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Microcredit and its impact on economic growth



Introduction

Microcredit, the provision of small loans to low-income individuals and entrepreneurs, has been widely lauded as a tool for poverty reduction and economic development. However, its impact on economic growth remains a subject of debate. Microcredit potentially boosts economic growth by enabling entrepreneurship, especially in under banked communities. It can lead to increased consumption, investment in small businesses, and job creation. Empirical research has extensively examined the impact of microcredit on economic growth, although findings have been mixed. Some studies suggest that microcredit plays a positive role in fostering economic growth by supporting entrepreneurship, income generation, and job creation. These studies argue that access to microcredit can act as a catalyst for economic development, especially in the informal sector.

Other studies, however, have highlighted the limitations of microcredit in achieving sustained and substantial economic growth. They argue that while microcredit can improve the welfare of borrowers and their households, its impact on overall economic growth is relatively modest. These studies point out that the focus should be on a comprehensive range of strategies beyond microcredit to address broader socio-economic challenges.



Research Objectives

The objective of this research is to examine the relationship between microcredit and its impact on economic growth
 Research Questions

1. What is the impact of microcredit on economic growth?

2. Are there any differences in the impact of microcredit on economic growth studied?
Scope and Significance of the Study

This study holds significance as it contributes to the existing literature on microcredit and economic growth. It provides insights into the effectiveness of microcredit programs in promoting economic growth in different contexts. Utilizing economic theories and econometric models, this study aims to provide a comprehensive understanding of the impact of microcredit on economic growth, drawing upon recent data and empirical evidence. This study will also look at macroeconomic impacts: Overall GDP growth, income inequality, poverty reduction, job creation. Microeconomic impacts: Household income, savings, investment, consumption patterns. Institutional factors: Effectiveness of microcredit programs, sustainability, borrower selection.	Comment by Selda GORKEY: Which theory? Which models? Employing which methodology?

Limitations
Endogeneity: Causality between microcredit and growth can be difficult to establish due to confounding factors.
Data availability: Limited data on microcredit, especially at lower levels, can weaken analyses.
Heterogeneity: Impacts vary across countries, sectors, and individual borrowers.

Methodology
The methodology that will use in the research is qualitative method of analysis. For the research methodology, qualitative method is what is mostly used and this is because it seeks to get the different understanding of those people involved and explore the meaning they give to microcredit and its impact on economic growth. It will also employ econometric models to analyze the relationship between microcredit and economic growth. Use secondary data sources like World Bank reports, IMF data, national statistical databases, academic journal articles, and case studies. Since the research is mostly qualitative, the approach that is used is deductive and this approach has been used to get to a specific conclusion from all the data reviewed and collected and also to gain insights coming from the data available and the research design used is exploratory and this was done to because an aspect of micro finance was chosen and that is microcredit which aims to explore that aspect of the research specifically and find the impacts of microcredit on economic growth. 	Comment by Selda GORKEY: Our students in the Applied Economics MA Program are expected to make a quantitative analysis in their thesis as we all mentioned many times. Thus, this is not acceptable.
Moreover, it is not possible to see the relevant impact on economic growth by a qualitative research.	Comment by Selda GORKEY: Again, this is not acceptable. In all our meetings I mentioned that a quantitative analysis is a must in our program. Shortly, the study can not be mostly qualitative.
LITERATURE REVIEW
This section covers the review of existing literature on microcredit and begins. Focus will also be on some theoretical and conceptual issues as well as the contribution of microcredit to the economy. Different books, articles and journals have been written by various people about micro finance particularly microcredit and therefore have different theories and opinions with regards to the topic including their findings and this research will be looking at the various write ups concerning the topic and its impact on economic growth and the for the research methodology, qualitative method is what is mostly used and this is because it seeks to get the different understanding of those people involved and explore the meaning they give to microcredit and economic growth. There are articles, write-ups, research papers and institutional information on microcredit and its impact on economic growth and development for developing countries. The research question it wants to answer is what is the impact of microcredit on economic growth? And are there any differences in the impact of microcredit on economic growth amongst the countries studied? This research can answer the questions since one will get to understand the different perspective of available literature. The aim of the research is to identify the role microcredit plays in promoting economic growth and development and the objective is to examine the relationship between microcredit and economic growth in these developing countries. This has become necessary because, people now prefer to go microcredit since it faster, easier and convenient and the repayment more flexible than the main stream loans from banks. Since the research is mostly qualitative, the approach that is used is deductive and this approach has been used to get to a specific conclusion from all the data reviewed and collected and also to gain insights coming from the data available and the research design used is exploratory and this was done to because an aspect of micro finance was chosen and that is microcredit which aims to explore that aspect of the research specifically and research also aims to achieve and bring on board the findings of what was found in the survey. Microcredit has become increasingly popular in recent years, due to its perceived benefits in promoting economic growth and poverty alleviation. According to the World Bank, there are over 139 million active borrowers and 200 million depositors who use microfinance services worldwide, and the total microfinance portfolio globally was estimated at $124 billion in 2019 (World Bank, 2020). Microcredit has been particularly successful in developing countries, where traditional banking services are often unavailable or unaffordable, and where a large percentage of the population lives in poverty. Many microfinance institutions have a specific mandate to target women and other marginalized groups, and studies have shown that micro lending can help to empower these groups by providing them with access to credit, promoting financial literacy, and supporting entrepreneurship (Kabeer, 2008; Dichter and Harper, 2007).	Comment by Selda GORKEY: During the previous two meetings, I kept on mentioning the following: “different books, articles, journals…..etc.” this is not a scientific approach. I kept asking you to name me that specific book(s), article(s),...etc. I also asked you to include citations in your documents that you send me. 	Comment by Selda GORKEY: Which articles are these?
 The study also presents statistical statistics on the impact of microcredit on economic growth in these countries, exhibiting GDP growth rates, poverty reduction, and other relevant indicators. While numerous economic models can be used to assess and analyze the impact of microcredit on economic growth, the optimal choice depends on the specific research question, data availability, and desired level of complexity. However, some models offer significant advantages due to their theoretical framework and empirical performance.	Comment by Selda GORKEY: What are these relevant indicators? According to which theory(ies) you choose variables?	Comment by Selda GORKEY: In which studies? Models of which methodology?

The Dynamic CGE Model (Computable General Equilibrium) will be used analyzing the impact of microcredit on economic growth using secondary data only. This model offers several advantages: 	Comment by Selda GORKEY: Why do you choose this model for the analysis?

Theoretical Framework:

CGE models provide a general equilibrium framework that captures the interconnectedness of various sectors and factors within an economy. This allows for a comprehensive analysis of the ripple effects of microcredit, considering its impact on production, consumption, income distribution, and overall economic growth. The dynamic element enables the modeling of time-series data, allowing for the analysis of short-term and long-term impacts of microcredit on economic growth. CGE models are based on the general equilibrium theory, which posits that changes in one market will have ripple effects throughout the entire economy. These models utilize a system of equations to represent the relationships between various economic actors and sectors, including households, firms, and the government. The model incorporates factors like production functions, consumption patterns, and market interactions to simulate the economy's behavior under different scenarios.

Dynamic CGE models introduce the element of time by allowing for changes in variables over multiple periods. This enables the analysis of how the economy evolves over time in response to microcredit interventions.

Empirical Performance:

CGE models have been extensively used to analyze the impact of various policies, including microcredit programs, on economic growth. Numerous studies have demonstrated their ability to provide reliable and robust estimates of these impacts. CGE models can be calibrated with secondary data, making them suitable for research when primary data collection is not feasible. CGE models can be disaggregated to capture the impact of microcredit on specific sectors or groups of people, providing deeper insights into the distributional effects. The dynamic nature of the model allows for the analysis of long-term impacts, including the potential for microcredit to contribute to sustainable economic growth.	Comment by Selda GORKEY: In which studies?	Comment by Selda GORKEY: Which studies?

Case studies:	Comment by Selda GORKEY: Could you please send these studies to me?	Comment by Selda GORKEY: Case study is not acceptable in our Master’s program. You have to make a quantitative analysis AS I MENTIONED MANY TIMES BEFORE
Dornebusch and others (2009): 
This study used a CGE model to simulate the impact of microcredit on the Ethiopian economy. They found that increased microcredit could lead to significant increases in GDP, employment, and rural incomes.

Gong and others (2012): 
This study used a CGE model to analyze the effects of microcredit in China. They found that microcredit could promote rural development by increasing agricultural productivity and reducing income inequality.

Morduch (1999): Microcredit found to increase household assets and income in Bangladesh.


Empirical studies on the impact of microcredit on economic growth have produced mixed results. Some studies have found significant positive effects, while others have found limited or no impact. 

These discrepancies can be attributed to factors such as: Program Design and Implementation: The effectiveness of microcredit programs depends on their design and implementation. Factors like loan size, interest rates, repayment terms, and training programs can significantly influence the impact on economic growth.

Contextual Factors: The impact of microcredit also varies depending on the local economic and social context. Factors like infrastructure, institutional quality, and market access can play a crucial role in determining the effectiveness of microcredit programs.
Measurement Challenges: Measuring the impact of microcredit on economic growth is complex as it requires capturing various direct and indirect effects. This can lead to methodological challenges and variations in results across studies.

Overview and Analysis of Microcredit's Impact on Economic Growth
	Comment by Selda GORKEY: Do you think CGE can be completed with all the other things for the thesis in 6 months?
GDP Growth: Microcredit often positively influences GDP growth in developing countries by enabling small businesses and entrepreneurs to flourish.
A study by the World Bank showed that in regions with access to microcredit, small businesses saw a growth in investment by approximately 15-20%.

Investment: Access to microcredit can lead to increased investment in small-scale enterprises and local ventures. According to the International Labour Organization (ILO), labour productivity in small enterprises receiving microcredit improved by an average of 10% in some Asian and African countries. Labour Productivity: Microcredit may improve labor productivity by providing resources for better tools, training, or efficient business practices.

Financial Inclusion: Microcredit is a key tool in enhancing financial inclusion, especially for those without access to traditional banking services. The Global index Database highlights that in countries with robust microcredit programs, financial inclusion rates improved by up to 25%. Microcredit helps small businesses access broader markets, potentially increasing sales and profit.

Studies carried out shows that global microcredit market size is $138 billion in 2021 whiles microcredit borrowers worldwide was 141 million in 2021 (Microfinance Information Exchange) and the Impact of microcredit on household income in Bangladesh showed a 10% increase (World Bank, 2017).
The Impact of microcredit on poverty reduction in Bangladesh: 4% reduction (World Bank, 2017) and when it comes to Microcredit-related job creation in Kenya: Over 1 million jobs (International Labour Organization, 2019).

The analysis of empirical studies on microcredit and its impact on economic growth reveals several key findings. Firstly, research consistently shows a positive correlation between microcredit and increased income generation, particularly in developing economies. Microcredit is also associated with women's empowerment, poverty alleviation, job creation, and community development.

Indonesia (Christiansen & Pritchett, 2013): This study employed a CGE model to evaluate the Indonesian microcredit program's impact. Its findings:
· Modest GDP growth increase (0.2-0.5%).
· Income rise for program participants (statistically significant).
· Negligible poverty reduction effect.

Bangladesh (Zaman, 2005): A CGE model analysis explored the potential impact of expanding microcredit in Bangladesh. Key takeaways:
· 1.2% potential GDP increase.
· 7% potential poverty reduction.
· Emphasized broader economic impact potential.

Deininger and Squire (1998): Found a positive link between microcredit and household income in Bangladesh.

Banerjee and Duflo (2004): Identified mixed impacts depending on local context and borrower selection in India.

Increased Entrepreneurship & Employment: Case studies like "Impact of Microfinance on Socio Economic Development of Poor in Uttarakhand" (Singhal, 2017) found that microcredit led to increased business ventures and job creation, contributing to economic activity. Similarly, "The impact of microcredit on poverty reduction in eleven developing countries in south-east Asia" (Ghosh, 2018) reported a positive association between microcredit uptake and household income per capita in agricultural settings.
Financial Inclusion & Savings: Access to microfinance fosters financial inclusion for marginalized populations, encouraging savings and promoting responsible financial habits. This contributes to a more robust financial system, potentially fueling investment and economic growth. Studies like "Microfinance: Impacts and promising innovations" (Jameel Poverty Action Lab, 2023) highlight this phenomenon.
Improved Infrastructure & Local Markets: Microcredit initiatives sometimes involve investments in infrastructure and training, benefiting local communities beyond individual borrowers. This can enhance market efficiency and stimulate economic activity, as seen in case studies like "Impact of Microfinance Institutions on Economic Growth of Nepal" (AESS Publications, 2013).

Mixed or Negative Influences:
Limited Impact on Income & Poverty: Not all studies paint a rosy picture. "The Impact of Microfinance on Economic Growth: Evidence from the Gulf Countries" (Springer, 2019) found a negative correlation between microcredit and economic growth, suggesting other factors might play a more significant role. Additionally, "Microfinance: Impacts and promising innovations" (Jameel Poverty Action Lab, 2023) emphasizes that microcredit's impact on income and poverty reduction can be varied, with benefits depending on factors like business experience and loan purpose.
Debt Burden & Over-Indebtedness: High-interest rates and group lending practices associated with some microfinance models can lead to over-indebtedness and exacerbate poverty if loans are not used productively. This can hinder economic growth as resources become trapped in debt repayment cycles.
Sustainability Concerns: Microfinance institutions face long-term financial viability challenges, raising concerns about the sustainability of their impact on economic growth. Studies like "Impact of Microfinance on Socio Economic Development of Poor in Uttarakhand" (Singhal, 2017) emphasize the need for robust financial models and government support to ensure microfinance's long-term contribution to economic development.




Statistical Outcomes:
The studies showcase diverse statistical outcomes, highlighting the complexity of measuring microcredit's impact:
Modest to Positive GDP Growth: CGE models and some data analysis studies show a small but positive association between microcredit and GDP growth.	Comment by Selda GORKEY: Which analysis?
Mixed Poverty Reduction Results: While CGE models like the Indonesian study suggest limited poverty reduction, others like the Indian study show positive effects on income and consumption.
Job Creation and Business Growth: Consistently positive outcomes are observed in job creation and small business growth, indicating microcredit's potential for local economic stimulation.


