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Why care? 

¢  Finance for finance sake?   
¤ No. 

¢  Because Income and consumption do not match 
¤ Seasonal variation 
¤  Income shocks 
¤ Consumption shocks 
¤ Durable goods 
¤ Lifecycle 



Why is it hard to know what to do? 

¢  Knowing what to measure 
¤ Like pouring water on a table 
¤ Hard to know which way it will flow 

¢  Showing causation, not correlation 
¤ Financial literacy perhaps the classic case 



Financial Inclusion Components 

¢  Microcredit 
¢  Microsavings 
¢  Microinsurance 
¢  Financial education (?) 



One theory of change for microcredit 
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Evidence on traditional microcredit model 
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Microcredit 

§  From 7 RCTs in 7 countries 
§  Demand modest (but rarely reaching the poorest) 

§  Some increased investment, but not much 

§  No substantial increases in income 

§  Rare impact on women’s empowerment or children’s 
education 

§  More freedom in choosing how/when to spend, durables 

§  No widespread harmful effects 
 



Traditional microcredit 

§  Bottom line: 

§  Investors celebrate 

§  Poverty alleviators should keep searching 
§  To alternative lending models? 

§  To complementary programs? 

§  To alternative programs? 



Two guiding principles 

¢  Evidence trumps hope and “intuition” 
¢  Design for humans 

www.poverty-action.org/financialinclusion 



Suppose	  you	  held	  a	  focus	  group	  to	  learn	  
what	  loan	  features	  ma5er	  most?	  



Microcredit: alternative lending models 

¢  Two interventions tested in India (Field et al 2011; 
2013) 
¤ Delayed start of first repayment by 2 months 

£ New business starts much higher; investment up 6% 
£ After 3 years, income 20% higher, capital 80% higher 

¤ Reduced frequency 
£ Monthly à less stress for clients and cheaper for lender 

¢  One being tested in Colombia currently: 
¤ Two free “passes” to skip payments 



Complementary programs? 

¢  Business training / financial literacy? 
¤ Evidence weak 
¤ Drexler, Fischer and Schoar (2014) from Dom. Republic:  

£ “Rules of thumb” > standard “financial literacy” 

¤ Karlan and Valdivia (2011) and Valdivia (2015) from 
Peru: 
£ Training à more diversification, fewer bad business months 
£ Two years later, higher growth 
£ Technical assistance initially performed better 



Microcredit alternatives 

¢  Go back to thinking through the theory of change 

¢  For some, timing isn’t so much the issue 
¤ Then think about savings 

£ Much cheaper, fewer market problems 
£ Behavioral challenges? 

¢  For some, the issue is risk 
¤  Insurance! 



Savings 

¢  Transaction costs 
¤ Distance to bank 
¤ Mobile money 

¢  Behavioral 
¤ Temptation spending 
¤  Inattention 



Uganda Supersavers program 

¢  Problem: students and family report not enough 
money to pay for school supplies, tests, etc. 

¢  Grades 5, 6 & 7 
¢  Weekly deposits into savings “box” in class 
¢  Deposits then put into a bank account 
¢  Beginning of term, a fair held to sell school supplies 
¢  KEY TEST: At fair, students receive CASH or 

VOUCHER from account 
¢  One worked.  One did not. Let’s vote! 



Microsavings 

¢  Two  



Text Messages to Save 

¢  3 countries 
¢  Bolivia, Peru & Philippines 
¢  Now embarking on replication & extension initiative 
¢  6% increase 
¢  3 percentage points more likely to reach goal 

¢  Small input, small impact: but profitable! 



Microinsurance 

¢  Horse race: Cash or Risk? 
¢  northern Ghana, farmers 

¤ Cash 
¤  Rainfall insurance 
¤ Cash + rainfall insurance 
¤ Control 

¢  Rainfall insurance à much higher investment 

¢  Risk matters 
 



Three review papers 

¢  Much of the material here comes from: 
1.  Baner jee, Abhij i t , Dean Kar lan, and Jonathan Zinman. 2015. “

Six Randomized Evaluations of Microcredit: Introduction and Further Steps.” 
American Economic Journal: Applied Economics 7(1): 183-203.  

2.  B a n e r j e e ,  A b h i j i t .  2 0 1 3 .  “
Microcredit Under the Microscope: What have we learned in the past two 
decades, and what do we need to know?” Annual Review of Economics 5: 
487-519. 

3.  Karlan, Dean, Aishwarya Ratan, and Jonathan Zinman. 2014. “
Savings by and for the Poor: A research review and agenda.” Review of Income 
and Wealth 60(1): 36-78. 



Two guiding principles 

¢  Evidence trumps hope and “intuition” 
¢  Design for humans 



 
Thank you! 

 
Dean Karlan 
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