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Quotes

“Courage and perseverance have a magical talisman, before which difficulties disappear, and
obstacles vanish into air”

John Quincy Adams

“Make everything as simple as possible, but not simpler”

Albert Einstein
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Summary

Summary

Wealth generation in the third world through financial education in the
microcredit environment

Global poverty and its relationship with financial inclusion and financial education
provide the motivation for this research. Although extreme poverty has been declining for
nearly 25 years, the World Bank estimates that there are still more than 800 million people
that subsist on less than US$1.90 a day. Most of these individuals are unbanked and relay on
local informal economies. Financial inclusion has been broadly recognized critical in
alleviating poverty and achieving inclusive economic growth. Access to financial services is
referred in at least five of the 17 Sustainable Development Goals (SDGs) set by the United
Nations 2030 Agenda. Undeniably there is a close relationship between economic
development and financial inclusion, however recent research suggests that having an account
does not necessarily imply better financial health. Although much economic and financial
literature has highlighted the importance of microfinance as a factor in development, there is
also an intense debate about its effectiveness as a development tool. Some researchers even
suggest that microcredit can have a negative impact on the most vulnerable.

Under these circumstances the second chapter is concerned with a critical evaluation of
microfinance institutions (MFI) in Peru with a particular focus on its impact on the final user.
The purpose is to identify MFI’s key factors for improving financial inclusion. We have used
a qualitative methodology, as this study is explanatory in nature. The research is based on a
review of the literature on MFIs and on interviews and discussions with key microfinance
players in Peru. We chose Peru because it has a dynamic and well-regulated microfinance
sector. The results of the present study confirm that financial and accounting education are
key elements in financial inclusion and that extending the basic digital infrastructure to the
more vulnerable population offers a great opportunity to provide financial services, including
financial education, at much lower cost.

Following the conclusions of our previous research, we decided to address the problem of
financial education in the third chapter. In the first part we describe different financial
education programs provided by MFI's and analyse their characteristics and impact on
microcredit beneficiaries. In the second part, we carry out a field experiment whose purpose
was to analyse the potential effectiveness of a practical accounting case using a cash flow
template. We conducted a controlled experiment between groups (intervention and control).
Our findings showed that participants performed better in the intervention group, proving that
the cash-template helped them record transactions and increased awareness about the
importance of the accounting information and the use of digital technologies.

The capability of borrowers to repay their microcredit loans is a very important issue and
is the first risk of MFI’s sustainability. In the fourth chapter, using a multivariate regression
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Summary

model, we identified the factors that could affect the repayment behaviour among micro-
credit borrowers from savings groups. We used the data of over 7.000 users of the “Saving
and Learning” program promote by Savinco Social Finance (SAVINCO)'in Ecuador.
SAVINCO is a social enterprise that belongs to Expert Timing Systems (ETS)*a Spanish
high-tech company specialized in quantitative finance, with the mission to improve socio-
economic inclusion of the most vulnerable population in Latin America by promoting
community savings groups. Empirical results demonstrated that factors such as seniority,
accumulated capital and the number of members in the savings groups are determinant
variables of default risk. To contrast and contextualize these results we had in-depth
discussions with the SAVINCO managers and their field agent in Ecuador.

In chapter five, we show conclusions and contributions of this dissertation classified for
practitioners, academics, and development institutions. For practitioners, we have learned that
just having a bank account or access to credit do not imply financial inclusion. Without the
necessary financial education, access to banks accounts or credit can have a negative impact
on the most vulnerable, such as over indebtedness or repayment problems. The situation of
the most vulnerable population is very diverse, and this heterogeneity must be considered
when promoting healthy financial behaviours. In addition, MFI should incorporate in their
daily activities the use ICT. For academics, we propose promoting cooperation among
research centres. For example, jointly designing digital financial education for developing
countries. For institutions, we suggest public-private collaboration to develop the necessary
ICT infrastructures and provide the necessary framework for increasing stability and integrity
of MFlIs, and protection of the more vulnerable.

" https://savinco.org/#/
? https://www.etsfactory.com/
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Resumen

Resumen

Generacion de riqueza en el tercer mundo a través de la formacion
financiera en el entorno de los microcréditos

La pobreza global y su relacion con la inclusion financiera y la educacion financiera son
la motivacion de esta investigacion. Aunque la pobreza extrema ha ido disminuyendo durante
los ultimos 25 afios, el Banco Mundial estima que todavia hay mas de 800 millones de
personas que subsisten con menos de 1,90 doélares al dia. La mayoria de estas personas no
estan bancarizadas y dependen de la economia informal. Es ampliamente reconocido que la
inclusion financiera es fundamental para aliviar la pobreza y lograr un crecimiento econémico
sostenible, como demuestra que el acceso a los servicios financieros esta presente en al menos
5 de los 17 Objetivos de Desarrollo Sostenible (ODS) establecidos por la Agenda 2030 de las
Naciones Unidas. Aunque gran parte de la literatura econdomica y financiera ha destacado la
importancia de las microfinanzas como factor de desarrollo, también existe un intenso debate
sobre su eficacia. Investigaciones recientes apuntan que tener una cuenta bancaria no implica
necesariamente una mejor salud financiera e incluso sugieren que puede tener un impacto
negativo en los mas vulnerables.

En estas circunstancias, en el segundo capitulo se realiza una evaluacién critica de las
instituciones microfinancieras en Pert con un enfoque en el impacto en el beneficiario final.
El principal objetivo es identificar los factores clave que pueden ayudar a las Instituciones
Microfinancieras (IMF) a mejorar la inclusion financiera. Hemos utilizado principalmente una
metodologia cualitativa, ya que este estudio es de cardcter explicativo. La investigacion se
basa en una revision de la literatura y en entrevistas y discusiones con actores clave de las
microfinanzas en Pert. Elegimos Peru porque tiene un sector micro financiero dindmico y
bien regulado. Los resultados del presente estudio confirman que la educacion financiera y
contable son elementos clave en la inclusion financiera y que la ampliacion de la
infraestructura digital basica a la poblacion mas vulnerable ofrece una gran oportunidad para
prestar servicios financieros, incluida la educacion financiera, a un coste mucho menor.

Tras las conclusiones de nuestra investigacion anterior, decidimos abordar el problema de
la educacion financiera en el tercer capitulo. En la primera parte describimos diferentes
programas de educacion financiera impartidos por las Instituciones Microfinancieras y
analizamos su impacto en los beneficiarios de microcréditos. En la segunda parte, realizamos
un experimento de campo con dos grupos: intervencion y control. El objetivo era analizar la
eficacia potencial de un programa de formacion financiera mediante la resolucion de un caso
practico que consistia en contabilizar las transacciones de un microempresario y desarrollar la
informacion de gestion. Al grupo de intervencion les facilitamos una plantilla de flujo de caja.
Nuestros resultados muestran que los participantes del grupo de intervencion obtuvieron
mejores resultados, lo que demuestra que la herramienta digital les ayudd a registrar las
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Resumen

transacciones y aumento la concienciacion sobre la importancia de la informacidon contable y
el uso de herramientas digitales.

La morosidad es cuestion de gran importancia y constituye el primer riesgo de
sostenibilidad de las IMF. En el cuarto capitulo, utilizando un modelo de regresion
multivariante, identificamos los factores que podrian afectar al comportamiento de reembolso
entre los prestatarios de microcréditos de los grupos de ahorro. Utilizamos datos de mas de
7.000 usuarios del programa "Ahorrar y Aprender" promovido por Savinco Social Finance
(SAVINCO) en Ecuador. SAVINCO es una Fundacion perteneciente a Expert Timing
Systems (ETS), empresa espafiola de alta tecnologia especializada en finanzas cuantitativas,
cuya mision es mejorar la inclusion socioecondmica de la poblacion mas vulnerable en
América Latina mediante la promocién de grupos de ahorro comunitario. Los resultados
empiricos demostraron que factores como la antigiiedad, el capital acumulado y el nimero de
miembros de los grupos de ahorro son variables determinantes del riesgo de impago. Para
contrastar y contextualizar estos resultados, mantuvimos conversaciones en profundidad con
los responsables de SAVINCO vy su agente de campo en Ecuador.

Finalmente en el capitulo quinto, mostramos las conclusiones y contribuciones de esta
tesis clasificadas para profesionales de micro finanzas, academia e instituciones. Para los
profesionales de microfinanzas, resaltar que el mero hecho de tener una cuenta bancaria o
acceso al crédito no implica la inclusion financiera. Sin la necesaria educacién financiera, el
acceso a las cuentas bancarias o al crédito puede tener un impacto negativo en los mas
vulnerables, como el sobreendeudamiento o los problemas de reembolso. La situacion de la
poblacién maés vulnerable es muy diversa, y esta heterogeneidad debe ser considerada a la
hora de promover comportamientos financieros saludables. Ademas, el uso de las TIC debe
incorporarse en mayor medida a las actividades diarias de las IMF. Para los académicos,
debemos promover mayor cooperacion entre los centros de investigacion desarrollando
proyectos conjuntos, por ejemplo, contenidos de educacion financiera en formato digital para
los paises en desarrollo. Para las instituciones, sugerimos la colaboracion publico-privada
para desarrollar las infraestructuras TIC necesarias y proporcionar el marco juridico que
garantice la proteccion de los mas vulnerables y la estabilidad e integridad de las instituciones
IMFs
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Introduction

Global poverty and its relationship with financial inclusion and financial education
provide the motivation for this research. Although extreme poverty has been declining for
nearly 25 years, the World Bank estimates that there are still more than 800 million people,
7.9 per cent of the world population, that subsist on less than US$1.90 a day. Based on the
recent evolution, it was expected that extreme poverty could decrease to 6 per cent by 2030,
however Covid-19 now threatens to increase extreme poverty in many countries (PovcalNet,
2020). Most of these individuals are unbanked and rely on local informal economies. In
addition, the population at the base of the Pyramid (PBP) are among the most affected by
COVID lockdowns and health or economic crises. Some authors argue that microcredit could
be used to cope with this situation, but increase the risk of indebtedness (Brickell et al., 2020).
Reducing poverty has been numbered at the top of the list of the United Nations Sustainable
Development Goals (SDG) (United Nations 2030 Agenda), but COVID-19 crisis has placed
poverty at the centre of governments’ priorities as they tried to reach those who are most
affected.

In addition, Banerjee, Duflo and Kremer were awarded the 2019 Nobel Prize in
Economics for their work “fighting poverty” (The Royal Swedish Academy for Sciences,
2019). All three were recognized for their “experiment-based approach research” to fight
poverty and suggested that problems should be identified by breaking them down into smaller
and more precise questions in order to lead to reliable proposals that work. For example,
Banerjee and Duflo are well known for their research in the field of education. Using
Randomized Control Trials (RCT) methodology they performed field experiments trying to
identify which interventions could improve educational outcomes in developing countries at
the lowest cost; for example, buying more textbooks or providing free school meals.

The profile of the unbanked usually consists of low net-worth individuals, mainly
women, living in rural areas and with little or no collateral (Demirgiic-Kunt et al., 2018).
Women’s empowerment is an important goal to achieving sustainable development and
consequently, offering women access to microfinance services is a good way to improve
family living standards. However, empirical evidence provides mixed results with respect to
its effectiveness (Huis et al., 2017). Banerjee and Duflo, 2007 wrote in their book, Poor
Economics, “The poor are no less rational than anyone else-quite the contrary. Precisely
because they have so little, we often find them putting much careful thought into their
choices. They have to be sophisticated economists just to survive” (page 11).

Financial inclusion has been broadly recognized as critical in alleviating poverty and
achieving inclusive economic growth. In fact, access to financial services is present in at least
five of the 17 SDGs set by the United Nations 2030 Agenda for Sustainable Growth. Over the
past few decades, the debate on the importance of financial inclusion has been intensifying as
never before. Several studies show that access to financial products can positively affect
households and the economy as a whole. Microcredit could help them build their asset base,
support income-generating activities and expand their range of choices (Di Giannatale and
Roa, 2019; Leatherman et al., 2011; Armendériz and Morduch, 2010; Solo, 2008). The
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Introduction

ultimate purpose of providing access to financial services to the unbanked population was to
improve the quality of life of the more vulnerable and to promote entrepreneurship as a way
out of poverty (Morris, Santos and Nuemeyer, 2019). We believe that there is a close
relationship between economic development and financial inclusion in line with Deb and
Kubzansky (2012), however recent research suggests that having a bank account, the common
measure for financial inclusion, does not necessarily mean better financial health.

Financial inclusion must be measured not only by access to financial products but, more
importantly, by their quality and use (Arellano, et al., 2019; Karlan et al., 2017). There are
many different aspects to fully achieve sustainable financial inclusion beyond the possession
of a financial product, but single solutions are inadequate in confronting the complex problem
of poverty (Arellano et al., 2019).

Although much economic and financial literature has highlighted the importance of
microfinance as a factor in development, there is also an intense debate about its effectiveness
as a real development tool. Morduch (2017, page 1) argues that “Microfinance has proved
fairly robust as a banking idea but not as an anti-poverty intervention”. Pollin and Feffer
(2007, page 1) also concluded “Making credit accessible to poor people is a laudable aim. But
as a tool for fighting global poverty, microcredit should be judged by its effectiveness, not
good intentions”. A variety of studies provide evidence that other factors are even more
important in explaining poverty reduction such as social policies based on conditional cash
transfer (CCT) (Biderbost and Jiménez, 2016), quality of the institutions, monetary stability
or job creation (Acemoglu and Robinson, 2012; Rodrik et al., 2004).

CCT programs started in the late 1990s in Latin America and have become an important
resource in many developing countries to reduce extreme poverty. The objective of these
programs is to reduce poverty via cash transfers mainly to poor woman. These regular cash
transfers are conditional to visits to the doctor for young children or regular school attendance
for school-age children. Most CCT programs incorporate education in health, basic finance
and other issues. Numerous evaluations of CCTs, many based on experimental designs, find
positive short-term impacts (Molina Millan et al., 2019).

The Bill and Melinda Gates Foundation for example, states that good nutrition is one of
the most impactful investments in global poverty reduction and poor nutrition is the
underlying cause of nearly half of child deaths and children’s physical and mental health,
however, only one per cent of donor aid is dedicated to addressing it (Bill and Melinda Gates
Foundation, 2020).

The strong links between financial and accounting literacy and the levels of success in
managing microcredits have attracted considerable attention from researchers in the field of
cooperation programs. For example, authors such as De Mel et al. (2014); Bali and Varghese
(2013); Verrest (2013); Berge et al. (2012); Karlan and Valdivia (2011); Mclntosh et al.
(2011) and Gubhert and Roubaud (2005) have studied the impact of implementing different
microfinance programs alongside with compulsory training in business and conclude that
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Introduction

financial education together with microcredit improves financial outcomes. Even in
developed economies, the level of financial literacy has a major impact on financial stability.

Moreover, a profound digital revolution is taking place, characterised by unstoppable
technological advances (Mazzucato, 2021, Ochoa et al., 2016). Mobile phones and other
technological devices have increased exponentially in recent years mainly due to the global
investment in the extension of mobile network and the design of low-cost devices (IFC,
2018). This digital revolution not only affects mobile communications and new Information
and Communication Technologies (ICT), also affects the microfinance industry.

Ontiveros, Martin Enriquez, and Lopez Sabater (2014) claim that increasing digitization
of financial services provides an enormous potential for improving financial inclusion with
less expensive financial services models, more accessible and efficient, such as branch-less
banking models or mobile payment with simple text-based phones. It is expected that the new
use of financial and mobile accounts will have positive and long-term effects on financial
inclusion (Global Microscope, 2019). However, the full potential of mobile technologies
cannot be reached without the active cooperation of governments and the private sector

COVID -19 pandemic has not only created a health crisis but also a deep economic
downturn. In order to reduce the virus transmission, most countries imposed strict lockdowns
and the mobility restrictions are affecting Latin American countries more deeply because of
the region's structural vulnerabilities. COVID-19 now threatens to increase extreme poverty
in many countries and this environment has created an unprecedented challenge for
microfinance institutions. MasterCard (2020) for example has reported that approximately 40
million people across Latin American have become banked over the past few months, but this
situation presents challenges as well as opportunities

Furthermore, COVID-19 pandemic has forced vulnerable population to embrace new
digital technologies. This highlights the need to accelerate investments in innovation and
technology globally and to boost capacity and relevant skills. SDG 9 (Industry, Innovation,
and Infrastructure) is the goal that reveals the largest gap in infrastructures between developed
and developing countries.

We organized our research work as follows: In the first chapter we do a review of the
literature about microfinance, financial inclusion and financial education, in the second
chapter a critical evaluation of microfinance institutions in Peru is carried out using a
qualitative approach. In the third chapter we show tangible results in helping vulnerable
people solve a practical problem in the field of financial and accounting education. In the
fourth chapter we identify the factors that affect default behaviour among micro-credit
borrowers of savings groups using a multivariate regression model. The purpose of this
research was to identify the characteristics of group members' that minimize default risk. This
dissertation ends with a chapter dedicated to global findings, discussion and conclusions.
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Chapter 1

In this first chapter of “State of Art” we perform a review of the literature of the general
topics affecting the microfinance industry. First we start with microfinance origins, mission
(section 1.1) and its recent evolution (section 1.2), followed by the recent evolution of
financial inclusion (section 1.3) and the relationship with financial education (section 1.4). In
section five, will briefly cover the topic of information and communication technologies and
how these new technologies could affect the microfinance industry. We finish in section 1.6
with the effects of COVID-19 on Microfinance.

Chapter 2

Although much economic and financial literature has highlighted the importance of
microfinance as a factor in development, there is also an intense debate about its
effectiveness. Some researchers even suggest that microcredit can have a negative impact on
the most vulnerable (Blattman and Ralston, 2015; Bateman and Chang, 2009; Karnani, 2007,
2006), or that positive impact is very limited (Cull, et al., 2018; Prahalad and Hammond,
2002). Recent research suggests that the low impact of microcredits on the poor could be due,
among other things, to the low level of financial education (De Mel et al., 2014; Karlan and
Valdivia, 2011). Citi Foundation (2011) suggests that currently, most micro borrowers do not
have the necessary skills to use their loan proceeds properly and many of them just use the
microcredit for basic consumption needs.

Given the different academic positions towards the impact of microcredit on the more
vulnerable, we suggest objectivity based on evidence. This second chapter is concerned with a
critical evaluation of MFI with a particular focus on its impact on the beneficiaries. The
purpose of this chapter is to understand the effectiveness of microfinance institutions in
alleviating poverty and to identify the key factors for improving financial inclusion. We have
used a qualitative methodology, as this study is explanatory in nature. The research is based
on a review of the literature on MFIs and on interviews and discussions with key
microfinance players in Peru. We chose Peru because it has a dynamic and well-regulated
microfinance sector compared with other countries in Latin America. Currently, there are over
70 entities specialised in microfinance with an outstanding loan portfolio of US$ 12.7 billion
and more than five million borrowers (Microfinance Barometer 2018).

With this background our first research question was:

RQ 2.1: What do Microfinance actors claim are the key factors for improving financial
inclusion?

We carried out 29 in-depth face-to-face interviews with different microfinance agents:
MFIs, NPOs, microfinance associations, and microfinance customers in Peru. Face-to-face
interviews allowed for more intensive questioning given that the presence of an interviewer
makes it possible to cover other areas of interest not included in the original interview agenda
and these might also be important for the research (Parker and Tritter, 2006). The
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interviewees were carefully selected based on their specific roles in order to allow us to get a
full picture of the Peruvian microfinance market. We visited both, MiBanco, which is the
largest MFIs in Peru, and Financiera Confianza (FC), well known for its technology. Together
they have more than 40 per cent market share of the microfinance market in Peru.
Representing the world of NPO, we visited ADRA, a global international organization
focused on women savings groups, and “Accion Emprendedora”, an interesting NPO focused
on financial education. We examined their commercial models, target sectors, products and
services, and their potential to accomplish their mission of alleviating poverty. In addition, we
interviewed the key MFIs associations in Peru and finally, to understand the sector better, we
also visited some microfinance customers in the Lima area.

We concluded that there are many factors that can influence financial inclusion such as
access to financial products, level of financial education, use of technology, alternative
channels and digital products and services in line with Di Giannatale and Roa (2019).

This chapter contributes to the debate over how to improve the impact of microcredit
interventions on the more vulnerable and identifies some unique insights into the
interrelationships of financial education and financial inclusion. The results of the study
confirm that financial and accounting education are key elements in financial inclusion. The
gap in financial education may lead to over indebtedness and repayment problems, thereby
increasing the risk of MFI’s sustainability.

Chapter 3

Following the conclusions of chapter 2 and given the difficulties of delivering financial
education to the vulnerable population living in rural areas, we decided to implement a field
experiment in three universities in Madrid, Spain. The purpose of the experiment was to
analyse the potential effectiveness of a practical accounting education program that could be
used by micro-entrepreneurs with virtually no knowledge of accounting. Recent research
suggests that traditional financial education programs have not been successful in improving
financial knowledge, and that the impact improves when tutoring is adapted to the needs of
micro-entrepreneurs (IPA, 2018; De Mel et al., 2014; Bali and Varghese, 2013; Verrest, 2013;
Berge et al., 2012; Karlan and Valdivia, 2011; Mclntosh et al., 2011; Gubhert and Roubaud,
2011).

Hence, the main aim of chapter 3 was to find the answer to the following research
questions:
RQ 3.1: How can financial and accounting literacy be boosted in the digital age?

RQ 3.2: Is it possible and useful to improve financial and accounting education by using
an accounting ICT tool?

In the first part of the chapter we describe different financial education programs
provided by MFIs and analyse their impact on financial inclusion. In the second part, to test
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the effectiveness of the accounting tool, we apply a randomized control trial (RCT) method to
a sample of University students. The purpose of this method was to test a potential solution to
a development problem—such as how to improve financial education —by comparing a
group that received a treatment with a control group that received nothing. The groups should
be as similar as possible and randomly selected so that no other factors could influence the
outcomes.

The sample comprised 233 students from three different universities. The selected
students were randomly allocated to the experimental conditions (control and intervention
groups) and were tested only once. Both groups were given a case study that described the
transactions over three months of a female entrepreneur in rural Peru who had started an in-
house business. We asked both groups to record the transactions and develop some
management information together with some strategic decisions. The intervention group of
students was also given a cash flow excel template, developed by the authors while the
control group were just given the case study.

Our findings showed that participants performed better in the intervention group, proving
that the cash-template helped them to record transactions and better understand their business.
It also raised awareness about the importance of digital tools to improve the level of financial
and accounting knowledge.

Chapter 4

It is often maintained that the credit needs of the relatively poor are not met by the
commercial banks because of a lack of adequate loan guarantees (Yunus, 2003; Hollis and
Sweetman, 1998). The provision of small loans to fight poverty is one of the core objectives
of microfinance institutions but the mission of these institutions goes beyond credit. Their
main goals are to help micro entrepreneurs in job creation, and self-empowerment. However,
efficiency and sustainability of these institutions are important for their survival. (Morris,
Santos, and Neumeyer, 2018). Thus, financial viability is important to MFIs in order for them
to achieve their mission and a broader range of objectives. The current COVID-19
environment has created an unprecedented challenge for MFIs. In response to the
pandemic most MFIs are trying to help their customers by easing loan conditions, postponing
repayments, or loan restructuring. The ability of borrowers to repay loans will determine the
MFTIs ability to survive the pandemic.

This fourth chapter is concerned with over indebtedness and consequently repayment
problems in developing countries. The capability of borrowers to repay their microcredit
loans is a very important issue and is the primary risk for the sustainability of an MFI. In
contrast to commercial banks, MFIs can neither secure loans with collateral nor screen
borrowers. A high rate of non-performing loans is one of the main causes of bank failures.
Exploring the determinants of credit risk is an issue of substantial importance for financial
stability (Reinhart and Rogoff, 2010). Factors affecting loan delinquency in microfinance can
be dramatically different from loans in developed countries (Kodongo and Kendi, 2013;
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Field, Pande and Papp, 2010). Potential factors determining loan delinquency among
microfinance customers have been widely covered in the literature (Beg and Bashir 2017,
Baland, et al., 2017; Muthoni, 2016; Field and Pande, 2008; Adongo and Stock, 2005;
Churchill, 2004; Norell, 2001 among others). These factors include interest rates, age, loan
value, repayment period and loan category (group or individual). In relation to loan category,
Kodongo and Kendi (2013) suggest that group-lending programs are more effective than
individual lending programs in mitigating the risk of default. Hence this chapter explores the
determinants of default risk in savings groups.

The Research Questions we defined for chapter 4 are the following:
RQ 4.1: What are the determinants of savings group members default risk?

RQ 4.2: Does gender influence default on loan repayments?

The purpose of this research was to identify the characteristics of savings group members
that minimize default risk. We used both quantitative and qualitative approaches. Quantitative
approaches focused on applying statistical methods to numerical data and rigorous
interpretations of the results. We applied a multivariate regression model to a sample of 7,251
active users of the “Saving and Learning” program developed by Savinco Social Finance
(SAVINCO) in Ecuador. SAVINCO is a social enterprise that belongs to Expert Timing
Systems (ETS), a Spanish high-tech company specialized in quantitative finance. Its mission
is to improve socio-economic inclusion of the most vulnerable population in Latin America
by promoting the use of technology in community savings groups. The data was extracted
from the SAVINCO cloud-mobile platform Qmobile App. The purpose of the App was to
help group members to monitor group financial transactions, manage their monthly meetings
more efficiently and to deliver financial education. The primary intention of quantitative
research is to use deductive reasoning (Creswell et al., 2006), but deeper understanding was
gained only by exploring the perceptions of the participants. For this we had the invaluable
support of SAVINCO field agents in Ecuador to validate our findings.

Most of the participants in the programme were female (68.3 per cent), which is common
in this type of informal savings institutions. A multivariate logistic regression model was
fitted to the data to identify the factors that affect the non-performing loan behaviour of the
members of the “Saving and Learning” program in Ecuador. Our results were contrasted and
contextualised with SAVINCO managers through various interviews, discussions and
meetings to help gain a deeper understanding of the results and correct the possible biases
from unobserved individual situation.

Overall, most of the explanatory variables had expected behaviours. Particularly, gender,
seniority, total received amount, average loan, average loan term, group life, and initial
members had a positive and significant effect on default. Accumulated savings, group current
capital, number of current members, and initial females' percentage have also a significant
effect but inverse, meaning the higher value of the variables, the lower the probability of
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default. However, neither age, number of loans received, rural area, group initial capital nor
current female percentage had any significant effect on default risk.

As a result, our first conclusion is that it is necessary to observe the behaviour of
beneficiaries of a loan if they suffer debt recurrence to prevent them becoming over-indebted.
As hypothesised, when financial education is provided in the regular repayment meetings, the
higher the number of sessions attended the better-prepared borrowers will be to make the
appropriate decisions regarding loan size and repayment period.

Savings Groups (SGs) members could tend to become less risk adverse after years of
continuous borrowing. We recommend a break period between loans and that before granting
a new loan, records of borrowers' financial obligations to other institutions should be required.
In relation to the loan size and term, we consider that the important factor is the size of the
repayment instalments. They should not be more than 30 per cent of their regular income as
SAVINCO managers suggested. Considering group size, groups that are initially too broad
could be of concern since joint liability might not work well if members do not know each
other well or do not have strong family ties.

Furthermore, the use of technology in SGs should be promoted. Although the main
purpose of the SAVINCO platform was to help group members to manage their monthly
meetings, the on-line data also allows users and managers to perform continuous follow up
and quality control of the program. In addition, an App is a perfect channel to provide
financial education to SGs members or microfinance beneficiaries. The challenge is to
generate long-term saving habits and management skills that will allow users to improve their
financial health and consequently improve their life conditions

Chapter 5

This dissertation concludes with Chapter 5, which summarizes the overall results and
conclusions. We can say that the microfinance sector is under great pressure, but the
pandemic represents a unique opportunity to accelerate the necessary changes in the sector.
The first is to boost investment in digital technologies, as these will play an important role in
advancing financial inclusion and consequently the economic recovery of the most vulnerable
population. This can only be achieved if governments and the private sector work together to
help the unbanked reduce their digital gap by investing first in expanding access to networks
and second in financial education. In addition, international organizations should work
together to provide the necessary regulatory framework to improve the credibility, stability
and integrity of microfinance institutions as well as the protection of the most vulnerable.
From the point of view of academia, cooperation between different research centres in the
development of digital financial education programs aimed at developing countries could be a
good starting point. There is a credible possibility of a new era of innovation that could raise
the standard of living of the most vulnerable population.
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Global poverty, financial inclusion and financial education provide the motivation for
this research. Access to financial services is present in at least five of the 17 Sustainable
Development Goals (SDGs) set by the United Nations 2030 Agenda for Sustainable Growth.
Although in the past few years, the world has seen the most rapid progress towards SDG 1
(No Poverty), the World Bank estimates that there are still more than 800 million people
(7.9 per cent of the global population) that subsist on less than US$1.90 a day, of which 75
million are in Latin America. Most of these individuals are unbanked and rely on local
informal economies. Based on this evolution, it was expected that this figure could decrease
to 6 per cent by 2030, however Covid-19 now threatens to increase extreme poverty in many
countries (PovcalNet, 2020). The coronavirus has not only created a sanitary crisis but also a
deep economic crisis. The current COVID-19 environment has created an unprecedented
challenge for the continuity of microfinance institutions (MFIs), especially small and
medium-sized ones, when their financial services are needed more than ever by
small businesses. The economic and social effects of the pandemic have significantly
impacted women’s autonomy and have highlighted the digital gender gap that still exists in
Latin America.

In this chapter we do a review of the literature of the following topics. First we start
with the microfinance industry (section 1.1) and its recent evolution (section 1.2), followed
by financial inclusion (section 1.3) and the relationship with financial education (section
1.4). In section five, will also briefly cover the topic of information and communication
technologies and how these new technologies could affect the microfinance industry. We
finish in section 1.6 with the effects of COVID-19 on Microfinance.

1.1 Microfinance industry

Financial inclusion has been broadly recognized critical in alleviating poverty and
achieving inclusive economic growth (Deb and Kubzansky, 2012). Several studies show
that access to financial products ensures people are better able to start or expand new
businesses, increase education and improve living standards (Leatherman et al., 2011;
Armendariz and Morduch, 2010). Also access to financial services for both small
entrepreneurs and individuals can lift them out of poverty and contribute to the
community’s economic growth (Solo, 2008).

Microfinance can be defined as a set of activities aimed at providing financial services
to the population that has been excluded from the traditional financial system. These
activities are not simply banking operations; their main objective is to promote the creation
and development of small productive activities and should be conceived as an integral
development tool for the more vulnerable population. The most studied instrument within
microfinance are microcredits.

The origin of microcredits dates to the 60’s but became more popular in early 80s after
Muhammad Yunus, known as the "banker of the poor", foundation of the Grameen Bank in
Bangladesh in 1976 (Yunus, 2003). The absence of formal financial institutions in rural
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areas drove Yunus, who was granted the Nobel Peace Prize in 2006, to develop the idea of
microcredit. In its original vision, the microcredit concept consisted of giving small loans,
primarily to female entrepreneurs at the bottom of the pyramid, for productive and survival
purposes. These women were unserved by the regular banks because of the lack of collateral
or simply because they did not have easy access to banks. The primary purpose was to
provide an alternative way of finance to the oppressive regime of traditional moneylenders,
which was the only source of credit available to the most vulnerable population.
Moneylenders were viewed as exploitative of poor borrowers, often charging usurious
interest rates (Mookherjee and Motta, 2016; Pellegrina, 2011). The final purpose of
providing access to financial services to the unbanked population was to improve the quality
of life of the more vulnerable and to promote entrepreneurship as a way out of poverty
(Morris, Santos and Nuemeyer, 2018).

The core of Grameen Bank innovation was “the group”. Borrowers at most
Microfinance Institutions (MFIs) are organized into groups with joint liability, meaning that
if anyone in the group is unable to repay its loan each other member of the group should pay
for some portion of the loan obligation. This system promotes close monitoring of individual
behavior by the group unlike the banking system and it is based on mutual trust (Karlan,
2007; Ghatak, 2000). Group borrowers tend to be less delinquent than individual borrowers
(Mokhtar, Nartea and Gan, 2009). The group-based approach enables poor people to
accumulate capital by way of small savings and facilitates their access to informal credit
facilities. Microcredit groups usually have weekly or monthly meetings where members
repay their loan instalments and serve both as a social occasion and as an opportunity to
receive financial literacy training.

Yunus’'s second core idea was the focus on women because they are more vulnerable.
Worldwide women have been historically disadvantaged in terms of education, social
exclusion, discrimination, and access to assets or other resources (Demirgiic-Kunt et al.,
2018; Raihan and Uddin, 2018; Fafchamps et al., 2011; Pitt and Khandker, 1998). In
addition, women are considered better administrators than men and are more concerned
about their families. FMBBVA (2019) stated that supporting women means supporting the
following generations. Although women’s access to credit has improved in the last few
years, there is still a strong gap between women and men (Demirgiic-Kunt et al., 2018).
Currently, following the United Nations 2030 Sustainable Development Goals (United
Nations, 2015), various policies and support mechanisms are being implemented to elevate
the status of women to fulfil international recommendations.

Since Grameen Bank was created, MFIs have expanded rapidly all around the world
with the primary mission to alleviate poverty by giving small loans, primarily to female
entrepreneurs (Yunus, 2003). According to the Microfinance Barometer 2018, MFIs reached
all around the world in 2017, 139 million low-income clients with a loan volume of US$114
billion. Table 1.1 displays microcredit activity by country.
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Table 1.1 Top ten countries by number of borrowers and loan portfolio

Number of Total credit
beneficiaries (USS billion)
(million)
India 50.9 17.1
Peru 5.1 10.8
Vietnam 7.4 7.9
Bangladesh 25.6 7.8
Colombia 2.8 6.3
Cambodia 2.4 8.1
Pakistan 5.7 1.8
Mexico 6.8 4.4
Brazil 35 2.6
Philippines 5.8 1.3

Source: Author’s own compilation, from Microfinances Barometer 2018

Latin American countries comprise half the list in terms of volume of credit. Peru, with
a total volume of US$10.8 billion, ranks first in Latin America and second after India. India
and Bangladesh are top of the list in terms of the number of beneficiaries.

Lately MFIs have undergone a huge transformation, offering a wider range of financial
products and services and many of them have become formal/regulated institutions
(Gutierrez-Nieto and Serrano-Cinca, 2019; Giné and Karlan, 2014; Van Rooyen, Stewart
and de Wet, 2012; Hermes and Lensink, 2011). Microfinance Institutions can be classified
in three different groups: deposit-taking institutions like commercial banks, credit-only non-
deposit taking institutions and informal organizations. The latter category includes savings
groups (SGs), club pools and financial services associations and this is the area where we
are going to concentrate our research (Kodongo and Kendi, 2013; Kirkpatrick and Maimbo,
2002).

1.2 Microfinance recent evolution

Although much economic and financial literature has highlighted the importance of
microfinance as a factor in development, there is an intense debate about its effectiveness as
a development tool (Maity, 2019; Ditcher, 2007). Some researchers even suggest that
microcredits may have a negative impact on the most vulnerable (Cull, Demirgiic-Kunt and
Morduch, 2018; Cull and Morduch, 2018; Bateman and Chang, 2009; Vogelgesang, 2003;
Prahalad and Hammond, 2002) being over-indebtedness and lack of financial education
some of the main problems (Bali and Varghese, 2013; Berge et al., 2012). Authors like
Gutiérrez-Nieto and Serrano-Cinca (2019) believe microfinance is a robust banking idea but
not an anti-poverty intervention on its own. Pollin and Feffer (2007) suggested that credit
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accessible to poor people is a laudable aim, however as a tool against global poverty,
microcredit should be judged by its effectiveness.

In recent years the efficiency, scope and effectiveness of microfinance have been
questioned (Hudon et al., 2019, 2018; Hermes and Hudon, 2018; Gutierrez-Goiria et al.,
2017; Mader, 2017; Banerjee, et al., 2015; Daley-Harris, 2009; Ditcher, 2007; Cohen, 2003).
Theory and evidence have revealed concerns about the real impact of microcredits on the
alleviation or reduction of poverty (Cull, Demirgiic-Kunt and Morduch, 2018). There are
concerns that the microcredit market may be saturated and that intense competition between
MFIs may be pushing customers into over-indebtedness (Risal, 2018; Schicks, 2014, 2013;
Angelucci et al., 2013; Hulme, 1997)). MFI applying aggressive lending practices to extend
the borrower base, is causing “over indebtedness” and “loan overlapping” (Haldar and
Stiglitz, 2016). In addition, some microcredits research experts pointed out the MFIs high
interest rates, high transaction costs and the risk of over-indebtedness (Hermes and Hudon,
2018; Morduch, 2017; 2016; Roodman and Morduch, 2014; Angelucci et al., 2013; Hudon
and Ashta, 2013; Hudon and Sandberg, 2013; Kappel et al., 2010). In addition, a new
generation of more rigorous impact research studies using randomised control trials have
found no evidence that microcredits increase household income, but only that microfinance
is helping the beneficiaries to deal with their circumstances (Banerjee et al., 2015; Tarozzi et
al., 2015; Crepon et al., 2011). The literature review of Cull et al. (2018) shows only modest
average impact on microcredits customers or zero impact on the poverty of clients
(Roodman, 2012). In addition, Duvendack et al. (2011) performed a meta-study, revising 74
papers, and found that almost all of them used weak methodologies, inadequate data, or lack
of rigor. On the other hand, supporters of microcredit argue that it helps to improve
qualitative factors such as the empowerment of women (Shivaprasad, 2020), access to
education, and improvement of other social aspects that transcends the immediate
surroundings of the lenders (Simanowitz and Walther, 2002).

Gutierrez-Nieto and Serrano-Cinca (2019) reviewed 1874 papers published from 1997
to 2017 to perform a scientometric analysis of the microfinance field. The study identified
the evolution of the trend topics in microfinance research: the most recent ones are financial
inclusion, social entrepreneurship and Islamic microfinance. The classic topics remain, such
as mission drift, as well as long-standing ones such as efficiency, outreach and
sustainability.

In the last few years, scandals like “Compartamos” IPO in 2007 and Andhra Pradesh in
2010 are producing a microfinance industry crisis. India’s state Andhra Pradesh ceased all
collections on microcredits after 30 suicides caused by the pressure to repay their loans
(Mader, 2013). Banco Compartamos, one of Latin America’s leading banking institutions
has been seen as a successful example of a microfinance institution going public but
Compartamos offering has raised serious concerns in view of the huge profits it produced
for shareholders in the IPO. They argue that the aid money that was granted to
Compartamos in its early years has been used to enrich private investors. The balance
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between social and commercial objectives is raising debate on ethical issues regarding
making profits from the Bottom of the Pyramid (Ashta and Hudon, 2012).

Given that donors and governments want to ensure the social return of development
aids, the investment in impact assessment in development programmes is no longer a
marginal issue and has become a strategy itself. Between 2013 and 2016, investment in
impact assessments of development aid programmes grew by 385 per cent: in 2016, it was
US$22.1 billion (Global Impact Investing Network (GIN, 2018).

Financial inclusion is a complex field and unrealistic expectations might lead to
misaligned priorities and disappointments. Decision-makers should clarify their positions on
financial inclusion, regarding the benefits they expect it to bring to whom and how (Mader,
2017).

In the case of microfinance, donors must judge whether providing the poor with access
to financial services yields a sufficient social return compared to alternative poverty
alleviation efforts.

1.3 Financial Inclusion

Account ownership is one of the most common indicators for establishing the level of
financial inclusion. In 2011, the World Bank (WB) launched a Global Findex database that
covers more than 140 economies. Although real progress has been made in expanding
financial inclusion, between 2011 and 2017 the number of people worldwide with a bank
account grew by 1.2 billion (see Figure 1.1), there are still 1.7 billion adults (31 per cent of
the global adult population), most of them in developing economies, that remain unbanked
(Demirgiic-Kunt et al., 2018).

Figure 1.1 Evolution of account ownership (2011-2017). Adults with an account (%)
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Source: Authors ‘own compilation using Global Findex database 2017

37



Chapter 1. State of Art

Not surprisingly, the unbanked population in all the countries show similar
characteristics: lower income and lower education than the population at large; they are
young, 30 per cent of adults with no account are aged 15 to 24, 62 per cent have little or no
education and 47 per cent are unemployed. Additionally, most unbanked adults are women,
as seen in Figure 1.2.

Figure 1.2 Unbanked populations ranked by level of education,
gender and employment status(%)

Adults without an Adults without an Adults without an
account by gender account by level of account by labor force
(%), 2017 education(%), 2017 penetration (%), 2017
44 56 38%
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Woman ~ ¥Man K High school or postsecondary 4 Employed or seeking work

Source: Authors ‘own compilation using Global Findex database 2017

Other important results of the Global Findex 2017 are the most common reasons for not
having an account. The principal one is the lack of money; 66 per cent of adults without an
account identified this as the primary reason, and 20 per cent said it was the only reason.
Other reasons include (in order of diminishing importance): no necessity for an account;
accounts are too expensive; financial institutions are located too far away; lack of enough
credit information; lack of trust in financial institutions and religious reasons (Mookherjee
and Motta, 2016; Giné and Karlan, 2014; Karlan, Ratan and Zinman, 2014). In other
occasions the problem is that they are excluded by other members of the group (Marr, 2004;
Hulme and Mosley, 1996). However, there is also the case that although they are
creditworthy, micro-entrepreneurs have no interest in borrowing from formal institutions
because they do not understand or trust the banking system (Ciravegna, 2006), or they do
not have a “savings culture” (Adusei, 2013; Van Rooyen, Stewart and de Wet, 2012; Ashraf,
Karlan and Yin, 2006; Duflo et al., 2006; Benartzi and Thaler, 2004). In addition, the rural
poor use of their bank accounts is very limited due to financial illiteracy and several other
problems (Sen and De, 2018).

In recent years more people have gained access to financial services. A remarkable case
is India, where adults with accounts increased to 80 per cent in 2017, thanks to the
cooperation between government and private institutions. India’s biometric identity
schemes, and government benefit programmes paid through accounts, had helped to increase
financial inclusion. In the same period, in Africa 232 million accounts were added.
Concretely, in Kenya, mobile financial services are offered by mobile network operators,
and mobile money accounts do not need to be linked to an account at a financial institution.
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This has helped to increase account ownership to 72 per cent of adults in just a few years
(Raman, 2018).

Regarding borrowing money, most borrowers in high-income economies rely on formal
financial institutions, while in developing economies is only an 18 per cent. They tend to
borrow money from family or friends (see Figure 1.3) and use other sources of informal
lending (Demirgiic-Kunt et al., 2018).

Figure 1.3 Adults borrowing money in 2017 (%)
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Nevertheless, the number of poor entrepreneurs who access microcredits remains low
(Ammar and Ahmed, 2016; Bateman and Chang, 2009; Banerjee and Duflo, 2007;
Simanowitz and Walther, 2002). There is still a large population who are financially
excluded for several reasons: they may not have access to MFIs, or are not creditworthy
(Hulme and Mosley, 1996); they are excluded from group-lending projects by other group
member or the requirements for granting the loan cannot be met, or the minimum amounts
are too high (Kirkpatrick and Maimbo, 2002; Mosley, 2001). Also, many creditworthy
micro-entrepreneurs have no interest in microcredit financing because they fear the
sanctions for non-payment. These people are the most risk-averse, and they do not
understand the concept of borrowing nor do they have a savings culture (Urquia-Grande and
del Campo, 201; Adusei, 2012; Van Rooyen et al., 2012; Ashraf et al., 2006; Duflo et al.,
2006; Benartzi and Thaler, 2004).

In the past few years, there has been an increase in joined research regarding financial
inclusion and microfinance, as demonstrated by the number of articles found in the Web of
Science (see Figure 1.4).
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Figure 1.4 Research in financial inclusion and microfinance
(Number of publications per year)
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1.4 Microfinance and Financial Education

Recent research shows that financial education is a key element for increasing financial
inclusion. Even in developed economies, the level of financial literacy has a major impact
on financial stability (Kaiser and Menkhoff, 2017; Lusardi and Mitchell, 2014). Citi
Foundation (2011) suggests that most micro borrowers do not have the necessary skills to
properly use their loan proceeds and many of them just use the microcredit for basic
consumption needs. Sen and De (2018) point out that only a few credit beneficiaries had
received any sort of financial training. For example, authors such as De Mel et al. (2014);
Bali and Varghese (2013); Verrest (2013); Berge et al. (2012); Karlan and Valdivia (2011);
Mclntosh et al. (2011) and Gubhert and Roubaud (2005), have studied the impact of
different microfinance programs implemented with compulsory training in business and
conclude that financial education improves financial outcomes when given a microcredit
.The strong links between financial and accounting literacy and the levels of success in
managing microcredits have attracted considerable attention from researchers in the field of
cooperation programs. However, research on this issue remains scarce, as demonstrated by
the number of articles written about financial inclusion, microfinance and financial
education found on the Web of Science (see Figure 1.5).
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Figure 1.5 Research in Financial Microfinances and Financial Education (Number of
publications per year)
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In addition, financial education helps the population acquire the necessary competencies
to make informed and appropriate decisions, as well as enabling them to defend their rights
as financial consumers (OECD, 2019). Moreover, financially literate citizens have a greater
capacity to understand economic and social policies adopted within their economies
(Fernandes et al., 2014). Therefore, financial educational in poor households should be
considered a key investment because it carries the potential of lifting them out of poverty
(Sen and De, 2018).

In some countries, financial capability or financial literacy tends to be confused with
entrepreneurship. They are different things but related: people are unlikely to be able to set
up and run a business if they cannot manage their personal finances; but running a business
also requires a separate set of knowledge and skills (Mundy, 2011).

Alliance for Financial Inclusion (AFI) managed to put together policy makers and
regulators from 96 countries under the G20 event (Gabor and Brooks, 2016) with the
purpose of creating a new framework of regulation, to integrate consumer protection and
financial literacy (AFI, 2015). Risal (2018) recommends that new policies, strategies, and
regulatory frameworks should be applied to MFIs regarding the level of tolerance of
indebtedness of their credit beneficiaries.

Researchers agree that the impact of training programs improves when tutoring is
adapted to the needs of micro-entrepreneurs. The problem is that micro-entrepreneurs in
developing countries rarely use management skills in accounting or inventory control to
manage their business (Urquia-Grande and del Campo, 2017; McKenzie and Woodruff,
2014). Nevertheless, it is becoming more popular for MFIs to offer non-financial services
such as training in business, technical, and social skills together with financial products.

Additionally, to evaluate the impact of financial education, authors such as Kalra,
Mathur and Rajeev (2015) have developed a Microfinance Clients Awareness Index (MCAI)
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based in two pillars: Awareness and Skills. Awareness covers loan basics and insurance
basics, Skills sub-pillar include basic computing skills, financial skills and comparing
products. All together there are 13 indicators. The MCAI could be useful to compare
different MFI and could permit country rankings. It can also serve as a tool to drive
governmental policies.

Finally, lack of financial skills is one of the main problems for micro-entrepreneurs
when managing their micro-business. Basic accounting is essential, as it provides
information on which to base decisions and to plan, forecast and control (Lépez-Sanchez et
al., 2020; Fernandes et al., 2014; Tang and LaChance, 2012). It has been proven that
financial education improves micro-credit beneficiaries’ financial outcomes (Lopez-Sanchez
et al., 2020; Drexler, Fischer and Schoar, 2014; de Mel, McKenzie and Woodruff, 2014;
Deb and Kubzansky, 2012; Karlan and Valdivia, 2011). The impact of training programs
improves when tuition is adapted to the micro-entrepreneur’s needs and context.

Therefore, financial education must be identified as a priority by governments and the
different involved institutions. But raising financial education levels among the most
vulnerable population is not easy, can be very expensive and takes time. Coordination and
long-term planning among the different actors are needed.

1.5 Information and Communication Technologies (ICTs)

The world is currently under a profound digital revolution, characterized by unstoppable
technological advances (Indra, 2016). This digital revolution, that comprises mobile
communications and new ICT solutions, also affects microfinance industry. Mobile phones,
and more concrete smartphones, have increased exponentially in recent years, mainly due to
the global investment on mobile network and the design of low-price devices. Seven out of
ten homes belonging to the poorest 20 per cent of the population have a mobile phone
(Perlman, 2017). Access to basic infrastructure and broadband connection has also been
growing rapidly. GSMA (2019) estimates that more than 82 per cent of adults in high-
income economies have access to the Internet but only 40 per cent in developing countries.
This percentage goes down to 28 per cent for the poorest 40 per cent of the population. SDG
9 (Industry, Innovation and Infrastructure) is the goal that reveals the largest gap between
developed and developing countries. This highlights the need to accelerate investments in
technology and innovation globally and to boost capacities and skills.

McKinsey and Company (2016) confirms that banks, telecom companies, and other
providers are already using mobile phones to offer basic financial services to customers.
“Mobil Banking” will provide the unbanked with a wider and appropriate set of digital
financial products and services that will help to accelerate social development without the
need for major investment or additional infrastructure.

“Mobile money”, for example, allow people to make payments using their mobile
phones, even with simple text-based phones and without having a traditional bank account.
Moving from cash-based to digital payments has many potential benefits for both senders
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and receivers. It can improve the efficiency of making payments by increasing the speed of
payments and by lowering the cost of disbursing and receiving them.

Ontiveros et al. (2014) affirm that new technologies can improve financial inclusion
with less expensive financial services models. Pérez-Estébanez, Urquia-Grande and
Rautiainen (2017) found that micro entrepreneurial total assets are connected with the level
of management accounting, ICT level and ICT adoption. The poorest in rural areas will
benefit from more accessible and efficient financial services, such as branch-less banking
models, mobiles payments and e-training methods, more dynamic, innovative and cost
effective. Moving from cash-based to digital payments has many potential benefits for both
senders and recipients. For example, payments should be digitalized, and private companies
and the government should pay wages or Conditional Cash Transfers (CCT) through
accounts (Raman, 2018). The enormous growth of mobile banking has created a new
opportunity to expand financial services to population living in remotes areas (Ammar and
Ahmed, 2016). Mobile money accounts may help reduce the gap between developed and
developing economies in terms of financial inclusion. The way to increase account
ownership is to improve the level of financial education, to increase trust in financial
institutions and to encourage the use of mobile banking reducing the level of cash payments.
Even in rural areas, many unbanked adults have devices that allow them to make and receive
payments. The most important challenges ahead are to reach those who are still excluded, to
increase account use in a safe way by increasing digital and financial literacy of the new
account's holders.

1.6 COVID-19 and Microfinance

COVID-19 Pandemic was first reported in December 19 and in March 20 the World
Health Organization (WHO, 2020) declared a global pandemic. The coronavirus has not
only created a sanitary crisis but also a deep economic crisis. In other to reduce the virus
transmission most countries imposed strict lockdowns. The mobility restrictions are
affecting every company and person all around the world but more deeply the most
vulnerable population. COVID-19 now threatens to increase extreme poverty in many
countries (United Nations, 2019).

The pandemic affected Latin America and the Caribbean very severely because of the
region's structural vulnerabilities: more people working in informal markets and in sectors
that require physical proximity, as tourism, insufficient health care systems and finally
unequal access to digital tools. The International Monetary Fund (IMF) estimated a 7.4 per
cent decrease of Gross Domestic Product (GDP) in the region in 2020. The social and
human costs of the pandemic have been enormous. It is estimated that more than 18 million
people have been infected and about 17 million people have fallen into poverty. Peru is the
worst country in the region with a 12 per cent decrease in GDP (IMF Blog, 2021).

Employment in the Latin America and the Caribbean remains below pre-crisis levels
reaching an unemployment rate of 10.4 per cent in 2020. Inequality has also increased in
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most countries of the region; the estimated unemployment rate for women reached 22.2 per
cent in 2020. The economic and social effects of the pandemic have significantly impacted
women's autonomy. The female labour force participation rate in Latin America and the
Caribbean fell by 6 percentage points in 2020, losing 10 years of progress (CEPAL, 2020c).
More than 55 per cent of women in the region work in the sectors most affected by COVID-
19 crisis, including accommodation and food service activities sector (associated with
tourism).

Despite this situation, IMF is estimating a regional GDP growth forecast for 2021 of 4.1
per cent due to better-than-expected vaccination campaigns, growth prospects for the United
States and higher prices for some commodities (IMF, 2021).

During the last few months, the lockdowns have forced vulnerable population to
embrace new digital technologies but this new situation presents opportunities and
challenges. For example, part of the low-income population did not have or did not use
banks accounts. The World Bank (2020) estimated that during 2018, 81 per cent of
purchased retail in Latin American was conducted with cash. Even if they had a bank
account, they withdraw the money as soon as their wages or subsidies are paid into the
account. This situation is changing and Mastercard has reported that approximately 40
million people across Latin American have become banked over the past few months
(MasterCard, 2020). The Governments subsidies and CCT have been critical in reducing the
use of cash and encouraging the opening of new bank accounts and therefore increasing
financial inclusion. Some of the programs that have been implemented recently in Latin
America are:

1. Peru has just launched a National Identity Card Account. The government will open
accounts using the National Identity Card (NID) numbers. The purpose of this new
law is that every citizen will have a digital savings account at Banco de la Nacion in
line with the objectives and guidelines of the National Financial Inclusion Policy.
The accounts are being used for government payments, transfers, and
reimbursements, including those related to COVID-19 (EI Peruano, 2021).

2. In Mexico, migrants in the United States will be able to open bank accounts remotely
at Banco del Bienestar, while their families in Mexico will be able to open their own
accounts and withdraw money in pesos. This new policy aims to attract both
migrants and remittance recipients to the banking system and facilitate remittance
transfers, which are the livelihood for many low-income households in the country.

3. New payment models are expanding throughout Latin America. Transactions are
carried out with the help of resources such as the QR code which can be used, for
example, to identify the payer. Brazil, Mexico and Peru have recently moved
forward with multi-bank payment projects. For example:

* In Brazil, the instant payment system, PIX, will allow to send and receive
amounts in real time from a variety of media, including mobile applications.
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When a payment or transfer is made, the money will immediately go to the
recipient's account. The government has been using PIX to transfers subsidies
related to COVID-19. These initiatives had helped to decrease of 73 per cent
in the number of people with no bank account in Brazil (CEPAL, 2020b).

*  Mexico's CoDi went live in early 2019. CoDi® is a platform developed by
Banco de México to facilitate payment and collection transactions through
electronic transfers using cell phones. CoDi® uses QR code and NFC
technology to facilitate cashless transactions for both merchants and users
(Banco de Mexico, 2020).

* In Argentina, despite the digital wave driven by COVID-19 pandemic, there
is still a strong preference for cash. Mercado Libre, the region's largest e-
commerce platform, is offering in-store cash withdrawal services through its
Mercado Pago digital wallet and QR code (CEPAL, 2020a).

The current COVID-19 environment has created an unprecedented challenge for
microfinance institutions, especially small and medium-sized ones, at a moment when their
financial services are needed more than ever by small businesses. In response to the
pandemic most MFIs around the world have tried to help their customers to cope with the
new situation, easing loan conditions, postponing repayments, implementing a moratorium
or loan restructuring to clients who request it. The ability of borrowers to repay loans will
determine the MFT's ability to survive the pandemic. Other aspect is the reduction of lending
levels. It can be caused by the reduction of client demand, increasing client risk or MFI
reducing the levels of risk tolerance. This raises concerns about the impact on low-income
clients who depend on microfinance for their livelihood. For the moment, this flexibility
allows MFIs to avoid worse outcomes as they try to adapt and work through the crisis.
However, it raises a question: For how long will these measures be sufficient?

The Consultative Group to Assist the Poor (CGAP) conducted a Global Pulse Survey of
Microfinance Institutions during September to December 2020 (GGAP, 2021) with the
purpose to identify the challenges that MFI are facing. More than 399 microfinance
institutions participated in at least one part of the survey. The survey highlighted the risk
of deterioration of loan portfolios and MFI liquidity levels. CGAP's global survey data show
strong increases in the number of nonperforming and restructured loans, but also strong
capitalization that mitigates the risk of insolvency in most MFIs.

Portfolio at risk greater than 30 days (CeR>30)i.e. loans more than 30 days past
due has increased a 41 per cent compared to a pre-pandemic baseline of June 2019. The
survey also noticed that the size of the MFI matters; small MFIs show levels of CeR>30
almost twice as high as larger institutions. If restructured loans are added to the level
of CeR>30, the "distressed portfolio" by the end of May 2020 reached almost 50 per cent
among their respondents.
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Declining portfolio quality is not the only risk that threatens the solvency of MFIs. If
there is a decline in loan demand or lenders' risk appetite that eventually reduces portfolios,
MFIs may not be able to generate sufficient income to cover expenses. Finally, due to the
lookdown most MFIs employees work from home or have reduced working hours forcing
MFIs expanding the use of remote channels to reach clients. About one-third of
MFTIs participating in the survey have increased their call centre operations or their digital
channels. The pandemic has highlighted the digital gap that still exists in Latin America.
(GGAP, 2021).

As COVID-19 pandemic drags on, there is a growing concern about the impact on
microfinance institutions (MFIs) and their clients. Many Latin-American governments
responded quickly with recommendations for freezing interest, delaying loans repayments
and economic subsidies for low-income population mainly provided via digital channels.
The ability of borrowers to repay loans will determine the MFI's ability to survive the
pandemic.
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Abstract

Financial inclusion remains a key political issue. Since microcredit first captured public
attention, Microfinance Institutions (MFIs) have expanded rapidly all around the world.
Although much economic and financial literature has highlighted the importance of
microfinance as a factor of development, there is also an intense debate about its effectiveness
as a development tool. This chapter is a descriptive analysis of the microcredit state of the art
contrasted with the fieldwork done in Peru. A qualitative research methodology was used; 29
in-depth face-to-face interviews with different microfinance agents: MFIs, NPOs,
microfinance associations, and microfinance customers in Peru. Peru has been chosen because
it has a dynamic and well-regulated microfinance sector with more than 70 entities
specialized in microfinance. Though statistical generalization is not possible, interview data
provides rich and contextual evidence, which is often missing from a quantitative research
approach. This chapter highlights the importance of financial and accounting education in
microcredit beneficiaries and how it can be enhanced in the digital age. COVID-19 pandemic
has forced vulnerable population to embrace new digital technologies and has highlighted the
digital gap that still exists in Latin America but this situation presents opportunities and
challenges.

This present study contributes to the debate over how to improve microcredit intervention's
impact on the more vulnerable and identifies some unique insights into the interrelationships
of financial education and financial inclusion. The results of the present study confirm that
financial and accounting education are key elements in financial inclusion.

Keywords: financial inclusion, microfinance institutions, economic development and
financial education.
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2.1 Introduction

The Microfinance industry was born to fill the gap in financial inclusion of the most
vulnerable population. Financial inclusion has been broadly recognized critical in alleviating
poverty and achieving inclusive economic growth. It is in this context that Muhammad Yunus
developed the idea of microcredit in early 80s in Bangladesh. This concept consisted in giving
small loans to the bottom of the pyramid with the objective of improving their quality of life
(Yunus, 2003). The primary purpose was to provide an alternative to the oppressive regime of
traditional money lenders. In the following decades, microfinances institutions (MFIs) started
offering a wider range of financial products and undergone a tremendous change from NPOs
(Non-Profit Organizations) to regulated financial entities improving the level of efficiency
and sustainability (Bibi et al., 2018; D Espallier et al., 2017; Gutierrez-Goiria et al., 2017),
but at the same time losing part of their initial mission.

Today, Yunus’s vision is being questioned and the impact of microcredit on marginalized
people remains debated. Although much economic and financial literature has highlighted the
importance of microfinance as a factor in development, there is also an intense debate about
its effectiveness as a development tool. Morduch (2017, page 1) argue that “Microfinance has
proved robust as a banking idea but not as an anti-poverty intervention”. Pollin and Feffer
(2007, page 1) also concluded “Making credit accessible to poor people is a laudable aim. But
as a tool for fighting global poverty, microcredit should be judged by its effectiveness, not
good intentions”. A variety of studies provide evidence that other factors are also very
important to explain poverty reduction such as: quality of the institutions, monetary stability,
sustained growth, job creation, foreign trade (Acemoglu and Robinson, 2012; Rodrik et al.,
2004); social policies based on conditional cash transfer (CCT), and so on (Biderbost and
Jiménez, 2016).

In addition, donors and governments are demanding more evidence of the effectiveness
of development aids experiences (Van Rooyen et al., 2012; Hermes and Lensink, 2011;
Biderbost and Jiménez, 2016). Researchers are making great efforts to provide evidence of
the impact of microfinance, but in general it is difficult in social sciences to provide robust
evidence (Lacalle and Rico, 2007; Hulme, 1997). Some researchers even suggest that
microcredit can have a negative impact on the most vulnerable and suggest that employment,
not microcredit is the solution (Blattman and Ralston, 2015; Bateman and Chang, 2009,
Karnani, 2007, 2006), or that the impact is very limited (Cull, et al., 2018; Prahalad and
Hammond, 2002). Recent research suggests that the low impact of micro credits in the life of
the poor can be among others partly due to the low level of financial education (De Mel et al.,
2014; Karlan and Valdivia, 2011). Therefore, the microfinance model must be reviewed in
order to identify the key factors that might help to increase the impact on the more vulnerable
with a broader view. What really matters is identifying the conditions under which MFIs
work best, what is the most adequate model, technology, and institutional environment for
microfinance institutions and their clients.
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Undeniably, there is a close relationship between economic development and financial
inclusion (Deb and Kubzansky, 2012). That is the reason why financial inclusion remains a
key political issue and eradicating poverty in all its forms is one of the primary goals of the
United Nations (UN) 2030 global agenda. The United Nations Development Programme
(UNDP) main objective is to strengthen the rule of law and promote human rights. One of the
stated objectives is “Access to finance by poor and vulnerable groups is an important tool for
poverty reduction”. Such access can empower them by building their asset base, support
income-generating activities and expand their range of choices. In this context, the purposes
of this chapter are to understand the effectiveness of microfinance institutions in alleviating
poverty, and to identify current challenges to improve impact on microcredit beneficiaries.
However, single solutions continue to be inadequate in confronting the prevalent problems of
poverty (Leatherman et al., 2011).

This chapter includes in the first part a bibliographic review and contextualisation of
microfinance industry in Peru. In the second part we cover the fieldwork carried out in Peru.
This consisted of 29 semi-structured interviews and face to-face discussions done with
different microfinance agents: MFIs, NPOs, microfinance associations and microfinances
customers. The 29 interviewers have been carefully selected based on their specific roles
allowing us to get a full picture of the microfinance market in Peru.

We chose Peru because it has a dynamic and well-regulated microfinance sector
compared with other countries in Latin America. Currently, there are over 70 entities
specialised in microfinance with an outstanding loan portfolio of US$ 10.8 billion and more
than 5 million borrowers (Microfinance Barometer, 2018). Following the advice of BBVA
Microfinance Foundation, that has several MFIs all over Latin American countries, we
selected three MFIs in Peru due to the differences in size and organizational models. We
visited MiBanco, which is the largest MFIs in Peru, and Financiera Confianza (FC), together
they have more than 40 per cent of market share. Representing the world of NPO we visited
ADRA, an international organization focused on women savings groups. We examined their
commercial models, target segments, offered services and their potential for archiving their
mission of alleviating poverty. In addition, we selected the more active MFIs Associations
and finally, to better understand the microfinance context, we also visited some microfinance
customers in the area of Lima. Lastly, we highlight our findings and define interesting
recommendations and conclusions that emerged from our research study. This present study
contributes to the debate over how to improve microcredit intervention impact on the more
vulnerable and identifies some unique insights into the interrelationships of financial
education and financial inclusion.

Hence, the main aim of the chapter is to find the answer to the following research
question:

RQ 2.1: What do Microfinance actors claim are the key factors for improving financial
inclusion?

59



Chapter 2. Mind the Gap in Financial Inclusion! Microcredit Institutions fieldwork in Peru

2.2 State of the art
2.2.1 Peru context

We chose Peru because it has a dynamic and well-regulated microfinance sector. The
microfinance industry in Peru has contributed to the development of the Peruvian economy
and benefited the general population. Over the past decade, Peru has been one of the fastest-
growing economies in South America, with an average annual GDP growth rate of 5.9 per
cent (World Bank, 2019). Currently, there are over 70 entities specialised in microfinance. In
relation to Government and Policy Support for Financial Inclusion, Colombia and Peru hold
the top two spots in 2019 in the overall rankings developed by Global Microscope on
Financial Inclusion. This index analysed the working environment for microfinance, the
regulatory system, the competitive and innovative market, and client protection. Part of Peru’s
success in microfinance can be attributed to prudent regulation and strict supervision,
balanced with limited government intervention (Chen, 2017).

The Peruvian economy, the seventh largest in Latin America, has experienced a structural
change in the past three decades. Currently, the services sector is the main contributor to the
country’s GDP driven by telecommunications and financial services, which together account
for nearly 40 per cent of GDP. In addition, Peru ranks on the top countries in terms of
entrepreneurship (Global Entrepreneurship Monitor, 2019). However, the country still has a
long way to go towards modernisation and competitiveness. In addition, competition has
increased significantly in recent years, pushing MFIs to improve efficiency and sustainability.
Although the rate of non-performing loans and write-offs has decreased, there are still a 10
per cent of non-performing loans.

The use of cash is extensive throughout the region, owing to the high level of informal
business in Peru. Half of the population receive their wages in cash and, in terms of
transactions, 96 per cent pay for services and invoices with cash. In addition, people with an
account do not use it frequently; only 17 per cent make regular transactions throughout the
month, while this percentage rises to 65 per cent in more developed countries. Peru accounts
for one of the most successful collaborative initiatives between financial institutions,
government and telecommunication companies: the design and construction of a shared
infrastructure for mobile payments called BIM. BIM is a digital app for making payments via
mobile phones that aims to reach the unbanked in remote areas.

Microfinance institutions are present at the national level, with a growing number of new
agencies, correspondent’s agents and the ‘shared window’ network run by the “Banco de la
Nacion”. These new initiatives have allowed MFIs to reach people living in rural and remote
areas who were previously excluded from financial services.

At the end of 2018, the total loan proceeds reached 45,308 million soles, representing an
increase of 8.7 per cent from the previous year. The non-performing loans were 5.83 per cent.
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Microcredits to small businesses and micro-enterprise comprised 42.88 per cent of the total
loan proceeds. In terms of customers, MFIs provided 36.27 per cent of credit to small
businesses followed by Cajas Municipales with 34.56 per cent and MiBanco with 19.68 per
cent (ASOMIF, 2019).

2.2.2 Financial inclusion in Peru

The Microfinance industry was born to fill the gap in financial inclusion of the most
vulnerable population. Since Grameen Bank was created in 1983 Microfinance Institutions
(MFIs) have expanded rapidly all around the world with the primary mission to alleviate
poverty by giving small loans, primarily to female entrepreneurs (Yunus, 2003). According to
the Microfinance Barometer 2018, MFIs reached in 2017, 139 million low-income clients
with a loan volume of US$114 billion.

Latin American countries comprise half the list in terms of volume of credit. Peru, with a
total volume of US$10.8 billion, ranks first in Latin America and second after India. India and
Bangladesh are top of the list in terms of the number of beneficiaries. (Microfinance
Barometer 2018)

Account ownership is one of the most common indicators for establishing the level of
financial inclusion. In 2011, the World Bank (WB) launched a Global Findex database that
covers more than 140 economies (Demirgiic-Kunt et al., 2018). The 2017 database shows
that more people in Peru have gained access to financial services. Bank account ownership
has increased from 20 per cent in 2011 to 43 per cent in 2017. Both banks and non-banks
increased their presence in rural areas and also helped the new channels such as mobile
money and online platforms. Indeed, much of the progress can be attributed to the financial
inclusion policies taken place after the Maya Declaration, which set a target of 75 per cent
account ownership by 2021 (AFI, 2015). Notwithstanding considerable progress, gaps
remain. For example, the number of bank accounts in Peru are below the Latin America
average of 54 per cent and below the world global average of 69 per cent. Gender gap in
account ownership remains. The difference between men and women not having an account
was 17 per cent in 2017 (Demirgiic-Kunt et al., 2018). In Peru, a large poor population live in
remote areas and the only way to access financial services is by using new technologies, such
as digital payment or mobile money accounts. During the pandemic, the Peruvian
government has opened accounts using the National Identity Card (NID) numbers in Banco
de la Nacién with the purpose that every citizen will have a digital savings account. The
accounts are being used for government payments, transfers, and reimbursements, including
those related to COVID-19 (El Peruano, 2021).

Moving from cash-based to digital payments can have many potential benefits for both
senders and recipients (Ontiveros et al., 2014) but the rural poor use of their bank accounts is
very limited due to financial illiteracy and other problems (Sen and De, 2018).
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The enormous growth of mobile banking has created a new opportunity to expand
financial services to population living in remotes areas (Ammar and Ahmed, 2016). Mobile
money accounts may help reduce the gap between developed and developing economies in
terms of financial inclusion. The way to increase account ownership is to improve the level of
financial education, to increase trust in financial institutions and to encourage the use of
mobile banking reducing the level of cash payments. Even in rural areas, unbanked adults
have devices that allow them to make and receive payments. The most important challenges
ahead are to reach those who are still excluded, to increase account use in a safe way by
increasing digital and financial illiteracy of the new account's holders.

As COVID-19 pandemic drags on, there is a growing concern about the impact on
microfinance institutions (MFIs) and their clients. Many Latin-American governments
responded quickly with recommendations for freezing interest, delaying loans repayments and
economic subsidies for low-income population mainly provided via digital channels.
The ability of borrowers to repay loans will determine the MFI's ability to survive the
pandemic.

2.2.3 Financial Education

The lack of financial skills is one of the main problems for micro-entrepreneurs when
managing a micro-business. Basic accounting is essential, as it provides information on which
to base decisions, and to plan, forecast and control (Fernandes et al., 2014; Tang and
LaChance, 2012).

Most researchers agree that the impact of training programmes improves when tuition is
adapted to the needs of micro-entrepreneurs. For over a decade, Freedom from Hunger (FFH)
in cooperation with different MFIs all around the world have offered an integrated financial
and education product, called Credit with Education for population in the bottom of the
pyramid. Credit with Education services focus on group lending for women because of their
economic and domestic roles within the household. It provides participants with small loans,
and education in business management and other topics such as health and nutrition. Evidence
from Credit with Education programs indicates that many of the desired impacts have been
achieved. The key figure is the field agent that are usually from the local area and responsible
for providing training during the regular association meetings. Their role is to be a facilitator,
not a teacher. This methodology is very interesting but is not scalable given that customers
live in remote rural areas and field agents must cover long distances with poor infrastructure.
The main training contents are health, food and basic business skills. Business education
introduces women to the concepts of “profit and loss,” “adding value,” *

“selling strategies,” “market evaluation,” “inventory management” and more (Fiala, 2018).
Vor der Bruegge et al. (1999) have done a cost analysis of three years of four different Credit
with Education programs to estimate the cost of education in addition to the cost of village
banking. They come out to the figure that the cost of education is between 6 and and 10 per
cent of the total cost of the programme. For example, the annual cost per served client in

managing money,”
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Bolivia was $63.82. The cost analysis suggests that eliminating the “extra education” could
only save $3.51 per client per annum.

In the same line, Microfinance-Plus programs are becoming more popular among MFI’s.
They also offer non-financial services (training in business, technical and social skills) in
addition to financial services (credit, savings, insurance, transfer and payments). In this line,
Garcia and Lensink (2019) analysed a sample of 478 MFIs in 77 countries. Twenty-five per
cent of the MFIs offer business services together with microcredits to improve managerial
process (accounting, finance, marketing, etc). The problem is that micro entrepreneurs in
developing countries rarely use management skills as accounting or inventory control
(McKenzie and Woodruft, 2014).

Therefore, financial education must be identified as a priority for governments and the
different institutions involved. But raising financial education levels among the most
vulnerable population is not easy, could be very expensive and takes time. Coordination and
long-term planning among the different actors are needed.

2.3 Methodology

Our research methodology followed qualitative, descriptive and interpretative case
research (Vaivio and Sirén, 2010; Lacalle and Rico, 2007). The research is based on data
analysis, a review of the literature and semi-structured interviews and discussions with key
microfinance actors in Peru. We selected Peru for our fieldwork because it has a dynamic and
well-regulated microfinance sector. The fieldwork carried out in Peru consisted of 29 semi-
structured interviews and discussions done face-to-face with different microfinance agents:
MFIs, NPOs, microfinance associations and microfinances customers. We analysed three
MFTs that were selected due to their differences in size and organizational models. Finally, to
better understand the country context, we also visited some microfinance customers in the
Lima area. The summary of these interviews is in section 4. Several types of data (mixed
data) have been used. We have gathered information directly from the interviewees and
observation in an exploratory and inductive manner (Rautiainen et al., 2017; Taylor and
Bogdan, 1984). To offset any subjectivity and support our analysis, we analysed multiple
recent reports and research studies such as Global Microscope on Financial Inclusion (2019),
Microfinances Barometer (2018), Global Entrepreneurship Monitor (2019) and the Global
Findex (2017). Though statistical generalizability is not possible, in-depth interview data
provides rich and contextual evidence, which are often missing from a quantitative research
approach (Yong, 2019). Differences in training practices at MFIs may reveal differences in
the underlying financial inclusion and impact of microfinance. The possible interviewees bias
is reduced after two hours of face-to-face interviews with the researcher.

Furthermore, our analysis is based on understanding the behaviour of organisational
actors, which was gained by observations during the interviews and through discussions,
meetings, emails, phone calls and qualitative analysis of follow-up interviews about training
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and microfinance. We focused on four areas: financial inclusion, financial education,
selection and monitoring of beneficiaries, and strategies for addressing technological
innovations.

2.4 Case-study fieldwork research

We visited three MFIs in Peru: MiBanco, which is the largest MFIs in Peru, Financiera
Confianza (FC), and ADRA. Three microfinance associations were also interviewed and
finally, five NPOs working in the sector of microfinances (See annex 2.1 for the technical
sheet of interviewers). Our findings are analysed and discussed in this section. Finally,
recommendations for the future are defined. Interviews were carried out in Spanish and the
selected extract translated into English by the authors.

2.4.1 Microfinance institutions

2.4.1.1 MiBanco

MiBanco, with a 25 per cent market share, is one of the leading microfinance institutions
in Peru. It is the result of the merger of Financiera Edyficar and MiBanco in 2014 and its
mission is to transform the lives of customers through financial inclusion, thus contributing to
the economic growth of Peru.

MiBanco has more than 714,400 customers, who are mainly micro and small
entrepreneurs. It is the largest institution offering loans in the 0-150 thousand soles range,
with a market share of 26.07 per cent in this segment. It has the biggest branch network in
Peru, with 328 branches across the country and 5,713 credit officers. It also accounts for the
largest network of collaborators (10,130) in Peru.

Interviewee 1 informed us that, in order to increase the impact of microcredits, they also
offer a wide range of non-financial services, including financial education. Some examples of
recent initiatives in this area are first, the university exchange programme MiConsultor,
which provides consultancy services for micro-entrepreneurs and the virtual education
through the ‘Campus Virtual Romero’. Second, financial education workshops jointly
developed with the German Foundation focused on improving the use of cash and budgeting
process of credit beneficiaries. Third, a program developed together with the Inter-American
Development Bank’s Multilateral Investment Fund (MIF) that grants US$3 million to a
project that will provide training to more than 100,000 women micro entrepreneurs and small
business owners in Peru. Half of Peru's GDP is generated by small and microenterprises, and
women lead over 40 per cent of these companies. “Investing in these women makes good
business sense for the Peruvian economy and for the microfinance industry” (Interviewee 1).

“We are also worried by the increase in competition that is causing high customer
rotation and over indebtedness. Banking agents, who have direct contact with the customers,
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are key figures in MiBanco and training programmes focused on retention of these agents,
are also being developed” (Interviewee 1).

2.4.1.2 Financiera Confianza (FC).

Financiera Confianza (FC), that belongs to Banco Bilbao Vizcaya Argentaria
Microfinanzas Fundation (FMBBVA), is one of the leading microfinance entities in Peru. It
has 149 branches across the whole of Peru and serves around half a million customers. FC
provides a wide range of financial products and services, including financial education. They
primarily focus on women and young people under 30, which are the population with the
highest poverty rates.

FMBBVA has developed a new methodology called Productive Finance that allows loan
officers to reach the entrepreneurs with all the information using tablets; it is like carrying the
branch office in a mobile device. They share a cloud technology solution, a banking hub with
multi-device mobile that allows them to provide online services, document digitalization and
collect data. The platform helps them to do the follow up and realize impact assessment
(Interviewees 2 and 3).

During the interviews they shared with us their customer profile and strategy.

“The characteristics of our customer base are: 60 per cent are women, 45 per cent have
primary education, 32 per cent live in rural areas and only 19 per cent are under 30 years
old. We focus on women because they are more vulnerable, are considered better
administrators than men and are more concerned about their families. We believe that
supporting women means supporting the following generations. Although women account for
60 per cent of the group’s customers, they only represent 54 per cent of the total credit
amount” (Interviewee 4).

They also described the important role and challenges of the frontline officers.

“Frontline officers or banking agents are key figures in MFIs, because they have direct
contact with the customers. They have variety of functions: identify and provide information
to potential customers, develop together with the customer the loan applications, and provide
financial education to customers” (Interviewee 5).

Financiera Confianza (FC) focused its efforts in 2017 on retention and training
programmes for banking agents. One of these programs was developed by Food for Hunger
(FFH). It was an integrated education program within the MFIs to improve skills to frontline
officers in several regions. The courses cover consumer protection, group facilitation
techniques for delivering non-formal education and microcredit product management on line.
In addition, to improve the capacities of supervisors and branch offices coordinators, the
Foundation has developed a “School for Managers” program certified by ESAN University,
in Peru that teach part of the content and validate skills in risk management, personnel
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management, sustainability, commercial strategy, client experience and new technology
trends (Interviewee 5).

They highlighted the importance of financial education. FMBBVA believes that
education is the only mechanism that can help improve micro-finances impact and reduce
vulnerability; therefore, they have developed different education programmes. Some
examples of lending with training programmes are shown below:

* ‘Palabra de Mujer programme’ is a group-lending product designed for
vulnerable women, includes financial training given at each monthly payment
meeting. These trainings are run by branch managers and banking officials trained
in conducting financial education (Interviewee 5).

*  ‘Ahorro para todos programme’ (APT) is a group-saving product with a financial
education component, which is also designed for women in rural areas who want
to improve their standard of living. Since launched, APT has gained more than
2,850 clients and trained more than 13,700 people in financial issues. The
education programme uses puppets and theatre games to teach savings culture
through play, and are also held in Quechua, which is the women’s native language
(Interviewee 5).

* ‘Echemos Numeros programme’ operated by Bancamia (Colombia). This
programme provides the necessary skills for better money-management and to
make better financial decisions. The programme includes financial assessment
and/or face-to-face workshops given by the field agents (Interviewee 6).

One of the issues that arose in the interviews was the long process to assess the credit
rating of customers given that they do not have any accounting records and work in the
informal economy.

Front-line officers work with customers try to produce pro-forma financial statements
and complete the credit application forms (Interviewee 5).

Finally, they are also concerned about the low customer retention rate that most MFIs are
facing, which has been partially caused by the increase in competition and lack of financial
education.

This is a common problem for MFIs. The retention rate of micro-entrepreneurs is very
low. It has been proven that in order to increase the microcredit impact customers should stay
with the institution longer periods. “Clients, who were poor when they joined Financiera
Confianza, crossed the poverty threshold after two years of working with the institution”
(Interviewee 4).

2.4.1.3 Microfinance Customers. San Juan Préceres FC Branch, Lima, Peru

We visited three customers of Financiera Confianza (FC) in their premises and followed
a semi-structured interview (Annex 2.2). They all have a long relationship with FC and agree
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that the financial education provided with the credit by FC has been a key element in
managing their finance and their business.

Customer 1. Motor Bike Taxi

“We have a long relationship with FC and agree that thanks to the support and credits
provided by FC we have been able to make our business grow in a sustainable way”
(Interviewee 7).

Customer 2. Retail Shop and Taylor made clothes

“We mostly appreciate the support given by the credit officers, helping us to make the
credit application and providing business and financial training” (Interviewee 8).

Customer 3. Shoe repair Shop

“Regarding accounting, the formal accounting is done by an external firm, but we keep
control of records by hand. We agreed that an accounting app could be helpful, but we are
afraid to lose the control of our information” (Interviewee 9).

1.4.1.4 ADRA Peru

The third institution we visited was the Adventist Agency for Development and
Assistance Resources (ADRA). This is one of the largest non-governmental aid organisations
in the world, with a presence in more than 120 countries. It has worked in Peru since 1965
and focuses on projects that benefit people in poverty.

“Our microfinance project uses a community-banking methodology that focuses on
female entrepreneurs. This model combines communal loans with education. The educational
component focuses on all areas of client development, including the family, the community
and business. Currently ADRA has more than 17,000 female customers, of whom 12 per cent
live in rural areas and the rest in peri-rural areas” (Interviewee 10).

2.4.1.5 Banco de la Nacion, Peru

Banco de la Nacion is a stated own bank with the largest branch network in Peru whose
mission is to provide financial services to citizens also living in rural remote areas and to
promote financial inclusion through modern technology and self-sustaining management.

Within the framework of the state's social inclusion policy, the Bank plays an important
role in vulnerable populations, thanks to its important infrastructure with multiple channels
throughout the national level. Most MFI’s used this wide network to reach their customers. In
addition “the share window network™ plays an important role in money transfers granted by
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the government in relation to Social Programs (CCT) : JUNTOS, Pension 65 and Contigo
(Interviewee 11).

2.4.2 Microfinance associations

2.4.2.1 CEFI-ASBANK

CEFI is a non-profit educational organisation, belonging to ASBANC, the Peruvian
Banking association. It provides financial education, specialisation, research and other
services that enhance financial skills. It also promotes government specialisation and
modernisation in areas that can impact financial inclusion and competitiveness of the country.

CEFI collaborates in designing and providing different education programs depending on
the level of poverty, location, gender, and special situations but is difficult to value the level
of the acquired financial skills (Interviewee 12). Some examples of these programs are:

1- “CUNA mas” is a program developed by the Ministry of Development and Social
inclusion (MIDIS) whose objective is to improve the health of children under
three years in extremely poor areas. They provide information regarding, health,
nutrition, early learning skills.

2- “Programa Juntos” is one of the most important Conditional Cash Transfer (CCT)
government program launched in Peru in 2005. The program was targeted to the
most vulnerable population in rural areas. The condition to get the CCT was that
parents of children of less than five years must take their children to regular health
checks. The training was done in schools, social places or private houses and the
objective was to get a minimum education to be able to set up a business and
graduate from CCT programs. The problem is that there are not enough
instructors. Recently in 2017 CEFI developed a training programme targeted to
graduates of the CCT, "Programa Juntos” focus on basic accounting, and cash-
flow management. The first experiment took place in Piura in collaboration with
the University of Piura and the results were very challenging. They considered
that most of the people that attended the training program was prepared to set up
their own business and apply for a micro-loan (Interviewees 12 and 13).

CEFI also produces financial education training material: “Aprendiendo a cuadrar
cuentas”, “Finanzas en mi colegio”, “Historietas de Educacion financiera‘“and “Plan de
Negocio”. All these materials cover the following issues: Differentiate family and business
accounts, how to use a savings account, improving trust in financial institutions, basic
accounting (recording transactions, cash-flows and budgeting process) and selling and
marketing.
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2.4.2.2 COPEME

COPEME, founded in Peru in 1991, is a decentralised network of NGOs that aims to
strengthen micro and small enterprises through business development services and inclusive
microfinance. Institutions associated with COPEME are NPOs located across the country and
are dynamic agents in their local economies. COPEME channels international cooperation
development projects.

COPEME’s long experience in public policy allows them to suggest best practice
intervention models but they are not happy with the achievements in financial inclusion
although there is a National plan where most players are involved. Financial education and
MFT Institutional sustainability are the main pillars of the National plan (Interviewee 14).

Over the past few years, COPEME has run cooperative projects for managing risks in
small and medium-sized MFIs and for developing technologies for financial inclusion (TEC-
IN). The purpose of this programme is to increase financial inclusion using mobile phones
and computer technology. These programmes aim to lower the costs of access to financial
services in the rural population through mobile devices, including phones and computer
systems. The project incorporates databases from COPEME'’s strategic partner EQUIFAX
regarding non-conventional customers, including records to credit providers and services in
rural areas. This makes it easier to make risk assessments of potential customers (Interviewee
14 and 15).

2.4.2.3 ASOMIF

ASOMIF Peru is the national association of regulated non-bank financial institutions and
has been a key figure in the definition and implementation of e-money in the Peruvian
microfinance sector. ASOMIF’s member organisations serve over 3.5 million clients with a
loan portfolio of over US$10.3 billion. ASOMIF also assists its members with client
education initiatives. Its mission is to help their associates achieve sustainable growth,
represent them in national and international institutions and provide members with a portfolio
of services.

One of the most successful collaborative initiatives between financial institutions,
government and telecommunication companies, has been the construction of a shared
infrastructure for mobile payments. The design and implementation of the BIM project
‘billetera movil’ aims to reach the unbanked in remote areas. BIM is a digital app for making
payments via mobile phones. Although moving from cash to digital payments is difficult in
developing countries it must be promoted because of the potential benefits for both senders
and recipients. In addition, it can improve efficiency and security of the transactions. The
platform also aims to promote savings.
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Other initiatives of the Peruvian Government's superintendent of Banking, Insurance and
Pension Funds (SBS) to prevent over-indebtedness is an online tool that allows users to
monitor the status of their debts. This includes five-year of credit information: rating, total
debt, interest paid from different institutions. Although the tool is freely available only a 10
per cent of borrowers in 2017 checked their information (Interviewee 16).

2.4.3 Other Non-profit Organisations (NPOs)

2.4.3.1 BBVA Microfinance Foundation (FMBBVA)

BBVA Microfinance Foundation (FMBBVA) is a non-profit entity belonging to the
Spanish bank Banco Bilbao Vizcaya Argentaria (BBVA). FMBBVA operates in five
countries in Latin America, through six MFIs. In 2018 the group signed off USD 1,44 billion
in credits to 2 million vulnerable entrepreneurs. It is the biggest philanthropic organization in
the region (FMBBVA, 2019).

The purpose of the Foundation is “to promote sustainable and inclusive economic and
social development for disadvantaged people through Responsible Productive Finance”
(FMBBVA, 2019). “We have been awarded for our contribution to SDG5 “Gender Equality”
during the “ODS Awards”, for designing a specific and innovative strategy for the 1.2 million
women in Latin America” (Interviewee 17)

“Another of the Foundation’s initiatives is to promote good corporate governance and
we have designed a Code of Corporate good practices. This Code provides a set of standards
and principles for board members and management of microfinance institutions with are
fundamental to tramnslate principles of good corporate governance into practical action”
(Interviewee 17).

“The Foundation has developed a cloud technology solution, with multi-device mobile
system that allows us to collect data in order to generate social impact indicators and obtain
impact assessment. Every year we publish the “Social Performance Report” with complete
information of the actions and results of the six institutions belong to the group (FMBBVA,
2019) (Interviewee 18 and 19).

2.4.3.2 CODESPA

CODESPA is a Development NGO with more than 30 years of experience. Formed by a
group of professionals and experts in different disciplines committed to the development of
all areas of life (economic, social and human) of the poorest people.

In Peru, CODESPA is mainly working with the tourism sector helping art-craft
entrepreneurs in extremely poor areas to understand their business and their value proposition.
They were also involved in an entrepreneurship project that consisted in a $1,000 grant
together with education. The training was done by CEFI using a new gamming methodology.
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It covered the development of a business plan and was given individually. More than 1,200
people attended, and the experience was very promising given than in a few years period a
high percentage of the companies that attended became a medium size company (Interviewee
20).

One of the projects they were running in Guatemala in 2017 was “ENTRE TODOS”.
Groups of people that save and periodically contribute a quantity of money to the group to
form a common fund that will give loans among their own members. Given that most of the
population is illiterate, the primary objective of the project was to help these groups improve
their financial skills to understand the fundamentals of how cooperatives work, as well as
gaining a basic knowledge of budgeting and operational control. This allows them to generate
profits for themselves and have access to liquidity to cover their basic survival needs, as well
as enable members to access micro-loans for investment provided by the group (Interviewee
20 and 21).

2.4.3.3 Fundacion AFI, Madrid

Fundacion AFI is a NPO created by Analistas Financieros Internacionales (AFI) in 1999.
Its mission is to promote financial education, innovation and inclusion in Spain and
developing countries.

In 2014 AFI published a very interesting book with Fundacion Telefonica called
“Microfinanzas y TIC. Experiencias Innovadoras en Latinoamérica that cover the future
challenges of MFIs and TICs” (Ontiveros et al., 2014) (Interviewee 22).

2.4.3.4 Inversion and Cooperacion” (I and C)

“Inversion and Cooperacion” (I and C), is a private foundation born from a Spanish
family business group, Expert Timing Systems (ETS) specialized in financial advisory and
TechRules * a financial technology company.

“It is our goal since the beginning to leverage on these 30 years expertise through our
foundation to promote social inclusion through financial education and technology at the
base of the pyramid “(Interviewee 23).

They believe that trust among families and friends are a commonly underestimated key
human value on which strong self-sustainable cooperation projects can be developed.
However, most cooperation projects today fail to respect this critical principle of respect, thus
harming sustainability self-sufficient persons, families, communities, and countries. Lending
money without previous education and savings habits or giving goods for free, generate
dependency and bad habits.

+www.techrules.com
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I and C designed a program called “Saving for Learning” based on the community
lending groups model with the purpose of starting a trend of self-sustainable improvement in
the quality of life of families living in poverty (Interviewee 23).

“Educating to generate long-term saving habits and management skills is our challenge.
We have designed a practical financial education program based on a safe flexible,
transparent, inexpensive and profitable way to save, targeting groups of 10 to 50 people
linked by strong bonds of trust. I and C applies a self-finance and self-managed socio-
economic inclusion model which does not begin by external credit, but by promoting
community savings. A solution based on four pillars: financial education, self-financing
through savings, self-management and technology” (Interviewee 23).

I and C decided to apply new ICT technologies to make financial services more
accessible, convenient, and safe and developed an advanced cloud-mobile technology. The
main purpose of the platform was to help group members to manage their weekly meetings
more efficiently (savings, paid-in capital, loans, interest received and due) and to improve
financial education by new innovative cost-effective teaching methods. In addition, their
Qmobile online platform is used to train group members and program coaches (Interviewee
24).

“The “Saving for Learning" program was implemented in Peru and Ecuador. Ecuador is
the largest one with more than 400 savings groups and 9.000 members. All without the
intervention of any credit officers. Managed by the groups themselves with the advice of our
coaches. The main beneficiaries of these savings groups are vulnerable woman” (Interviewee
25).

2.4.3.5 Accion Emprendedora, Peru

“Accion Emprendedora” 1s a team of volunteer professionals committed to the
development of Peru. Their mission is to transmit knowledge in business management to
entrepreneurs by necessity, so that they have more opportunities of success. Their vision is to
transform the lives of Peruvian micro-entrepreneurs through a business development program
which links the best of their talent with the knowledge and experience of volunteer
professionals. Entrepreneurs can access specialized training programs given by experience
volunteers, they share their talent by joining the professional team of advisors, teachers and
mentors (Interviewee 26).

2.4.4 Other institutions

2.4.4.1 ESAN University Peru

ESAN University has an important role in Higher Education and collaborates in several
educational projects targeted to woman in rural areas like “Project Pro-Mujer". Pro-Mujer is
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a women’s development program with counselling sessions related to health, food and basic
education. They use mobile clinics to reach clients and their families living in remote areas.

“We believe that if we help woman, it can transform the lives of their families that
become healthier and more educated” (Interviewee 27).

Individuals are increasingly using mobile phones to access many different services, but
half of the Peruvian population is still unable to take full advantage of the services potentially
available. The Internet coverage in Peru rural areas has increased in the past few years thanks
to the high investment and government support but still do not cover de 100 per cent of rural
territories.

“I believe that ICTs will help improving financial inclusion with less expensive financial
services. ICT’s revolution will help rural population accessing education, public services and
digital payments” (Interviewee 28).

The university is also involved in entrepreneurship programs delivered by university
students as part of their social responsibility program (Interviewee 29).

2.5 Findings Discussion, Recommendations and Conclusions
2.5.1 Findings discussion

The main findings from these interviews with local MFIs and other microfinance
institutions making a traceability of each result with the issues arisen in the interviews which
are the following:

Firstly, they all agree that MFIs relational model is very expensive given the number and
size of loans, and that many customers live in remote rural areas. Banking agents or front-line
officers are the sales force, the revenue generators and the MFI’s interface with clients,
therefore training and retaining them should a priority (Interviewees 1,4, 5,9, 10 and 11).

Secondly, the low customers retention rate reported by FC, only 20 per cent of their
customers remain with the MFI for more than 2 years (Interviewees 1, 4, 5 and 6). Clarity of
the underlying factors of drop out is essential in other to re-address the MFI efforts in terms of
customer experience, product flexibility, financial education and so on. Some of the reasons
for drop out are health problems, business failure, group problems and that banking officials
move to another MFI and take their customers with them (Burgon et .al, 2012). Given that
client contact relies heavily on the banking agents, retention and training programmes of these
agents are vital.

Thirdly, intense competition in Peru is causing over-indebtedness and a high customer
rotation (Interviewees 1, 4, 11 and 16). A 2010 report carried out by the Centre of
Microfinance at the University of Zurich, highlighted the risk of over-indebtedness in Peru in
line with Kappel, Krauss and Lontzek (2010) and McIntosh and Wydick (2005). In 2016,
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Smart Campaign published a report on Peruvian consumers showing that rural consumers
spend 35 per cent of their monthly income on debt repayment and 16 per cent are late on their
payments.

Fourth, people in rural areas resist opening accounts because of the lack of trust in the
financial system and other reasons. Becoming part of the financial system requires customers
to change their habits and increase trust on institutions, which can take time (Interviewees 2,
8, 14 and 17).

Fifth, all interviewees agree that education is the only tool that can improve situations of
vulnerability and improve the microcredit impact, in line with Kaiser and Menkhoff (2017)
and Karlan and Valdivia (2011). Educational materials should cover the following issues:
Differentiate family and business accounts, how to use saving accounts, improving trust in
financial institutions, basic accounting (recording transactions, cash-flows, and budgeting
process) and selling and marketing (Interviewees 12 and 13).

In addition, training methodology should be adapted to local cultures and be provided at
relevant moments, for example with credit. Given that front-line officers work with
customers, helping them to produce pro-forma financial statements and complete the credit
application form, is an excellent moment to train them in accounting and financial products
(Interviewee 5 and 8). Another interesting finding is that most MFI's had developed different
types of training programmes with high involvement of university students and lecturers, this
is a way to bridge the gap between Higher Education Institutions and the real world in line
with Yunus (2003).

If training is well designed, it will have a positive impact (Fiala, 2018; Masino and Nifio-
Zarazua, 2016; Drexler et al., 2014). Its primary role is to provide essential information on
financial products and how to manage cash-flow (Interviewees 1, 4, 10, 12, 14, 20, 23, 26, 27
and 29).

The interviewees pointed out that governments should be responsible for providing an
appropriate institutional framework (Interviewees 12, 14 and 22) in line with Acemoglu and
Robinson (2012). Trust in the institutions, regulatory environment, modern infrastructure, and
communications, are among the conditions that play a key role in improving financial
inclusion. Corporate governance is another important issue (Interviewee 17). MFIs must
consider whether the whole organisation is achieving their mission efficiently and sustainably
(Gutierrez-Goiria et al., 2017). Government and banking institutions should work together to
increase digital financial inclusion within an appropriate framework. A good example of
cooperation is the “Billetera Movil” (BIM) project (Intervieweesl2, 14 and 15) a digital
payment product that has recently been launched in Peru. They aim to improve the use of
digital and mobile technologies as a tool to increase financial inclusion.

One recent example of public-private collaboration in Latin-American is the
Locfund Next: the first permanent regional vehicle, managed by local managers, dedicated to
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providing local funding and digital transformation support to MFIs. Google funded $8 million
through the Inter-American Development Bank's Innovation Lab (IDB Lab) that additionally
provided $4.5 million. This increases the capital available for SMEs to access formal
microcredit and, as a result, strengthen their economic recovery and accelerate the post-
COVID-19 economic recovery process (IDB Lab News, 2021).

2.5.2 Recommendations

Based on the interviews, results discussion, research reports and fieldwork in Peru, we
define some broad recommendations in relation to financial inclusive products and financial
education programmes. We will differentiate our target population by the level of poverty:
extreme poverty (less than US$1.9 a day), poor population (less than US$3 a day) and
vulnerable (between US$3 and US$10 a day) (Interviewees 12 and 13). Each group will
receive a different type of education.

Traditional financial education can impact some financial behaviours, but it is very
expensive and not very effective (Kaiser and Menkhoff, 2017). The impact of training
programmes improves when tuition is adapted to the micro-entrepreneur’s needs (Bali and
Varghese, 2013). However, the cost of providing individual financial education can be
prohibitively high. In addition, it is difficult to persuade many people to attend these
programmes. Therefore, it is necessary to design cost-effective training programmes using
ICTs (Interviewees 11,15, 22, 23, 24 and 28), (Ontiveros et al., 2014; Kauffman, and Riggins,
2012).

Our first recommendation is to establish differentiated strategies for different levels of
poverty (Interviewees 8 and 9). Depending on the level of poverty, different approaches in
terms of products and financial and accounting education should be offered in order to
optimise financial inclusion. In addition, education programmes should be simple and
attractive, personalised to individual needs, and, ideally, in line with their specific financial
decisions. Table 2.1 shows the type of education that should be offered depending on the level

of poverty.

Table 2.1 Financial inclusive Education per level of poverty

Education Program Extremely Poor m Vulnerable

Basic training on skills

Introduction to financial
products

Basic accounting and
financial education

Source: Author’s own

If we really want to increase the impact of microfinance, the government, NPOs and
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MFTs should take different approaches depending on the target population’s level of poverty.
Different financial products should be offered depending on the customer’s needs and profile.
For example, CCT programmes and primary education is the responsibility of the government
and should cover all the extremely poor population, for example “Programa CUNA and
JUNTOS” Peru. Group financing credit with education, particularly for women living in rural
areas are very interesting training programs provided by NPO and MFI’s. This specific
education programme should be designed and delivered weekly or monthly when the
instalments are paid. Finally, MFIs should focus on the more promising and sustainable
‘upper micro’ that have better chances to create jobs and survive. In this segment of the
population individual’s loans and savings accounts should be offered together with financial
education and basic accounting. The focus group will be micro-entrepreneurs and the training
should coincide with their financial decisions (Table 2.2).

Table 2.2 Financial inclusive products per level of poverty

Extremely Poor | Poor | Vulnerable

CCT “Programa Juntos”

Saving groups programs v 4 v
Opep an account or v v
mobile accounts

Saving Accounts v v
Credit with education 4 v v
Digital Payments v v
Individual microcredit v
SME Loan v

Source: Author’s own

2.5.3 Conclusions

Financial exclusion is both a result and an obstacle to the development of the poorest
populations and their communities but opening a bank account or accessing to finance
through MFIs is only part of the challenge. Without the necessary financial skills, it is
impossible for micro-entrepreneurs to manage their loans, make correct decisions and ensure
their businesses grow in a sustainable way. It is often assumed that account ownership is the
mayor cause of financial inclusion, but our analysis shows that it is the correct use of financial
products what makes the difference in improving the lives of the more vulnerable. Some of
the ways to increase financial inclusion is to improve the level of financial education, to
increase trust in financial institutions and to encourage the use of mobile banking.
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We have selected different MFIs in Peru and other microfinance stakeholders
(associations, foundations, NPOs and customers), which are essential to cover the different
points of view from the more institutional to the micro beneficiaries of microfinance
institutions.

Financial inclusion and the quality of education in many of Latin America countries are
still very low in comparison with developed countries. The lack of financial and accounting
skills is one of the main problems for micro-entrepreneurs when managing their micro-
business. It has been proven that financial education improves micro-credit beneficiaries’
financial outcomes and is a critical issue to fully achieve financial inclusion (Drexler, Fischer
and Schoar, 2014; de Mel, McKenzie and Woodruff, 2014; Karlan and Valdivia, 2011).

The impact of training programmes improves when tuition is adapted to the micro-
entrepreneur’s needs (Bali and Varghese, 2013). When and how training is provided is even
more important than the content. More dynamic, innovative and cost-effective training
methods should be developed. MFIs front line offices are a key figure in the microfinance
process and should have the appropriate training in order to retain and add value to customers.
Finally, we are currently experiencing a profound digital revolution, characterised by
unstoppable technological advances. This digital expansion also affects microfinance, which
has been strongly driven by the rapid adoption of mobile communications and the
development of new ICT solutions. Innovative and less expensive financial training
programmes must be designed using ICTs technological advances (podcast, educational
videos), in line with Gutierrez-Nieto and Serrano-Cinca (2019). In addition, it will be possible
to access and train the most vulnerable population in remote areas at a lower cost through
mobile phones. QMobile platform developed by I and C is a good example of how technology
can improve savings groups outcomes. There are a variety of implementations for MFI, to
extent financial and accounting education according to the level of poverty; they should invest
on banking agent’s education and digital tools. In addition, if the level of accounting
education improves, loan default will decrease improving MFI performance and
sustainability.

Mobile money accounts will also help reducing cash payments. New interbank payment
models are expanding throughout Latin America with the goal of making money transfers
between individuals and businesses faster, easier and always available using electronic
devices, especially smartphones. Some examples of mobile money are: the BIM project in
Peru, the instant payment system, PIX in Brazil and the Mexico's CoDi electronic transfers
that went live in early 2019. Banks and regulators have been working on these projects for
months, but it is now, with COVID-19, when these projects have taken on great urgency.

Undeniably there is a close relationship between economic development and financial
inclusion, however, recent research suggests that having an account does not necessarily
imply better financial health. Financial inclusion must be measured not only by access to
financial products but, more importantly, by their quality and use. Digital inclusion should
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cover a robust Internet access, affordable devices, financial literacy and finally, appropriate
contents and applications.

We can say that the microfinance sector is under a great pressure, but the Pandemic
represents a unique opportunity to invest in digital inclusion in Latin American. Digital
technologies will play an important role in accelerating the economic recovery of the most
vulnerable population. This can only be accomplished if governments and private sector work
together to help the unbanked reduce their digital breach.

As contributions of the chapter, we could classify then in contributions for practitioners,
academics and development institutions. For practitioners, the use ICTs must be further
incorporated in their daily contacts with the beneficiaries from the initial stages of risk
evaluation to the management of the monthly meetings were training on-line should be
promoted, and more important for the impact assessment. As an example of good practices
are FMBBVA and I and C. For academics, new qualitative research practices have been
proposed with a technical sheet and a semi-structured questionnaire together with new
training approaches for the different types of poverty groups. For the international
development institutions, we suggest that all the actors involved such as government, NPOs
and MFIs should work together to provide the necessary framework for increasing stability
and integrity of financial institutions, promote the use of new technologies for financial
inclusion and education, and finally provide protection of the more vulnerable. Cooperation
among the different actors is the only way to achieve economic growth in a sustainable and
inclusive way.

Our study has several limitations. First, the generalizability of our findings is restricted
by our focus on Peru. These results should, of course, be interpreted with caution, as they
may be idiosyncratic of the period and region. A second potential limitation is that the
information gathered through interviews was at one point in time, whereas the technology and
MFIs evolution is a dynamic process. Finally, we have focused on financial education and
ICT but there are other factors that can affect MFIs’ impact on the more vulnerable. The data
we present in this report dates before the pandemic, so it does not account for COVID-19
potential impacts. The pandemic especially affects developing countries with weaken public
health and low education. One of the four transformation lines suggested by SDG is
Education, Gender, and Technology. COVID-19 crisis has accelerated the use of digital tools
and remote education. Countries should continue investing in these areas.

These results legitimize the authors to continue exploring on this area. There is a need for
more research that can assist both lenders and borrowers achieve jointly economic growth in a
sustainable and inclusive way. Future research lines include the design and implementation of
financial and accounting training materials using ICT’s.

In the face of all the actual uncertainties, the priority for countries should be to ensure
adequate resourcing of health systems, including vaccination and testing. The second is to
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continue to support the vulnerable sectors most affected by the pandemic and to consolidate
the recovery that is so far uncertain.
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Abstract

Although real progress has been made improving the financial inclusion of the most
vulnerable, there is still a long way to go if we observe the levels of success in managing
financial products. This research is an attempt to raise awareness of the importance of
financial and accounting literacy in financial inclusion and how it can be enhanced in the
digital age. Firstly, our research has analysed different financial education programmes
recently delivered by microfinance institutions. Secondly, the authors have designed a basic
accounting tool that has been tested in three Spanish universities. Our findings show that
participants in the intervention group performed better, proving that the accounting tool
helped them record transactions and enhanced the usefulness of financial and accounting
information. In addition, participants were highly motivated by the experiment, given the
social purpose of our project, and helped them to understand better the situation in developing
countries and the importance of accounting.

Keywords: financial education, accounting training, microfinance, developing countries and
experiments in social sciences.
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3.1 Introduction

Financial inclusion has been broadly recognized as critical in alleviating poverty and
achieving inclusive economic growth. Undeniably, there is a close relationship between
economic development and financial inclusion (Deb and Kubzansky, 2012). Several studies
show that access to financial products allows people to start or expand new businesses,
increase education and improve their living standards (Armendariz and Morduch, 2010;
Leatherman et al., 2011). The benefits of financial inclusion go beyond individuals; it can
reduce income inequality and may also help to accelerate economic growth in a sustainable
way (Banerjee and Duflo, 2007; Xu and Zia, 2012). Access to financial services is present in
at least 5 of the 17 Sustainable Development Goals (SDGs) set by the United Nations 2030
Agenda for Sustainable Growth (UN, n.d.).

Real progress has been made in expanding financial inclusion. The Global Findex
(Demirguc-Kunt et al., 2018) showed that between 2011 and 2017 the number of people
worldwide with a bank account grew by 1.2 billion. However, 1.7 billion adults (31 per cent
of the global adult population), most of whom are women, remain unbanked. In 2017, the
number of women reporting having at least one financial product with a formal institution
continued to be lower than that of men. Although account ownership continues to grow,
inequalities persist. While 72 per cent of men have an account, only 65 per cent of women do
(Demirguc-Kunt et al., 2018). Nevertheless, effective inclusion must be measured not only by
access to financial products but, more importantly, by the use and quality of the products and
services. Karlan et al. (2014) suggest five types of reasons why the poor do not effectively use
financial products: financial illiteracy, transaction costs, lack of trust in banks, social
constraints, and regulatory barriers.

Although much economic and financial literature has highlighted the importance of the
microfinance industry as a key factor for financial inclusion (Maity, 2019), there is an intense
debate about its real effectiveness as a development tool (Mader, 2017). Recent research (e.g.
Karlan and Valdivia, 2011; De Mel et al., 2014) suggests that the low effectiveness could be
related to the low level of financial education that is driving over-indebtedness among
microfinance customers. All of this is affecting the industry’s sustainability and social impact
(Schicks, 2013 and 2014). Many authors have studied the impact of different microfinance
programmes implemented with compulsory training in business skills (Karlan and Valdivia,
2011; MclIntosh et al., 2011; Gubhert and Roubaud, 2011; Berge et al., 2012; Bali and
Varghese, 2013; Verrest, 2013; De Mel et al., 2014). All these studies conclude that financial
education helps improve financial outcomes. Additionally, a study carried out in Ghana also
showed that financial literacy is key in promoting domestic savings (Baidoo et al., 2018).
Also, Kaiser and Menkhoff (2017) highlighted the strong links between financial and
accounting literacy and success in managing microcredits. In summary, there is a growing
awareness of the need to promote changes in the level of financial literacy of individuals and
households to improve their understanding of financial products and risks.

Additionally, new technologies can improve financial inclusion with less expensive
financial services models (Ontiveros et al., 2014). The poorest in rural areas can benefit from
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more accessible and efficient financial services, such as branch-less banking models, mobile
payments and e-training even with simple text-based phones. GSMA (2019) estimates that
only 40 per cent in developing countries have access to the Internet. Seven out of ten homes
belonging to the poorest 20 per cent of the population have a mobile phone. These numbers
can change, and India is a good example. India’s Aadhaar programme and other government
initiatives such as the rural broadband growth at a low cost have contributed to the increase in
internet users and have allowed banks to open accounts for the most vulnerable population.
The Kantar IMRB (2018) found that mobile phones are the main device used to access the
Internet and that 87 per cent are regular users.

Hence, the main aim of this chapter is to find the answer to the following research
questions:

RQ 3.1 How can financial and accounting literacy be boosted in the digital age?

RQ 3.2 It is possible and useful to improve financial and accounting education by using
an accounting ICT tool?

Thus, this chapter includes in the first part a bibliographic review and contextualization of
financial inclusion, and financial education. In the second part, we review different financial
education programmes recently delivered by microfinance institutions. Thirdly, the authors
designed a basic cash-flow template (Annex 3.2) to be used by micro-entrepreneurs in
developing countries. This cash-flow template has been tested with undergraduate business
students of three Spanish universities using a controlled experiment between groups
(intervention and control). A section on methodology, sample, and instrument follows.

In the section on our findings, we show that participants performed better in the
intervention group, proving that the cash-flow template helped them record transactions and
enhanced the usefulness of financial and accounting information. In addition, they were
highly motivated by the experiment, given the social purpose of the project and enjoyed
working on the case that helped them understand the importance of accounting.

3.2 State of the art

3.2.1 Financial education

The strong link between financial and accounting literacy and the success in managing
savings and microcredits has attracted considerable attention from researchers and
practitioners in the field of cooperation programmes. Citi Foundation (2011) suggests that
currently, most micro borrowers do not have the necessary skills to properly use their loan
proceeds and many of them just use the microcredit for basic consumption needs. Sen and De
(2018) point out that only a few numbers of credit beneficiaries had received any sort of
financial training. The lack of financial skills is one of the main problems for micro-
entrepreneurs when managing a micro-business. Basic accounting is essential, as it provides
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information on which to base decisions, and to plan, forecast, and control (Tang and
LaChance, 2012). Alliance for Financial Inclusion (AFI) managed to put together policy
makers and regulators from 96 countries under the G20 event (Gabor and Brooks, 2016) with
the purpose of creating a new framework of regulation, to integrate consumer protection and
financial literacy (AFI, 2015). Risal (2018) recommends that new policies, strategies, and
regulatory frameworks should be applied to microfinance institutions (MFIs) regarding the
level of tolerance of indebtedness of their credit beneficiaries.

As mentioned, recent research shows that financial education is a key element for
increasing financial inclusion. Even in developed economies, the level of financial literacy
has a major impact on financial stability (Kaiser and Menkhoff, 2017; Lusardi and Mitchell,
2014). In addition, financial education helps the population acquire the necessary
competencies to make informed and appropriate decisions, as well as enabling them to defend
their rights as financial consumers (OECD, 2019). Moreover, financially literate citizens have
a greater capacity to understand economic and social policies adopted within their economies
(Fernandes et al., 2014). Therefore, financial educational in poor households should be
considered a key investment because it carries the potential of lifting them out of poverty (Sen
and De, 2018).

Researchers agree that the impact of training programmes improves when tutoring is
adapted to the needs of micro-entrepreneurs. Variables such as whether the trainer was local
or foreign, or if training was voluntary or linked to the credit could also impact the level of
success of financial education (De Mel et al., 2014; Karlan and Valdivia, 2011). Bali and
Varghese (2013) examined several variables and discovered that infrastructure, distance to the
village, and communication problems had the greatest influence on training success. Mandell
and Schmid Klein (2007) analysed motivation in financial literacy and found that personal
motivation significantly increases financial skills. Hilgert et al. (2003) formed a Financial
Practices Index based upon (self-benefiting) behaviour in cash-flow management, credit
management, savings, and investment practices. They found a positive relation between the
results of this index and scores on a financial literacy level suggesting that financial
knowledge is related to financial practices. De Mel et al. (2014) conducted a random control
trial that analysed the impact of business-training courses in conjunction with different types
of financial lending. The training proved more effective for women starting up new
businesses. The problem is that micro-entrepreneurs in developing countries rarely use
management skills in accounting or inventory control to manage their business (Urquia-
Grande and del Campo, 2017; McKenzie and Woodruff, 2014). Nevertheless, it is becoming
more popular for MFIs to offer non-financial services such as training in business, technical,
and social skills together with financial products.

In some countries, financial capability or financial literacy tends to be confused with
entrepreneurship. They are different things but related: people are unlikely to be able to set up
and run a business if they cannot manage their personal finances; but running a business also
requires a separate set of knowledge and skills (Mundy, 2011), as many examples in both
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developed and developing countries of successful entrepreneurs with limited formal
knowledge of ‘financial literacy’ prove.

Therefore, financial education must be identified as a priority by governments and the
different institutions involved. Financial education, in a wide variety of forms, can help
people to become more financially capable (Mundy, 2009). But raising financial education
levels among the most vulnerable population is not easy, can be very expensive, and takes
time. Coordination and long-term planning among the different actors are needed.

3.2.2 Financial education programs

Governments, financial institutions, and non-governmental organizations increasingly use
financial education as a tool to boost financial inclusion. There are many different types of
financial education programmes varying in duration and intensity, from a single hour-long
session to weekly sessions over many months. In relation to curriculum, most of them cover a
broad range of topics, from very basic concepts, such as differentiating between family and
businesses accounts, loan use, profit and loss accounts, basic accountancy, and savings, to
more sophisticated concepts, such as financial planning and commercial strategies. These
programmes are mostly targeted to farmers or to women belonging to savings groups, while
others are designed for a general audience or individuals. Several studies have shown that
personalizing education to specific individuals’ needs, or financial situations makes it more
likely to impact their behaviour (Drexler et al., 2014; Freedom from Hunger, n.d.). These
findings suggest that making financial training coincide with financial decisions will give
participants less of a chance to forget what they learned. In terms of the delivered material,
sometimes a simple cash-flow paper template is handled. Some relevant examples of financial
education programmes recently provided by different MFIs and other organizations are given
below.

Ujjivan Financial Services and Parinaam Foundation (India) developed customized
programmes that consisted in showing a film which raises awareness of issues relating to
over-borrowing and ‘ghost lending’ like Sankalp which means ‘the resolution’, that contains
stories of 15 minutes available in multiple languages and are shown at diverse events, on
cable TV shows, and at group meetings. In addition, the Parinaam Foundation offers a five
week financial literacy programme named “Diksha” (Ujjivan Financial Services, 2019).

At the Institute for Indian Mother and Child microcredits are given in the form of group
lending. Freedom from Hunger, an institution known for its training programmes in
developing countries, designed the training material and delivery model together with the
Indian Institute for Training and Development and the Indian Institute for Management. The
programme is divided into five modules and delivered weekly for four months (Rusina et al.,
2015). The added value of this training programme is its complete range of homework that
attendees have to complete and the development of a new business plan.

Relevant examples of accounting education are the programmes designed by the ILO
(2015). They are mainly targeted to women and have a duration of three days. At the end of
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each day, participants have to complete an evaluation form. They cover general topics such as
over-indebtedness and default, services or how to prepare a budget. They use group
discussions and interactive activities. At the end of the programme, participants are given a
paper template to record and keep track of their family expenses.

FINCA (Foundation for International Community Assistance) offers financial services,
such as small loans or savings accounts to people in remote communities using technology
like mobile phones and tablets, and it also provides access to environmental solutions such as
solar home systems and biomass kitchen stoves. Their programme’s mission is to improve the
socioeconomic situation of the poor and empower women through the promotion of village
group lending. FINCA finances the client’s working capital to help them grow their business.
Additionally, FINCA provides tutoring in relation to savings, deposits, and interest rates. The
organization’s goals also include the clients’ empowerment giving them the opportunity to
participate on the rotating village-bank board (Karlan and Valdivia, 2011). Their training
materials for teaching entrepreneurship contain general business skills and are adapted to the
different locations.

For over a decade, Freedom from Hunger in cooperation with different MFIs all around
the world have offered an integrated financial and education product, called Credit with
Education, for the population at the bottom of the pyramid. Based on long experience
working with MFIs, Freedom from Hunger has improved the methodology, developing
technical modules to help local organizations to incorporate Credit with Education within
their daily operations. The programme services focus on group lending for women because of
their economic and domestic roles within the household. It also provides participants with
small loans, and education in business management and other topics such as health and
nutrition. Business education introduces concepts such as profit and loss, adding value,
managing money, selling strategies, market evaluation, or inventory management. Evidence
from Credit with Education programmes indicates that many of the desired impacts have been
achieved (Freedom from Hunger, n.d.; Vor der Bruegge et al., 1999).

In the same line, Microfinance-Plus programmes are becoming more popular among
MFTIs. They also offer non-financial services (training in business, technical, and social skills)
in addition to financial services (credit, savings, insurance, transfer, and payments). In this
line, Garcia and Lensink (2019) analysed a sample of 478 MFIs in 77 countries. Twenty-five
per cent of the MFIs offer business services together with microcredit to improve managerial
processes (accounting, finance, marketing, etc.). However, micro-entrepreneurs in developing
countries rarely use management skills such as accounting or inventory control (McKenzie
and Woodruff, 2014).

Fundacion Capital designed a tablet-based education application called ‘LISTA App’ that
uses video modules, simulations, and games to teach financial skills and concepts to low-
income women in developing countries. An evaluation of the impact of LISTA showed that
beneficiaries who use the app were more likely to increase savings and increased their trust in
banks (Fundacion Capital, 2017). A successful example of using entertainment to deliver
financial education comes from South Africa. A widely watched soap opera called Scandal is
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used to provide financial education. It consisted of creating some chapters of this well-known
TV series, where the actors were involved in financial troubles: borrowing excessively and
gambling. The impacts on borrowing and gambling behaviour four months after the financial
education messages were very positive. For example, those who watched Scandal were 69 per
cent more likely to borrow through formal versus informal channels. In addition, after the
programmes the number of calls to the financial information hotline increased dramatically
(IPA, 2018).

Another experiment carried out in western Uganda (Kaahwa et al., 2019) showed that the
use of audio media technology (AMT) in the form of radio podcasts and audio CDs for
financial literacy has a positive impact. The participant’s knowledge of personal finances,
saving, loan acquisition, and making payments significantly improved after attending the
AMT training. Results also revealed that participants that listened to the radio broadcasts in
groups obtained better results than their counterparts who listened individually.

3.2.3 Cash-flow template and case study

In line with Mandell and Schmid Klein (2007), personal motivation significantly increases
financial skills and the results demonstrate that financial knowledge improves with financial
practices. For this reason, the authors have developed a very practical training material,
comprising a case study and an Excel template, to be used by micro-entrepreneurs with
virtually no knowledge of accounting, just basic levels of literacy and numeracy. The case
study (Annex 3.1) and the Excel template (Annex 3.2) can be used in the savings groups
regular financial education training session, so micro-entrepreneurs can apply it when running
their business.

The case study describes three months of transactions of a women entrepreneur in a rural
area of Peru who has started an in-house business. Even though the activity is not designed
specifically for women, the authors decided to use a woman character to encourage other
women to become entrepreneurs. Also, it is a contribution to close the gender gap, following
Amine and Staub (2009).

The purpose of the template (paper or electronic) is that while micro-entrepreneurs record
transactions, they understand their business key aspects better (e.g., revenues, cost, capital
expenditures, and financial needs). This information will allow them to create budgets that
can be useful as a financial and accounting planning tool. The first lesson that the cash-flow
template provides is the need to differentiate the transactions that affect the family from those
that affect the business. In most cases this concept is not clear, and family transactions are
mixed with business transactions. The second lesson obtained from this cash-flow template is
the distinction between the different types of payment and collection transactions. Therefore,
the template is divided in three blocks, regular income and expenses, extraordinary cost or
capital expenditures, and financial resources. Finally, as the third lesson, the inventory
template shows the relationship between purchases, cost of sales, initial inventories, and
ending inventories. In addition, financial transactions are also provided as part of the template
to help entrepreneurs to distinguish between the face value of debt, interest rates and
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repayment schedule. The template is flexible and can be adapted to different kinds of
industries.

In order to verify the effectiveness, the case study and the cash-flow template have been
tested with students from three Spanish universities. The purpose of the experiment is
multiple: firstly, to validate the usefulness of a cash-flow template in recording transactions;
secondly, to emphasize the importance of separating business and family accounts to make
the right decisions; and, thirdly, to raise awareness about the importance of digital tools to
improve the level of financial and accounting knowledge.

3.3 Method, sample, and instrument

The sample comprised 233 students from three different universities in Madrid, two private
and one public. All those students were enrolled in the second year of the Business
Administration degree or double degrees with Law, International Relations or Marketing.

The students’ sections have been randomly allocated to the experimental conditions
(control and intervention groups) and they have been tested only once. The intervention group
of students was given the cash-flow Excel template (Annex 3.2) developed by the authors,
while the control group were just given general instructions to record the transactions without
the Excel template. The variable of interest is the case study grade. Case study grade is the
average value of the case study different questions. The grade was from 0 to 10 (see Annex
3.3).

The case study took place in the classroom during an accounting lecture at the end of the
2018-2019 academic year to ensure a reasonably high response rate. Previously, the instructor
explained the objective of the research and the procedure. The parts of the case study and the
questionnaire were explained, pointing out the importance of their collaboration but
emphasizing that participation was voluntary, and that data would be anonymized and
aggregated for publication purposes. The case study was completed on an entirely voluntary
basis and students were informed that they could opt out at any moment. However, all
students opted to take part. Filling out the case study and the questionnaire lasted in total less
than two hours (one session).

The self-reported pen-and-paper questionnaire consisted of the following seven items:
1. Indicate which is your interest in starting a new business. (X1.ENTRE)

2. Do you find this exercise useful if you were planning to start a new business?
(X2.USFL)

Do you come from an entrepreneurial family? (X3.ENTRFA)
Indicate the difficulty of this exercise (X4.DIFF)

Was the template useful? (Only in the intervention group)
Overall, did you understand the exercise? (X6.UNDERS)

N kW

How do you value your level of financial education? (X7.FINED)
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All seven items were measured on a five-point Likert-type scale (from 1 = do not agree,
to 5 = completely agree). There were also some items related to population characteristics and
background such as age, gender, previous year’s grade point average (GPA) or years of higher
education already completed. There were only two qualitative variables: gender (118 men and
110 women in sample) and university (114 in UCM, 73 in UFV, and 46 in CUNEF). In the
final sample five students with ages above or equal to 26 years were not considered, as their
work and life experience would completely distort the results of the present study.

3.4 Findings

Regarding the analysed education programmes and the impact of different training
programmes (RQ 3.1), we observe that the financial education must be simple, practical
(learning by doing), personalized, and targeted to individuals not only village-groups. But
delivering financial education to more vulnerable populations living in rural areas can be
difficult and very expensive. Thanks to the digital revolution and the use of mobile devices
such as mobile phones and tablets, new technology-based delivery channels can be
implemented. Therefore, it is possible to design and deliver new financial education
programmes that are more convenient to access and more entertaining. Concerning the tools
that can be adjusted to facilitate the financial and accounting training in poor areas (RQ 3.2)
the authors have designed a cash-flow template that has been tested with university students
in Spain to adjust its possible extrapolation to micro-credit beneficiaries.

An overview of all quantitative variables included in the questionnaire is provided in
Table 3.1. Mean age was 20.04 and median 20, with a positive skewness and kurtosis.
Students’ previous year GPA mean, and median were practically equal in 7 (out of 10) with a
very small skewness and negative kurtosis, pointing to the expected normality of grades.
Some students already have some work experience (mean value 5.3 months, and third quartile
7 months), with one student having been working already for 5 years (60 months), but the
majority have no work experience (median 0 months). Most students are in their second year
(median 2, third quartile 3), with some students up to their sixth year of higher education, as
they might be doing a dual degree with law that takes longer to finish and where the business
administration related classes are scheduled in later years. Finally, both the case study and the
questionnaire took between one and two hours (variable Time spent in Table 3.1), with mean
and median approximately one-and-a-half hours.
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Table 3.1 Descriptive statistics

Mean St.Dv. CvV Skewness Kurtosis | Min | Q1 Median | Q3 | Max

Age 2004 | 129 |006| 144 185 | 18 | 19 | 20 | 21 | 25
GPA 705 | 101 |0.14| 008 2045 | 5 | 624 7 g8 | 9.8
Casestudy | 50 | 216 |o041| —0.03 —0.80 | 028|361 | 528 | 7 | 10
grade
Yearsof HE | 242 | 075 |03l 1.94 3.99 1| 2 2 3 | 6
Work 532 | 973 | 183 2.65 8.15 0] o 0 7 | 60
experience
Time spent | 1.56 | 029 | 0.18| 0.2 016 | 1 | 15| 15 |15 ] 2
XLENTRE | 396 | 095 |024| -1.09 118 1 | 4 4 5 | 5
X2.USFL | 373 | 097 |026| —0.69 0.24 TREE 4 4 | 5
X3.ENTRFA | 295 | 132 |045| —0.04 1ol | 1| 2 3 4 | 5
X4DIFF | 3.05 | 087 |029| 022 009 | 1 | 2 3 4 | 5
X6.UNDERS | 425 | 0.75 |0.17| —084 040 | 2 | 4 4 5 | 5
X7.FINED | 359 | 076 |021| —039 0.44 TREE 4 4 | 5

The variable of interest is the case study grade. The box plots for the case study grades of
the control vs. the intervention groups are presented in Figure 3.1. The box plot for the
intervention group is clearly higher than the one for the control group, with the first quartile
of intervention only slightly smaller than the third quartile of control, suggesting a difference
between both groups

Figure 3.1 Control and intervention group grades box plot
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The overview of the case study grade descriptive statistics by allocated group (control vs.
intervention) is presented in Table 3.2. As shown in the table, there is a great difference in
their mean (4.05 vs. 6.3) and median (3.89 vs. 6.9) values, indicating, as the box plot also did,
a more than probable effect of the intervention.
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Table 3.2 Descriptive statistics for case study grade by group

Mean | St.Dv. | CV | Skewness | Kurtosis | Min | Q1 | Median | Q3 | Max | n

Control 4.05 1.75 | 0.43 0.32 -0.24 | 0.27 | 2.78 3.89 | 528 | 825 | 97

Intervention 6.30 1.94 | 0.31 -0.43 -0.30 1.5 5 65| 75 10 | 131

To test our hypothesis, the Shapiro-Wilk normality test was carried out to ensure the
adequacy of the t-test. For control (W = 0.97674, p-value = 0.08244) p-value is greater than
0.05, while for the intervention group (W = 0.97226, p-value = 0.008721) p-value is lower
than 0.05, leading us to conclude that the sample deviate from normality.

Wilcoxon rank sum test, also known as Mann-Whitney U test, is the non-parametric
alternative to the independent t-test, and it is used when the data are ordinal or when the
normality assumptions of the t-test are not met, as in our case. The p-value of the test is 6.583
x 107" (U = 2517.5), which is clearly less than the significance level alpha = 0.05. Hence, it
can be concluded that the control’s case study grade is significantly different from that of the
intervention. Furthermore, we can conclude that the control’s case study grade is significantly
lower than that of the intervention (U = 2517.5, p-value = 3.292 x 10™").

Therefore, there is statistically significant evidence at o = 0.05 to show that the
populations of grades are not equal in students belonging to the intervention group compared
to students in the control group. Moreover, there is also statistically significant evidence at o
= 0.05 to show that the populations of grades are higher in students belonging to the
intervention group compared to students in the control group.

As mentioned above, students in the sample belonged to different universities in the
region of Madrid (Spain), one state and two privately owned. Tuition fees for a bachelor’s
degree at a public university in Madrid are around €1,500 per year, while for the privately
owned they can go up to €18,000 per year. Before proceeding further and in order to ensure
the suitability of the sample, and verify that the cost, as a proxy for social extraction, was not
influencing the results, a Wilcoxon rank sum test was run on the grades by university type, as
the normality condition was not verified for the private students’ grades (W = 0.98782, p-
value = 0.3671). The results confirm there is no difference in grade by type of university (U =
6820.5, p-value = 0.5012).

Finally, a Wilcoxon rank sum test was run on the responses to the X2. USFL item (Do
you find this exercise useful if you were planning to start a new business?) for both control
vs. intervention, and university type. As shown in Table 3.3, there is no significant difference
in the mean between control and intervention group for X2.USFL mean values (3.66 vs. 3.78)
and their median coincide, indicating, as frequencies in Figure 3.2a also do, a not very
probable effect of the intervention. However, Figure 3.2b shows quite different behaviour in
the frequencies of the responses for the type of university, a fact that is also seen in their mean
(3.99 vs 3.44) and median (4 vs. 3) differences.
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Table 3.3 Descriptive statistics for X2. USFL by group and university type

Mean | St.Dv. | CV | Skewness | Kurtosis | Min | Q1 | Median | Q3 | Max | n
Control 3.66 0.96 0.26 -0.51 -0.02 1 3 4 4 5 97
Intervention 3.78 0.98 0.26 -0.84 0.55 1 3 4 4 5 131
Private 3.99 0.89 0.22 -1.24 2.17 1 4 4 5 5 119
State 3.44 0.98 0.28 -0.26 -0.27 1 3 3 4 5 109

Figure 3.2 Bar plot for X2. USFL by university type (a) group (b)
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The results of the Wilcoxon rank sum test on the responses to the X2.USFL item indicate
no difference in the responses for the intervention vs. control groups (W = 5822, p-value =
0.126), while there is statistical evidence to reject the equality of responses for the type of
university (W = 8688.5, p-value = 0.000002559). Hence, there is statistically significant
evidence at a = 0.05 to show that the responses concerning the usefulness of the template are
not equal in students belonging to a public university and students in a private one.

3.5 Conclusions

Financial inclusion remains a key political and social imperative. Although real progress
has been made in increasing the number of bank accounts of the most vulnerable population,
there is still a long way to go if we observe the levels of success in managing financial
products. The lack of financial skills and basic accounting is one of the main problems for
micro-entrepreneurs when managing a micro-business, in line with Tang and LaChance
(2012). Recent evidence suggests that traditional financial education programmes have not
been successful in improving financial knowledge or changing people’s financial behaviour.
Researchers agree that the impact improves when tutoring is adapted to the needs of micro-
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entrepreneurs (Karlan and Valdivia, 2011; Mclntosh et al., 2011; Gubhert and Roubaud,
2011; Berge et al., 2012; Bali and Varghese, 2013; Verrest, 2013; De Mel et al., 2014; IPA,
2018).

However, the access of populations living in rural areas can be difficult and very
expensive. Thanks to the digital revolution and the use of mobile devices, new technology-
based delivery channels can be implemented. Therefore, it is possible to design and deliver
new financial education programmes that are more convenient to access, more entertaining
and motivating.

One of the most important educational objectives is that microcredit beneficiaries should
be able to record their daily transactions using an accounting cash-flow tool. For this reason,
the authors have developed an Excel template that has been tested with business students of
three different universities in Madrid, Spain. The intervention group was given the template
while the control group were just given general instructions to record the transactions. Our
findings show that participants performed better in the intervention group, showing that the
cash-flow template helped them to record transactions and enhanced the usefulness of
financial and accounting information. With the classroom experiment we have observed that
the case study was very interesting and useful to the students. Also, the authors observed that
the empathy of the tutor and the timing of the training affect the effectiveness of the case
study.

Additionally, it is important to develop the appropriate contents, methodology, and
settings to ensure learning, because each micro-entrepreneur requires a different teaching
approach. To accomplish this, financial and accounting education must be integrated into
daily activities and motivation to learn will be higher if training coincides with a financial
decision, like setting up a new company or asking for a loan. In line with Mandell and Schmid
Klein (2007), personal motivation significantly increases financial skills, and the results
demonstrate that financial knowledge improves with financial practices. In addition, financial
education should be entertaining. AMT will be an important medium for communicating with
rural populations and educational audio or video sent to individual beneficiaries’ devices will
play an important role.

Our recommendation is that tutoring should be continuous, and loan beneficiaries should
have access to training at any moment through mobile communication. Regarding the content
of the financial education, it must be flexible depending on the specific needs of the
beneficiaries. It should cover a wide range of basic concepts such as differentiating between
family and business expenses, loan use, savings, financial planning and commercial
strategies, and basic accounting, which is essential, as it provides information on which to
base decisions to plan, forecast, and control.

No study is without limitations. First of all, our findings might be affected by the fact that
the experiment was run on university students in a developed country. These results should,
of course, be interpreted with caution considering that the final users are the financially
excluded population in developing countries. A second potential limitation is that the cash-
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flow template was designed for one type of business, although templates are flexible and can,
therefore, easily be adapted to different kinds of industries. Finally, these templates should be
delivered with educational support material (videos, audio).

These results, together with the exponential increase in smartphones and Internet access,
legitimize the authors to continue exploring this area. Future research lines include the
development of a flexible accounting app to be tested with microfinance beneficiaries in
developing countries. We estimate that the results will be even better when used in
developing countries as this accounting tool will allow them to classify transactions, helping
them understand their business’s key financial and accounting issues better.
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Abstract

Financial inclusion has been broadly recognized as critical in alleviating poverty and
achieving inclusive economic growth. The capability of borrowers to repay their microcredit
loans is a critical concern and is the first risk of Microfinance institutions sustainability.
Exploring the determinants of credit risk is an issue of substantial importance in
microfinance. The purpose of this research was to identify the savings group members'
characteristics that have impact on default risk. We have used a multivariate regression
model to identify the factors that affect default behaviour among micro-credit borrowers
from savings groups. We have analysed a sample of more than different 400 Savings Groups
and 7,251 active users of the “Saving and Learning” program in Ecuador. Empirical results
demonstrated that factors such as seniority, accumulated savings and the number of
members in the savings groups are determinant variables of default risk. The significant
positive sign on variable “Gender” is consistent with previous authors that indicate that the
probability of having problems in loan repayment is higher for males than for females. The
generalizability of our findings should, of course, be interpreted with caution, as they may
be idiosyncratic of the sample, period, or region. To contrast and contextualize these results
we had in-depth discussions with the SAVINCO managers and their field agent in Ecuador.
There are many contributions. For practitioners, relevant factors that can affect savings
groups default rates have been identified. For academics, the rich information provided by
the SAVINCO mobile App could be a starting point for further quantitative research.

Keywords: Informal Finance; Savings groups; Default risk; Information and
Communication Technologies; Ecuador.
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4.1 Introduction

Despite the important growth of microfinance over the last decades, there is a profound
debate about its effectiveness as a development tool, the impact on the more vulnerable
population, and the roles of the private and public sectors in poverty reduction (Karnani,
2017, 2011; Mader, 2017, 2013). Although there has been immense progress in the level of
financial inclusion, measured by the number of accounts, there are still 1.7 billion adults (31
per cent of the global adult population) excluded from the financial sector. The profile of the
unbanked usually consists of low net-worth individuals, mainly woman, living in rural areas
and with little or no collateral (Demirgiic-Kunt et al., 2018). In addition to this, financial
inclusion must be measured not only by access to financial products but, more importantly,
by their quality and use, placing the focus on financial health and not only on financial
inclusion (Arellano, Camara and Mejia, 2019; Karlan et al., 2017). Given the difficulty for
formal microfinance institutions to reach the rural poor, money lenders are sometimes the
only finance solution for this vulnerable population (Madestam, 2014), therefore in the past
few years, foundations and non-profit organizations (NPO) have placed efforts into
promoting informal finance solutions such as Self-Help Groups (SHGs) or Savings Groups
(SGs) to help improve financial inclusion of the rural poor (Giné and Karlan, 2014;
Kodongo and Kendi, 2013; Adusei, 2013; Bouman, 1983). The rationale of these type of
models are so that members of the group simultaneously save, lend and apply for credit and
since borrowers know each other, this mitigates adverse selection problem and repayment.
In addition, group meetings facilitate education and training, helping members with little
experience to improve their businesses financial performance (Armendariz and Morduch,
2005). Moreover, groups contribute to the empowerment of women helping them sustain
their home-based microenterprises (Duflo, 2012). Although group micro lending has been a
successful idea in many parts of the world, it can be expensive given the additional cost of
group formation, training, group procedures and monitoring of regular meetings where
installments are paid (Savita, 2007).

Recently, new actors have come into this market aiming to improve the model of
traditional informal Savings Groups by the development and use of new Information and
Communication Technologies (ICTs). One of these actors is Savinco Social Finance
(SAVINCO) promoted by Expert Timing Systems (ETS) a Spanish high-tech company
specialized in quantitative finance. SAVINCO mission is to improve socio-economic
inclusion of the most vulnerable population in Latin America by promoting community
savings, a solution based on four pillars: self-financing through savings, self-management,
financial education and technology. The technological pillar includes the development of an
advanced cloud-mobile App, Qmobile, to monitor group financial transactions. The purpose
of the App is to help group members to manage more efficiently their monthly meetings
(savings, paid-in capital, loans, received and due interest) and to improve financial education
by new innovative cost-effective teaching contents and methods.

In this chapter we analyse the information provided by one of the most active savings
groups programs in Ecuador named “Saving and Learning" designed and managed by
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SAVINCO. The purpose of this research is to identify which variables determine the
sustainability of savings groups and the profile of customers that could default on loan
payments based on the information provided by the cloud-mobile App. Even though the
meaning of Default and Non-performing loans are not exactly the same we will be using
both terms indistinctly throughout the paper. The database includes information of over 400
savings groups and 9.000 customers during the period 2014-2020.

By using real user's data, this paper defines the following research questions:
RQ 4.1: What are the determinants of savings group members default risk?

RQ 4.2: Does gender influence default on loan repayments?

This research has the following structure: In Section 2 we discuss the literature and
contextualise the origin of Microfinance and Savings Groups followed by a description of
the SAVINCO's "Saving and Learning" programme in Ecuador. Section 3 presents the data,
instrument and method used for the analysis. Section 4 provides the results. Section 5
includes findings, discussion and conclusions. As interesting results, we can highlight
variables such as group seniority, accumulated savings, number of members and average
loan term that can affect default risk. Additionally, conclusions for academics can be that the
rich information provided by the Mobile App, Qmobile, could be a starting point for further
quantitative research. Finally, we highlight the importance of the use of technology to
improve savings groups’ efficiency and survival. Future lines of research include the design
of a credit scoring for groups and individuals that will help them enter formal financial
institutions together with a post-COVID impact analysis.

4.2 State of the art
4.2.1 Microfinance evolution

Financial inclusion has been broadly recognized as critical in alleviating poverty and
achieving inclusive economic growth. Undeniably, there is a close relationship between
economic development and financial inclusion (Deb and Kubzansky, 2012). Demirgiic-Kunt
et al. (2018) showed in the Global Findex 2017, that between 2011 and 2017 the number of
people with a bank account grew by 1.2 billion worldwide. However, 1.7 billion adults (31
per cent of the global adult population) remain unbanked, most of whom are women living
in rural areas in developing countries. Other important results of the Global Findex 2017 are
the most common reason for not having an account. The principal one is the lack of money,
66 per cent of adults without an account identified this as the primary reason, and 20 per
cent said it was the only reason. Other reasons include (in order of diminishing importance):
no necessity for an account; accounts are too expensive; financial institutions are located too
far away; lack of enough credit information; lack of trust in financial institutions and
religious reasons (Mookherjee and Motta, 2016; Giné and Karlan, 2014; Karlan, Ratan and
Zinman, 2014). In other occasions the problem is that they are excluded by other members
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of the group (Marr, 2004; Hulme and Mosley, 1996). However, there is also the case that
although they are creditworthy, micro-entrepreneurs have no interest in borrowing from
formal institutions because they do not understand or trust the banking system (Ciravegna,
2006) or they do not have a “savings culture” (Adusei, 2013; Ashraf, Karlan and Yin, 2006;
Benartzi and Thaler, 2004; Duflo et al., 2006; Van Rooyen, Stewart and de Wet, 2012).

The absence of formal financial institutions in rural areas drove Yunus to develop the
idea of microcredit in the early 80's in Bangladesh (Yunus, 2003). In its original vision, the
microfinance concept consisted of giving small loans, primarily to female entrepreneurs at
the bottom of the pyramid, for productive and survival purposes. These women were
unserved by the regular banks because of the lack of collateral or simply because they did
not have easy access to banks. The primary purpose was to provide an alternative way of
finance to the oppressive regime of traditional moneylenders, which was the only source of
credit available to the most vulnerable population. Moneylenders were viewed as
exploitative of poor borrowers, often charging usurious interest rates (Mookherjee and
Motta, 2016; Pellegrina, 2011). Yunus's proposal was based on the idea of the close
relationship between economic development and financial inclusion (Deb and Kubzansky,
2012). The final purpose of providing access to financial services to the unbanked
population was to improve the quality of life of the more vulnerable and to promote
entrepreneurship as a way out of poverty (Morris, Santos and Neumeyer, 2018).

The core of Grameen's innovation was “the group”. The group-based approach enables
poor people to accumulate capital by way of small savings and facilitates their access to
informal credit facilities. Borrowers at most Microfinance Institutions (MFIs) were
organized into groups with joint liability; if anyone in the group is unable to repay his/her
loan each other member of the group should pay for some portion of the loan obligation.
This system promotes close monitoring of individual behavior by the group (Karlan, 2007;
Ghatak, 2000). Group borrowers tend to be less delinquent than individual borrowers
(Mokhtar, Nartea and Gan, 2009).

The second Yunus's core purpose was the focus on women because they are more
vulnerable. Worldwide women have been historically disadvantaged in terms of education,
social exclusion, discrimination, and access to assets or other resources (Demirgiic-Kunt et
al., 2018; Raihan and Uddin, 2018; Fafchamps et al., 2011; Pitt and Khandker, 1998). In
addition, women are considered better administrators than men and are more concerned
about their families. FMBBVA (2019) stated that supporting women means supporting the
following generations. Although women’s access to credit has improved in the last few
years, there is still a strong gap between women and men (Demirgiic-Kunt et al., 2018).
Currently, following the United Nations 2030 Sustainable Development Goals (United
Nations, 2015), various policies and support mechanisms are being implemented to elevate
the status of women to fulfil international recommendations. Finally, Microcredit groups
usually have weekly or monthly meetings where members repay their loan installments and
serve both as a social occasion and as an opportunity to receive financial literacy training.

110



Chapter 4. Delving into the determinants of default risk in Savings groups: Empirical evidence from Ecuador

MFIs have expanded rapidly all around the world, according to the Microfinance
Barometer 2018, reaching 139 million low-income clients with a loan volume of US $114
billion in 2017. Lately MFIs have undergone a huge transformation, offering a wider range
of financial products and services and many of them have become formal/regulated
institutions (e.g., Gutierrez-Nieto and Serrano-Cinca, 2019; Giné¢ and Karlan, 2014; Van
Rooyen, Stewart and de Wet, 2012; Hermes and Lensink, 2009 among others).

However, in the last decade, Yunus’s vision has been questioned because of the
proliferation of MFI's applying aggressive lending practices to extend the borrower base. As
a result, there were “over indebtedness” and “loan overlapping”, meaning borrowers taking
loans from one MFI to pay back another (Haldar and Stiglitz, 2016). In 2011, India’s SKS
Microfinance ambitious project produced a serious MFI's repayment crisis and trust on
these type of projects (Mader, 2013, 2017; Ghosh and Ray, 2016; Pole, Asawa and Shah,
2014). Moreover, although much economic and financial literature has highlighted the
importance of microfinance as a factor in development, there is an intense debate about its
effectiveness as a development tool given the multidimensional components of poverty
(Maity, 2019; Ditcher, 2007). Some researchers even suggest that microcredits may have a
negative impact on the most vulnerable (Cull, Demirgiic-Kunt and Morduch, 2018; Bateman
and Chang, 2009; Vogelgesang, 2003; Prahalad and Hammond, 2002) with over-
indebtedness and lack of financial education being some of the main problems (Bali and
Varghese, 2013; Berge et al., 2012). Authors like Gutiérrez-Nieto and Serrano-Cinca (2019)
believe microfinance is a robust banking idea but not as an anti-poverty intervention on its
own. Pollin and Feffer (2007) suggested that credit accessible to poor people is a laudable
aim, however as a tool against global poverty, microcredit should be judged by its
effectiveness.

Currently, a profound digital revolution is taking place, characterised by unstoppable
technological advances (Ochoa, de Salas Lasagabaster, and Robredo Nuifiez, 2016). This
digital revolution not only affects mobile communications and new ICT solutions, but also
the microfinance industry. Mobile phones, and other technological devices, had an
exponential increase in recent years; this is mainly due to the global investment in mobile
network and the design of low-price devices. Seven out of ten homes belonging to the
poorest 20 per cent of the population have a mobile phone (GSMA, 2019; Global
Microscope, 2019). Ontiveros, Martin Enriquez, and Lopez Sabater (2014) claim that
increasing digitization of financial services provides enormous potential for improving
financial inclusion with less expensive financial services models, more accessible and
efficient, such as branch-less banking models or mobile payment with simple text-based
phones.

Microfinance Institutions can be classified in three different groups: deposit-taking
institutions like commercial banks, credit-only non-deposit taking institutions, and informal
organizations. The latter category includes savings groups (SGs), club pools and financial
services associations and this is the area where we are going to concentrate our research
(Kodongo and Kendi, 2013; Kirkpatrick and Maimbo, 2002). The purpose of these informal
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organizations is to provide finance to the population that is excluded from the formal
financial sector.

4.2.2 Savings groups

In recent years and parallel to the development of the microfinance industry, many non-
profit organizations (NPOs) and social enterprises have begun to promote savings-lending
groups among the more vulnerable population. Nelson (2013) suggests that savings groups
must be the starting point for financial inclusion. These savings groups (SGs) emulate and
improve Yunus's original idea of voluntary formed groups of borrowers applying for credit
with joint liability (Yunus, 2003).

Foundations and development organizations have mobilized over 700,000 savings
groups in vulnerable communities across 75 countries worldwide (Allen, 2018). A
systematic review of 53 studies conducted between 2004 and 2017, carried out by Gash
(2017, 2013) concludes that SGs have a positive impact on household savings, access to
credit, asset accumulation, consumption, business investment and social capital. Thus, SGs
are considered a first step for unbanked customers to become formally financial included
(Ballem, Ghiyazuddin and Venkata, 2012). So, when SG’s members demonstrate their
capacity to repay their debts, bank loans can be accessible for them.

SGs were originated from the Rotating Savings and Credit Associations (ROSCA) that
was described by Bouman (1983) as "the poor man's bank”. ROSCA are created on informal
appreciation among friends or family and tend to have simple structures. Each SG acts as a
financial institution owned and managed by the group members. The basic element is the
group, and the most effective component is the “forced” saving element. Members regularly
contribute money to a common pot that is assigned to each member in turn. Most of the
time, the order is predetermined. The group meets regularly for the repayment of loans, and
allocation of proceeds. Money is not idle for long but changes hands rapidly, satisfying both
consumption and production needs (Gugherty, 2007; Armendariz and Morduch, 2005). The
risks of this system are the difficulty to increase the size of the number of resources, the
impossibility to move resources across communities, the right allocation of resources when
the pot is excessive, and the high interest rates. The ROSCA concept has been adapted to the
needs and characteristics of different countries (Gigante, 2017; Umuhire, 2013; Ardener,
1964) so that some sort of short-term savings club can be found in most low-income
communities around the world. For example, the denominated “Tontine” in rural Cameroon,
where members contribute with a fixed amount that is assigned fully to one of its members
(Nzemen, 1988). In Asia a “Hui” is organized in a way that members can bid for the pot
(Ardener, 1964). The system called “Likelemba”, mostly used in the Democratic Republic
of Congo, is a common container or “pot” assigned to one of the group members, it works as
a “turbine” where the money flows from one group member to the next in the following
meeting (Urquia-Grande, Rautiainen and Perez-Estébanez, 2017). In Latin America the
most common format is the mutuality which is called differently along the countries: for
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example, “Tanda” in Mexico and “Polla” in Chile. Mutualities are more organized and have
more rigid structures than a family group (Armendariz and Morduch, 2005).

SGs are informal associations consisting of 10 to 20 members, usually women from
similar social backgrounds, that have voluntary come together with the purpose of
improving their economic situation out of mutual help, solidarity and joint responsibility
(Wydick, Hayes and Kempf, 2011). Some of the SGs characteristics are small sized
memberships, homogeneity of composition, cohesiveness and effective participation of
members in the functioning of the group (Husain, Mukherjee and Dutta, 2010).
Additionally, usually SGs offer poor women a platform to receive information regarding
financial education, health, nutrition and governance (Shivaprasad, 2020; Navajas et al.,
2000). The majority of the SGs are promoted and driven by NPOs.

Most of these types of SGs follow the same three basic principles: joint liability, regular
meetings and no grants in the common “pot”, only members’ savings. Joint liability means
that if anyone in the group is unable or unwilling to repay, each member of the group should
pay for some portion of the loan obligation. Joint liability increases repayment because
borrowers know each other and try to avoid risky profiles. An incentive for the repayment of
group loans is the joint liability. Repayment improves among borrowers with strong social
ties and deteriorates among borrowers with weak social ties (de Quidt, Fetzer and Ghatak,
2016; Maria, 2009; Conning, 2005). In addition, group reputation could affect individual
credit rating for future access to credit. Attanasio et al. (2013) suggest that joint liability will
also prevent borrowers from using loans for non-investment purposes.

The second principle, and probably the most important, is the regular meetings. Initially
conceived for screening the repayment of loans, they are also used for facilitating member
training on financial and business skills and monitoring loan use. Feigenberg et al. (2014)
found out that an increase in the meeting frequency created social capital, which led to a
subsequent improvement in repayment rates.

The third principle is that there are no grants in the common pot, only member's
savings. All the money in the pot is put together and is allocated for different borrowers
each time. This group-lending model is becoming more flexible in relation to the quantity of
the contributions and the fact that participants could be entitled to the loan without waiting
for their turn.

Dellien et al. (2005) discusses key differences between group lending and individual
lending regarding screening and monitoring. In Savings groups, the group pressure, and
social ties reduce repayment risk, while individual lending repayment discipline is created
by strict enforcement of contracts.

SGs relational model is very intensive in terms of transactions, given the number and
size of loans, and the number of repayment sessions, therefore transaction cost can be very
high (Karlan, 2007). As a result, it is necessary to promote the use of technology to maintain
a proper bookkeeping and accounting system to help controlling the regular meetings
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transactions (receipts, vouchers, cash books, members individuals' books) as the time
consumed in meetings.

4.2.3 Default risk

The capability of borrowers to repay their microcredit loans is a very important issue
and is the first risk of MFI’s sustainability. Default is a failure to repay a debt including
interest or principal on a loan or security and can occur when a borrower is unable to make
timely payments, misses payments, or stops making payments. Default not only causes a
reputational effect on the group but also has an impact towards future borrowing capacity
and group formation. Individuals and businesses can fall into default when they are not able
to keep up with their debt obligations. A high rate of non-performing loans (NPL) is one of
the main causes of bank failures. Exploring the determinants of ex post credit risk is an issue
of substantial importance for financial stability and for bank’s management (Reinhart and
Rogoff, 2010). However, factors affecting loan delinquency in microfinance can be
dramatically different from developed countries (Kodongo and Kendi, 2013; Field, Pande
and Papp, 2010). In contrast to commercial banks, microfinance institutions cannot secure
loans with collateral or screen borrowers, given the lack of assets or reliable financial
information. MFIs prefer to offer group lending contracts when the size of the loan is high,
transferring the monitoring role to the group of borrowers (Giné and Karlan, 2009; Maria,
2009).

Potential factors determining loan delinquency among microfinance customers have
been widely covered in the literature (Baland, et al., 2017; Beg and Bashir, 2017; Muthoni,
2016; Field and Pande, 2008; Adongo and Stock, 2005; Churchill, 2004; Norell, 2001
among others). These factors include interest rates, age, loan amount, repayment period and
loan category (group or individual). In relation to loan category, Kodongo and Kendi (2013)
suggest that group-lending programs are more effective than individual lending programs in
mitigating the risk of default. Individual loans are three times more likely to default on their
microcredit obligations than group borrowers, the reason being that, although everyone is
responsible for repaying their own loans, if any member defaults, other members will have
to repay the loan (Baland et al., 2017). Al-Azzam, Hil and Sarangi's (2012) empirical
analysis, suggests that peer monitoring, group pressure and social ties reduce delinquency.
In addition, group lending allows MFIs to identify individuals within the groups whose
credit risk has improved and issue them progressive individual loans.

Another factor of discussion in loan default risk is group gender composition (Banerjee
et al., 2015; Giné and Karlan, 2014; Adusei, 2013). A higher percentage of female clients in
MFIs are associated with a lower portfolio risk, fewer write-offs, and fewer provisions
(D’Espallier, Mersland and Guerin, 2011). Eckel and Grossman (2002,1998) find that
women are more cooperative than men and their behavior is not as selfish. In theory,
females have a stronger internalization of pro-social values than men; therefore, it would be
expected that women might be less likely to default on their loan payments. Furthermore,
repayment of loans represents one kind of cooperative behavior. When tension exists
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between the individual interest and the welfare of the group, women are more likely to make
choices that contribute to group welfare. In addition, people tend to behave in accordance
with those around them even against their own interest (de Mel, McKenzie and Woodruff,
2009; Hermes and Lensink, 2009; Anthony and Horne, 2003). The influence of others can
be affected by the behavior of other group members (Karlan et al., 2017; Prina, 2015;
Karlan, Ratan, and Zinman, 2014).

In relation to group sizes there are different theories. Ahlin (2015) highlights the
benefits of larger group size based on the intragroup monitoring role, while other authors
such as Conning (2005) argue that too large groups with loose social ties may not be able to
enforce the cooperative agreements necessary for group repayment.

In terms of age, Mokhtar, Nartea and Gan (2009) and Bhatt and Tang (2002) suggest
that older borrowers are more responsible and disciplined in repaying their loans than
younger borrowers. The lack of experience in the involved business could be one of the
reasons for younger borrowers not to repay their loans.

The amount of the loan and terms are other factors that can affect client delinquency
(Norell, 2001). Mirpourian et al. (2016) considers that repayment rates increase as borrowers
get closer to the loan limit. Some authors like Field and Pande (2008) explain that a less
rigid repayment schedule would decrease default rates. The problem is not the loan term but
the repayment capacity. MFIs should consider lowering the weekly repayment amount and
providing longer duration of payments in response (Mokhtar, Nartea and Gan, 2009).

Many authors consider interest rates one of the most important factors in microfinance
default risk (Le Polain, Sterck and Nyssens, 2018). In fact, savings groups were born to
serve the unbanked and to protect them from the abusive interest rates charged by
moneylenders. Group lending interest rates were lower than individual lending because
group joint liability reduces default risk. Authors such as Kodongo and Kendi (2013)
confirm that high interest rates increase the chances of client delinquency. Other authors
consider that high interest rates are necessary for first time borrowers. This dynamic
individual contract involves a “penalty” interest rate after default, and favourable rates after
success (Ahlin and Waters, 2014).

Ultimately, the lack of financial skills is one of the main problems for micro-
entrepreneurs when managing their micro-business. It has been proven that financial
education improves micro-credit beneficiaries’ financial outcomes (Lopez-Sanchez et al.,
2020; Drexler, Fischer and Schoar, 2014; de Mel, McKenzie and Woodruff, 2014; Deb and
Kubzansky, 2012; Karlan and Valdivia, 2011). The impact of training programmes improves
when tuition is adapted to the micro-entrepreneur’s needs.

Finally, other factors could be taken into account as determinants of default risk such as
inflation rates (Owusu-Manu et al., 2016), weather conditions (Golden, Wang and Yang,
2007), financial health (Ashraf, 2020) or political crisis (Cuadra and Sapriza, 2008)
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occurring in a country. However, in this research they will not be taken into account, as they
are considered too macroeconomic and volatile for the constructed model.

4.2.4 Ecuador

The economy of Ecuador is the eighth largest in Latin America with a GDP of 107.4
billion dollar and mainly lives from agriculture and oil. In the past few years Ecuador has
been facing serious economic and social problems, such as large inequality gaps, informal
economy and low income. Likewise, access to credit, availability of ATMs or Internet
access is very low in rural areas (ASOMIF Ecuador, 2019).

The Global Microscope has been building for years a ranking of countries in relation to
the enabling environment for financial inclusion, which consists of a weighted and dynamic
model of assigning scores to a series of selected indicators. During the past few years
Ecuador has had a significant deterioration in the Global Microscope ranking. It has gone
from a sixth outstanding position in the 2009 to the 26th position in 2019. The main cause of
this deterioration is the lack of a political environment to ensure the provision of affordable
and quality financial services in the country and that Ecuador does not have a national
strategy for financial inclusion or concrete plans for the digital transformation of the country
(Global Microscope, 2019).

The difficulties to access formal credit in rural areas have led to the creation of informal
intermediaries such as savings groups. Groups of people, mainly women, that save and
periodically contribute a quantity of money to a common “pot” that will give loans among
their own members. The effectiveness of savings groups is based mainly on the social
sanctions that occur if a member of the group does not pay back its loan. A limitation of this
model lies in the low amounts of savings and credit generated (Bicciato et al., 2020).

We chose Ecuador because of the dramatic economic situation together with the
importance of Saving Groups in microfinance programs in the country

4.3 Sample and Model specifications

SAVINCO designed a program called “Saving and Learning” based on the community
lending groups model with the purpose of starting a trend of self-sustainable improvement in
the quality of life of families living in poverty. SAVINCO applies a self-finance and self-
managed socio-economic inclusion model, which starts by promoting community savings.
This solution is based on four pillars: financial education, self-financing through savings,
self-management and technology. The main beneficiary of SGs has been the most vulnerable
population.

These types of programs are intensive in terms of human resources, given the high
number of transactions in the regular meetings. As a result, SAVINCO decided to apply new
ICTs to make the management of the meetings more accessible, convenient and safe and
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developed an advanced cloud-mobile technology called Qmobile. This online platform main
purpose was to help group members to manage more efficiently their regular meetings,
helping them recording all financial transactions (savings, paid-in capital, loans, received
and due interest). In addition, Qmobile is used to improve financial education, to monitor
group-lending transactions and to evaluate impact on vulnerable populations. SAVINCO
implemented the “Saving and Learning” program in Peru and Ecuador. Ecuador program
being the largest one with over 400 savings groups and over 9.000 active members,
managed by the groups themselves with the advice of coaches.

SAVINCO provided the authors with access to data already anonymized for the total
“Saving and Learning” Ecuadorian program members in such a way that the data subjects
would not be identifiable. Concretely, the only personal available data for each individual is
their gender and age together with some of their financial history within the program,
ensuring each individual’s privacy is protected.

Hence, using the data from the Ecuadorian cloud-mobile SAVINCO platform Qmobile
from the year 2014 to 2020, we have tried to answer our research questions. The initial
sample consisted of the 9,392 active users of the Ecuadorian micro-credit app Qmobile on
the extraction date of February 6th, 2020. However, there were some profiles with some
missing data related to age and birth dates that could not be estimated, without a history of
borrowing and/or with less than three months of seniority so they were not considered in the
analysis. Hence the working sample consisted on 7,251 users. Gender distribution of those
remaining 7,251 users can be seen in Figure 4.1. Most of those users were females (70.8%),
which is common in this type of informal savings institutions.

Figure 4.1 Distribution by gender.

Gender

Female - 70.8%

4.3.1 Model specification. Dependent variable

As it was stated before we are interested in analyzing the possibility of the users of this
Ecuadorian micro-credit app Qmobile to incur in non-performing loans (NPL). In banking,
commercial loans are usually considered NPL if the borrower is 90-180 days past due,
however Qmobile classifies a loan as NPL as soon as the user fails to meet his/her monthly
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instalment. Nevertheless, most users regularize their situation in the following group
meeting, so that the most usual term for NPL duration is the month between consecutive
meetings. Among Qmobile Ecuador app users the NPL rate is quite small (see Table 4.1) as
the users with no history of NPL behaviour are 94.79 per cent of the total active users.

Table 4.1 NPL frequencies and percentages.

0 1 2 3 4 5 6 7 8 9 10 11 12

6,873 241 67 25 17 11 6 5 1 2 1 1 1
(94.79%)  |3.32%)  [(0.92%) [(0.34%) [0.23%) [(0.15%) [(0.08%) }0.07%) |(0.01%) [0.03%) (0.01%) [0.01%) |(0.01%)

Due to our interest in studying whether micro-credit borrowers incurred in NPL, we
transformed this variable counting the number of times a user is past due into a binary one.
Therefore, our dependent variable (NPL) represents the user’s credit status, with value 1
denoting existence of NPL and 0 standing for the on-time repayment of all previous loans.

4.3.2 Model specification. Independent variables

There are several aforementioned variables that the literature identifies for being the
most prominent loan repayment determinants in the microfinance industry. A brief
explanation of each variable included in our model as independent variables is given in
Table 4.2 and, to facilitate understanding and identification, codes X1 to X9 are assigned for
variables related to users and Z1 to Z7 for variables related to groups.
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Table 4.2 Variables considered in the study.

Cod Description Possible
ode escriptio Values
Female
X1. Gender User’s gender
Male
. Yes
X2. Rural Whether group area is rural or not N
0
. , ) . Discrete
X3. Received.Loans User’s number of previously received loans .
variable
. , . Discrete
X4. Seniority User’s number of months in the group .
variable
. Discrete
X5. Age User’s age measured in years )
variable
Average term of all the loans the user has had in the | Discrete
X6. Average.Loan.Term . )
past measured in months variable
Average amount ($) of all the loans the user has had | Continuous
X7. Average.Loan . .
in the past variable
. Total amount ($) that the user has borrowed in the | Continuous
X8. Total.Received. Amount .
past variable
. . Continuous
X9. Accumulated.Savings User’s accumulated savings ($) .
variable
Continuous
Z1.C t.Capital G ital at data extraction .
urrent.Capita roup capital a %) variable
"y . . . Continuous
Z2. Initial.Capital Group capital at founding ($) )
variable
Z3. Current.female.percent .
p Group percentage of females at data extraction 0-1
Z4. Initial.female. t .
fitlalfemate.pereen Group percentage of females at group founding 0-1
. . . Discrete
Z5. Group life Group life measured in months .
variable
. Discrete
Z6. Current.members Group number of members at data extraction )
variable
"y . Discrete
Z7. Initial.members Group number of members at group founding )
variable

Although interest rates are a determinant variable mentioned by several papers (e.g.,
Ahlin and Waters, 2014; Kodongo and Kendi, 2013), in our model they are not included,
because in our sample all customers bear the same interest rate of 5 per cent per month that
remains stable and affordable.
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4.3.3 Model specification. Methodology

We follow a quantitative and qualitative research methodology. A multivariate logistic
regression model was fitted to the data to identify the factors that affect the NPL behaviour
on Qmobile users in Ecuador.

Logistic regression models are commonly used to study effects of predictor variables on
a categorical one, usually with binary outcomes, such as the present case where the variable
of interest is whether a Qmobile user incurs in NPL. When there are multiple predictors
(e.g., age, gender, activity...) that are hypothesized to influence the outcome, the model is
referred to as a multivariable logistic regression model. Logistic regression is more adequate
than other techniques because it only assumes a binomial distribution for the prediction
error, as well as the conditional mean of the binary outcome. Furthermore, logistic
regression does not assume a multivariate normal distribution for the independent variables
as, for example, discriminant analysis does. For a more extended explanation on logistic
regression see, for example, Hosmer, Lemeshow, and Sturdivant (2013).

All calculations were carried out in R (R Core Team, 2021), version 3.6.3 running on
Xubuntu 20.04.

Our results were contrasted and contextualised with SAVINCO managers through
various interviews, discussions and meetings to help us gain a deeper understanding of the
results and correct the possible biases from unobserved individual situation.

4.4 Results

The current Qmobile users are organised in 409 active savings groups, with other 76
groups no longer active. The group life ranges from three to 64 months, with the median
group life being 24 months. The groups currently contain from 9 up to 88 members, with a
median size of 20, and the median female percentage is currently 69.23 per cent, with a
variation from 33 per cent to 100 per cent. Finally, current group capital ranges from $350 to
$88,070, with a median value of $6,450. The descriptives of these group variables are
included in Table 4.3.

Table 4.3 Group descriptives.

Min Mean Median Max St.Dev.

Z1. Current. Capital $350 $9,865.00 $6,450.00 $88,070  $11,372.93
Z2. Initial. Capital $30 $314.80 $180.00 $18,335  $1,043.89
Z3. Current.female.percentage 33 69.65 69.23 100 0.12

Z4. Initial.female.percentage 0 68.86 68.75 100 0.16

Z5. Group life (months) 3 26.5 24.0 64 17.35

76. Current.members 9 27.44 24.00 88 12.60

Z7. Initial. members 0 16.63 15.00 56 6.82
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Descriptives by NPL behaviour for the individual user continuous variables are
presented in Table 4.4. It is interesting to observe how the maximum values for all four
variables are much higher for those users with no NPL past behaviour (NPL=0). However,
the median is in all four cases smaller than for those users with NPL behaviour (NPL=1), as
it is the mean, except for the accumulated savings (X9).

Table 4.4 User descriptives by NPL behaviour.

belll\; l\)f::)ur Min Mean Median Max St.Dev.
X6. Average.Loan.Term NPL=0 1.00 5.55 4.75 60.00 3.55
(months) NPL =1 1.00 7.26 6.00 52.00 5.25
X7. Average.Loan NPL=0 $5.00  $344.50 $250.00  $6,573.30 $354.39

NPL =1 $44.78  $421.30 $302.33 $4,062.50 $374.48
X8.Total.Received.Amount NPL =0 $5.00 $2,032.00 $1,174.00 $72,233.00  $2,837.39

NPL =1 $94.00 $2,841.40 $2,056.00 $35,048.00 $2,913.79
X9.Accumulated.Savings NPL =0 $0.00  $342.90 $235.00  $9,430.00 $411.19

NPL =1 $0.00 $336.90 $267.50  $2,130.00 $259.88

Finally, for a complete overview of the user’s independent variables that are included in
the model, a summary of the frequencies, percentages and default rates of the qualitative and
discrete variables is presented in Table 4.5. Default rate is calculated by dividing the number
of members that have defaulted (NPL=1) by total members.
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Table 4.5 Frequencies and percentages of user characteristics.

Variable Value NPL=0 NPL =1 Total NPL rate
All 6,875 378 7253 5.21%
X1. Gender Female 4,885 (71.05%) 247 (65.34%) 5,132 (70.76%) 4.81%
Male 1,990 (28.95%) 378 (34.66%) 2,121 (29.24%) 6.18%
X2. Rural Yes 2,911 (42.34%) 131 (34.66%) 3,042 (41.94%) 4.31%
No 3,964 (57.66%) 247 (65.34%) 4,211 (58.05%) 5.87%
X3.Received.Loans <1 902 (13.12%) 17 (4.50%) 919 (12.67%) 1.85%
2-5 3,355 (48.80%) 163 (43.12%) 3,518 (48.50%) 4.63%
6-10 1,718 (24.99%) 121 (32.01%) 1,839 (25.36%) 6.58%
11-20 792 (11.52%) 62 (16.40%) 854 (11.7) 7.26%
21-30 90 (1.31%) 8 (2.12%) 98 (1.35%) 8.16%
30-40 13 (0.19%) 7 (1.85%) 20 (0.28%) 35.00%
> 40 5 (0.07%) 0 (0.00%) 5(0.07%) 0.00%
X4.Seniority (months) <12 2,696 (39.21%) 56 (14.81%) 2,752 (37.94%) 2.03%
25-24 1,834 (26.68%) 83 (21.96%) 1,917 (26.43%) 4.33%
25-36 1,178 (17.13%) 69 (18.25%) 1,247 (17.19%) 5.53%
37-48 768 (11.17%) 66 (17.46%) 834 (11.50%) 7.91%
49-60 228 (3.32%) 69 (18.25%) 297 (4.09%) 23.23%
> 60 171 (2.49%) 35(9.26%) 206 (2.84%) 16.99%
X5.Age (years) <18 103 (1.50%) 4 (1.06%) 107 (1.48%) 3.74%
18-25 1,016 (14.78%) 53 (14.02%) 1,069 (14.74%) 4.96%
25-40 2,481 (36.09%) 137 (36.24%) 2,618 (36.10%) 5.23%
40-55 2,108 (30.9%) 107(28.31%) 2,215 (30.54%) 4.83%
55-70 968 (14.08%) 55 (14.55%) 1,023 (14.10%) 5.38%
> 70 199 (2.89%) 22 (5.82%) 221 (3.05%) 9.95%

Out of 7,251 analysed users, there are only 378 with non-performing loans, a mere 5.21
per cent, hence the NPL rate is quite small among the Qmobile users that had ever borrowed
money. Furthermore, by examining Table 4.5 it appears that as age increases, the proportion
of individuals with NPL increases. Something similar seems to happen both with seniority
and with the number of received loans. Finally, it also appears that being a male and not
belonging to a rural area increases slightly the probability of NPL behaviour.

The degree of multicollinearity among the explanatory variables has been tested using
variance inflation factor (VIF) test. The post-estimation model results presented in Table 4.6
show that the value of variance inflation factor ranges between 1.08 and 4.94 (all of them
below 5), implying that the data have no multicollinearity problems among explanatory
variables used in the multivariable logistic regression model (James et al. 2013).
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Table 4.6 Post-estimation VIF tests.

Variables VIF

X1. Gender 1.111531
X2. Rural 1.218682
X3. Received.Loans 4.090211
X4. Seniority 4.764794
X5. Age 1.079317
X6. Average.Loans.Term 1.841376
X7. Average. Loan 3.169891
X8. Total.Received.Amount 4.565030
X9. Accumulated.Savings 2.447600
Z1. Current. Capital 4941217
72. Initial. Capital 1.321156
Z3. Current.female.percent 2.202914
Z4. Initial.females.percent 2.088687
Z5. Group Life 3.957181
Z6. Current. Members 3.863196
Z7. Initial. Members 1.542326

Maximum likelihood estimates of the parameters in the logistic regression model
characterizing the NPL behaviour of Qmobile users are presented in Table 4.7. It must be
noted that the estimated coefficients do not directly indicate the effect of change in our
explanatory variable of NPL behaviour. Those estimated coefficients indicate the effect of
each individual explanatory variable on the probability of the NPL behaviour occurring.
Particularly, a positive (negative) coefficient means that the log of odds {In [Probability/(1-
Probability)]} increases (decreases) as the corresponding variable increases.
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Table 4.7 Parameters in the logistic regression model.

Estimate > zvalue  Pr(>|z)) Odds

Error ratio
(Intercept) -3.85081 0.44602 -8.634 <2e-16 kol 0.0213
X1.Gender[T.Male] 0.21182 0.12571 1.685 0.09199 * 1.2359
X2.Rural[T.Yes] -0.13206 0.12914 -1.023 0.30649 0.8763
X3.Received.Loans -0.02789 0.01922 -1.451 0.14680 0.9725
X4.Seniority 0.04884 0.00676 7.218 5.26e-13 ol 1.0500
X5.Age 0.00238 0.00396 0.602 0.54699 1.0024
X6.Average.Loans.Term 0.04237 0.01689 2.507 0.01217 ok 1.0433
X7.Average. Loan 0.00071 0.00032 2.221 0.02636 ok 1.0007
X8.Total.Received.Amount 0.00008 0.00004 1.794 0.07283 * 1.0001
X9.Accumulated.Savings -0.00282 0.00041 -6.776 1.24e-11 ol 0.9972
Z1.Current. Capital -0.00003 0.00001 -2.023 0.04304 ok 0.9999
72 .Initial. Capital -0.00016 0.00024 -0.657 0.51107 0.9998
Z3.Current.female.percent 0.06146 0.65754 0.093 0.92553 1.0634
ZA4.Initial.females.percent  -0.91763 0.48893 -1.877 0.06054 * 0.3995
75.Group Life 0.03200 0.00604 5.295 1.19¢-07 kol 1.0325
Z6.Current. Members -0.02823 0.00846 -3.335 0.00085 kol 0.9722
Z7.Initial. Members 0.03736 0.00813 4.595 4.32¢-06 kol 1.0381

Signif. codes: * p <0.1, **p <0.05, ***p < (.01

The result of the Hosmer-Lemeshow test (chi square = 7253; df = 8; p < 2.2e-16)
indicates no evidence of poor fit. Hence it is confirmed that the model fits the data. The
estimated logit model is given by the following expression:

Logit{NPL = 1/ independent variables} = -3.85081 + 0.21182 X1 - 0.13206-X2
-0.02789-X3 + 0.04884-X4 + 0.00238 X5 + 0.04237-X6 + 0.00071-X7 + 0.00008-X8
- 0.00282-X9 - 0.00003-Z1 - 0.00016-Z2 + 0.06146-Z3 - 0.91763-Z4 + 0.03200-Z5
-0.02823-76 + 0.03736-Z27

Overall, most of the explanatory variables had expected signs. Particularly, gender,
seniority (individual), total received amount, average loan, average loan term, group life,
and initial members had a consistently positive and significant effect (at 10 per cent level)
on NPL behaviour. Accumulated savings, current capital (group), number of current
members (group), and initial female’s percentage (group) have also a significant effect on
defaulting, but negative, meaning the higher the value of the variables, the lower the
probability of NPL behaviour. However, neither age nor the number of received loans, rural,
group initial capital or the current female percentage (group) have any significative effect on
NPL behaviour.
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It is of special importance gender (male) and initial female’s percentage because of their
odds ratio deviation from 1. Concretely, the odds of a male incurring in NPL behaviour are
1.2359 times greater than the odds for females. Additionally, for each point increase on the
initial percentage of female in the group, the odds of the members of that group incurring in
NPL behaviour decreases from 1 to 0.3995.

4.5 Findings Discussion

In our research we have analyzed the relative importance of several factors on the
probability of default using a sample of 7,251 active users of the “Saving and Leaning”
Program developed in Ecuador by SAVINCO from 2014 to 2020. All these users had been
with the organization for at least three months. In this section we will discuss our findings.

SGs are being used in many parts of the world as a strategy to give access to financial
services to the population in the bottom of the pyramid with the final objective of reducing
poverty. Nevertheless, the inherent risk attached to these small loans is a major concern for
MFIs and NPOs. Understanding SGs member's characteristics could play an important role
in reducing loan default rates.

The potential factors determining microcredit default have been analysed in line with
Adongo and Stock (2005); Field, Pande and Papp (2010); Kodongo and Kendi (2013) and
Muthoni (2016). Most of these studies have been performed for specific countries and years
limiting the generalizations to other countries or situations. Nevertheless, there are some
borrower's characteristics examined in the present research that are significant in most of
these studies. These factors include gender, age, number of loans, loan amount, and
repayment period.

It is very interesting to observe that the average default rate in our sample is 5.21 per
cent which is relatively low in comparison with Ecuador default rate of Microcredits issued
by Cooperativas (Savings and Loan Associations) which was 5.88 per cent in September
2019, and much lower than public banks with a microcredit default rate of 7.76 per cent
(Ocana, 2018). A possible explanation for this fact might be that traditional banks have a
higher percentage of individual loans that are associated with higher default rates than group
lending (Kodongo and Kendi, 2013; Mokhtar, Nartea and Gan, 2009) and that financial
education improve savings and the responsible use of the loan.

The significant positive sign on “Gender (Male)” is consistent with previous authors
that indicate that the probability of having problems in loan repayment is higher for males
than for females. A higher percentage of female's clients in MFIs is associated with a lower
portfolio risk, fewer write-offs, and fewer provisions (Adusei, 2013; Banerjee et al., 2015;
D’Espallier, Mersland and Guerin, 2011; Giné¢ and Karlan, 2009). Although the gender
variable was significant only at a 10 per cent level, the odds of a male incurring default are
1.24 times greater than the odds for females.
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Although “Age” is not statistically significant in our model, the NPL rate of customers
over 55 years is higher than the average NPL rate (see table 4.5). These results are not
consistent with the research carried out by Mokhtar, Nartea and Gan (2009) and Bhatt and
Tang (2002). Both suggest that older borrowers have more experience and would be more
responsible in repaying their loans than younger borrowers.

“Seniority” and “Group Life” coefficients are both positive and significant at a 0.1
level. SAVINCO managers pointed out that the “Seniority” result might be logical, as they
have observed that users tend to be less risk adverse after years being part of a savings group
and may become over-indebted. Consequently, a similar consequence might happen with
“Group Life”. We recommend that before granting a new loan, records of borrowers'
financial obligations in other institutions should be required.

Accumulated savings is inversely related to NPL, and significant at a 0.1 level.
Accumulated savings represents individual savings, therefore it is expected that borrowers
with a high level of savings have less of a chance of default, since it would be against their
own interest.

Furthermore, results suggest that Average loan and Average loan term are significant
factors (both at 5 per cent level) influencing directly the chance of default. This result is
opposite to authors such as Mokhtar, Nartea and Gan (2009) who defend that the lower the
loan amount, the higher the chance of default since low loan amounts are mostly extended to
first business beginners who lack experience and larger amounts are mostly granted to more
experienced borrowers. They also suggest that a weekly loan repayment schedule posed
problems for borrowers who generate a lower revenue cycle and suggested that MFIs should
consider lowering the weekly repayment amount and providing a longer duration of
payments in response. Furthermore, Kodongo and Kendi (2013) suggest that larger loan
amounts are associated with fewer incidents of delinquency. Moreover, SAVINCO
managers explained that the average loan term is not an important factor in client
delinquency but the size of the regular payments, and suggest that regular installments
should not be higher that a 30 per cent of their salary. SAVINCO managers affirm that the
problem is not the loan term but the regular repayment capacity.

Initial and Current Members are both significant (at 0.1 per cent) but in opposite
directions. Initial Members is positively related to default, while Current Members is
inversely related to default. SAVINCO managers explain that large initial members
relationship with higher default rates might be due to the fact that members do not know
each other well enough and there is not a clear leader and group procedures, in line with
Conning (2005) that suggests that broad initial groups may not be able to enforce the
cooperative agreements necessary for group repayment. On the contrary, the result that
Current Members is inversely related to default is consistent with literature that suggest that
after some time, larger groups know each other well and can take greater advantage of local
information reducing adverse selection and moral hazard (Ahlin, 2015). It is also well
known that diversification can reduce risk and sufficiently large groups can attain first-best
lending.
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Finally, SAVINCO managers are concerned about financial training and are
implementing more active leanings methodologies using the mobile platform and quality
control measures. They stated that it is important to observe the beneficiaries’ behavior in
relation to debt recurrence to prevent them from over-indebtedness. As hypothesised, given
the financial education provided in the regular repayment meetings, the higher the number
of attended sessions the better prepared microcredit beneficiaries are to make appropriate
decisions regarding loan size and repayment period.

4.6 Conclusions

Savings groups programs have expanded rapidly all around the world providing an
alternative way of financing for excluded population. Although there is abundant literature
about microfinance impact, outreach and sustainability (Gutierrez-Nieto and Serrano-Cinca,
2019; Van Rooyen, Stewart and de Wet, 2012; Hermes and Lensink, 2009), there is scarce
research about the determinants of loan[Irepayment in micro-credit savings groups. The
purpose of this research was to identify the savings group members' characteristics that
minimise default risk. We have analyzed a sample of more than 400 SGs and 7,253 active
users of the “Saving and Learning” program, developed by SAVINCO in Ecuador from
2014 to 2020. The information was extracted from the cloud-mobile App Qmobile that
records all group lending transactions.

We have used a binary logistic regression model to identify the factors that affect the
non-performing loan or default behaviour among micro-credit borrowers from savings
groups in Ecuador, which led to interesting findings.

As a result, our first conclusion is the necessity of these groups to control over-
indebtedness. We recommend a break period between loans, since after years of
continuously borrowing SGs members could tend to be less risk adverse. In addition, before
granting a new loan records of borrowers' financial obligations at other institutions should be
required. Regarding the loan size and term, we consider that the important factor is the
regular repayment instalments. They should not be more than 30 per cent of their regular
income as SAVINCO managers suggested. In relation to group size, too broad initial groups
could be a factor of concern since joint liability might not work well if members do not
know each other or do not have strong family ties.

Furthermore, the use of technology in SGs should be promoted. Although the main
purpose of the Qmobile platform was to help group members efficiently manage their
monthly meetings, the on-line data allows users and managers to perform a continuous
follow up and quality control of the program. In addition, this App is a perfect channel to
provide financial education to SGs members. The challenge is to generate long-term saving
habits and management skills that will allow users to improve their financial health and
consequently improve their life conditions.

The contributions of this paper could de classified in contributions for practitioners,
academics and development institutions. For practitioners, based on the results of this study,
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we have identified relevant factors that can affect SGs default rates. For academics, the rich
information provided by the Mobile App could be a starting point for further quantitative
research once the financial education App 1is designed. Finally, for international
development institutions, we suggest that all the actors involved such as the government,
NPOs and MFIs should work together to provide the necessary framework to promote the
use of technologies for financial inclusion and education. Cooperation among the different
actors is the only way to achieve economic growth in a sustainable and inclusive way.

No study is without limitations. First of all, the generalizability of our findings might be
restricted by our focus on one saving group platform in Ecuador. These results should, of
course, be interpreted with caution, as they may be idiosyncratic of the period and region. A
second potential limitation is that the information used was not complete, additional group
members qualitative and socio-economic information will be needed to complete the
borrower profile in order to produce comprehensive credit scoring. Last but not least, the
information was extracted before COVID-19 pandemic that has greatly affected all levels of
society worldwide.

Finally, the present results legitimize the authors to continue exploring on this area.
There is a need for more research that can assist both lenders and borrowers achieve jointly
economic growth in a sustainable and inclusive way. Future research lines include the
design of a complete borrower's profile and credit scoring, including other variables such as
inflation, weather conditions, political, financial or health crisis. We also plan to analyse the
impact of COVID-19 on savings groups’ programs defaults using panel data.
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Financial inclusion remains a key political and social imperative. For many years MFIs
have been seen as an efficient tool to reduce poverty given the double economic and social
mission. However, in the last few years there has been a big debate regarding MFI impact on
the life of the poor. Some research even suggests that microfinances can have a negative
impact on the more vulnerable. In addition, events such as Compartamos [PO in 2007 and the
Andhra Pradesh “No Pago movement” in 2010 are generating controversy and affecting the
legitimacy of the whole microfinance sector. We believe that the microfinance sector needs to
develop a broader concept of financial inclusion using new digital technologies and increasing
cooperation among all the actors involved.

Financial exclusion is both a result and an obstacle to the development of the poorest
populations and their communities, but opening a bank account or accessing to finance
through MFIs is only part of the challenge. Without the necessary financial skills, it is
impossible for micro-entrepreneurs to manage their loans, make correct decisions and ensure
their businesses grow in a sustainable way. It is often assumed that account ownership is the
mayor cause of financial inclusion, but our analysis shows that it is the correct use of financial
products what makes the difference in improving the lives of the more vulnerable. Some of
the ways to increase financial inclusion is to improve the level of financial education, to
increase trust in financial institutions and to encourage the use of mobile banking.

The lack of financial and accounting skills is one of the main problems for micro-
entrepreneurs when managing their micro-business. Without the necessary financial skills, it
is difficult for micro-entrepreneurs to manage their loans, understand interest rates or manage
their business.

In the second chapter we conclude that there are many factors that can influence financial
inclusion such as access to financial products, level of financial education, use of technology
or alternative channels among others. Becoming part of the financial system requires
customers to change their habits and increase trust on financial institutions. MFIs have to be
sensitive social expectations regarding interest rates and profit margins when dealing with the
poor. These institutions also need profits to assure sustainability but they have to be in line
with the social expectations. The second chapter contributes to the debate over how to
improve microcredit intervention's impact on the more vulnerable and identifies some unique
insights into the interrelationships of financial education and financial inclusion.

Firstly, MFIs have problems reaching and serving the poor in remote rural areas and have
to rely in banking agents or front-line officers. Frontline officers or banking agents are key
figures in MFIs, because they have direct contact with the customers. They are the sales force,
the revenue generators and the MFI’s interface with clients; therefore training and retaining
them should be a priority. Microfinance institutions should also introduce proper banking
agents’ performance indicators rather than repayment related ratios and create a mission
culture among them.
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Secondly, there are concerns that the microcredit market may be saturated and that intense
competition between MFIs is pushing customers into over-indebtedness and high rotation. It
is essential to re-address the MFI efforts in terms of customer needs, product flexibility or
financial education among others. Our recommendation is to establish differentiated strategies
for different levels of poverty. Different financial products should be offered depending on
the customer’s needs and profile. For example, Conditional Cash Transfer programmes and
primary education is the responsibility of the government and should cover the extremely
poor population. CCT programs have been the most important and effective social assistance
interventions in Latin America and the Caribbean in the last 15 years. In the next level,
savings groups programs particularly for women living in rural areas should be promoted.
Finally, MFIs should focus on the more promising and sustainable ‘upper micro’ that have
better chances to create jobs and survive.

Thirdly, all interviewees agreed that financial education can help improving microcredit
impact but it should be adapted to the different levels of vulnerability.

Fourth, we are currently experiencing a profound digital revolution, characterised by
unstoppable technological advances. This digital expansion also affects the microfinance
industry, which has been strongly driven by the rapid adoption of mobile communications.
These investments include digital ID systems, mobile communications, access to Internet and
digital payment systems. The enormous growth of mobile banking has created a new
opportunity to expand financial services to population living in remotes areas and reducing
the gap between developed and developing economies in terms of financial inclusion. The
way to increase account ownership is to improve the level of financial education, to increase
trust in financial institutions and to encourage the use of mobile banking reducing the level of
cash payments. Mobile money accounts will help reducing cash payments, and make money
transfers between individuals and businesses faster, easier and available using electronic
devices, especially smartphones.

Chapter three contributes to raise the attention to the level of accounting and financial
education of the more vulnerable and the way it can be improved. The lack of financial and
basic accounting skills is one of the main problems for micro-entrepreneurs when managing a
micro-business. Recent evidence suggests that traditional financial education programmes
have not been successful in improving financial knowledge or changing people’s financial
behaviour. Researchers agree that the impact improves when tutoring is adapted to the needs
of micro-entrepreneurs, however the access to populations living in rural areas can be difficult
and very expensive.

Thanks to the digital revolution and the use of mobile devices, new technology-based
delivery channels can be implemented. MFIs should develop appropriate contents,
methodology, and settings to ensure learning, because each micro-entrepreneur requires a
different teaching approach. To accomplish this, financial and accounting education must be
integrated into daily activities so that motivation to learn will be higher if training coincides
with a financial decision.
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Regarding the content, one of the most important educational objectives is that microcredit
beneficiaries should be able to record their daily transactions to better understand their
business. This is the reason why we conducted an experiment with a sample of university
students in Spain to test the effectiveness of a simple accounting tool, a cash flow template.
We applied a randomized control trial to an intervention and control groups. Both groups
were given a case study that described the transaction over three months of a female
entrepreneur in rural Peru and asked them to record the transactions and develop some
management information. The intervention group of students was also given a cash flow excel
template, developed by the authors while the control group were just given the case study.

Our findings show that participants performed better in the intervention group, proving that
the cash-template helped them recording transactions and understand the key variables of
their business. It also helped raising awareness of the importance of using digital tools to
improve the level of financial and accounting knowledge. Furthermore, the feedback provided
by the students was very useful to improve our case study in order to apply the training in
emerging countries. Another interesting finding is that most MFI's are developing different
training programmes with high involvement of university students and lecturers. This is a way
to bridge the gap between Higher Education Institutions and the real world in line with Yunus
(2003).

The challenge is to generate long-term financial habits and management skills that will
allow microcredit borrowers to improve their financial health and consequently improve their
life conditions. Our recommendation is that tutoring should be continuous, and loan
beneficiaries should have access to training at any moment through mobile communication. It
should cover a wide range of basic concepts such as differentiating between family and
business expenses, loan use, savings, financial planning and commercial strategies, and basic
accounting, which is essential, as it provides information on which to base decisions to plan,
forecast, and control.

Finally, chapter fourth covers savings group’s repayment problems. The capability of
borrowers to repay their microcredit loans is a very important issue and is the first risk of
Microfinance institutions sustainability. Exploring the determinants of credit risk is an issue
of substantial importance. We applied a binary logistic regression model to a sample of more
than 7.000 members of 400 savings groups from the SAVINCO's “Saving and Learning
program” in Ecuador trying to identify the factors that affect the non-performing loan
behaviour, which led us to interesting findings.

As a result, our first recommendation within this chapter is the necessity to control over-
indebtedness. We recommend a break period between loans, since after years of continuously
borrowing SGs members could tend to be less risk adverse. In addition, before granting a new
loan, records of borrowers' financial obligations at other institutions should be required.
Regarding the loan size and term, we consider that the important factor is the regular
repayment instalments. They should not be more than 30 per cent of their regular income as
SAVINCO managers suggested. In relation to group size, too broad initial groups could be a
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factor of concern since joint liability might not work well if members do not know each other
or do not have strong family ties.

Furthermore, the use of technology in SGs should be promoted. Platforms such as
Qmobile, developed by SAVINCO should be used to help group members efficiently manage
their monthly meetings, and also a channel to provide financial education.

The data we present in this dissertation dates from before the pandemic, so it does not
account for COVID-19 potential impacts. COVID-19 Pandemic has forced vulnerable
population to embrace new digital technologies. MasterCard (2020) has reported that
approximately 40 million people across Latin American have become banked over the past
few months but this situation presents opportunities and challenges. In addition, the current
COVID-19 environment has created an unprecedented challenge for microfinance institutions
that are supporting the most vulnerable population and at the same time surviving. The risk
of deterioration of loan portfolios, MFI liquidity levels and the ability of borrowers to
repay loans threatens many MFIs solvency and will determine their ability to survive the
pandemic. Other aspect is the reduction of lending levels and its impact on low-income clients
who depend on microfinance for their livelihood. In addition, during the last year and a half
lockdowns, a big part of the vulnerable population has been forced to embrace new digital
technologies. This new situation presents opportunities and challenges because there is the
risk of not using financial products in a correct way.

We can say that the microfinance sector is under a great pressure but the Pandemic
represents a unique opportunity to invest in digital inclusion. Digital technologies will play an
important role in accelerating the economic recovery of the most vulnerable population. This
can only be accomplished if governments and private sector work together to help the
unbanked reduce their digital breach.

The contributions of this dissertation can be classified for practitioners, academics and
institutions. For practitioners, the use ICTs must be further incorporated in MFIs daily
activities. Starting with front line officers contacts with beneficiaries from the initial stages of
risk evaluation, monthly meetings management, on-line training, and more important for
impact assessment. In addition the risk of over indebtedness and the relevant factors that can
affect default rates have been identified. For academics, cooperation among different research
centres in developing digital financial education to be used in developing countries and the
information provided by mobile platforms could be a starting point for impact assessment and
further quantitative research. For institutions, we suggest public-private collaboration among
all the involved actors, such as government, NPOs and development organizations that should
work together to provide the necessary framework for increasing stability and integrity of
financial institutions and protection of the more vulnerable. Cooperation among the different
actors is the only way to achieve economic growth in a sustainable and inclusive way. There
is a credible possibility of a new era of innovation that could raise living standards, especially
if all actors cooperate to promote investments in digital technologies and education for the
more vulnerable population.
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No study is without limitations. First, the generalization of our findings is restricted by our
focus on Peru and Ecuador. These results should, of course, be interpreted with caution, as
they may be idiosyncratic of the period and region. A second, potential limitation is that the
gathered information was at one point in time, whereas the technology and MFIs evolution is
a dynamic process. Finally, we have focused on financial education and ICT but there are
other factors that can affect MFIs’ impact on the more vulnerable. Trust in the institutions,
regulatory environment, modern infrastructure and communications, are other conditions that
play a key role in improving financial inclusion.

In line with these results, as futures research lines, we have decided to start a new project
consisting in producing short educational videos focused on women entrepreneurs in
developing countries. We have seen in the previous chapters that financial education is key
for micro entrepreneurs success and that financial education must be simple and practical.
Many experiments showed that the use of video or audio media technology for financial
literacy could have a positive impact. These videos are mainly targeted to woman in rural
areas starting a new business. The videos use a colloquial language and are easy to
understand. Regarding the content it must be flexible and have to be adapted the specific
needs of the beneficiaries. The first collection called “Clothes for growth”, have already been
registered in “Registro Territorial de la Propiedad Intelectual”, 05 February 2021, M-
000774/2021. These videos introduce basic accounting concepts such as: differentiating
between family and businesses accounts, recording transactions, collections and payments,
the importance of savings, loan use, differentiate investment from expenses, how to calculate
the cost of products, and other topics such as over indebtedness and interest rates. You can
find bellow an example of a video of a woman starting a business and not knowing how to
handle her accounts.

BRI R

Other future research lines include the design of a complete savings groups credit scoring
and the evaluation of the impact of the pandemic on savings group’s defaults.

Finally, financial inclusion is a complex field but the present results legitimize the author
to continue exploring on this area. There is a need for more collaboration between researchers
and practitioners that can assist the most vulnerable population to achieve economic growth in
a sustainable and inclusive way.
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Annex 2.1 Interviewers technical sheet

(6(0] Organization/ Country/ Typology Time | Number Main issue
DE Position City of
meetings
Mi Banco - MFI (Peru)

1 General Peru/Lima Meeting 2 1 Front line
Manager of Econo Face to face | hours officers &
mic Studies customer

retention
Financiera Confianza SA - MFI
(Peru)
2 General Manager. Peru/Lima Business 2 1 MFIs
Lunch hours Sustainability

3 Deputy General Ma | Peru/Lima Meeting 2 1 MFIs
nager of Legal Face to face | hours Sustainability
Services.

4 Deputy General Ma | Peru/Lima Meeting 6 3 Financial
nager of Economic Face to face | hours Education &
Studies. Front-line

offices

5 Regional Manager Lima Meeting 3 1 Risk
for Lima, at the San | Area/Peru | Face to face | hours assessment &
Juan de Lurigancho customer

retention

6 Administrator at Lima Meeting 4 1 Customer
San Juan Proceres Area/Peru | Faceto face | hours relation & Front
Branch Officers
Financiera Confianza (FC) Customers

7 Customer 1- Motor | Peru/Lima | Visit to 2 1 Long term
bicycle taxi area premises hours relationship

with FC

8 Customer 2. Retail Peru/ Lima | Visit to 2 1 Credit
shop and Taylor area premises hours application and
made clothes Financial

training

9 Customer 3. Shoe Peru/ Lima | Visit to 2 1 Formal and
repair shop area premises hours informal

Accounting
ADRA (Peru)

10 Administration and | Peru/Lima Meeting 2 1 Woman Group
Finance Director Face to face | hours Lending
Banco de la Nacion, Peru

11 Technology general | Peru/Lima Business 2 1 ICT
manager Lunch hours
CEFI-ASBAN

12 Education and Peru/Lima Meeting 2 1 CCT- Financial
Financial Inclusion Face to face | hours Education
Co-ordinators.

13 Education and Peru/Lima Meeting 2 1 Financial
Financial Inclusion Face to face | hours Education
Co-ordinators. material
COPEME Peru

14 General Manager | Peru/Lima | Meeting 2 1 Public policy
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Face to face | hours and financial
education
15 Assistant Manager Peru/Lima Meeting 2 ICT & Risk
Face to face | hours assessment
ASOMIF, Peru
16 General Manager. Peru/Lima Meeting 2 Public policy
Face to face | hours and financial
education
FMBBVA, Madrid
17 Board Spain/Mad Meeting 6 Corporate
Member BBVAMF rid Face to face | hours Governance and
MFI
sustainability
18 Impact assessment Spain/Mad Meeting 4 Impact
manager rid Face to face | hours assessment
19 Impact assessment Spain/Mad Meeting 2 Impact
manager rid Face to face | hours assessment
CODESPA
20 Country Peru/Lima Meeting 2 Inclusive
Manager Peru Face to face | hours tourism-
Financial Skills
21 Director Impact Spain/Mad Meeting 2 Savings
Evaluation, Madrid rid Face to face | hours groups- Impact
assessment
FUNDACION AFI, Madrid
22 Director Fundacion | Spain/Mad Meeting 2 ICT
AFI rid Face to face | hours
23 Founding Partner Spain/Mad Meeting 6 Social
rid Face to face | hours responsibilit
y
24 ICT Support Spain/Mad Meeting 8 ICT
rid Face to face | hours
25 Country Spain/Mad Meeting 2 Savings
Manager Ecuador rid Face to face | hours Group
Management
Accion Emprendedora (NPO)
26 Founding Partner Peru/Lima Meeting 2 Entrepreneur
Face to face | hours ship
ESAN University Peru
27 Vice Dean Peru/Lima Meeting 3 Project Pro-
Face to face | hours mujer
28 Professor of ICT Peru/Lima Meeting 2 ICT
Face to face | hours
29 Professor Peru/Lima Telephone 2 Social
conversation | hours responsibilit
y
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Annex

2.2 Semi-structured interviews outline

To Customers

150

Type of business. Activity, sector, volume of sales

Is it a family business? How many members of the family work in the company?

Is the business generating profits? Is it the first source of income for your family?
How many years have you been working with Financiera Confianza?

What is the size of your loan, repayment period, and interest rate, size of its regular
re-payments?

Do you have any other loan with other formal or informal institution?

What is your level of education? Have you received recently any financial or
accounting education? Other type of training?

Do you differentiate your family accounts from the business accounts?

How do you record your transactions?

Do you know how to do your credit application?

Do you have a Personal Computer

Do you use your Mobile phone for transferring money or other banking
transactions

Name some ITC innovations that you are using so far that has impacted you daily
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Annex 3.1 Case Study: Clothes for growth’

He hecho trajes toda mi vida
y los vecinos y amigos me
animan a montar un taller de
confeccion de vestidos y
camisas

Mrs. Lucy is married and has two daughters. She lives in a remote rural area in the state of
Piura (Peru). She attended primary school and when married she left her studies. However,
she has decided that she wants to give her daughters a better education. Her husband works
in agriculture and gives her a small amount of money for the daily needs, 100 soles per
week. Nevertheless this amount of money is not enough to cover the minimum needs.

She has an old sewing machine, and years of experience in designing and sewing. She has
done all her life her own clothes. Occasionally she has also done new dresses and repairs
for neighbors and friends. Giving that the girls had grown up and she has more time, she
has decided to start a new business at home. The first thing she is going to do is to separate
accounts from the home and the business in order to know if she is making enough profit
with the business.

She has been saving money during the last few years, keeping it in a box in the cupboard
and decided to invest her life savings of 300 soles in a new business.

During the first few months of operations she has been paying and collecting money,
without differentiating between family and business areas. Additionally, she has no
financial education neither any accounting knowledge, but she is a very organized person
and has been written in a notebook a list of the transactions she has made in the last few
weeks. Can we help her to make a cash-flow statement for these periods differentiating
between family and business accounts?

" Ilustraciones Sunidella@

151



Annexes

Week 1

. At the beginning of the week 1 she has at home 200 soles in cash.

2. In addition, she has been saving money during the last few years and decided to
invest her life savings of 300 soles in the new business.

3. She buys food in the local grocery for 90 soles.

4. One of her daughters got ill and she paid 70 soles for the doctor visit and
medicines.

5. She has bought material of 35 meters at 4,5 soles/meter. Se estimated that each
dress takes 3 meters of fabric.

6. Her husband give her a contribution of 100 soles a week for the daily home
expenses

7. The girls need new clothes and material for school. She bought two trousers and
two shirts for 50 soles and some books, pencils and paper for 20 soles.

Week 2

1. She sells the first dress for 25 soles.

2. She buys food in the local grocery for 50 soles.

3. One week a month there is a special vegetable market in the area and she like to
buy fresh products, this time she bought different fresh vegetables for 15 soles.

4. Her daughter is still ill and the local doctor recommended her to go to the nearest
village for x-rays. She had to pay 30 soles for the transport and x-ray

5. Next week is her husband birthday and she is planning to organize a party at home
for all her family. She bought special food and drinks for 70 soles

Week 3

1. During the first few weeks she has been working by herself but she has an
increasing number of orders that she cannot manage. Thus, she has hired a young
niece Ms. Dolly who has learned quickly and is showing a great enthusiasm and
motivation. They agreed to pay a variable salary consisting on 5 soles per dress
sold.

Desde Iuego,. me
gusta coser y siempre
he soﬁavde(;t?ggsdiseﬁar
2. She sells 3 dresses at 25 soles each.
3. She buys food for 25 soles.
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4. This week is her husband party so she went to the hairdresser and paid 5 soles.
5. She has paid her niece the corresponding salary consisting in 15 soles (5 soles * 3
dresses)

Week 4

1. She pays the home electricity bill of two months of 100 soles.

2. She pays the home water bill of the month for 50 soles.

3. She sells 5 dresses at 25 soles per dress.

4. She has contracted for the business Mobil calls and Internet with a new phone
company in the area and agreed to pay a fix amount of 100 soles a month. The first
bill is paid in week 4 and every month in week 8 and 12.

5. Giving that she has not got enough money to attend all the family needs Mrs Lucy
has decided to pay herself a salary of 50 soles a week.

6. She buys food for 30 soles.

7. She has paid her niece the corresponding salary.

Week 5

1. The business is going well, so he has decided to buy a second hand sewing machine
for her niece for 200 soles.

2. She is having problems to meet her daily payments and took a 20-month loan of
1.200 soles from a local lender with an annual linear interest rate of 50%. She pays
interest expenses monthly and repays the principal also monthly in 20 months. It is
say; she will repay principal of 60 soles a month starting in week 8, week 12... and
monthly interest of the remaining capital. First month: 1.200 * 50%/12= 50 soles,
second Month: (1.200-60)*50%/12=47,5.

3. She decided to increase the price for dresses to 30 soles. She sells 1 dress for 30
soles.

4. The girls need new material for school. She paid 30 soles.

6. Mrs. Lucy has decided to make also shirts form men and buys 40 meters of shirt
fabric for 4 soles per meter. She knows that each shirt take 2 meters of material,
therefore she expects to make 20 shirts with this material.

7. She has decided to pay her niece Dolly 3 soles per shirt.

5. Mrs. Lucy buys another 30 meters of material for dresses and she has negotiated
with the supplier to get a discount because she is paying cash so she will be paying
4 soles per meter.

6. This week she has sold also 2 shirts for 20 soles each

7. She buys food for 50 soles.

8. She has paid her niece the corresponding salary of 11 soles (1 dress* 5 soles and 2
shirts*3 soles).
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Week 6

1.

The sewing machine broke down; the repair cost was 20 soles. The repair shop
proposed Mrs. Lucy a weekly maintenance contract of 1 sol/week and she has
accepted starting in week 7.

2. She sells 2 dresses for 30 soles each and 2 shirts 20 soles each.

3. She went to the doctor and pay 10 soles.

4. She has paid her niece the corresponding salary.

5. In the special vegetable market, she bought vegetables for 15 soles.

6. She buys food for 45 soles.

7. This time of the year is the raining season. The past two weeks it has been raining a
lot in their village. The roof of the house has been heavy damage and need to be
repaired immediately. The constructor has budgeted a cost of 300 soles but agree to
be paid during the next 3 weeks, 100 soles per week, week 6, week 7 and week 8.

8. She decided to transfer part of the loan with no interest to the family to pay the
roof. She transferred 400 soles.

Week 7

1. She sells 4 dresses for 30 soles each and 5 shirts for 20 soles each.

2. Mrs. Lucy and Dolly have been working at home but Lucy’s husband has
complained that the place is very small for the family and the business. So Mrs.
Lucy decided to rent a place nearby. The new place rent expense amounted 40 soles
per week, starting week 7. His husband has helped her to move all the materials and
furniture to the new place

3. Mrs. Lucy had to refurnish the new place, so she bought four chairs, a long table,
and a cupboard. She agreed with the supplier to pay him 50% in week 8 and the
rest on week 10. The total cost of the furniture was 250 soles.

4. She buys food for 50 soles.

5. She has paid her niece the corresponding salary.
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Week 8

1. She sells 4 dresses for 30 soles and 2 shirts for 20 soles each.

2. In addition to the rent of the new place she will have to pay electricity. For the
moment, the landlord asked her to pay additionally 10 soles every week for
electricity and water. Starting in week 8.

3. She buys food for 35 soles

4. She pays home water of the month for 45 soles.

5. She has paid her niece the corresponding salary.

6. She pays the interest on the loan (1.200 soles *5%/12= 50 soles) and repay
principal of 60 soles (1.200 soles / 20 months)

7. She thinks the business is doing well and has decided to make a big party and invite
her family that lives in a small village close by and some of her neighbors. The
celebration cost her 100 soles.

8. She pays the monthly phone and Internet bill for the business (100 soles).

Week 9

1. She decided to increase the price for shirts to 25 soles each.

2. She has bought 46 meters of a new dress material for 4 soles/meter and 20 meters
of shirt material for 4 soles per meter

3. She sells 3 dresses for 30 soles each and 5 shirts by 25 soles each.

4. She buys food for 35 soles and cleaning products for 20 soles

5. Her husband has an accident when coming back home and will not be able to work
in the next 4 weeks. That means he will not be able to give his wife the full home
contribution during some weeks. His new allowance is 50 soles from week 9 to 12.
He went to the doctor and paid 70 soles.

6. She has paid her niece the corresponding salary.

Week 10

1. She sells 4 dresses at 30 soles each and 4 shirts at 25 soles each.

2. She accepted a special order. She is doing a wedding dress for one of her niece, for
a price of 200 soles. She bought 10 meters of white silk material to a local supplier
at a cost of 8 soles per meter.

3. She buys food for 40 soles.

4. The girls need new material for school. She paid 40 soles.

5. In the monthly special vegetable market, she bought vegetables for 18 soles.

6. She has paid her niece the corresponding salary, except for the special order.

Week 11

1. She sells 5 dresses at 30 soles each and 4 shirts at 25 soles each.

2. She buys food in the grocery for 45 soles.

3. She has paid her niece the corresponding salary.

Week 12
1. She sells 5 dresses at 30 soles each and 5 shirts at 25 soles each.
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2. She buys food for 35 soles.
3. She pays the home water of the month for 50 soles.
4. She pays the interest on the loan (1.140*50%/12=47,5 soles ) and repay 60 euros of
the principal.
5. She has paid her niece the corresponding salary and a bonus of 10 soles for the
extra hours in helping her with the wedding dress
6. All the family is going to the wedding and need new clothes. She design and made
3 special event dresses. She bought 12 meters of a special colorful fabric for 7 soles
per meter, and paid cash. She used all the fabric in the 3 dresses
7. She pays the home electricity of two months: 180 soles
8. She gave her niece a wedding gift consisting in 70 soles.
9. She pays the monthly phone and Internet bill for the business.
IT IS REQUIRED
1) Help Mrs. Lucy to Know to prepare a monthly cash flow for her business and for
the home. Differentiate the Cash-flow from operating, investing and financial
decisions
a. How much money has she left at home at the end of month 1, 2 and 3
b. How much cash has the business produced at the end of month 1, 2 and 3?
c. Prepare an inventory control table in units of material. How much material
is left at the end of month 1, 2 and 3? Differentiate between material for
dresses and material for shirts.
d. Which is the loan outstanding at the end of month 2 and 3
2) Based on the produced information, which are the key aspects of Mrs. Lucy
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Annex 3.2 Cash Flow templates

Familly Cash-Flow Records

week1 week2 week3 week4 MONTH 1

Initial cash - = = -
Family/revenues i - 4 = 4 = L# - F -
Salary member 1- Husband contribution [ -

Salary wife ' -

[Familly Expenses - - - - =
Food and Cleaning materials
Health
Clothes i -
School i -
Celebrations -
Hair dresser ' -
Others- Vegetable market [ -
Electricity
Water -

LI

h]

]

|I- CF from Operations - - = - _

1I- Captial investment ’ - ’ - ’ 5 ’ - -
Roof repair
Furniture
Others

III- Financial resources - = = = -
Loan from business
Dividends

Other extrordinary resoruces

[Total Familly CASH at the end : - E - N
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Business Cash-Flow Records
week1 week2 week3 week4 MONTH 1

Initial cash = = - -

Collections from sales 5 ' - ' - ' - I i

Sales product 1 -Dress - =
Units Product 1 i -
Price product 1 -

Sales product 2-Shirts - - - -
Units Product 2
Price product 2

Sales product 3 ’ - ’ - : - k -
Units Product 3
Price product 3

Sales product 4 ’ - ’ - : - ’ -
Units Product 4
Price product 4

[Other income/collections

Payments

Total raw material = = = - -

Cost raw material 1 ' -
Units RM 1 - _
Cost RM 1 per unit

Cost raw material 2 r -
Units RM 2 r _
Cost RM2 per unit

Cost raw material 3
Units RM 3
Cost RM 3 per unit

Wy

Salaries -

Salary owner | -
Salary employee 1-Niece
Salary employee 2
Salary employee 3

L I . B |

Supplies and others - -

Rent | -
Other utilities

Phone and interent
Repairs and maintenance
Extraordinary events | =

L I . B |

[I- CF from Operations - - - - -

weekl week2 week3 week4 MONTH 1

II- Captial investment - - o 5 -

Machinery
Furniture
Others

. . F
|III- Financial resources - - = = -

EQUITY (Savings) ' -
Loan to familly

New Loan

Repayment of loan 1

Interest on loan

|Total Business CASH at the end - - - = -
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Loan Information

weekl week2

week3

week4

MONTH 1

Loan information

Loan initial

Num.months

Repayment of loan

Interest on loan

Loan outstanding Balance

Inventory control

Fabrics
in meters

Begining Inventory
Fabric purchase
Fabric Used
Ending Inventory

For dresses (3 metres per unit)

month 1

month 2

month 3

Fabrics
in merers

Begining Inventory
Fabric purchase
Fabric Used
Ending Inventory

For shirts (2 metres per unit)

month 1

month 2

month 3
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Annex 3.3 Student Questionnaire

Student Questionnaire
Case Study: Clothes for growth

Please answer the following questions:

PART 1
1. Age
2. Gender Male Female
3. Do you have any labor experience? Indicate in
months.
4. How many years of higher education have you
studied?
5. Indicate your average final grade of last year.
6. Indicate what degree you are Business & Business & Business &
currently doing Economics Law IIRR

PART II

Help Mrs. Lucy to Know to prepare a monthly cash flow for her business and for the

home. Differentiate the Cash-flow from operating, investing and financial decisions.

End of
month 1
(3 points)

End of
month 2
(3 points)

End of
month 3
(3 points)

a) How much money has Miss Lucy left at home?

b) How much cash has the business produce?

¢) How much material (dresses) is left at the end of

the month?

d) How much material (shirts) is left at the end of the

month?

e) After week 12 how much of the loan is outstanding?

(1 point)
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PART III. Please value the following questions measured on a five-point Likert-type scale

(from 1 = do not agree, to 5 = completely agree)

1. Indicate which is your interest in starting a new 5 3 4 5
business. (X1.ENTRE)

2. Do you find this exercise useful if you're ) 3 4 5
planning to start a new business? (X2.USFL)

3. Do you come from an entrepreneurial family? ) 3 4 5
(X3.ENTRFA)

4. Indicate the difficulty of this exercise. (X4.DIFF) 2 3 4 5

5. Was the template useful? 2 3 4 5

6. Overall, did you understand the exercise? (X6. 5 3 4 5
UNDERS)

7. How do you value your level of financial ) 3 4 5
education? (X7.FINED)

8. How long did it take you to solve the problem?

(in minutes)
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