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Microcredit > Microfinance

* Microcredit by Grameen-Bank Style

» Collateral-free small-scale loans to the poor, especially female, who have not been
deemed to be creditworthy

* High repayment rates
 Joint liability (Peer selection & Peer monitoring)

* Strict repayment schedule (weekly/monthly) that begins right after disbursement
* Dynamic incentives

* From Microcredit to Microfinance
* Variants of Grameen-style microcredit
* Individual liability
e Large-scale loans
* Grace period etc
* Microsaving
* Microinsurance



Microinsurance

* Problems in the traditional crop/livestock insurance products

* Market failure associated with asymmetric information

e Moral hazard
* Adverse selection

* High transaction costs to verify individual losses

* Development of index-based insurance

* Weather/other index that closely related to losses
* Reduced incentive problems and adverse selection, and reduced transaction costs

e But still low demand

 Basis risk
* Upfront premium payment (liquidity constraints/present-biased preference)



Casaburi and Willis (2018): AER

* |n Kenya: Sugarcane

* Novelty: A company offers the insurance in the growing cycle and deducts the premium
plus interest at harvest.

* Interlinked contract: insurance and production sales (sold to a company at pre-
determined timing and price) = contract farming style.

e Payout if yield is below 90% of its predicted level.

. Experiment: (1) upfront payment (2) upfront with 30% discount (3) delayed payment at
arvest

* Results of take-up: (1) 5% (2) 6% (3) 72%
* Main mechanisms:

* small price elasticity because partial insurance is impossible
* large demand for delayed payment because of liquidity constraints and present bias

 Similar results are found in Liu et al. (2020)



Timing matters in many microcredit contracts...

Burke et al. (2019) in QJE

* Farmers sell low at harvest season and buy high in lean season

* A harvest-time loan that allows inter-temporal arbitrage of grain sales can significantly increase
farm revenues in rural Kenya

Fink et al. (2020) in AER

* A lean season-specific loan program in rural Zambia results in increased on-farm labor and
agricultural output, resulting in improved food security

Beaman et al. (2023) in ECMA

* There is mismatch in traditional microcredit for crop production between cash inflows (at harvest)
and credit outflows (frequent installment).

* Lump-sum repayments at post-harvest reduces borrower transaction costs, and boosts agricultural
investments and profits in rural Mali

Kono et al. (2024) mimeo

* There is also mismatch between credit inflows (upfront) and cash outflows (sequential investment).

* Sequential disbursement of agricultural credit and lump-sum repayments at post-harvest increases
agricultural investment among present-biased borrowers and reduces the loan size by eliminating
precautionary borrowing in rural Bangladesh



Lane (2023): ECMA

* In Bangladesh: Emergency loan for households living in flood-prone areas

» Typically, credit products have not been used to respond to shocks because financial
institutions do not want to lend to vulnerable households for fear of losing money

* Novelty: the Emergency Loan commits institutions to evaluating borrowers’
creditworthiness prior to the shock. Households can choose not to take a loan after the

shock.
* Experiment: Treatment vs Control (both eligible above threshold credit score)

* Main results: (1) make more profitable ex ante investment (amount of land dedicated to crop
cultivation and other business investment) and improve consumption and crop production ex
post (2) improve repayment rate (3) increase profits for MFI

* Mechanisms: W/O guaranteed credit, households are less willing to make risky, but
profitable investment for fear of investment failure in the face of shock, which reduces
consumption = the credit guarantee encourages households to increase their productive
investments by weakening the relationship between a future negative shock and
consumption levels.



Microsaving

e Saving is possible even at home, but demand-side saving constraints
exist...

* Present bias

* Social pressure/Kinship tax

 Limited cognitive skills (inattention to save, budget neglect/planning fallacy)
* Recent development of products and understandings

 Commitment savings (Ashraf et al., 2006)

 ROSCAs (Ambec and Treich, 2007; Baland and Anderson, 2002; Dupas and
Robinson, 2013) and mobile money (Riley, 2024)

e Savings reminder (Karlan et al., 2016), deposit collectors (de Mel et al., 2013),
budget exercise (Augenblick et al., 2022)



Future Research

* Flexible product designs tailored to heterogenous agents/demands

* But evidence can be mixed: e.g., flexible repayment/debt moratorium
* Negative on repayment: Czura et al. (2020), Brune et al. (2022)
* Positive on repayment: Battaglia et al. (2024), Fiorin et al. (2023)
* No impact on repayment: Aragon et al. (2020)

* General equilibrium effects at scale-intervention/natural experiment
e Burke et al. (2019)
* Breza and Kinnan (2021)
* Egger et al. (2022)
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