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The definition/measurement of 

Poverty  

20.06.2013 

 Income/Consumption approach 

Sen´s concept  Chambers work  Social 
Exclusion approach 

 Applied Indicators:  

 Incidence of poverty  share of population below 
a pre-defined poverty line 

 Poverty Gap  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 



The Definition/Measurement of 

Financial Inclusion 
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 Various concepts which seems to say the 
same: Financial…. 

   … Development, Integrity, Depth ??? 

 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 

 



The Impact of Financial Inclusion on 

Poverty (1) 
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 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 ?   
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The impact of financial inclusion on 

poverty (2) 
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 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    



The impact of financial inclusion on 

poverty (3) 
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 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 
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The MFIs’ major drivers of Financial 

Inclusion (1)  
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 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  

 



The MFIs’ major drivers of Financial 

Inclusion (3)  
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 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 
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Conclusion  
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 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   



Thanks for your attention !  
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 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    

 


