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Abstract

This study examines the determinants of access to credit by the handloom weavers in Bangladesh. Using the
multistage sampling technique, the primary data for the analysis were collected from 311 randomly selected
handloom weavers from Sirajgan;j district of Bangladesh during July to December 2015. The data are analyzed
by wusing the Logit model. The model identifies several individual, household, community, and
institution-specific factors as the significant determinants of credit access. Among them, family size, farm size,
work experience, saving and the flexibility in the terms and conditions of loan use increase the probability of
credit access by the handloom weavers whereas the risk aversion attitude and the distance between the
Microfinance Institutions (MFIs) from the commune reduce such possibility. Therefore, this study suggests that
respondents should utilize the joint effort of the available family members in this labor-intensive business while
undertaking rational decisions enhanced through the skills and capabilities acquired over the years. They should
maintain a sufficient amount of saving to prove them eligible in repaying their credit. From the institutional
perspective, it is suggested that the MFIs should provide adequate financial and non-financial services to its
clientele as per their needs. Borrowers’ easy accessibility to the institutions should also be ensured. In doing so,
they should open up more branches in the villages so that the door to door services are available to the borrowers.
It is expected that these recommendations will help in improving the credit access by the handloom weavers in
Bangladesh.
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1. Introduction
1.1 Background of the Study

The rural development agenda of the governments in most of the developing countries are largely dependent on
the agricultural production. However, in countries like Bangladesh where the land size is very small per head and
is continuously deteriorating due to the increased population pressure, the non-agricultural sector can play a
prominent role in small-scale entrepreneurship development as well as increasing the income than the
agricultural sector. The agricultural sector is also subjected to seasonal risk and uncertainties, thereby, may not
contribute to the sustainable livelihood development of the poor population (Reardon, Crawford, & Kelly, 1994;
Pitt, 2000; McNamara & Weiss, 2005).

Among the various small-scale entrepreneurship development choices, handloom weaving' can be the priority
option with regard to being the largest and most crucial non-agricultural employment provider next to
agricultural sector in Bangladesh. It is a traditional and labor-intensive cottage industry which potentially
employs more than 1.5 million populations in this highly populated country (Parvin & Haque, 2017). Each year,
the handloom sector earns more than 10 billion Bangladeshi Taka (BDT) from the export of handloom products
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(Rahman, 2013, p. 11; Liton, Islam, and Saha, 2016, p. 70). As per the latest ‘Handloom Census’ conducted in
2003, more than 28% demand for one of the most important non-consumable basic needs (i.e., cloth) is met by
the production from this handloom industry (Bangladesh Bureau of Statistics [BBS], 2003, p. 13). Because of all
these potentials, this sector’s significance is ranked as second after the agricultural sector for the development of
rural economy (Islam & Hossain, 2012; Rahman, 2013; Rahman, Mukul, & Anny, 2014; Liton et al., 2016).

1.2 Problem Statement

Despite various potentials, the handloom weaving sector is performing beyond the expectation due to several
barriers. For example, the dominance of cost-intensive power loom has increased the competition and hampered
the market for handloom products, thereby, has slowed the pace of handloom growth. On the other hand, the
increase in the gas price has increased the cost of raw materials. The quality material is also not available at the
local level. The technology adoption for modernizing the product design is also subjected to available capital
which is beyond the reach of the handloom weavers. Because of all these reasons, many of the handloom
weavers are leaving their traditional occupation from the past two decades which is expected to have
unemployment effect on the rural economy of Bangladesh. Many others are migrating to the neighboring country
India (Banarjee, Muzib, & Sharmin, 2014). All these circumstances call for credit or capital to help these
weavers sustaining their livelihood in the rural setup.

The problem of shortage of capital is not new. It was identified as the primary cause of shutoff of the handlooms
in Bangladesh as per the Handloom Census of 1990 and 2003. In 2003, out of total 505556 handlooms, more
than 38% was unproductive over the year due to the capital constraint. In 1990, this figure was nearly 32% (BBS,
2003, p. 18, 35). Even though no latest estimate is found on this statistic, yet, one can speculate that this rate
would be nearly 45% in 2018 if the trend is assumed to be constant. Such speculation implies that day by day the
handloom sector is going to extinction due to the shortage of fund and thus is prohibiting the entrepreneurship
development in the rural economy.

Handloom weavers are regarded as the small-scale entrepreneurs in Bangladesh. However, several authors (e.g.,
Gelos & Werner, 2002; Kohansal, Ghorbani, & Mansoori, 2008; Hertz, 2009; Love & Sanchez, 2009) have noted
that the growth potential of many small and medium-scale enterprises in developing countries is constrained by
the lack of working capital in purchasing adequate raw materials or adoption of technology. This situation
hampers the operational efficiency and shrinks the business scale as well as the economic growth of the country.

Fortunately, the microcredit programs have paved the way of survival for many handloom weavers. Islam and
Hossain (2012) noted that many of the handloom weavers are undertaking credit from different formal and
informal sources on a large scale in the present context. It is because, microcredit (broadly known as
microfinance) introduced by Mohammad Yunus during the 1970s has been proved as an useful instrument of
poverty reduction, entrepreneurship development, employment generation, vulnerability reduction and much
more since its inception from Bangladesh. Therefore, it is being used as an important development policy of the
governments in many Asian, African and Latin American countries (Sharma & Zeller, 1997; Siwale & Ritchie,
2011; Rahman, Luo, Ahmed, & Xioalin, 2012). Though there are some formal terms and conditions of access to
credit but which factors truly (sometimes informally) determine the credit access of the small-scale entrepreneurs
like handloom weavers is missing from the available microfinance studies. Although a substantial number of
studies assessed the credit access of the agricultural households (e.g., Aliero & Ibrahim, 2011; Dzadze, Osei,
Aidoo, & Nurah, 2012; Chauke, Motlhatlhana, Pfumayaramba, & Anim, 2013; Karanja, Mwangi, & Nyakarimi,
2014; Anang, Sipildinen, Biackman, & Kola, 2015 and many others), such study is limited to the non-agricultural
households which indicates a research gap.

1.3 Objective of the Study

Based on the above background, this study aims to fill the knowledge gap by identifying the factors that may
help to increase credit access by small-scale entrepreneurs such as handloom weavers in Bangladesh so that
these households can sustain their livelihood in the rural setup. From the policy perspective, it is expected that
this study will contribute to the appropriate policy formulation for the small-scale entrepreneurs by facilitating
the eligible client selection who need the credit most than others.

The rest of the paper is organized into three different sections. Section two summarizes the methodology of the
study followed by the results and discussion in section three. Finally, the study concludes and draws
recommendations in section four.

2. Materials and Method
For conducting the highlighted study, the primary data was collected from 311 randomly selected handloom
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weavers from four sub-district name Shahjadpur, Ullapara, Raiganj and Belkuchi under Sirajganj district of
Bangladesh during July to December 2015. According to the ‘Handloom Census 2003”, this district is ranked 1%
regarding the number of the handloom establishment (BBS, 2003, p. 28). It holds nearly 14870 handloom weaving
units and accounts for 36% of total 50 million meter handloom cloth production within the country (BBS, 2003, p.
29, 81). The multistage sampling technique was employed for achieving the purpose. The sample size varied in
different study areas due to the non-availability of the households bearing the similar socioeconomic background.
The data were recorded on the borrowers’ socioeconomic status, resource endowment, income, expenditure,
savings, and most importantly the access to different formal and informal credit sources. Besides primary data,
secondary data were also collected from the Bangladesh Bureau of Statistics (BBS), Bangladesh Handloom Board
(BHB), different published and unpublished articles, reports, books, and other sources. Finally, the Logit model®
was applied to analyze the data in a statistical software package called ‘STATA 12’ which provided the result using
the maximum likelihood (ML) estimation approach in identifying the factors that determine the respondents’
access to the financial services. The specification of the Logit model is adopted from Gujarati and Porter (2008)
as follows:

)2

Li=(1=5) = 2= B + BaX; M
Where L is called the Logit model and is usually used to estimate the equations having a binary outcome,
P;/1 — P; indicates the odds ratio of households having their access to credit (P; = 1) to those who are excluded
from such opportunities (P; = 0), B's are the parameters to be estimated and X;’s are the ith the explanatory
variables.

3. Results and Discussion
3.1 Descriptive Statistics

The descriptive statistics of the variables used in the Logit model are presented in Table 1. The table shows that out
of total 311 sample, only 64% were having their access to credit during 2015. Therefore, they could be regarded as
the credit accessed households, and the rest could be called as the non-accessed group. The mean age of
respondents was nearly 44 years and they were literate with a very minimal level of education (i.e., below primary
school). The respondents were having an average family size of more than five.

Among the total sample, the majority of the respondents (64%) were having the land size of less than 0.50 acre
who are regarded as poor and are incapable of bearing the collateral under most of the microcredit programs in
Bangladesh. Approximately 68% of the respondents were involved in multiple occupations than handloom
weaving. They were substantially experienced (nearly 22 years) in their occupations. On an average, the market
value of their assets was approximately Bangladeshi Taka (BDT)® 191278, and they owned more than five
operational handloom machines* during the year. They were able to save nearly BDT 94391 after meeting their
food and non-food expenditures.

The reason for undertaking the credit by 51% of the respondents was to avoid the risk of doing the business. To
obtain the credit, they had to travel nearly 6 km from their commune. About 66% of them claimed that the terms
and conditions of loan use imposed by the lenders were not flexible for them.
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Table 1. Descriptive statistics of the variables used in the Logit model estimation (N = 311)

Variables

Proportion/Mean

Standard deviation

Dependent variable
Credit access (1 = yes, 0)
Independent variable

64%, 36%

Age (years) 43.93 0.72
Education(years) 4.45 0.21
Family size 5.36 0.12
Farm size (1 = less than 0.50 acre, 0) 27%, 73% -
Occupational status (1 = multiple, 0) 68%, 32% -
Working experience (years) 21.99 0.75
Household assets (BDT) 191278.30 10218.47
Operational loom (no.) 5.11 0.19
Savings (BDT) 94391 10464
Attitude towards risk aversion (1 =yes, 0)  51%, 49% -
Terms and conditions (1 = flexible, 0) 34%., 66% -
Distance of MFIs from the villages 5.76 4.05

Note. The descriptive statistics of the continuous variables are presented in mean value whereas the dummy variables are presented in
percentage to the total population.
Source. Field survey, 2015.

3.2 Results of the Logit Model Estimation

The final estimation results are presented in Table 2. It identifies seven variables as the significant determinants of
credit access by the handloom weavers in Bangladesh. All other variables are identified as insignificant which
implies the irrelevance of these variables in this analysis.

The positive coefficient sign of the family size implies that the increase in this number is comparatively
advantageous with regard to reducing the cost for hired labor for the studied labor-intensive business. Similarly,
these members may work jointly either in the same business or in different off-farm activities to earn extra money
which will help them in repaying the loan amount. Therefore, they will not fear for the debt and will be interested
in participating in the credit program. Such assumption from the supply-side will also pave their entry to the credit
program. This finding contradicts with Motsoari, Cloete, & van Schalkwyk (2015) and Anang et al., (2015) who
estimated opposite significant and insignificant relationship between these two variables.

As expected, the proximity of the households having the farm size of less than 0.50 acre is more likely to get the
access to the credit programs. As discussed in section 3.1, it can be reinforced here that the households under this
category are regarded as poor who are usually deprived of the banking facilities due to not having the collateral
against their lending. As the microcredit programs aim to bring this client group under the banking culture, their
access is facilitated due to the small land size. This finding is in accordance with Motsoari et al. (2015) who also
estimated a positive sign for this variable whereas it contradicts with the Anang et al. (2015) who estimated an
insignificant negative sign.

A very straightforward finding regarding the work experience can be interpreted as that an experienced business
entrepreneur is better able to run and maintain the business profitability and is likely to repay on time. Therefore,
the credit institutions are interested in lending them the money. Hence, this variable determines the credit access.
This finding is disproportional to Anang ef al. (2015) who failed to identify this variable as the significant indicator
of credit access.

The positive correlation between saving and credit access is also explicit. A household with higher saving is
expected to repay their loan on-time. Therefore, that person is less likely to default and more likely to get the credit
access. This finding deviates from Motsoari et al. (2015) who argued that saving decreases and substitutes the
demand for credit.

The willingness of the household to participate in the credit program is thought to be proportional to their risk
aversion attitude. However, the estimated negative result proves that the story may not be always true. The
plausible explanation of this finding would be that households do not only participate in the credit program just
because of avoiding the business risk. There might have some other factors which are more important to them for
their participation decision. The motivation for entrepreneurship development or the motivation to be economy
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solvent through expanding the business with credit could be two of such examples.

The result of the qualitative variable flexibility in the terms and conditions of loan use is positive and significant. In
line with Diagne and Zeller (2001), this finding can be interpreted as that not only the financial incentives, but also
the non-financial services such as relaxing the grace period of initial loan installment, providing advice on
productive utilization of loan, training on capacity building and the likes encourage the borrowers demanding the
credit. Therefore, as much flexibility the MFIs will ensure to the clients as many members will participate in the
program.

In line with Luan (2015), it can be said that the respondents are less likely to participate in the credit program due
to the addition of distance they travel from their villages to obtain the credit.

Table 2 also presents the marginal effect of the explanatory variables at their mean values. It is calculated to find
out the actual magnitude or change in the probabilities of a particular happening. For binary variables, it
represents the change in the probability due to a discrete change between 0 to 1 considering all other variables as
constant (Torres-Reyna, 2014; Williams, 2016). The marginal effect of the dummy variable farm size is normally
interpreted as a comparison to the base group. For example, the result of the variable farm size can be interpreted
as that can be interpreted as that if some of the households having more than 0.5 acre (X = 0) enters to the first
category (X = 1), their probability of getting the credit access will be increased by 0.36 unit. It should be noted
here that the marginal effect is interpreted in terms of both sign and magnitude. For the continuous variable, it
expresses the rate of instantaneous change in the probability due to a unit change in the independent variable. For
example, the marginal effect of the variable family size can be interpreted as that an addition of a family member
will increase the chance of credit access by 35%. Likewise all other variables of dummy and continuous nature
can be interpreted. It is further noted that the marginal effect identifies the same variables as significantly
determining the credit access with the same sign. Only their extent differs from the coefficient values.

Table 2. Results of Logit model estimation

Marginal effect at means  Delta method std.

Variables Coefficient Robust Std.

error
Log of age (years) -0.01 0.01 -0.00 0.00
Log of education (years) -0.28 0.18 -0.06 0.04
Log of Family size (number) 1.65%* 0.71 0.35%* 0.14
Farm size (1 =<0.50 acre, 0) 1.75%%* 0.39 0.36%** 0.08
Occupational status (1 = multiple occupation, 0) 0.29 0.32 0.06 0.07
Working experience (years) 0.79%%** 0.19 0.16%** 0.04
Household assets (BDT) 0.07 0.23 0.01 0.05
Operational loom (number) 0.02 0.05 0.00 0.01
Savings (BDT) 0.06** 0.03 0.01** 0.01
Attitude towards risk aversion (1 = yes, 0) -0.69%* 0.30 -0.14%* 0.06
Terms and conditions (1 = flexible, 0) 1.34%** 0.35 0.28*** 0.07
Distance of MFIs from the study villages (km) -0.24** 0.12 -0.05%* 0.03
Constant -4.01 2.80
No. of observation 311
LR Chi® (15) 57.71%%%
Pseudo R? 0.25
Measures of fit
McFadden's R 0.25
Likelihood-ratio test 0.63
Predicted probabilities 74.60%

Note. »+xSignificant at 1%, **Significant at 5%, *Significant at 10%.

Source. Field data, 2015

3.3 Post-Estimation Results

Some post-estimation tests were conducted to determine the best fit of the estimated model. These results are
also presented in Table 2.
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The first test is called the test of goodness of fit. This text examines the closeness of the estimated model to the
observed data (Spermann, 2009). Here, the estimated value of 0.25 implies that the analyzed model demonstrates
about 25% variations in the outcome variable with the help of the given values of the explanatory variables.

The second test was the likelihood ratio test. It refers to testing the sensitivity of the restrictive model with a less
restrictive one. A significant test value implies that the estimated model is weakly fitted. This test provided a
Chi-squared value of 0.63 which failed to have 5% significance level. Therefore, the null hypothesis of the study
is accepted and can be said that the predictors used in the current study make significant difference in predicting
the dependent than the model with additional variable.

Finally, the predicted probabilities of the dependents variable for each observation being 1 were also computed.
As the estimated probability of 0.75 is greater than 0.5, it can be concluded that the model correctly specifies 75%
likeliness of the dependent variable being 1 in this study.

3.4 Summary and Policy Recommendations

The finding suggests that the family size and the land holdings of the respondents, their work experience, savings
level and the flexibility in the terms and conditions of loan use and repayment play a prominent role in
determining the handloom weavers’ credit access. However, some variables such as the risk aversion attitude of
the respondents and the distance between the MFIs from the study villages reduce such probability. Therefore,
this study mainly recommends that the credit institutions should introduce favorable terms and conditions for the
clients. At the same time, respondents should make use of their skills and capabilities acquired over the years in
rational decision making which should be jointly carried out by the family members, particularly the active
adults. Only then they would be able to earn sufficient income as well as save enough to continue the business.
From the lender’s side, they should ensure the least possible distance to be traveled by the respondents to ensure
their smooth accessibility. It can be done by opening up more branches at the villages. Following those
recommendations might help to improve the credit access of the small-scale entrepreneurs in Bangladesh. In the
long run, the users may not need credit at all due to their good economic condition initially advanced by the
access to the credit facilities. Finally, it is concluded that credit will help to expand the business scale of the
handloom weavers only if it is delivered to the eligible and needy clients. Otherwise, it will just contribute to the
misuse of the funds for unproductive purposes which will make the organization financially unsustainable.

4. Conclusion

In Bangladesh, the lack of credit access is regarded as one of the major obstacles of structural transition from the
traditional manual-based to modern technology based production system. In this regard, facilitating the access to
the credit may help these producers group sustaining their livelihood in the rural setup. However, the majority of
the small-scale entrepreneurs who are also regarded as the dominant non-agricultural households are denied from
adequate credit facilities. Even those who are already the accessed borrowers, the study on which factors
determines their credit accessibility is missing from the vast number of microfinance literature. In order to fill
this knowledge gap, this study has investigated the factors that determine the credit accessibility by the
handloom weavers in Bangladesh. From the policy perspective, such an analysis is important for increasing the
credit access by the studied group who is competing with other participants in the existing financial markets and
who need it most. From the institutional perspective, it is important for allocating the organization’s scarce
resources to the eligible clients to achieve the two critical goals (i.e., outreach and financial sustainability) of the
MFIs. Through the identification of various socioeconomic and institutional factors under the highlighted
context, this study intends to contribute to the existing literature of the similar kinds.
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Notes

Note 1. Handloom weaving is referred as the process of producing the woven fabric (i.e. cloth) through the
manual exercise of someone’s hand and foot. The process requires a machine called loom which is made of
wood and iron and is operated without any mechanical power or electricity. Handloom weavers are those whose
livelihood is dependent on the handloom weaving occupation. For further reading: BBS (2003), Islam and
Hossain (2012)

Note 2. The Logit model is not a unique analytical method. Therefore, the detailed specification is not provided
in this study. For detailed understanding and its econometric specification, please read: Gujarati & Porter (2008)

Note 3. 1 US Dollar = approximately 78 BDT during December 2015

Note 4. The handloom that is usable for the production purpose throughout the year is termed as the operational
handloom/machine/loom/device.
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