‘s focus is the socio-economic development of individuals, an individual-
level measure of financial inclusion has also been incorporated in our analysis. The
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Table 3. Description of independent/treatment variables.

Independent/Treatment Variables Mean S.D

LoanMFI Exposure to microfinance is measured through the 0.50 0.500
Dummy variable. If the respondent has received
microfinance Yes = '1’; otherwise No = 0’

Gen Gender of the respondent. The dummy variable is 0.67 0.471
used to measure this variable.
If the respondent is Female = "1" and for Male
=0

Age The age of the respondent is measured through a 1.97 0.809
categorical variable.
If age is ‘less than 25=1', ‘25 to 40=2', ‘more
than 40=3'

Region Region of the respondent is also measured through 0.49 0.500
the dummy variables.
If respondent belongs to Urban area = 0’, and
for Rural area = "1’

MS Marital status is quantified through the dummy, in 0.86 0.684
order to form a categorical variable.
If ‘Unmarried = 0’, ‘Married = 1’, ‘Divorced = 2,

and ‘Widow = 3’
NChild Total number of children 1.74 1.624
NSChild Total number of school-going children 0.93 1.201
Tfmem Total number of family members 2.02 0.553
Edu Level of education of the respondent, If ‘Primary = 2.1 1.831

1, ‘Elementary = 2’, ‘Secondary = 3/,
‘Intermediate = 4, ‘Graduation = 5, ‘Others = 6’
EarnH Total number of earning hands in the family 1.27 0.504

Source: Author Estimations.

accessibility to financial products and services, in order to meet their financing needs
is called financial inclusion (Bank, 2017), and is measured as one‘s exposure to
microfinance (LoanMFI). The dichotomous variables (1’ represents the borrower,
and ‘0’ represents the non-borrowers) have been incorporated in this study.
Moreover, the socio-economic status and its development are not independent of the
demographic and other socio-economic factors. Therefore, along with ‘LoanMFI,
other demographic factors such as the gender (Gen), age (Age), region (Region), mari-
tal status (MS), number of children (NChild), number of school-going children
(NSChild), the total number of family members (Tfmem), level of education (Edu),
and the number of earning hands in the family (EarnH) have also been incorporated
as the covariates. In this context, the detailed description and measurement of all the
explanatory variables have been presented in Table 3.

3.3. Methodology and model specification

Figure 2 describes the conceptual framework that posits the empirical investigation
carried out in this study. In order to investigate the impact of financial inclusion, on
the socio-economic development, a simple to complex approach has been followed.
Along with the descriptive analysis and the univariate analysis, we have also applied
the logistic regression method, in order to analyze the impact on sustainable liveli-
hood and social development. Furthermore, a regression analysis is carried out in
order to analyze the impact of financial inclusion on the living standards and multidi-
mensional poverty.
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1. Financial Inclusion is measured through dichotomous variable identifying the exposure to microfinance.

2. Sustainable livelihoods is assessed through growth in ten dimensions (explained in table-2)

3. Growth in Living standard is measured through Living Standard Index (LSI)

4. Social development is measured as improvement in perceived social status (explained in table-2)

5. Multidimensional Poverty is assessed by developing a index by following the guidelines of OPHI (explained in table-1)

6. Growth in sustainable livelihood, living standard, social development and multidimensional poverty reduction are collectively

=

called Soci De

Figure 2. Conceptual framework of the study.
Source: Author Estimations.

3.3.1. Univariate analysis
In order to observe the difference in the two groups (borrowers and non-borrowers),
the cross-tabulation technique, and the independent-sample t-test were carried out.

3.3.2. Regression analysis

In this study, eleven logistic regression models have been carried out in order to ana-
lyze the impact of financial inclusion on sustainable livelihood and social develop-
ment. Moreover, multiple linear regression analysis have been carried out as well, so
as to analyze the impact of microfinance on the multidimensional poverty, and the
living standards of the respondents. Following is the functional form of the regression
models used in this study:

Zi= o+ BXi+ e (I

where Z; is the set of dependent variables (see Table 2). Then, f; is the vector of coef-
ficients of the independent variables. Also, X; is the vector of the independent varia-
bles of the i respondent (see Table 3).
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3.3.3. Propensity score matching (PSM)

The treatment (exposure to microfinance) is not random in nature, and the provision
of microfinance is dependent on the choice of the lenders (MFBs) and borrowers (the
households). Furthermore, the chance of getting microfinance is based on some pre-
defined criteria that may lead to a problem of selection bias in the sample. In order
to avoid this problem, and check the robustness of the results, the PSM analysis has
been used to assess the impact of financial inclusion (the treatment). In the PSM ana-
lysis, the impact of the treatment is estimated rigorously by comparing the outcomes
of the treated group, and the control group based on some common characteristics.
This method helps draw a comparison by obtaining a summary variable called the
propensity score (PS), which is the probability of being treated, based on the treated
conditions (observable characteristics). Moreover, the explanatory variables (see Table
3) are used as observable characteristics to estimate the PS. The observations from
the treatment and control groups with similar (or closest) PS have also been matched
to form a counterfactual setting (Bryson et al, 2002; Pan & Bai, 2015;
Thavaneswaran, n.d.).

All the outcome variables have been tested for the treatment variable® financial
inclusion® (LoanMFI). The results of both the ‘Psmatch‘ and ‘Psmatch2‘ had been
obtained for rigorous analysis. The Average Treatment Effect on the Treated (ATT)
was obtained by using the Nearest Neighbor (NN), Kernel, Radius Caliper, and
Stratification methods. In addition to this, (Becker & Ichino, 2002) advised that the
results of all the methods were estimated and presented to check the robustness, but
the Kernel method results were preferred and discussed. The bootstrap procedure has
been used for the Kernel matching method, in order to obtain more robust coeffi-
cients and respective standard errors. Therefore, the ATT (t) for financial inclusion
can thus be given as:

T = E{Xli - X0i|LoanMFIi = 1} (A)

where, X; represents the set of outcome variables, X; represents the measures related
to the treatment group, and X, represents the measures related to the control group.

4, Empirical results and discussion
4.1. Descriptive Analysis

Table 4 presents the descriptive statistics of the treatment and control groups. Out of
the total, 503 respondents (50.1%) have not taken loans from MFBs (control group),
and 500 respondents (49.9%) have taken loans from MFBs (treatment group). As
some MFBs focus on females only, therefore, the majority of the sample (66.8%)
comprises of female respondents. out of these 328 individuals (49.0%) requested and
gained access to microfinance. Out of the total number of males (333), 172 (51.7%)
belonged to the treatment group. The sample is almost evenly distributed in the
urban (51.4%), and rural (48.6%) populations. It seems that MFBs prefer younger
people, as the majority of the respondents (68.7%) are below the age of 40 years. This
is because they can work harder, and also reap the benefits of the loans and repay
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Table 4. Two-way stratified random data of treatment group and control group.
Financial Inclusion (Exposure to Microfinance)

Non-Borrowers Borrowers Total
% Within % Within % Within
Count  Y%age LoanMFI Count  Y%age LoanMFI Count LoanMFI
Age Lessthan 25 178 51.9% 35.4% 165 48.1% 33.0% 343 34.2%
25—40 168 48.6% 33.4% 178 51.4% 35.6% 346 34.5%
Morethan 40 157 50.0% 31.2% 157 50.0% 31.4% 314 31.3%
Gender Male 161 48.3% 32.0% 172 51.7% 34.4% 333 33.2%
Female 342 51.0% 68.0% 328 49.0% 65.6% 670 66.8%
Region Urban 261 50.6% 51.9% 255 49.4% 51.0% 516 51.4%
Rural 242 49.7% 48.1% 245 50.3% 49.0% 487 48.6%
Chngincom No 417 70.0% 82.9% 179 30.0% 35.8% 596 59.4%
Yes 86 21.1% 17.1% 321 78.9% 64.2% 407 40.6%
Education No Edu 130 51.2% 25.8% 124 48.8% 24.8% 254 25.3%
Primary 98 54.7% 19.5% 81 45.3% 16.2% 179 17.8%
Middle 101 50.8% 20.1% 98 49.2% 19.6% 199 19.8%
Matric 59 45.0% 11.3% 72 55.0% 14.4% 131 13.1%
Inter 57 50.0% 11.3% 57 50.0% 11.4% 114 11.4%
Graduation 23 37.7% 4.6% 38 62.3% 7.6% 61 6.1%
Others 35 53.8% 7.0% 30 46.2% 6.0% 65 6.5%
Marital Status ~ Unmarried 144 52.0% 28.6% 133 48.0% 26.6% 277 27.6%
Married 318 50.2% 63.2% 315 49.8% 63.0% 633 63.1%
Divorced 22 41.5% 4.4% 31 58.5% 6.2% 53 5.3%
Widow 19 47.5% 3.8% 21 52.5% 4.2% 40 4.0%
Chngincom No 417 70.0% 82.9% 179 30.0% 35.8% 596 59.4%
Yes 86 21.1% 17.1% 321 78.9% 64.2% 407 40.6%
ChngSS No 231 45.8% 45.9% 273 54.2% 54.6% 504 50.2%
Yes 272 54.5% 54.1% 227 45.5% 45.4% 499 49.8%
MPINow <033 339 47.9% 67.4% 368 52.1% 73.6% 707 70.5%
>0.34 164 55.4% 32.6% 132 44.6% 26.4% 296 29.5%
MPIDiff < 0.0 295 45.7% 58.6% 350 54.3% 70.0% 645 64.3%
=0.0 135 55.3% 2.8% 109 44.7% 21.8% 244 24.3%
> 0.0 73 64.0% 14.5% 41 36.0% 8.2% 114 11.4%

Source: Author Estimations.

them promptly. Furthermore, 90.7% of the respondents were either single or married,
whereas only 9.3% of respondents were widows/widowers or divorced.

Moving on, 596 (59.4%) respondents reported that their incomes had not
improved in the last two years, out of which 417 (70.0%) belonged to the control
group, and 179 (30.0%) belonged to the treatment group. The rest of the 407 (40.6%)
respondents stated that their income had improved, out of which 321 (78.9%) had
taken loans from MFBs. In this way, 64.2% of the treatment group reported that their
income had increased over time, which reflects the positive impact of financial inclu-
sion on an income level. More importantly, the statistics of ‘MPInow* reflected that
707 (70.5%) respondents were no longer multidimensional poor, whereas only 296
(29.5%) respondents were still below the poverty line. From the results of ‘MPIDiff,
it has been observed that the multidimensional poverty of 64.3% of the respondents
has been reduced over time, out of which 350 belonged to the treatment group. At
the same time, the multidimensional poverty of 244 respondents was unchanged.
Results postulate that there has been a marginal reduction in multidimensional pov-
erty, primarily due to financial inclusion.

Moving on, 499 respondents mentioned that their social status improved over
time, and 227 (45.4%) of these belonged to the treatment group. 54.1% of the
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Table 5. Estimation of propensity scores (probit model) - determinants of the probability of

receiving microfinance.

Covariates

Coefficients

Gender 0.0786** (0.087)
Age —0.0113* (0.057)
Region —0.080%** (0.080)
Marital Status 0.062* (0.070)
Number of Children 0.005 (0.042)
Number of School-going Children 0.030** (0.047)
Total number of Family members —0.062 (0.103)
Education 0.025 (0.022)
Earning Hands 0.124 (0.097)
Constant 0.162* (0.205)
Chi-Square (3% 167.32%*

Correctly Classified 73.58%

Log Likelihood ratio —691.56

Standard errors in parentheses ( ).

*Ekp < 0.01.

#%p < 0.05.

*p <0.10.

Source: Author Estimations.

treatment group explained that their social status did not improve over time. This
indicated that at large, the social status of the treatment group had not improved,
reflecting that social development is not influenced by financial inclusion.

4.2. Propensity score

Table 5 presents the result of the Probit model, a measure that determines the prob-
ability of receiving microfinancing options and its determinants. The overall model
was observed to be significant, thus reflecting that gender, age, region, marital status,
number of school-going children, can duly explain the probability of receiving micro-
finance. It is also observed that Females are more likely to receive microfinance.
Moreover, respondents of higher age groups, and those who belong to the rural areas
are less likely to receive any microfinance. Applicants having marital status as single
are less likely to receive microfinance. The higher the number of school-going chil-
dren in a family, the higher the probability of receiving a loan. These socio-economic
indicators (having significant results) show the relevance to the selection criteria.
From this Probit model, the PS for each respondent is estimated, and is used to esti-
mate the effect (ATT) of financial inclusion on the different dimensions of socio-eco-
nomic development.

4.3. Impact on the sustainable livelihood

According to the analysis of the t-statistics (see Table 6), a significant difference in
the per capita household income growth of the borrowers and non-borrowers has
been observed. It theorises that the growth in the income level of the borrowers is
marginally higher. Furthermore, the borrowers (treatment group) also witnessed
growth in the ownership status of the house, roof material of the house, overall con-
dition of the house, number of school-going children, accessibility to safe drinking
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Table 6. Results of t-statistics for exposure to microfinance as a grouping variable.

Means
Control Treatment Mean
Variable Name Group Group Difference t Sig.
Change in Income Level (Chngincom) 0.171 0.642 —0.471 —17.2931 0.000
Growth in ownership status of the house (GOwnH) 0.012 0.028 —0.016 —1.8217 0.070
Growth in Roof material of the house (GRoofM) 0.141 0.202 —0.061 —2.562 0.011
Growth in overall condition of the house (GCondH) 0.266 0.384 —0.120 —4.00 0.000
Growth in School going children (GSchCh) 0.121 0.162 —0.041 —1.85 0.064
Growth in Household assets (GHousH) 0.531 0.49 0.041 1.293 0.196
Cooking fuel Growth (GCFuel) 0.189 0.214 —0.025 —0.992 322
Improvement in drinking water (GDWat) 0.058 0.10 —0.042 —2.495 0.013
Betterment in Medical Expenditure (Gmedexp) 0.883 0.928 —0.045 —2.454 0.014
Increase in Clothing Expenditure (Gclothexp) 0.026 0.066 —0.040 —3.051 0.002
Social Development (ChngSS) 0.541 0.454 0.087 2.755 0.006
Growth in Living Standard (LSI) —0.133 0.135 0.268 —4.293 0.000
Multidimensional Poverty (MPINow) 0.291 0.264 0.027 2.684 0.007
Multidimensional Poverty Reduction (MPIDiff) —0.089 —0.111 0.023 2.84 0.005

Source: Author Estimations.

water, ability to bear medical expenditure, and clothing expenditures, as compared to
their control group counterparts.

Furthermore, logistic regression analysis is carried out to assess the impact of
microfinance on the sustainable livelihoods of impoverished people. The results (see
Table 7) suggest that at large, sustainable livelihoods are likely to improve due to
financial inclusion.

The concept of Purchasing power parity is the basic yardstick to estimate poverty,
and the per capita household income growth positively influences it. It is the funda-
mental indicator of poverty reduction, as well as a reflection of sustainable liveli-
hoods. Therefore, it is considered to be the first indication, and a pivotal step
towards socio-economic development. The absolute poverty level varies across the
countries (Mazumder & Lu, 2015). Therefore, the focuses on absolute poverty meas-
ures restrict the scope of this study. The logistic model with ‘chngincom’ as a
dependent variable has thus taken the following functional form:

Chngincom; = oy + f/;LoanMFI; + f8,Gen; + f;Age, + f,Region, + fsMS;
+ P¢NChild; + ,NSchChild; + fTfmem; + fyEdu; + f,,EarnH; + &
(1)

The results suggest that the increase in income is a likely reality for those who
have received microfinancing (OR = 8.91). Therefore inferring that financial inclu-
sion increases the chance of improvement in the income level. This income growth
eventually improves the ability to bear day-to-day expenditures, and capital expendi-
tures, respectively.

In order to analyze it further, a logistic regression analyses were carried out for the
other proxies of sustainable livelihoods. The results (presented in Table 7) showed
that the accessibility to safe drinking water, the ability to meet medical expenditures,
expenditures on clothing, and the number of children going to school are likely to
improve due to financial inclusion. Moreover, according to the findings, more often
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than not, children are immediately available labour for the family‘s earning adults,
and serving in the family business hinders their academic progression as well
(Shimamura & Lastarria-Cornhiel, 2010). On the contrary, we have inferred that
financial inclusion is likely to influence children‘s education positively. Whereas, the
cooking fuel used in the kitchen is not likely to improve due to financial inclusion.
Cooking fuel, in fact, is associated with the lifestyle and the living standard; therefore,
it is hard to experience an improvement in it in the short run.

Accessibility to safe drinking water is of paramount importance, which reduces the
vulnerability to many diseases. People use water from a pond, extracted from a tube-
well/boring, tap water, and boiled water. During the survey, mixed evidence was been
found regarding the availability of safe drinking water among the borrowers and
non-borrowers. However, the t-test and logistic regression results suggested that the
treatment group witnessed a marginal improvement in this accessibility.

In rural areas, one‘s accessibility to medical facilities is a serious dilemma. This is
primarily because of the unavailability of medical facilities, affordability (if the med-
ical facility is available), and the willingness to have the medical facilities to meet
these needs. During the survey, it was observed that these people were more focussed
on the guidance provided by peers/fakirs/taweez (witch doctors/quacks/amulets), etc.,
and this mindset, being ingrained in since generations, is one that is hard to alter. In
general, the survey and the analysis inferred that if an individual is willing to avail a
medical facility, their accessibility is likely to improve due to financial inclusion.
Borrowers are better able to gain benefit from proper medical practitioners or special-
ists. Furthermore, the better quality of the environment and drinking water reduces
the need for medical facilities. Overall, it is inferred that accessibility to the necessities
of life is likely to improve due to financial inclusion, thus reflecting economic
development.

As far as the expenditures of capital nature are concerned, we can prioritise them
after the day-to-day expenditures. The chances of betterment in the ownership status
of the house, roof material used in the house, and the overall condition of the house
tend to improve with the exposure to microfinance. At the same time, household
assets are not likely to grow with the exposure to microfinance. This means that over-
all, financial inclusion is likely to positively influence infrastructural development,
which marginally improves the living standards of people. The results also corrobor-
ate the findings of (Mazumder & Lu, 2015; M. M. Uddin, 2017). Furthermore, results
also indicate that respondents who belonged to urban areas are likely to have better
access to infrastructure and condition of their houses, as compared to the same in
rural areas.

In general, the results of the logistic regression models infer that out of ten, eight
are likely to improve because of financial inclusion. Furthermore, the chances of a
positive improvement in the ownership status of the house, the number of school-
going children, cooking fuel used, access to safe drinking water, and expenditure on
clothing tends to be higher in women. The personal education of the respondents
does not impact sustainable livelihoods. Unlike the ideas put forth by (Imai et al,
2012), no difference has been found in the rural and urban areas. Whereas, the cloth-
ing expenditures, and the condition of the house are likely to deteriorate in rural
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areas, which corroborates the findings (Valead et al., 2018). As described by Nizam
et al. (2020), our findings support the argument pertaining to the lack of outreach,
and the mission drift theory.

In order to make more rigorous inferences about sustainable livelihood, and also
confirm the results of the logistic regression analysis, the PSM analysis has also been
carried out. Results of all the methods explored (see Table 8) are quite similar, and
therefore posit that financial inclusion positively influences sustainable livelihoods. It
is worthy of taking note that the users of microfinancing options have witnessed a
significant improvement in their income levels (Khan et al., 2014; Samat et al., 2018;
Valead et al., 2018), ownership status of the house, roof material used in a house,
overall condition of the house (Noreen et al., 2011), number of school-going children
(Holvoet, 2004; Noreen et al., 2011), and access to clean drinking water (as described
by (Mazumder & Lu, 2015)). Whereas, there seems to be no significant difference
(among borrowers and non-borrowers) in their household assets (as described by
(Noreen et al,, 2011) and the cooking fuel used. This lack of evidence regarding the
positive impact on the consumption and lifestyle is aligned with the results reported
by other scholars (Attanasio et al., 2015), (Augsburg et al., 2015), and (S. Amin et al.,
2003). Hence, we can affirm that the study induces (Tariq et al., 2015) that exposure
to microfinance improves the economic condition of impoverished people.

Conclusively, for those who have exposure to microfinance, their income level is
most likely to improve, and on average, their poverty level is also likely to reduce due
to microfinance, thus reflecting an improvement in the sustainable livelihood that
they may achieve. Therefore, as described by (Mazumder & Lu, 2015; M. M. Uddin,
2017), people’s ability to spend on clothing, medical facility, and clean drinking water
is also likely to improve. Clean drinking water shall prevent them from diseases, and
it would positively affect their overall quality of life as well. However, the overall sus-
tainable livelihoods tend to deteriorate in rural areas. Furthermore, the expenditure
related to the infrastructural development of the house is also likely to improve; and
these results are aligned with the findings of (Niaz & Igbal, 2019). This analysis sig-
nals a positive contribution of microfinancing towards the living standards of impov-
erished people. To have more concrete inferences about the impact on living
standards, the LSI has been developed by incorporating important dimensions that
are related to the living standards.

4.4. Impact on living standard (LSI)

The results of the t-statistics (see Table 6) postulate that the borrowers® growth in liv-
ing standards (LSI) is at a higher level. This indicates that due to financial inclusion,
the living standards have marginally improved. The multiple linear regressions and
the PSM analysis have thus been carried out for concrete inferences about the impact
of financial inclusion, on the growth of living standards.

The regression analysis results (presented in Table 8) have indicated that on aver-
age, the living standards have witnessed a marginal growth over time, and the expos-
ure to microfinance further has augmented this growth in the living standards. As
(Mazumder & Lu, 2015) have described, those who have exposure to microfinancing
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Table 9. Multiple Linear Regression — Impact assessment on Multidimensional Poverty and
Living Standard.

Multidimensional Poverty

MPINow MPIDiff Living Standard (LSI)
(Constant) 0.353*** (0.026) —0.077*** (0.020) —0.066 (0.162)
LoanMFI —0.023** (0.010) —0.023%** (0.007) 0.280*** (0.061)
Gen —0.011 (0.011) —0.025%** (0.008) 0.013 (0.067)
Age —0.009 (0.007) —0.005 (0.005) —0.088** (0.044)
Region —0.004 (0.010) 0.002 (0.007) —0.117* (0.061)
MS 0.005 (0.009) —0.016** (0.006) 0.130** (0.054)
NChild 0.020*** (0.005) —0.014%** (0.004) 0.143%%* (0.033)
NSchChild —0.048*** (0.006) —0.011%** (0.004) —0.233%** (0.036)
TFMem —0.010 (0.013) 0.015 (0.010) —0.027 (0.079)
Edu —0.015%** (0.003) 0.015%** (0.002) —0.025 (0.017)
EarnH 0.016 (0.012) 0.001 (0.009) 0.090 (0.075)
R-Square 0.105 0.156 0.074
Adj. R-Square 0.096 0.148 0.064
F - Value 11.687%*%* 18.340%** 7.930%**
Standard Errors in parentheses ( ).
**kp < 0.01.
*¥p < 0.05.
*p < 0.10.

Source: Author Estimations.

can better invest in infrastructural development. The living standard deteriorates with
the increase in age, in rural areas, and with a higher number of school-going chil-
dren, in the social setup. For instance, in a country like Pakistan, with the increase in
age the responsibilities towards the family tend to increase. This causes a shift in pri-
orities and, therefore, less investment towards the improvement in living standards.
In addition to this, a higher number of school-going children indicates higher expen-
ditures on schooling, therefore observing lesser investment towards the living stand-
ards. Respondents who belonged to urban areas have a better living standard than
those in the rural areas, primarily due to the fact that the exposure and availability of
facilities in the urban areas are better. Whereas the people of rural areas are not
entirely interested in improving their living standards, as they are somewhat content
in their mud houses, and basic level of utensils. No association of education and liv-
ing standards has been observed, unlike (Mazumder & Lu, 2015), who witnessed an
inverse association of education and living standards.

In order to check the robustness of these results, the PSM analysis has also been
carried out. The results (as presented in Table 10) confirm that the growth in the liv-
ing standard of borrowers is slightly higher than the same for non-borrowers (ATT
= 0.277, p=0.00). Therefore, it can be concluded that impoverished people who are
exposed to microfinance have managed to improve their living standards over time.

It is noteworthy that one important social factor was revealed during the survey:
that impoverished borrowers invest in the infrastructure of the inherited houses (or
land). In most cases, those living in joint family systems build their room (mostly
built of wooden roof or T-iron) in a portion of the common land in order to start
their life, apart from the joint family. Those who had exposure to microfinance could
easily afford this infrastructural development, without disturbing their entrepreneurial
activities. It has also been revealed that in some cases, the loan taken for entrepre-
neurial activities was invested in such infrastructural developments.
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4.5. Impact on multidimensional poverty

As endorsed by scholars (Das, 2019; Feeny and Mcdonald, 2016), MPI is estimated
(see Table 1) in order to assess the multidimensional poverty of the respondents. The
impact of microfinance, on the current multidimensional poverty, and the change in
multidimensional poverty has been assessed with the help of the univariate and multi-
variate analysis. The ‘MPINow‘ and ‘MPIDiff" have also been used as proxies of the
current multidimensional poverty level, and the change in multidimensional poverty,
respectively.

The descriptive statistics (see Table 4) pertaining to the study indicate that bor-
rowers tend to be comparatively less poor. Furthermore, the reduction in the multidi-
mensional poverty is higher in the borrowers than non-borrowers. In addition to
this, the results of the t-statistics (see Table 6) suggested that the multidimensional
poverty level of the treatment group (borrowers) is significantly different as compared
to that of the control group (non-borrowers), thus reflecting that borrowers are less
poor than the non-borrowers. Furthermore, out of the total, the poverty level of 645
respondents had been reduced, out of which 350 (54.3%) belonged to the treatment
group (they are 70% of the total borrowers). Whereas, only 21.8% (109) and 8.2%
(41) of the borrowers had the same poverty level, or their poverty increased, respect-
ively. This indicated that the borrowers have a marginally better tendency for pov-
erty reduction.

The result of the regression analysis (see Table 9) indicates that, on average, all the
respondents were below the poverty line (o =0.353), as the threshold level (poverty
line) was worked out to be ‘0.33". At the same time, poverty was at 0.023 units lower
in the borrowers than the non-borrowers. These findings happen to be consistent
with the extant literature written on the discipline (Das, 2019; Feeny & McDonald,
2016; Niaz & Igbal, 2019). It also indicates that those who have exposure to microfi-
nance are less poor in multidimensional terms. Furthermore, respondents having a
higher level of education are less poor in multidimensional terms. This endorses the
results of (U. Awan et al.,, 2019). The number of school-going children is negatively
associated with the multidimensional poor, which happens to be a good sign. At the
same time, more number of children tends to enhance the level of multidimensional
poverty. This is primarily because of the higher level of day-to-day expenditures that
augment their poverty level.

For the changes experienced in multidimensional poverty ‘MPIDiff,* the regression
analysis postulates that in general, the multidimensional poverty is reduced in all the
respondents (o = —0.077). Moreover, the exposure to microfinance ‘LoanMFI‘ fur-
ther reduces multidimensional poverty by 0.023 units. It indicates that the multidi-
mensional poverty of borrowers has reduced by 0.10 units (*-0.077° + °-0.023°).
Furthermore, this poverty reduction factor is higher in women as compared to men,
therefore endorsing the results reported by the scholars (Niaz & Igbal, 2019), (Valead
et al,, 2018), (Miled & Rejeb, 2015). This is primarily because females are more
focussed and dedicated towards making their situation better. They also invest the
maximum possible time in their entrepreneurial activities. Moreover, marital status,
number of children, and the number of school-going children are the source of pov-
erty reduction for them. However, personal education does not support
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multidimensional poverty reduction. Rather, multidimensional poverty increases with
the increase in the level of education, thus confirming the logistic regression analysis
results. It indicates that persons with lesser, or even no education are comparatively
better able to fight against poverty. This is because the nature and environment of
the businesses (at the cottage industry level) are not entirely respected in the society.
An uneducated person, or a person with a lower level of education starts working
even in adverse working conditions. At the same time, an educated person is con-
scious of the level and environment of the work, which hinders their economic
growth (poverty reduction as well) in the short run. The results of the regression ana-
lysis (for ‘MPINow* and ‘MPIDIfY") reflect that educated individuals are comparatively
less poor, but their poverty does not reduce during the period they spend during
their time studying. Another possible reason is the short period of the analysis, as the
survey assesses the change over a two year time span only. Therefore, keeping the
other findings in view, it can be concluded that the focus on the quality of operations
somewhat delays the development process, but will not harm economic development
in the longer run.

In order to assess the robustness of the results, the PSM analysis has also been car-
ried out for ‘MPINow* and ‘MPIDiff". The PSM estimates (see Table 10) the inference
that the borrowers are less poor than the non-borrowers (ATT= —0.027, p=0.00).
Furthermore, the results (ATT=-0.024, p=0.00) also posit that multidimensional
poverty has significantly reduced in the borrowers over time. Conforming to the
regression analysis results, it can also be assumed and inferred that access to microfi-
nance causes a marginal reduction in the multidimensional poverty. Overall, the
results of the regression and PSM confirm that financial inclusion, through microfi-
nance, has a favorable impact on multidimensional poverty, and multidimensional
poverty reduction. These results also support the logistic regression results, thus con-
firming that microfinance has a significant impact on the economic development of
impoverished people.

4.6. Impact on social development

Poverty tends to deteriorate the social status and recognition. In this regard, it has
been hypothesised that the accessibility to economic resources improves the social
status of individuals, and this is called social development. Following this context, the
descriptive analysis (see Table 4) indicates that in comparative terms, a high number
of borrowers (54.6%) reported that their social status did not improve over time. At
the same time, 54.1% of the non-borrowers responded that their social status had
improved over time. Similarly, the results of the t-statistics (see Table 6) suggest that
social development is marginally higher in the non-borrowers.

The logistic regression analysis results (see Table 7) also show that the improve-
ment in the social status is less likely to be possible for the borrowers. In order to
check the robustness, the PSM analysis has also been carried out, and the results (see
Table 8) conform to the results of the logistic regression. From the results, it has
been inferred that, in general, the respondents exposed to microfinance did not wit-
ness an improvement in their social status. This essentially means the exposure to
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microfinance is not likely to influence social development, and these results are
contradictory to the results reported by the scholars such as (Niaz & Igbal, 2019),
(Tariq et al., 2015), and (Durrani et al., 2011).

The negative impact on the perceived social status is a bewildering phenomenon. It
reflects that borrowers have not witnessed an improvement in their social status,
whereas their economic status has been improved. In this regard, it is contradictory to
both the underline theory and the literature, as it depicts that social development is
inversely associated with financial inclusion. This is primarily because borrowers face
financial tightness in the short run, due to the increased financial liability, which would
eventually be adjusted in the medium-run, or the long run. Therefore, keeping in view
the other empirical findings of this study, it can be inferred that this perceived deterior-
ation in the social status is for the short-run only, and will improve after some time.

Whereas, the deterioration in social status with the change in marital status is
quite logical in certain socio-cultural settings, such as those in Pakistan, where
divorced individuals or widowers have a lesser degree of social acceptability.
Therefore, the social development of a widower is less likely to be favorable as com-
pared to a single or married person. However, the perceived social status of the
impoverished people belonging to the rural areas has improved over time. This
reflects a positive contribution of microfinance towards the rural poor, which posi-
tively signals outreach, and counters the mission drift theory.

Overall, the empirical analysis reveals that exposure to microfinance contributes
significantly to the economic development of impoverished people. Due to the expos-
ure to microfinance, sustainable livelihoods, infrastructural development, and living
standards have also improved, whereas multidimensional poverty has reduced. As dis-
cussed by Montgomery and Weiss (2011), this study confirms the positive impact of
microfinance provided by commercially operated MFBs, on the economic develop-
ment of impoverished people.

As the dimensions of socio-economic development under inquiry are associated
with SDGs, clear evidence has been found, affirming that the exposure to microfi-
nance will help attain SDGs, by improving the socio-economic condition of the
impoverished segment of society.

5. Conclusion

The impact of financial inclusion on the socio-economic development of impoverished
people, and the accomplishment of SDGs has been thoroughly investigated in this
study. Ten dimensions related to sustainable livelihood, and one dimension of social
development have been examined through logistic regression method and the PSM
analysis. Furthermore, two indices, namely living standard (LSI) and multidimensional
poverty (MPI) were estimated, so as to assess economic development. The Regression
analysis and PSM have been used to observe the impact of financial inclusion.

This paper substantiates that financial inclusion significantly contributes towards
the economic development of impoverished people. Also, it is noteworthy that finan-
cial inclusion improves the income levels of the borrowers, and consequently the
spending on clothing, education of children, and medication. An increase in this
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income ignites economic development by supporting day-to-day expenditures and
infrastructural development. In addition to this, the improvements in roof material,
overall condition of the facility, accessibility to clean drinking water, and ownership
status of the house is positively influenced by the financial inclusion. This positive
impact of financial inclusion is greater on borrowers who are women.

As discussed, poverty is a multidimensional phenomenon, and therefore, the esti-
mation of MPI and its investigation about the impact of financial inclusion on it has
been carried out. The results also inferred that exposure to microfinance helps fight
against (multidimensional) poverty, and also reduces it marginally over time. Along
with the type of roof, floor, and overall infrastructure of the house, the availability of
a working restroom, household assets, electricity, proper sanitation, cooking fuel
used, and the availability of clean drinking water are key ingredients of one’s decent
living standard. Therefore, LSI has been developed by incorporating all these dimen-
sions. The empirical investigation signifies that there is a positive impact of financial
inclusion on the living standard of these impoverished people. Overall, these results
confirm the significant contribution of financial inclusion in the economic develop-
ment of impoverished people.

Furthermore, the potential for this improvement in economic conditions is more
prevalent in urban areas than the rural ones. This has raised a serious question
regarding the outreach of the MFBs, and the utilisation of funds in rural areas.
However, no evidence has been found about the positive impact of microfinance on
social development. This is rather disappointing, as it undervalues the scope of MFBs,
and the benefits of microfinance. However, the betterment achieved in the sustainable
livelihoods and multidimensional poverty reduction indicate that the financial liability
generated through microfinance causes temporary financial distress, due to which the
perceived social status does deteriorates. Nevertheless, this is expected to be a tempor-
ary phenomenon, and this stress would end with the tenure of the loan.

Financial inclusion shall be a gateway for achieving the SDGs in the long run, as the
seven goals (no poverty, zero hunger, good health & well-being, quality education, gen-
der equality, clean water & sanitation, and decent work & economic growth) are directly
linked with the economic conditions of the individuals, and this study infers that these
could be attained through financial inclusion. This study also corroborates that the inci-
dence of poverty in women is reduced significantly due to financial inclusion, thus lead-
ing towards gender equality. This study conforms to the findings of the scholars, such
as (Atmadja et al, 2016; Lopatta et al., 2017; Montgomery & Weiss, 2011; Samat et al.,
2018), and describes that microfinance helps in attaining the development goals.

6. Policy implication

This study has produced profound evidence regarding the positive contribution of
MFBs towards the economic development of impoverished people. However, this suc-
cess only is not sufficient because of the limited outreach. Due to a tough and auto-
cratic approach of MFBs, people are reluctant to avail microfinancing, which could
be another reason for social distress (Samat et al.,, 2018). We therefore endorse the
argument of (E. Wilson et al, 2020), there must be structured reforms at the
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corporate and government level. In order to promote financial inclusion with better
outreach. It is also recommended that MFBs must relax their lending procedures,
loan tenure, and collection processes. They must therefore increase their loan tenure
and reduce the interest rate so that these economically distressed segments of the
society may not feel an immense amount of social distress. For this to happen, gov-
ernments must launch a special package for MFBs, and lend them at zero interest
rate, or at least on subsidised rates, with a condition to increase the outreach. Such a
strategy shall be far better than the government’s cash-dole out, income support, and
rural development programs. If MFBs lend at economical interest rates to the impov-
erished people, and they use these funds efficiently, poverty will experience a signifi-
cant reduction. The consistent and persistent efforts to promote financial inclusion in
this impoverished segment of the society shall lead to economic development and
prosperity, as targeted in SDGs by the UN.

Furthermore, Pakistan Microfinance Network (PMN) explained that MFBs operat-
ing in Pakistan only serve the transitory poor and above. Extremely poor and chron-
ically poor people have been neglected by MFBs (Hina et al., 2012). Moreover, careful
policy intervention shall strengthen the true and effective microfinance outreach.
Nonetheless, the current lending schemes shall continue to augment the socio-eco-
nomic development, despite its apparent shortfalls. Also, the MFBs must ensure the
effective and efficient provision of funds to moderate poor, and their socio-economic
development shall contribute towards the poverty reduction of chronic and extreme
poor classes. Evidently, this process will be relatively slower, and socio-economic
development could be delayed, but this is a sustainable and risk averse model for
commercial MFBs. The extreme and chronic poor also lack education, skills, and apti-
tude that impedes their efforts for their socio-economic development. If MFBs pro-
vide funds to them, it can harm the survival and growth of MFBs as well.

The recent adoption of information technology, as tool of operation by the MFBs
of Pakistan, is a positive development. But regrettably, it is being used only as a
money transfer mechanism. It has been observed that most of the telecommunication
companies have (wholly or partly owned) MFBs as their subsidiaries. They are purely
focussed on improving their funds‘ transfer business, rather than working for poverty
alleviation, ultimately hindering the social performance of MFBs. MFBs must use this
technological advancement in loaning and collection processes, in order to reduce
their cost of operations. This will certainly result into sustainable outreach. This mis-
placement of objectives needs to be rectified by the regulators through a more effect-
ive oversight of such MFBs.

7. Limitations and future research direction

This study addresses the contribution of microfinance towards sustainable livelihood
and multidimensional poverty. However, this contribution is not independent of the
macroeconomic environment. Macro-economic indicators, such as discount points
(cost of capital), monitory-fiscal mix, ease of doing business, cost of energy, overall
economic condition, GDP growth, exchange rates, government policies, etc., directly
affect the entrepreneurial activity at all levels. Due to methodological limitations,
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these macroeconomic indicators could not be incorporated in this study. Therefore,
such macro-economic indicators must also be incorporated in the future empirical
investigations. Most of the impoverished people start up their micro-enterprises. This
contributions of microfinance towards enterprise, and entrepreneurial development
must also be considered in the future studies.
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