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ABSTRACT

This study entitled, “Comparative Analysis between Conventional Microfinancing Institution and Islamic Microfinancing Institution: A comparative case study of Grameen Bank and The Dhaka Mercantile Co-operative Bank Ltd.” The micro credit programme is playing a crucial role in the poverty alleviation of developing countries like Bangladesh. Government along with NGOs and other microfinancing institutions are working concurrently to develop the economic growth of Bangladesh. In this article researcher tried to investigate the function of micro credit to eradicate poverty and raise economic growth. Focal objective of this paper is to study and analyze the activities of Micro credit program executed by Grameen Bank (Conventional Microfinance Institution) and The Dhaka Mercantile Co-operative Bank Ltd. (DMCBL) (Islamic Sharia Based Microfinance Institution) in Bangladesh.
Data of two companies have been collected by annual reports and talking with a few numbers of officials and field officers. Correlational design under Quantitative approaches have been used to understand how these two companies are benefiting the people of the root level. 
By getting deep into the system of fund disbursement, recovery rate, deposit policy, donors’ contribution and well-being of the poor people of these two companies the researcher finds out that Grameen Bank’s fund disbursement is higher than DMCBL but the interest rate is extremely high. DMCBL provides small amount of loan and help the loanee to establish their businesses and that is why their service charges of loan is so low. The bedrock of this article is if we can disregard the periodical events that we have seen in recovery policy then GB and DMCBL both are doing a good job to raise economic growth by using micro-credit.
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1. Introduction:
From the very beginning Bangladesh used to know as a developing country which is struggling with poverty, illiteracy, disease, etc. These factors arise the rate of low productivity, huge population, higher rate of unemployment, miserable living condition of the poor people. Population and low economic growth rate have played an important part in higher rate of poverty. The banking system in Bangladesh does not pay any attention about this shocking phenomenon. 
In this area of concern Grameen Bank which is invented by Dr. Professor Md. Yunus started working with micro-credit or microfinance to aid the rural people. But here the rural people face a challenge to deal with the high interest rate. In addition, Microfinance is considered a successful financial innovation for assuring financial strength by minimizing global poverty by economic growth and has received a greeting since its inauguration. Since Islamic microfinance provided by Islamic banks is based on the zero-interest rule, it benefits the poor better than its conventional counterpart (Khan & Akhter, 2017, p. 10). The aim of this study is to investigates the influence of both conventional and Islamic microfinances by learning subsist literature and assessing their contributions to financial insertion and economic maturation. Microfinance has played a notable duty in providing financial proficiency to disenfranchised populations, particularly in unfolding countries, by offering credits, savings, and insurance to individuals who don’t have ingress to orthodox banking services. Above the circumstances, The Dhaka Mercantile Co-operative Bank Ltd. started their work under the guidance of the chairman Group Captain (Retd) Abu Zafar Chowdhury with the products of Islamic microfinancing to provide the financial assistance to the rural people. So, there are two types of microfinancing institutions working in Bangladesh; one is interest based (GB) and another one is interest-free (DMCBL). Islamic law-based microfinancing institutions with the help of self-funding and foreign donors is a completely new dimension in the context of Bangladesh. In Islamic microfinance normally the fund comes from Zakat, Sadakah, Waqf, etc. And the disbursement of the fund is done by Bai-Muajjal, Bai-Murabaha, Bai-Mudaraba, Bai-Salam, Musharaka, etc. This study will focus on the influence of GB and DMCBL’s microfinancing way to develop rural people lives based on economic factors, human resources factors and environmental factors.  


1.1 Rational of the study:
In Asia, rural development has been become focal point of attention for last few decades. This is simply because these people of rural areas are facing problems of poverty, unemployment, etc. The number of rural populations is high especially in Bangladesh, Nepal, India, Pakistan and Sri Lanka. Policy makers of these countries are now trying to came up with development programme on the basis of socioeconomic problems. In Bangladesh, rural credit project programmes are playing pivotal role to create job opportunities by microfinancing. Grameen Bank and The Dhaka Mercantile Co-operative Bank Ltd. both institutions have their own innovative credit policy for self-employment for the poor in the rural areas in Bangladesh. So, the researcher has chosen these two institutions for her area of study.
1.2. Selection of Rural Development Indicators:
This article used some indicators to assess how GB and DMCBL impacting rural development by their individual microcredit programme. These indicators are pointed as below:
· Economic Indicators: Ownership of land, ownership of livestock, ownership of household assets, average income and household, etc.
· Human Resource Indicators: Level of education, occupation, family planning, etc.
· Living-Environment Related Indicators: Sanitization and purified drinking water.
2. Objective and possible outcome of the study:
The overall purpose of the study will be to examine the role of Grameen Bank and The Dhaka Mercantile Co-operative Bank in economic growth and poverty eradication. The specific objectives are as follows:
· To find out the differences between Grameen Bank’s microfinancing system and DMBL’s microfinancing system.
· Evaluate the performance of both institution in developing the lives of the poor people.
· To find out opportunities and challenges face by these conventional and Islamic microfinancing institutions.
· In practical field how theoretical knowledge can be applied.
· Management situation of both of the bank and if possible then try to give some suggestions.
· To examine financing, profitability and productivity of GB and DMCBL.
· To understand the banking operation of both of the banks. 
2.1 Possible outcomes of the study:
The researcher believes that after examining these two institutions it will be possible to dictate the strength and weaknesses of conventional and Islamic sharia-based microfinancing institutions in Bangladesh. This study is also wanted to identify the problems and aspects of conventional and Islamic sharia-based microfinancing organizations and may able to suggest some recommendations. Finally, the result of this study will help the policy makers to make an efficient policy formulation.
3. Limitation of the study:
The researcher has worked in DMCBL for almost 12 years. So, she was able to look through working process of DMCBL and got co-operation from her colleagues. She was able to interview few employees of Grameen Bank. But it was not enough for the study. Few limitations are as follows:
· Insufficiency of information which is needed for the study.
· The major limitation of the study is short period of time, as a result analytical study was become quite difficult.
· It would be better to have larger number of sample size than this study has considered.
· The majority of the loanee did not keep any records of their transactions and answered through their memory. 





4. Sampling:
A cross-sectional and correlational analysis between GB and DMCBL has done by considering their annual report and beneficiaries of these institutions. It was not possible to survey the beneficiaries with questionnaire. Rather the researcher communicated 5 beneficiaries of each institution and few employees of these institutions through telephone and email and interviewed them. This study had to depend mostly on the websites of Grameen Bank and The Dhaka Mercantile Co-operative Bank Ltd.
5. Literature Review:
Bangladesh is the home-country of microfinance since the microfinance system was invented by Dr. Professor Muhammad Yunus. And it has developed to be a tool for alleviate poverty, women empowerment and self-employment. Alongside Islamic financing and its instruments can have positive impact on economic growth by using its way of managing working capital, investment and household finance. Rofik et.al 2025 have suggested that there should be a balance between Islamic financing and conventional financing. Uddin et.al. December 2023 stated that by comparing established models of conventional microfinance and Islamic microfinance in Bangladesh, this paper examines to explore how Islamic microfinancing model can work with the conventional microfinancing by hand in hand to develop GDP of Bangladesh. Conventional microfinancing has already been established but there are so many criticisms about it such as high interest rates and coercive ways to collect loan installments. While Islamic microfinancing has been greeted by poor people because of its ethical policy, profit-risk sharing methods and social duty (Malik, 2024). Abubecker et.al, November2020 said that there is still a little margin of people who have interest in interest- free microfinancing just due to lack of ignorance. So, not only conventional microfinancing institution but also conventional banks should start practicing interest free microfinancing as they already have skilled employees and a proper framework acknowledged by the overall population of India. Conventional microfinancing has international donation along with deposit money of the clients whereas Islamic microfinancing need to rely on Zakat, Waqf, Anfal and many more sources to funding themselves. Conventional microfinancing is interest based while Islamic microfinancing is interest free institutions. Though microfinancing is for poor people but in case of conventional microfinancing all of these people cannot reach the conventional institutions because of the risky lending policy. But Islamic microfinance focus on overall poor people and helped them by Zakat, Quard Hasan, Sadakah or many more charity policy. Conventional microfinance subtracts some amount before loan disposal which is not allowed in Islamic microfinance. (Meisami et.al October 2011).
Worldwide, conventional microfinancing institutions are focusing on their financial performance while Islamic microfinancing institutions are still struggling with their sustainability in the financial market. (Maher and Samir, June2019). Hossain, July 2019 found out that consumers’ and producers’ residue is three times lofty in the Islamic microfinance than the other one. Also, the interest rate of conventional microfinance institutions is 142%-241% higher than the Islamic microfinance institutions and that is why the demand for loan from Islamic microfinance is higher than the conventional ones. Islamic microfinance has so many authentic tools such as; profit-loss sharing methods, Zakat, interest free loan, Sadaqah etc. which are absent in conventional microfinance. Islamic microfinance is more customer friendly than conventional microfinance. Islam, July 2019 revealed some important point in his theory such as: 1. Change of ownership of land is not possible for the borrower of the conventional microfinancing institutions with the borrowed money which is possible under Islamic microfinancing institutions. 2. Change of ownership of livestock and other assets also not possible in conventional microfinancing due to fulfilling family needs and paying installments. 3. Change of income is more possible in Islamic microfinance cause it aid to generate more income than conventional microfinance. 4. Change of savings in not possible for the borrower in both cases because of the reinvestment of the money they have generated from their income.
Islamic microfinance countries are more involved in terms of financial incorporation and especially women are having more financial facilities become empowered. On the other hand, conventional microfinance countries have more FinTech users that made them financially stronger as they can do their work digitally.  The author has seen that in terms of FinTech these two institutions has comparatively small difference and that is why he asked for future studies in this field and find out what kind of natural and behavioral nature these two financial systems have. (Baber, 2020). Abdelkader and Salem, August 2015 suggested that in every aspect conventional microfinance has outperform the Islamic microfinance. In MENA countries, especially majority of the population is Muslim. That is why they are not willing to take the loan from conventional microfinance institutions as it is based on interest which is prohibited in Islam. 
6. Methodology:
The data of this study basically depended inevitably on secondary data collection process because hardly any updated data could be founded by primary sources. However, the researcher still tried to collect primary data as much as possible. The necessary information was collected from the head office and branches of these two institutions. Also, some printed statement, annual report, websites, various books, journals and publications related with microfinancing were used as other sources of information collection. In this paper the researcher tried to follow the appropriate methodology to get data and analyze them to have desired outcome. 

6.1 Sources of Data:
The researcher gathers and collect data by following ways:
Primary Data:
· Official records of Grameen Bank and The Dhaka Mercantile Co-operative Bank Ltd.
· Conversation through phone and email.
· Information collection by own supervision.
Secondary Data:
· Annual Reports of both GB and DMCBL.
· Websites.
· Publications.
· Books, Journals, Articles.





6.2 Data Processing and Analysis:
The researcher used the collected data and analyze them by MS-Word and MS-Excel to calculate and compare the situation of the beneficiaries before and after entering into microfinancing and taking financial services microfinancing facilities providing by GB and DMCBL. All the data provided in this paper have been analyzed in details.  
7. Microfinancing:
Microfinancing known as a programme that focus on poverty reduction and provide financial services to poor to make them self-employed. The role of microfinancing is now a popular topic worldwide. Government, donors, banks and other financial institutions are showing interest in it. With the inauguration of Grameen Bank microfinancing found its new meaning. It’s not just a concept now but also a solution to the economy of the world. But it is important to understand that micro-credit is not adequate to remove poverty, it needs some other services too. Microfinancing is a very crucial tool but when it is combined with other services it can gain more power to break the cycle of poverty. 
Here, the researcher tried to compare the operational differences between conventional microfinance which is interest-based and Islamic microfinance which is interest-free. Bangladesh has the most powerful history in case of microfinancing by the groundbreaking innovation of Grameen Bank. But there are some debates regarding interest charged by Grameen Bank and the ways of loan recovery. The Dhaka Mercantile Co-operative Bank Ltd. focuses on Islamic sharia-based microfinance which is interest-free to low-income population. It has to be considered that Bangladesh is a Muslim majority country and Riba/interest is prohibited in Islamic law. Islamic microfinance is based on charity, profit-loss sharing (PLS) instruments, asset-based and interest-free transactions. Operational framework of the interest-based microfinance institutions and Islamic microfinance institutions. 
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7.2 Grameen Bank
Grameen Bank is the first conventional microfinancing bank innovated by Dr. Professor Muhammad Yunus that began its work in 1976 in Chittagong district of Bangladesh. The main objective of Grameen Bank was to provide mortgage free loan to rural people. The bank focused on made the rural people self-reliant with favourable terms and conditions. The bank expanded its area of activities in 1982 with the support of International Fund for Agricultural Development (IFAD). By the year of 1983, the bank took a new shape and attached with Bangladesh Krishi Bank which is one of the commercial banks in Bangladesh. The capital of the bank came from borrowers and the government owned financial institutions. 
Grameen Bank’s main function is to help the rural people by counseling them about small business and industries and also provide them loan so that they can generate income and live a healthy life. The bank accept deposit on terms of money and borrows money against assets or securities to carry out its function and also to invest in foreign exchange transactions.
Through small to large volume of loans Grameen Bank helped the landless and illiterate women to initiate their own business and made them empowered. Grameen Bank has sixteen principles or guidelines that they teach their beneficiaries before providing credit and all the member is obligated to follow those guidelines. They made these guidelines to instruct the borrowers to have prosperity in their families, health improvement, educating themselves and children, building up sanitization ways, avoiding child marriage, avoiding dowry, following mutual aid, creating peer pressure if some member breach the contract and taking part in social activities.
The bank’s sources of funds are share capital, reserves, special funds and borrowing from national and international financial institutions. Like as commercial banks Grameen bank issues bonds and debentures and the interest rate vary between 4% to 10%. The bank is praised for its high recovery rate, empowering women, assuring the utilization of loans and continuous supervision by the field workers. The bank has 2568 branches all over in the Bangladesh.
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7.3 The Dhaka Mercantile Co-operative Bank Ltd.

The Dhaka Mercantile Co-operative Bank Limited (DMCBL) was started their activities on 6th January, 1973 under the act of “The Bengal Co-operative Societies Act 1940”. But they could finally start their work on 1997 with burden of risk of liquidation. The bank had to face these difficulties in operating due to lack of government aid. But this time, chairman Group Captain (Retd) Abu Zafar Chowdhury and the existing committee of the bank decided to appoint S.F. Ahmed and Company as their auditor. It should be mentioned that due to the bank’s board of committees’ sightedness and efficiency, DMCBL got its final existence on 2001 with profit and provision of 10% dividend.
At the beginning DMCBL had started its activities with 08 (Eight) branches but now it has 152 branches in all over Bangladesh. The head office of DMCBL is located at 19 Indira Road, Farmgate, Dhaka-1215, Bangladesh. The bank’s vision and mission are to be a trendsetter for performing as a Co-operative Bank and follow the Islamic Sharia in their organizational activities. DMCBL’s aim is to provide credit to consumer to develop their living standard, to develop national economy, enhancing the savings scheme for their consumers, to give security free investments, to help their members for improving individual and social understanding and to contribute to the GDP of the country. DMCBL use its liberty to develop with the changing era by operates its activities with accuracy as much as possible. They are trying to develop human resource and provide qualitative services. 
According to the Islamic Law DMCBL has started its full-fledged operations on July, 2008. Islami Banker Mr. Anisul Haque joined as a consultant with a dedicated team. Since then, DMCBL is facilitating Islamic Microfinancing System to arrange fund for new entrepreneurs. And, now they are following all the activities in accordance of Islamic Sharia; such as in their Deposit Services and Investment Services. 
Under Deposit schemes the following services are: Mudaraba Savings Account, Mudaraba Education Deposit Scheme, Mudaraba Term Deposit Receipt, Al-Wadiah Current Deposit Account, etc. Under investment services: Ijara, Bai-Muajjal/Bai-Murabaha, Quard Hasan, Musharaka, etc. DMCBL has monitoring team, field supervisor and field officer to manage risk for their operation.
DMCBL won awards for their achievement as Islamic Microfinancing. The awards are: ‘The One Asia Awards 2019-2020’ and ‘The BIZZ Award 2023’. 
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8. Data Analysis:
Other Than being interest-free, The Dhaka Mercantile Co-operative Bank Ltd. differs from Grameen Bank. As Grameen Bank has established their position before DMCBL, still DMCBL has more loan disbursement, deposits and assets. And if we carefully look at the graphs illustrated above, then we can understand as a new organization and without any international donor the organization get funds from self-reserve, Waqf and other charitable institution. Assets of GB microcredit has interest-bearing debt, on the other hand DMCBL follows Islamic financing and depends on partnerships with members including profit-loss sharing methods. GB provides more cash than goods to its members and DMCBL works otherwise. Grameen Bank’s main focus group is women while DMCBL focus on the whole family. Grameen Bank use group and center pressure to deal with default beneficiaries whereas DMCBL use brotherhood and mutual help. Both of them collect deposit alongside installment and it is compulsory for borrowers and non-borrowers. Mamun, Istanbul 2023 mentioned, both institutions have positive and negative impacts on the society based on their range of activities. Traditional institutions can work in the wide range to alleviate the extreme poverty but it charges high interest rates that can make the poor people poorer and failed to convince the Muslim people to take loans due to Riba which is not permissible in Islamic Sharia. Interest free institutions is a new concept so it failed to work in the extreme poverty line but due to its Islamic components like Mudaraba, Bai-Mujjal, Bai-Salam and charity-based components like Zakat, Waqf, Sadakah, etc. they have revolutionary effect on lower level of poverty alleviation, infant mortality rate and sanitation.
8.1 Economic Indicators:
· Ownership of Land - Land ownership tendency is more in case of DMCBL (39.66%) than Grameen Bank (22%).
· Ownership of Livestock – DMCBL invest more in livestock (8.16%) but GB’s invest remain unchanged (7%). 
· Ownership of other assets - Growth rate of other assets of DMCBL’s microcredit beneficiaries is almost increasing by competing with GB.
· Income – Beneficiaries of DMCBL has higher average monthly income than GB. And the growth rate of income is also higher in case of DMCBL.
[bookmark: _Hlk203546782]8.2 Human Resources Indicators:
· Education - After taking microcredit, the numbers of literate person increased in case of both of the institutions.
· Occupation - It indicates that the DMCBL plays better role in women empowerment and provide the whole family better option to be economically solvent.
8.3 Living Environment related Indicators:
· Drinking Water – The decreasing rate of users of source of drinking water of DMCBL is higher than GB, it means that DMCBL has become more able to provide fund for installing tube-well. 
· Sanitary Latrine - At present all beneficiaries of DMCBL and 56% of GB are using their own sanitary latrine.
[bookmark: _Hlk203790935]8.4. Sustainable Development Goals:
In the sustainable development goals different aspects are there in DMCBL. They build social capital by feeling of brotherhood, obligation to repay debt which is helping them to get repayments of installments regularly. Here, the SDG of GB is secular in nature. 
9. Conclusion:
It is the time to reassess gender biasness of Grameen Bank. Like DMCBL, GB should also lower their interest rate as they are getting foreign donations. In case of DMCBL, due to lower interest rate borrowers are reluctant to pay installments and that is why monitoring must be encouraged. The policy of providing goods rather than money of DMCBL is more effective in income generation which GB can follow. DMCBL should arrange training programmes as GB for their members.  Government intervention is needed in case of DMCBL as they are acting under the act of co-operative society. So, they are facing difficulties to be in market with Grameen Bank. Integration of GB and DMCBL can work in vast range for the social and economic well-being of the poor people.  
The poorest sector of the society is deprived of the loan in case of GB but they can be involved in the credit programme of DMCBL which uses Zakat, Sadakah and Quard Hasan. DMCBL has performing outstandingly in case of developing the living standard of their members, goods as credit, rising literacy rate and economic growth/GDP of the country. 
In spite of some limitations, microfinancing by Grameen Bank and The Dhaka Mercantile Co-operative Bank Ltd. are playing astonishing role in rural development. So, regulatory body should give priority to these two institutions for fostering rural economic conditions. 
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