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The definition/measurement
Poverty
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Income/Consumption approach

Sen’s concept 2 Chambers work = Social
Exclusion approach
Applied Indicators:

Incidence of poverty = share of population below
a pre-defined poverty line
Poverty Gap -2 the distance between the poverty
level and the poverty line

Severity of Poverty - the squared distance
between the income and the poverty line

Source: World Bank/ INEI Peru
20.06.2013



The Definition/Measurement of
Financial Inclusion
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Various concepts which seems to say the
same: Financial....

... Development, Integrity, Depth 77?7

Financial Inclusion: To provide access to
financial services to formerly
excluded/’unbanked” people who demand
those services

Our definition focuses on one of the major
financial service: Access to Credit

- Applied Indicator: The number of people who

received a micro-loan for the first time
20.06.2013



The Impact of Financial Inclusion on
Poverty (1) '

'VCPS,_”Y._

How can financial inclusion alleviate poverty ?

Investment theory: Financial Inclusion
disproportionally benefits the poor population in the
sense of lowering collateral requirements and
borrowing costs.

Human Capital theory: People need access to credit
In order to invest in their human capital; e.g. via
schooling, university etc. to find eventually a well paid
job.

Firm-behavior theory: Financial inclusion has the
positive external effects that the cost of capital is
reduced. This can lead to a rise of production and
hence generate employment opportunities.

others ? 20.06.2013
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CUADRO N° .2
PERU: EVOLUCION DE LA INCIDENCIA DE LA POBREZA TOTAL, SEGUN DEPARTAMENTO, 2001-2010

{3 respecioded iotal de poblacian)
IV Trimestre  May-Dic Anual
2010
Departamantes
2001 202 2003 2004 2005 2006 2007 200 2009 intervalo de confianza al 95%

20 Minimo Maximo GV [%)
Total M8 541 52,3 486 487 445 I 362  MAE N3 301 ILE 2,0
Huancavelica g0 8ir 85,8 848 903 8T 8T B2 T2 Bgl B0 & T 42
Apurimac wo TRl 70,3 652 7i5 748 G5 690 TO3 631 5.1 GE,1 40
Huanuss | Bl 81,3 743 V5B TAE  B4AF B15  BAS 385 529 G4.2 a5
Puno |0 TRT T2 [ N I 763 Br2 628 &lA 560 51.0 610 4.6
Ayacucho 25 TiT 728 659 7l 7435 681 648 G2E 559 508 608 46
Amazonas 45 EDA 73,0 5,1 GEE 591 550 B9y 588 501 4473 55,8 58
Cuson ™3 BT 56,6 531 58E 488  Ar4 B2 510 285 438 55,1 5B
Lorelks 00 BEA G4 69 71E 6883 548 498 560 481 438 544 535
Caamarz w4 TEE 731 652 6BE E38 645 B34 560 491 4483 54,0 a1
Pasen 651 BEE 545 857 v2F M2 6l4 B43 584 436 ar s 487 T2
Piura B33 B4D GE,7 637 SBE B0 450 414 3BE 425 T3 ary 6,2
Larnbayaquea B30 B21 45,3 436 &40 40 e NE 3MA 353 233 41,3 86
La Libartad 321 a&0d 504 485 430 485 ;2 7 3E 326 Faiki) 383 a8
Junin TS BLE 56,3 436 560 439 410 3|9 33 325 272 ary 8z
San Martin B559 H4l 61,8 51,9 1 B3 o4k 332 &9 N 26,68 356 T3
Anczash 61,1 555 36,6 33 a4 420 42§ 3@+ 35 230 222 J3E g4
Ucayali ms5 BRI 68,1 B§3 531 BA0 450 325 A7 203 1449 256 134
Tumbeas 458  3E4 286 242 E2 13§ 181 172 21 201 133 245 122
Anaguipa 441 iRl R 122 My X2 218 185 210 188 15,5 237 nr
Maguesua 296 IRE 331 \r o O3N3 X3 BE 02 183 15,7 10,3 20,5 156
Tacna 28 w0 2y 27 N3 O18E XA 185 1Ts5 140 0.4 1T 133
Lirma 1/ Jia 35E B 122 1% 251 %4 183 183 135 1na 15,2 G4
(=] 4,7 4E 2590 325 a8 18,1 17,3 13,7 1.6 a8 14,2 121
Madre da Dios g7 50T 270 1 WNE NE 1BE T4 AT ar 3.2 12,3 206

Meoba: Vakores austacdos 3 a8 proyecoonss de poolasin & partr del Censo da Foblacdn da 1633,
A Incirye Provincia Constilucional del Callac.
Fuente: INE] - Emcuesla Wacional de Hogares [ENARO); Anual 2004- 2010,

20.06.2013



The impact of financial inclusion n
poverty (2)

Methodology:

Panel data 2008-2010 on department level: own
data merged with information from the national
Institute of statistics of Peru

Measure the correlation between (1) the number
of financially included clients and (2) different
measures of poverty

...taking into account factors (ceteris paribus)
which influence poverty: (economic growth,
unemployment, development aid, education,
rurality etc.)

Applied model: panel data random effect model
20.06.2013



poverty (3)
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The impact of financial inclusion

.
I lUmverSITy
Meeats Micrefinaonce

1 Results:

Significant poverty-alleviating effects of:
= Financial inclusion

= Internet access

= Average loan size per client

Significant poverty-worsening effect of:
= Rurality

Estimation problems: Endogeneity through reversal
causality

20.06.2013
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Table 1: The effect of financial inclusion on poverty measures

(1) (2) () (4) (5] ()
VARIABLES Incidence Incidence Severance  Severance Gap Gap
log{Inclusion) LG8 -T.AL7HE= -3.7RgE= -3.612%** —d Mg -Z.B21*
(3.012) (2.738) (1.273) {1.182) (2.047) (L.567)
log{pap) 5.047 6.472% 2.280* 2.065*** 3.320 2.254
(3.603) (3.638) (1.190) {1.150) (2.053) (1.804)
rurality A6 A6 ALET 1106 6632 21.95*% 2400
(25.58) (23.84) (7.100) (6.970) (12.94) (12.87)
labor participation -0.411 -0.483 -0.0803 -0.114 -00.151 -0 161
(0.310) (0.311) (0.137) {0.140) (0.218) (0.231)
internet access .0k -LO4THeE -0.17T -0.277E* -[0.362 -D.ERR**
(0.351) (0.323) (0.140) (0.136) (0.232) (0.231)
technology -0.00641 -(LO038E -0.00619 -0.00741 -0.00879 -0L00826
{0.0446) (0.0459) (0.00996)  (0.0102) (0.0195)  (0.0206)
log{GDP per capita) 2,790 2,301 -1.063 -0.402 -0.655 0.696
(8.738) (8.350) (2.366) {2,321) (4.374) {4.413)
food aid -0.22] %+ [, 20 -0.0724 -0.0824%** -0.135* -0.149%*
(0.107) {0.0972) (0.0455) {00418} (0.0727)  (0.0698)
loan size/client -0.0006356  -0.000971%*F _QOO02ET  -0.000402%F 0000400 -0.0D0420
(0.000304)  (0.000354)  (0.000175)  (0.000160)  (0.000277)  0.000311
Constant 1,267 1,303% 038 xaT 8 24 hAG.2
(777.0) (T8L.5) (373.0) (381.2) (570.0) (606.0)
Observations Tz 72 T2 72 T2 T2
4 of departments 24 24 24 24 24 24

Standard errors in parentheses; *%* p<0.01, ** p<0.06, * p=0.1; ageregated time effects
are included in (1} {3) and {5} but not shown in the table; Controls for the predominant
industry are included but not shown in the table, Controls for Human Capital are
included but not shown

20.06.2013



The MFIs’ major drivers of Financial _
Inclusion (1)

Methodology:

Own MFI level panel data (2008-2010) merged with
MIX data

Measure the effect of MFIs’ characteristics such as:
Size, Returns, Risk disposition, interest etc...

...on the number of financially included people
Holding fixed: profit status and age of the institution

Applied estimation model: Panel data random effect
model

20.06.2013



The MFIs’ major drivers of Financial _
Inclusion (3)

1 Results:

Significant inclusion-fostering influence of:
= The size of the MFI (measured by its total assets)

Significant inclusion-reducing influence of:
= The average loan size of the clients

20.06.2013
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Table 4: MFT characteristics determining the number of newly included
Mierofinance clients

(1) (2)
VARIABLES OLS Random Effects
log(assets) 10,204%** 9,021%**
(1,569) (1,699)
loan size -0.201%** -7.247%%*
(3.228) (2.491)
cost per loan 101.4%%* 3.027
(30.69) (19.56)
return on assets 49,617 20,939
(65,811) (36,604)
loss rate -111,143** -22.306
(44,633) (29,844)
interest -37,646 -17,882
(23,778) (11,928)
alliance -2,144 -821.2
(2,418) (3,972)
personal per # clients -558,058 132,918
(542,340) (315,246)
Constant -155,183%** -131,516%**
(27,850) (29,322)
Observations 89 89
R-squared 0.584

Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1; aggregated time efTects
are included but not shown in the table; it is controlled for the age of the MFI
introducing three dummy variables, the results are not included in the table; Finally the
profit status is included as a control but not shown in the table.

20.06.2013



.
University

Conclusion

We found alleviating effects of financial |
Inclusion, internet access and development aid
on poverty but a worsening effect of rurality.

Empirically, larger MFIs (in terms of their total
assets) and MFIs that serve smaller-size
micro-loans are including more people

Unsolved research questions:

the effect of the provision of other financial
services such as saving accounts, insurances etc.

The effect of financial inclusion on MFIs’s
financial performance

20.06.2013
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Thanks for your attention !

Questions ?

No ? Suggestions for discussion:

Channels of Financial inclusion to alleviate
poverty

Other Factors influencing poverty

Theories why MFIs with small-scale loan sizes
financially include more people

20.06.2013



