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Microcredit is not just about increasing access to credit for
millions of small entrepreneurs in poor countries. Paradoxi-
cally, people also use microcredit as a costly way to save.
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The Nobel Peace Prize celebrated the potential of microcredit to unleash the productive potential of small-scale entrepreneurs
in need of small loans. Research from rural India suggests that women who are less able to discipline themselves in their
financial behavior may voluntarily use microcredit as a savings tool. A loan can be used as a means of saving for lumpy expen-
ses, such as education for their children or house repair. If so, there is cause for rethinking microfinance and focusing on micro-
savings that would enable the poor to manage their money at less expense. L )

CONTEXT A gym for self-discipline

How does microcredit work? microcredit === Do you remember the last time one of your friends said that she was
Microcredit provides several innovations, which have proven smoking her last cigarette but then she lit one just the other day? And do
to ensure high repayment rates by the poor. The loans are 1 you remember your New Year’s resolutions about exercising regularly?
typically given to a group, which is liable as a whole. Indivi- 15 1 o _ _ _ _ _
dual members of the group thus have an incentive to monitor o0 The poor living in developing countries all over the world experience si-
others’ repayment discipline. Loans are repaid in frequent, 5 milar problems in their daily lives. Many of them would like to save some
low, and regular installments. The group can obtain another . . . . . .
loan only if the outstanding one is fully repaid. S TTTNNTTINT FNNNNNNNNE money for future to fulfill their goals. But if the only option is to save at
_ _ " — ot ey home where money is permanently available for spending, it is extreme-

Eow_tdoulntormal s?"'l_"gt TOdL:)CEs WO”d(' ly hard to resist temptations and people tend to overspend.

eposit collector - comes 10 Clients nouse-dby-nouse an H . . . .
collects low, yet frequent deposits. Deposit collectors charge SaVIngS —————————————————————————————————————————————————————— The emergence Of I.nfOI’maI SaVIngS prOdUCtS SUCh as rOtatIng SaVIngS
non-negligible fee for their service. e associations or deposit collectors demonstrates that the poor are not
Rotating savings and credit associations ~ a group of o only willing to save but also to pay for it. These financial tools incorpora-
people who save together. At regular meetings everybody e ] i i
deposits pre-agreed amount of money to a common pot. 10 1 te specific features: frequent, regular, small deposits or saving in
$Ee collected money is taan hohme by Ohne of Lhe mhemberS- 7 a group, which support individuals with self-discipline problems. The fea-

e meetings continue until each saver has taken the pot 0 . . .
once, then the whole cycle repeats. As one member puts it »{ THNTNNTETY TENTTNNNNT -~ tgrgs of these savings products and those of microcredit are remarkably
“YOU Can’t save alone.” I occumulated amount paid last week deposit Slmllar (See the flgure). .

METHODS - Less now, or more later?

The researchers measured self-control difficulties of the poor in rural
India and linked it to their financial decisions. One of the key questions
of the study is how people perceive the value of current and future
money. Would they rather receive a smaller amount tomorrow or a lar-
ger amount in three months? In other words: are people patient enou-
gh to wait for a higher reward? And would they choose the same smaller
amount 12 months from now or the larger one in 15 months?

Ak In real life we often observe that people have self-control difficulties.
Individuals tend to be much more impatient in current choices, but pa-
15 tient in the future ones. In economic jargon they have hyperbolic prefe-
rences. The design of the study allows to identify individuals who exhibit
such type of preferences and to test whether their financial behavior

differs from behavior of people without self-control difficulties. m

A) current choice possible choices — measure of patience

f ~ 250 250 250 250 250 tomorrow
| ~~ 265 280 300 330 375 in 3 months
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#2 — 250 280 300 330 375

B) future choice #3 ] — 250 250 300 330 375

@) —~ 250 250 250 250 250 in 12 months ;
| ~~ 265 280 300 330 375 in 15 months #4 1~ 250 250 250 330 375

#5 W — 250 250 250 250 375

Subjects made a series of choices #6 '|'|' —> 250 250 250 250 250
between a lower payoff received sooner
and a higher payoff to be received three
months afterwards. The researchers then
randomly drew one of the choices and im-
plemented it — the subject received the
payment in the given time. 250 rupees is
approximately an average weekly wage. B righer payofttater I lower payoft earter

L3
most patient rlll‘ least patient

RESULTS Tying hands to save

Although the subjects consisted of men and women, the researchers

» Microcredit remarkably re- Measure of patience and deci- How many subjects have chosen i i
[y sion of wormen for microcredt respeciive choibes found much stronger results for women. Women W|’Fh.hyp.erbollc prefe
ducts. Both provide support rences save less than women without self-control difficulties. These
for people with self-discipline o | women borrow more often and do so specifically using microcredit. It
problems ’ B) future choice h h f thei If-discipli I
- 70 - ii w3t wai i wod seems that they are aware of their self-discipline problems and try to
: 0 | | o S overcome them by seeking a tool that “ties their hands” and prevents
» Women with low self-control TP . . o o 2o : , _
s (20 BTG [ TG 50 - " them from over-gpendlpg. M|prqcr§d|t offers exactly such a structure and
using microcredit. They may % 1 B b provides them with desired discipline: group repayment, and small and
- = = .
use microcredit as a way to 30 1 frequent installments. Add the fact that the loans are repeated and the
Save. 20 N N N difference between borrowing through microcredit and disciplined saving
» Reliable microsavings pro- 10 1 3 N start.s to disappear. Bgt saving through microcredit is not cheap. Mon-
duct may help poor individuals ’ n n g thly interest rate on microcredit often exceeds three percent. If the poor
with self-control difficulties to A - £ 0% are willing to pay for saving, it would be useful to move beyond providing
better manage their money at # e hesamo deoison making 5 e only microcredit. Next microfinance revolution may thus have a form of
less expense. # weakly hyperbolic preferences = C:g 6% 0% 2% 1% 16% Lo . .
r1I1rstrongly hyperbolic preferences <1 prOVIdIng aCCGSS tO m|CrosaV|ng prOdUCtS. .
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