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CASH FLOWS OF RURAL HOUSEHOLDS: A MICRO 
LEVEL STUDY IN BANGLADESH 

W. M. H. Jaim and M. Lutfor Rahman*  

ABSTRACT 
 
Income-expenditure and investment-disinvestment behaviour of different groups of households 

in a small rural community of Bangladesh has been investigated by cash flow approach. Both cash 
inflows and outflows of rich and middle households were much higher than those of poor and 
landless. The latter two groups were heavily dependent on disinvestment of assets, loans and gifts for 
their survival. Although they spent most of the income for consumption, particularly for foodgrain, 
their level of consumption was very low. While the poor and landless households felt the need for 
credit throughout the whole year, the rich and middle households felt that need seasonally, 
particularly in hero season. To reduce rural poverty, credit programmes for the rural poor should be 
designed for both on-farm and off-farm activities. 

I. INTRODUCTION 
 

        It is often maintained that the saving and consumption behaviour of a rural household is 
significantly influenced by the source of income and other cash receipts (Houthaker 1965 ; 
Mizoguchi 1967). However, in the economic literature, there exist some confusions and 
controversies about the definitions used for income, expenditure, saving and investment made 
by rural households in developing countries (for a detailed discussion on this see, Alamgir 
1967). The main confusion seems to be centered around whether borrowing, dis-saving, 
disinvestment of assets and net current transfers should be included in gross income of farm 
households or not. Many of the household income and expenditure surveys included them in 
the income concept (GOP 1964 ; Nandlal 1972). However, some of the studies on saving and 
investment excluded those items from the income concept (NCAER 1965 ; Bergan 1967). 
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There is another concept known as cash flow approach which takes into account the entire 

cash stream coming into and going out of the farm family. It considers not only the incomes 
from farm and off farm sources, but also borrowing, drawing from savings, gifts and 
donations received are considered in the cash inflow stream. Similarly, operational 
expenditures for farm and non-farm purposes, family expenditures, investments, savings, 
lending, gifts and donations made are included in the cash outflow stream. A cash flow 
statement gives a more complete accounting of debt transactions by showing principal payments 
and proceeds of new loans including interest transactions. It also more fully reflects purchases 
and sales of capital items such as breeding livestock, machinery and real estate. Expenses 
associated with capital items are shown on the income statement as a relatively constant annual 
depreciation allowance. However, the full amount of any capital sales or purchases is shown in 
the cash flow statement covering the period in which they occur. Thus it is clear that although 
all the items constituting income of the household are included in the cash flow basket, 
but not all the items in the cash flow basket can be regarded as income items. 

 
The purpose of this article is to show the type and nature of cash receipts and expenditures 

of rural households, and also to identify the contributing factors for their saving, borrowing, 
investment and disinvestment decisions. In describing the income-expenditure and investment-
disinvestment behaviour of rural households the present study follows the cash flow approach. 
The cash flow approach, by considering all the ash receipts and outflow of funds, thus not 
only helps to avoid the above mentioned controversies, but also helps to explain many of the 
`whys' and 'hows' of income expenditure and investment-disinvestment behaviour of rural 
households in a developing country. Many agricultural credit institutions and private lenders 
have experienced situations where a borrower has good net worth and a high net farm income, 
but is constantly slow in meeting his financial obligations. In many cases this rather perplex-
ing situation can be diagnosed and resolved by analysing the cash flow of the business. Even 
in the absence of a financial problem; a cash flow analysis helps in predicting sources and 
uses of funds just as plans for crop and livestock programmes help to predict requirements for 
labour, materials, feed, seed, etc. 

 
Studies on socioeconomic aspects of rural families usually give a rough estimate of their 

income and expenditure depending upon wide scale collection of data from large number of 
informants, and usually relying upon a single visit to any particular family. For such type of 
data, the main drawback is that informants are required to provide detailed past data from 
their memories and with full sincerity on the part of both the respondent and investigator, 
this can not be achieved with accuracy. In contrast, this study is based on weekly visits which 
overcome this problem and provide detailed information of income-expenditure and 
investment-disinvestment behaviour of the rural households. 

 

In section II, the sources of data are discussed. Farm income and other cash inflows 
are presented in section III, while farm expenditures and other cash outflows are 
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fish, vegetables, etc. This also includes income of their wives which was earned by sewing quilt 
(Kantha). Second most important source of income for poor farmers was employment. In 
addition to selling labour as agricultural workers the poor farmers who are endowed with excess 
draft power compared to their land hire out draft power as well as their own labour for ploughing. 
On the other hand, the second most important source of funds for landless was gift. Loan also 
plays an important role in providing funds for poor and landless households. The funds 
derived from loan was 12 percent for landless and 9 percent for poor farmers while for 
rich and middle farmers this source provided only 1 percent and 2 percent of their total cash inflow 
respectively. The poor farmers and landless who live at below subsistence level are heavily 
dependent on gifts and loans for their survival. 

 
Disinvestment of assets provided another source of cash inflow for household groups. In 

absolute terms, funds derived from disinvestment was the highest (Tk. 6,510) for middle farmers 
and the lowest (Tk. 190) for landless. But in terms of respective group, the proportion of total 
income derived from this source was found to be the highest (23 percent) for poor farmers 
followed by middle farmers (21 percent). For poor farmers, land constituted the major component 
of disinvestment which provided 21 percent of their total as h inflows. This was also an 
important component for middle farmers which provided 11 percent of their total income 
(Table 3). For rich farmers, income from this source was derived mainly from withdrawal of 
past savings followed by disinvestment of land. Income derived from disinvestment was the 
lowest for landless both in absolute and in relative terms since they had little left for 
disinvestment. However, the reasons for disinvestment were different for different household 
groups. For rich and middle farmers this was particularly due to need for transferring capital 
assets from one form to another e.g., sale of land or livestock to buy a good piece of land or 
machinery for irrigation ; while for poor farmers and landless this was particularly due to 
need for meeting emergency consumption expenditure. If we broadly classify the sources of 
cash inflow into two major categories, one consisting of farm and non-farm income 
(agricultural production, employment and miscellaneous sources) and the other consisting of 
miscellaneous :ociepts (derived from liquidation of assets, receiving loans and gifts), then 
we will find that funds derived from the second category is very important for poor and 
landless households (Table 3). 

 

In view of the differences in family size and structure, it is not of course entirely appropriate to 
make comparisons between different household groups at the aggregate level., However, for 
the sake of simplicity, the per capita income has been estimated simply by dividing total 
income by the number of persons in the respective household groups. Excluding funds 
derived from the second category (as stated above), per capita income of rich, middle, poor 
and landless households were found to be Tk. 3,212, Tk. 2,515, ?k. 694 and Tk. 383 
respectively (Table 2). This indicated that the differences of income of poor farmers and 
landless compared to rich and middle farmers were not as wide as suggested by incomes 
(by household groups) in absolute terms. However, whatever 

 

 

 



 



 

















 


