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Introduction
Innovations for Poverty Action (IPA) is a US-based non-profit research organization which applies rigorous research techniques to develop and test solutions to real-world problems faced by the poor in developing countries.  IPA consists of a group of leading academic researchers in development economics, behavioral economics, and psychology, along with researchers based in the U.S. and in developing countries
About the Expert
Nathanael Goldberg is Policy Director at Innovations for Poverty Action (IPA), a non-profit organization dedicated to creating, evaluating, and replicating innovative solutions to development problems.  He leads IPA’s efforts to disseminate research findings and direct resources to proven development interventions.  Nathanael also manages evaluations related to financial inclusion, including Targeting the Ultra Poor/Microfinance Graduation pilots designed to enable the poorest households to participate in entrepreneurship. Previously he served as chief of staff of the Microcredit Summit Campaign where he supervised industry-wide data collection and led the organization of major industry conferences including the 2002 Microcredit Summit +5 in New York.  Nathanael is the author of several publications including: “Measuring the Impact of Microfinance: Taking Stock of What we Know,” written for Grameen Foundation USA.  He has a B.A. in economics from Wesleyan University and a Master in Public Affairs in International Development from Princeton University’s Woodrow Wilson School of Public and International Affairs, where he teaches a graduate course on microfinance.

Impact Evaluations in Microfinance 
The umbrella term ‘microfinance’ can be defined as “the provision of small-scale financial services to people who lack access to traditional banking services” and includes microsavings, microcredit, and microinsurance, which will be addressed in this response (Karlan and Goldberg, 2010). 
Microfinance was born in an effort to alleviate poverty.  However, without rigorous evaluation, it is impossible to accurately measure the effects of microfinance on poverty. Rigorous evaluations allow us to identify which programs are successful and, just as importantly, which particular strategies (product attributes, marketing, etc.) have the greatest impact.  Evaluation results are critical for directing resources towards interventions that have been proven to work. Furthermore, evaluations help us clarify how well a given program works for outcomes of interest: changes in income, health, and education; for women, for children, for the very poor, and so forth. When a particular intervention is proven to be particularly effective it can be shared and adopted by implementers around the world, and when an intervention fails to deliver the desired impact it can be retooled, and retested, or dropped in favor of a more effective strategy.

IPA uses randomized controlled trials, the methodology routinely used in medicine to test the effects of drugs before they are made widely available, to evaluate the effectiveness of programs or particular interventions. This rigorous methodology allows us to isolate the effects of a program so that impacts can be confidently attributed to the program itself and not other factors.  

Without a rigorous evaluation it is impossible to tell to what extent changes in people's lives are attributable to a given program. Participants tend to be systematically different than non-participants even before they benefit from the program.  They are the ones with the drive and business sense to make use of a financial services; thus comparing participants to non-participants who decided not to participate in the program will result in an unrealistic estimate of the impact of the program.  Moreover, participants may be affected by various interventions in their region, macroeconomic growth or contraction, or shocks such as favorable or unfavorable harvests. Thus, even if one were to witness participants' welfare improving, the improvement might not in fact be due to the program in question but rather to unmeasured external factors. Conversely, if welfare appears to be declining it might be the case that welfare may have been even worse in the absence of the program. 
IPA’s rigorous research methodology solves these problems by using random assignment to compare participants and non-participants who, on average, are exactly alike—except for the impact of the program.  Further, by replicating evaluations in multiple settings to learn when and under what conditions these interventions work best, and when they do not, we can facilitate scale-up of effective solutions to other areas of the world in need.
Impact Evaluations: What Are We Learning?

Impact evaluations can measure the effectiveness of microfinance in reducing poverty. These assessments can be designed to evaluate specific programs, the implementation of certain products, or the achievement of more macro-level policies (Karlan and Goldberg, 2010). 
Innovations for Poverty Action has conducted extensive research in this field.  A few key studies of microcredit, microsavings, and microinsurance and their findings will be summarized below (see Appendix for a list of research).
*
*
*

Microcredit
The Miracle of Microfinance? Evidence from a Randomized Evaluation

Abhijit Banerjee, Esther Duflo, Rachel Glennerster, Cynthia Kinnan

This landmark study was the first randomized evaluation of a traditional microfinance program.  Spandana, a microfinance institution, opened bank branches in randomly selected slums of Hyderabad, India.  Data collected from both the treatment and comparison slums reveal changes in a range of outcomes over a fifteen- to eighteen-month period. Results show that the provision of access to formal credit increased borrowing. Households with businesses augmented durable investments and made higher profits while those with a high likelihood of becoming entrepreneurs also increased durable expenses and decreased non-durable expenses, including alcohol, tobacco, and gambling.   Slums with Spandana branches had 32% more business creation over the study period than those without. Households who were less likely to engage in entrepreneurship had an increase in non-durable spending, implying they used loans for consumption rather than investment. (Spandana makes no stipulation that loans be used for entrepreneurship).  There was no impact on health, education, women’s empowerment, or change in average monthly expenditure in the short term. The researchers are conducting a follow-up survey to investigate whether access to credit increases consumption over a longer time period.

Expanding Microenterprise Credit Access: Using Randomized Supply Decisions to Estimate the Impacts in Manila 

Dean Karlan, Jonathan Zinman
This study assesses the impact of credit on a group of marginally creditworthy applicants in the Philippines, as determined by the credit scoring system of the partner bank, First Macro Bank.  These applicants were randomly assigned to receive a loan or to not receive a loan.  As a result of the credit, there were increases in profits only for households with male borrowers, and businesses reduced the number of workers. Findings suggest that males are less likely to be employed outside of the family and are more likely to send children to school.  No effects were found on household incomes, remittance income, food quality, or subjective well-being. 

Expanding Credit Access: Using Randomized Supply Decisions to Estimate the Impacts 

Dean Karlan, Jonathan Zinman 
Researchers analyzed the impact of credit for the salaried poor in South Africa when the partner lender randomly approved loans for marginal rejected applicants. Focusing on consumer credit, not entrepreneurial credit one and two years after the inception of the loans, follow-up surveys tracked client outcomes. Despite dramatically high interest rates (APR of 200%) loans lowered borrowers’ indicators of poverty. The loans were profitable for the lender, though less so than with non-marginal borrowers. 

Identification Strategy: A Field Experiment on Dynamic Incentives in Rural Credit Markets

Xavier Giné, Jessica Goldberg, Dean Yang

In many developing countries where there is no national ID system lenders are constrained in the amounts they can lend because of inability to identify repeat defaulters.  In Malawi, farmers taking loans to purchase agricultural inputs were randomly assigned to a treatment or comparison group. The treatment group was fingerprinted and told that this biometric marker would be used to track repayment activity while the comparison group was identified by the personal knowledge of loan officers.  The use of biometric data increased repayment by 40% amongst borrowers with the highest default risk who requested smaller loans.  This study gives insight to mechanisms that can prevent identity fraud and over-indebtedness. 
Microsavings 
Savings Constraints and Microenterprise Development: Evidence from a Field Experiment in Kenya

Pascaline Dupas, Jonathan Robinson

Interest-free savings accounts were opened for randomly selected self-employed villagers in rural Kenya.  These accounts paid no interested but charged a fee for withdrawal of funds.  Financial logbooks maintained by participants tracked the cash flows of these entrepreneurs. Access to a savings account had a positive effect on women’s investments and led to an estimated 14% increase on food expenditures and 36% increase in private for women, not men.  As 89% of study participants offered a savings account opened one, there appears to be a significant demand for this type of savings vehicle. 

Getting to the Top of Mind: How Reminders Increase Savings
Dean Karlan, Margaret McConnell, Sendhil Mullainathan, Jonathan Zinman
In Bolivia, Peru, and the Philippines, randomized evaluations assessed the impact of savings reminders on behavior. Individuals with savings goals were randomly assigned to receive monthly reminders by text message, letter or not at all. Those receiving notifications were 3% more likely to achieve their savings goal and saved an average of 6% more.  By promoting commitments to financial goals, lending institutions can design more effective products to benefit clients. 

Microinsurance 
Crop Price Indemnified Loans for Farmers: A Pilot Experiment in Rural Ghana
Dean Karlan, Ed Kutsoati, Margaret McMillan, Chris Udry
In Ghana, IPA partnered with Mumuado Rural Bank to offer different credit products to the bank’s farmer clients.  During community meetings gathering maize and eggplant farmers, bank officials randomly marketed either a normal loan or a loan with crop price indemnification.  The crop price indemnification was offered at no extra charge and forgave farmers of half of their loans if crop prices fell below a certain level at the time of harvest. Due to the unexpectedly high take-up of credit, differences in cognitive score or borrowing experience between those who took up a normal loan and those who took a loan with crop price indemnification were difficult to assess. This lack of differentiation could be a result of the level of clients’ understanding of the crop price indemnification, low demand for a loan forgiveness program, or small sample size. 
*
*
*
These randomized evaluations provide valuable insight to the trends that make microfinance products effective for achieving their social goals. In some contexts, microfinance programs may not be appropriate, for example when working with poorest demographic or the ultra poor. These individuals, often without assets or sustainable livelihoods, may not be realistic candidates for microloans. While the ultra poor may have cash flows to start a savings account, they may be better served by grant-based program such as the Targeting the Ultra Poor program which provides a comprehensive set of supportive services.  This program takes a holistic approach in providing vulnerable households with an in-kind asset transfer, livelihood training, consumption support, healthcare services, and access to savings accounts.  IPA is evaluating a set of Targeting the Ultra Poor programs in seven countries and implementing the program in one country to measure the impact of this strategy. Preliminary results suggest that this suite of services may be effective in lifting families out of extreme poverty while eliminating the need for long-term safety net programs (Banerjee et al., 2010). 
IPA’s Microfinance Research Agenda
IPA continues research in microcredit, microsavings, and microinsurance to build a greater understanding of these financial products and their impacts. By replicating studies in different contexts and maintaining rigorous randomized designs, IPA works to determine which types of interventions can create a positive impact.  IPA has studies underway evaluating the impact of microcredit in Mexico and rural Philippines; microsavings in four countries; and strategies for growing micro, small, and medium enterprises. 
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Appendix: IPA Microfinance Evaluations

What is the impact of providing access to credit in slums in Hyderabad, India?
· The Miracle of Microfinance? Evidence from a Randomized Evaluation
Abhijit Banerjee, Esther Duflo, Rachel Glennerster, and Cynthia Kinnan 
(read the original paper here)
What is the impact of providing access to credit to microentrepreneurs in Manila, Philippines?
· Expanding Micro-Enterprise Credit Access: Using Randomized Supply Decisions to Estimate the Impacts in Manila
Dean Karlan and Jonathan Zinman 
(read the original paper here)
 

Can a commitment savings account help people quit smoking?
· Put Your Money Where Your Butt Is: A Commitment Contract for Smoking Cessation Xavier Giné, Dean Karlan, and Jonathan Zinman 
(read the original paper here)
 

Why don't more farmers grow potentially profitable export crops?
· Finding Missing Markets (and a Disturbing Epilogue): Evidence from an Export Crop Adoption & Marketing Intervention in Kenya Nava Ashraf, Xavier Giné, and Dean Karlan 
(read the original paper here)
When consumers choose whether or not to borrow, how much does marketing matter?
· What's Advertising Content Worth? Evidence from a Consumer Credit Marketing Field Experiment Marianne Bertrand, Dean Karlan, Sendhil Mullainathan, Eldar Shafir, and Jonathan Zinman 
(read the original paper here)
 

Can we trust survey respondents to tell the truth about taking out loans?
· Lying About Borrowing Dean Karlan and Jonathan Zinman 
(read the original paper here)
 

Do riskier borrowers agree to higher interest rate loans, or does the high interest rate encourage borrowers to default once they have the loan?
· Observing Unobservables: Identifying Information Asymmetries with a Consumer Credit Field Experiment Dean Karlan and Jonathan Zinman 
(read the original paper here)
	Borrower responses to fingerprinting for loan enforcement in Malawi 
Does fingerprinting microfinance borrowers improve repayment rates?
Sectors: Microfinance & Enterprise
Themes: Credit
Status: Complete

	

	The Impact of CARES Commitment Savings for Smoking Cessation in the Philippines 
Can financial incentives work to help people quit smoking? The CARES (Committed Action to Reduce and End Smoking) Program, creates a commitment contract that provides financial incentives for smokers who wish to quit smoking. Smokers offered the product were more likely to be smoke-free 6 and 12 months afterwards!
Sectors: Microfinance & Enterprise, Health
Themes: Behavioral Economics, Commitment Devices, Savings
Status: Complete

	


	Impact of Microcredit and Interest Rate Sensitivity – First Valley Bank, First Macro Bank, and FICO Bank, Philippines
Investigating the impact of credit on micro-entrepreneurs and understanding optimal client selection through the use of credit scores and variation in interest rate offers.
Sectors: Microfinance & Enterprise
Themes: Credit, Interest Rates
Status: Complete

	

	Responses to Degree of Control over Remittances in El Salvador
Sectors: Microfinance & Enterprise
Themes: Product Design
Status: Complete

	


	Savings Accounts for Rural MicroEntrepreneurs in Kenya
Testing the impact of formal savings accounts on savings, productive investment and expenditures among small-scale entrepreneurs in rural Western Kenya.
Sectors: Microfinance & Enterprise, Health
Themes: Savings
Status: Complete

	

	Small Consumer Loans for the Working Poor in South Africa
Examining the impact – on the lender’s bottom line and borrowers’ household welfare – of expanding the supply of consumer credit to the working poor in South Africa.
Sectors: Microfinance & Enterprise
Themes: Credit
Status: Complete

	


	Commitment Savings Products in the Philippines 
Evaluating the use of innovative savings products offered in the Philippines
Sectors: Microfinance & Enterprise
Themes: Behavioral Economics, Commitment Devices, Savings
Status: Complete

	

	Marketing Effects in a Consumer Credit Market in South Africa
Pricing the effect of psychological “features” on the take-up of a loan product in a mass-mailing marketing campaign. 
Sectors: Microfinance & Enterprise
Themes: Behavioral Economics, Credit, Marketing
Status: Complete

	


	Deposit Collectors in the Philippines
Evaluating the impact of door-to-door deposit collection service on clients’ saving and borrowing behaviors. 
Sectors: Microfinance & Enterprise
Themes: Behavioral Economics, Commitment Devices, Savings
Status: Complete

	

	Interest Rates and Consumer Credit in South Africa 
Identifying evidence for moral hazard and adverse selection in microcredit. 
Sectors: Microfinance & Enterprise
Themes: Credit, Interest Rates
Status: Complete

	


	Text Message Loan Repayment Reminders for Micro-Borrowers in the Philippines
Evaluating the effectiveness of text message loan repayment reminders and message timing, framing, and personalization for micro-borrowers in the Philippines.
Sectors: Microfinance & Enterprise
Themes: Behavioral Economics, Marketing, Savings
Status: Complete

	

	Interest Rates and Client Incentives for Repayment in Peru
Understanding how current and potential microfinance clients respond to changes in interest rates.
Sectors: Microfinance & Enterprise
Themes: Credit, Interest Rates, Product Design
Status: Complete

	


	Health Education for Microcredit Clients in Peru
Evaluating the impact of a mother and child nutrition health training on the health of microcredit clients and their children, as well as on the sustainability of the partner MFI.
Sectors: Microfinance & Enterprise, Health
Themes: Training
Status: Complete

	

	Determinants of Delinquency: A Field Experiment in the Philippines
Studying the characteristics of microfinance clients who are more likely to default with the aim of helping microfinance institutions make better selection decisions.
Sectors: Microfinance & Enterprise
Themes: Behavioral Economics, Credit
Status: Complete

	


	Business Education for Microcredit Clients in Peru
Much microcredit is targeted at entrepreneurs, but not everyone has business skills or knowledge. Could business training help improve the borrowers' results? Women who received training increased their knowledge, improved their business practices, and had greater revenue. The lender benefited too: those clients had better repayment and were more likely to borrow again. 
Sectors: Microfinance & Enterprise
Themes: Training
Status: Complete

	

	Psychological Responses to Microfinance Loan Recovery Strategies in Peru
Measuring the persuasive power of group or individual pressure and optimistic or pessimistic spins to encourage loan repayment in Peru.
Sectors: Microfinance & Enterprise
Themes: Behavioral Economics, Credit
Status: Complete

	


	Measuring Demand for Hospitalization Insurance in the Philippines
Examining the take-up of a health insurance product offered to microfinance clients in order to study price sensitivity and assess the extent of adverse selection.
Sectors: Microfinance & Enterprise, Health
Themes: Insurance
Status: Complete

	

	Impact of Group versus Individual Liability in the Philippines
Examining the institutional and client social network impacts of offering group liability vs. individual liability loans within a group lending program.
Sectors: Microfinance & Enterprise
Themes: Credit, Product Design
Status: Complete

	


	Text Message Reminders and Incentives to Save in Bolivia
Evaluating the impact of sending text message reminders to programmed savings clients on frequency and total amount of deposits received, as well as understanding what types of messages motivate clients to comply with their stated desires to save.
Sectors: Microfinance & Enterprise
Themes: Behavioral Economics, Marketing, Savings
Status: Complete

	

	Using Encouragement to Overcome Psychological Barriers to Saving in Peru
Assessing the effects of various bank marketing and communication tools with clients to foster savings.
Sectors: Microfinance & Enterprise
Themes: Behavioral Economics, Commitment Devices, Product Design, Savings
Status: Complete

	

	Finding Missing Markets: An Agricultural Brokerage Intervention in Kenya
Examining the impact of marketing assistance and trade credit among farmers' groups.
Sectors: Agriculture, Microfinance & Enterprise
Themes: Credit, Marketing
Status: Complete

	

	The miracle of microfinance? Evidence from a randomized evaluation
Microcredit has spread rapidly since its beginnings in the late 1970s, but whether and how much it helps the poor is the subject of intense debate. Does the introduction of microcredit in the slums of Hyderabad, India have the power to transform lives?
Sectors: Microfinance & Enterprise
Themes: Big Picture
Status: Complete

	


	Examining Effects of Crop Price Insurance for Farmers in Ghana
Does insurance that protects farmers from low crop prices change the way that they invest?
Sectors: Agriculture, Microfinance & Enterprise
Themes: Credit, Insurance
Status: Complete

	

	Interest Rate Sensitivity among Village Banking Clients in Mexico
Measuring the price elasticity of demand among microfinance clients.
Sectors: Microfinance & Enterprise
Themes: Credit, Interest Rates
Status: Complete

	


	Inviting Husbands to Female Microcredit Groups in Mexico
Evaluating household impacts of including husbands in solidarity lending groups.
Sectors: Microfinance & Enterprise
Themes: Credit, Gender, Product Design
Status: Complete

	

	Emergency Savings Accounts for Remittance Receivers in Mexico
Assessing the impact of a labeled savings account on the formal savings of funds for future, emergency needs.
Sectors: Microfinance & Enterprise
Themes: Commitment Devices, Savings
Status: Complete

	


	The Return to Capital for Small Retailers: Evidence from Inventories in Kenya
Measuring returns to capital for small rural retailers and examining the sources of deviations from efficiency and of heterogeneity in firms and their returns.
Sectors: Microfinance & Enterprise
Themes: Credit
Status: Complete


Additional IPA Publications can be found here: http://poverty-action.org/work/publications
IPA Projects are summarized here: http://poverty-action.org/work/projects
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