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Dissertation Abstract
In my dissertation, | explore how microfinance markets function.

I. Revealed Objective Functions of Microfinance I nstitutions: Evidence from Bangladesh
[Job market paper]

This paper attempts to empirically answer the question: to what extent are non profit-maximizing
Microfinance Institutions (MFIs), operating in a concentrated microfinance market such as
Bangladesh, maximizers of poverty impact like they declare they are? Or has competition led them
to imitate profit-maximizers who are simply impacting poverty as a convenient by-product? To
answer this question, | study the geographical branch location decision of the two largest national
MFlIs to reveal their objective functions.

An understanding of this issue is important for donor agencies, subsidized credit providers and
country-level policy makers to evaluate the role of MFIs as efficient partners in alleviating poverty.
Also, if the MFIs are already behaving like profit-maximizers, policy makers may consider
promoting commercial MFIs in countries like Bangladesh, hence allowing the injection of much-
needed funds from return-seeking investors to replace and complement donor money. Further,
understanding the competition elements in play in a mature microfinance market such as
Bangladesh could provide important lessons for growing microfinance markets elsewhere.

I study the branch placement decision for two large, national MFIs as the pure-strategy Nash
equilibrium outcomes of a static, perfect information, simultaneous-move game. The two MFI
chains choose markets (subdistricts) in which to locate, and how many branches to open in each of
the subdistricts. Building on the Jia (2008) model for profit-maximizing firms, | estimate structural
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profit functions for each MFI. By exploiting the duality principle, | extend the framework to a
setting where agents maximize objective functions that nest the poverty reduction motive and the
pure profit motive. This allows me to test the hypothesis that firms are pure profit maximizers. |
allow for externalities from the geographical clustering of an MFI’s own branches and | also allow
for market-level unobservables to be common to both MFIs, surmounting two sources of
endogeneity plaguing earlier empirical studies of the microfinance market.

| follow the novel estimation strategy proposed by Jia (2008) to find pure strategy Nash equilibia to
the game, involving the application of lattice theory and supermodularity to solve for best responses.
My estimation strategy is via the Method of Simulated Moments (MSM). | test the model using
rich, comprehensive data from the whole of Bangladesh for 2003 and 2005. Practically all of the
MFIs in Bangladesh declare poverty alleviation as their objective, and practically all of them are
denominationally not-for-profit. However, competition for clients in this market is fierce, not unlike
the profit-motivated conventional banking sector.

My identification comes from the two objective functions leading the MFIs to have differential
branch placement incentives across subdistricts of differing levels of poverty and differing levels of
MFI penetration. In a pure profit-maximization world, given equal competitive pressures, MFIs
would target relatively wealthier subdistricts whereas the pure impact maximization motive would
lead them to instead target relatively poorer areas.

My proposed model can easily be applied to simulate counterfactuals such as the sensitivity of
poverty impact in a market structure with fewer or more large microfinance providers, or the
sensitivity to poverty impact of halving one of the institution's costs.

My results suggest that profit maximization alone cannot explain the branch location decision of the
two largest MFIs in Bangladesh. The deviations in their branch placement are in the direction of
poverty alleviation.

Il. Digital Provide or Credit Provide: Impact of Cell Phones and Microfinance on Poverty in
Bangladesh [work in progress]

The introduction of mobile technology to complement microfinance provision in emerging
countries is a major development of the past few years. In India and Niger, the introduction of
mobile phones into new areas has been shown to impact welfare, but not in relation to
introducing microfinance alongside it. Using new data on the historical placement of cell phone
masts across Bangladesh and the historical placement of branches of microfinance institutions, |
explore how much of the dramatic poverty reduction phenomenon in Bangladesh in the 1995 to
2005 period can be attributed to the phased introduction of mobile phone technology and to the
joint introduction alongside microfinance provision. | investigate impacts of increased mobile
network access on household consumption, income and asset accumulation, taking advantage of
the special way in which mobile technology was initially introduced in Bangladesh: in areas
where railroad networks existed. Estimating structurally the profit function for mobile network
providers and using my earlier results, | then explore counterfactuals on Bangladesh’s poverty
condition via different configurations of microfinance provision and mobile network provision.



