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Abstract
We report on an experiment in which new commercial savings products, informed by the
behavioral finance literature, were offered to the microfinance borrowers of Guatemala’s largest
public-sector bank. We find that giving these borrowers the opportunity to plan, and be reminded
of, saving at the time of loan repayment resulted in a doubling of savings deposits relative to the
control, and that proposing a default contribution of 10% of the loan payment caused deposits to
double again. The savings treatments also generate faster pay-down of debt and weakly better
overall repayment performance, suggesting that simultaneous savings and borrowing can be
complementary activities. A theoretical model shows that the simultaneous provision of debt and
commitment savings products helps a greater fraction of the population to eventually escape a
debt-financed equilibrium. Mainstreaming the most successful product tested here would allow the

bank to mobilize savings sufficient to leverage 50% of its short-term loan portfolio.
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1. Introduction

Saving is important for the poor in managing their liquidity (Collins et al., 2009). Yet, most people
have difficulty meeting their savings objectives, particularly the poor as their income streams provide them
with few abilities to commit to savings plans. Recent advances in behavioral finance have, however,
shown that assistance to save can be provided through relatively simple product innovations. This paper
reports on the results of an experiment that introduced a new set of commercial products based on planning
and reminders to help microfinance borrowers from Guatemala’s largest public-sector bank build their
savings. We justify promoting this apparently counterproductive behavior where saving is at a lower
interest rate than borrowing with a model of borrowers who are time inconsistent but willing to save in the
future: saving while borrowing helps them fulfill their goal of transiting from less debt-financed to more
savings-financed investment.

Behavioral explanations for the difficulty of saving focus on the group of individuals who wish to
save but prove unable to do so. Such self-control problems may arise for a variety of reasons such as
hyperbolic discounting (Laibson, 1997), intra-household disagreements (Ashraf et al., 2010), temptation
goods (Banerjee and Mullainathan, 2009), and procrastination (O’Donoghue and Rabin, 2001). In any of
these environments, individuals say today that they would be willing to save tomorrow, but will decide not
to do so once tomorrow arrives. They therefore fail to execute their own savings plans. While individuals
in developed countries have access to many financial instruments linked to income earnings that help them
overcome these problems (regular direct deposits, retirement contributions, life insurance payments, etc.)l,
the cash-based economic environment of micro-entrepreneurs in the developing world is typically devoid
of such instruments (Collins et al., 2009). Available evidence from developing countries shows that
substantial demand exists and that commitment devices are likely to have strong impacts on behavior
(Ashraf, Karlan, and Yin, 2006; Dupas and Robinson, 2009). As of yet, however, few commercial
financial institutions in developing countries have piloted scalable financial savings products that exploit
these insights.

In collaboration with Credito Hypotecario Nacional (CHN), we deployed new financial products
informed by this behavioral literature and made them available to the bank’s entire microfinance clientele.
CHN offers microfinance loans with monthly repayments over terms of 12 to 36 months, and therefore
provides a unique opportunity to use the discipline of regular loan repayments over a long period of time to
offer borrowers different savings strategies. In order to focus on the behavioral dimensions of savings
product design, the treatments induce no direct financial incentives for clients at all and instead differ only
in the manner and extent to which borrowers are ‘nudged’ to save. Since many commercial financial
institutions may find binding their clients into true commitment products difficult or objectionable, our

products are driven by asking clients to determine a savings trajectory that they wish to follow over the

! Such as the ‘Save More Tomorrow’ plan based on automated paycheck contributions to a 401(k) plan in the U.S. (see
Thaler and Benartzi, 2004). More recent empirical work on behavioral issues in US pension plan contributions include
Card and Ransom (2011) and Choi, Laibson, and Madrian (forthcoming).
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course of the loan and then prompting them to make these self-specified savings deposits at the time of
each loan payment. The bank does not, however, penalize clients for failing to meet this trajectory, and
deposits, once made, can be freely withdrawn at any time without charges. Our products therefore are
based more on provoking mental accounting and reinforcing the salience of savings (Karlan et al., 2010)
than on the use of true commitments such as the ‘lock box’ of the SEED accounts of Green Bank in the
Philippines (Ashraf et al., 2006), the non-withdrawable deposits of the Grameen Pension Scheme (Collins
et al., 2009), or the free deposits and costly withdrawals implemented by Dupas and Robinson (2009). Our
results show that this light-handed, easily scaled approach can indeed be very successful at increasing
savings balances.

In order to minimize effects arising from variation in understanding of the basic savings products
and terms offered, or from the salience and promotion effect of the intervention, we define as the control a
group that receives a savings promotion (brochure plus verbal reinforcement), an explanation of contract
terms, and is offered the chance to open a savings account at the time of loan disbursement (Basic Savings).
We then compare two treatment arms to this control. In the first of these, clients taking new loans are
offered the opportunity of defining a monthly savings deposit that they will then be prompted to make each
time they make a loan payment. This (Open Treatment) has no financial penalties for failing to make the
stipulated deposit, and hence can be thought of as an experiment in planning and reminders (Karlan et al.,
2010). The second treatment arm is offered this same option but told that the bank will set this amount at

10% of the loan payment unless clients decide to change it (Default Treatment). This arm is motivated by

the ‘status quo bias’ (Samuelson and Zeckhauser, 1988) and decision deferment (Tversky and Shafir, 1992)
found in many studies of behavior, under which agents are much more likely to accept the default option
offered by the program than would be expected from simple optimization theory.

The bank had no intention and no legal means of enforcing any of these self-commitments. Hence
these savings plans offer individuals a psychological means of committing themselves to a savings
trajectory with no financial penalties for failing to implement it. All three treatments offered the one time
opportunity of opening a savings account with lower transactions costs. Those who desire today to save
tomorrow will likely take on the opportunity to open an account, regardless of whether they really will
prove able to save or not. Much of the procrastination that is common in deciding to undertake the first
step of opening an account should be taken away by this opportunity (DellaVigna, 2009). What the Open
Treatment offers is an additional mechanism to reinforce savings behaviors, but it provides no framing of
the decision as to how much to save. To the extent that having to make this decision engenders
procrastination or delays, this treatment may not elucidate the full demand for savings. The Default
Treatment offers the same planning and reminder device, but in addition frames the savings amount at 10%
of the loan payment, and clients are now required to ‘opt out’ if they wish to change to any other value,
including zero saving. Based on theory and previous empirical evidence, this default option should raise the
uptake of the product (Beshears et al., 2008; Benzarti and Thaler, 1995; Johnson and Goldstein, 2004). The

lack of enforcement of commitments and the full flexibility to deposit or withdraw savings at any time
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make these products financially equivalent in the sense that any desired pattern of savings could be
implemented with any of the three treatments with exactly the same financial outcome. Hence, they only
differ by the behavioral nudges they provide.

These three financial products were randomized across the 20 microfinance branches of CHN,
stratified on the baseline number of clients. Over the course of two months of active lending, 1,375
individuals took new microfinance loans from CHN and were offered one of the three products. This
relatively small experiment generates good baseline balance, and because impacts observed are so large,
provides us with compelling evidence as to the efficacy of the treatments.

We find that savings behavior is strongly divergent across treatments even though they provide
identical direct financial incentives, suggesting a pervasive role for behavioral issues in savings decisions
among this sample of Guatemalan entrepreneurs. Those offered the Open Treatment are no more likely to
open a savings account than the control, but conditional on opening one are 41% more likely to make
subsequent deposits and save $14 more on average during the duration of the experiment. Overall average
savings (intention-to-treat) are $7 higher for the Open Treatment than the Basic Savings (equal to $5.6), not
quite significantly different. The Default Treatment doubles the probability that an individual will open a
savings account when taking a loan (77% versus 40% in the control), and then even in this expanded group
of savers it increases savings rates and final balances. The effect of the Default Treatment on final savings
balances in the overall portfolio of borrowers (the product of the above two results) is highly significant,
with balances $17 in excess of the control. Compared to the Open Treatment, the Default Treatment leads
to a significantly higher account opening but, conditional on opening an account, produces the same
financial savings balance.

New borrowers represent an attractive group to whom to promote savings products in the sense
that they are considering the medium-term future and will be regularly interacting with the financial
institution. A natural question, however, is whether it makes sense to use ‘nudges’ to promote savings at a
4% interest rate to a group of people currently repaying loans at a 24% interest rate. We present arguments
both theoretical and empirical to suggest that this can be a sensible approach. First, there are the well-
established benefits of liquid savings in buffering against shocks, a use to which long-term loans cannot
easily be put. We find treatments that generate large savings deposits also generating the most frequent
withdrawals, consistent with the use of the accounts for buffering. Secondly, we present a theoretical
model showing that the simultaneous provision of debt and commitment savings products can allow a
greater fraction of the population to eventually escape a debt-financed equilibrium than if individuals are
forced to choose between a loan and commitment savings. Empirically, we show that the treatment that
generates the highest savings also generates the lowest loan renewal rate, particularly on smaller, short-
term loans. Finally, we present evidence that savings deposits and loan repayment are in fact
complementary; the savings treatments generate faster pay-down of debt and weakly better overall
repayment performance. Hence it appears that the savings generated by our treatments come from a

different source than loan repayments and that savings promotion improves the overall loan portfolio for
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the bank. This is interesting to microfinance institutions that have been pressed to reduce external financial
dependency in the context of currency risks and international interest rates volatility and to build a greater
reservoir of domestic savings (CGAP, 2010). We show that the new commercial products introduced in this
experiment can make a substantial contribution toward mobilizing savings among microfinance borrowers
from Guatemala’s largest public-sector bank. Using the reserve ratio under Guatemalan banking law prior
to the crisis, the savings that would be generated by extending the most successful treatment to all
borrowers would permit a 50% expansion in the permissible lending portfolio.

The paper proceeds as follows. In Section 2, we provide a simple theoretical motivation for the
simultaneous provision of loans and commitment savings products. In Section 3 we describe the
experimental design, give more details on each of the treatments, and present tests of the balance of the
experiment. Section 4 presents impacts on the opening of accounts, the accumulation of savings balances,

loan repayment, and loan renewal, and Section 5 concludes.

2. Commitment savings alongside credit
2.1. Savings and borrowing

In what follows we provide a theoretical motivation for the unusual feature of our experiment,
namely the offering of a savings product to people who are currently repaying a loan. The simple take on
this problem would be to say that, given the gap between lending and borrower rates, it makes sense to pay
down debt rather than to save. We motivate here the idea that offering a savings product alongside loans
can allow individuals who would otherwise borrow indefinitely to escape the debt-financed equilibrium via
saving and repaying the loan simultaneously. In order to make the unique point about the value of
simultaneous provision of debt and savings we model a true commitment product.”

A rich literature exists detailing a variety of informal means to execute control over future selves,
most particularly rotating savings and credit associations (ROSCAs) (Besley, Coate, and Loury, 1994;
Anderson and Baland, 2002; Ambec and Treich, 2007). Intriguingly, the suggestion has recently emerged
that microfinance borrowing itself can be used as a commitment device to accumulate a lump sum of cash
(Bauer, Chytilova, and Morduch, 2009; Banerjee and Duflo, 2010). This works because it is much more
difficult to fail to repay debt than it is to fail to save. Imagine an individual who wants to buy a new
durable object, but who lacks self-control and also lacks access to a commitment savings mechanism. Such
an individual will wish to save (naive) or plan to save (sophisticated) but finds himself unable to do so, and
therefore remains without the durable good. The introduction of credit allows the present self to turn the
tables on future selves; many future selves that are unwilling to save will be willing to make loan payments,

given the large penalties that are attached to failing to repay (default) versus failing to save (none).

% For a theoretical model specifically focused on the question of how reminders to save drive behavior, see Karlan et
al., 2010.
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The ‘beta-delta’ formulation for the hyperbolicity problem lets us consider time inconsistency in a

simple environment. In the standard formulation, utility is given by U, = E, {u(c,)+ B 25 ku(ch)} . The

k=1
parameter 3 <1 gives the degree of time inconsistency, and ¢ <1 is the discount factor. The standard case
where only the discounting factor matters obtains when f is equal to one, and as it falls towards zero
preferences become more time-inconsistent.” To focus on first-order effects, we linearize marginal utility
u(c,)=c, and ignore uncertainty.

Individuals receive an exogenous per-period income flow of y,. We abstract away from the speed
at which an individual chooses to save, and consider the question of the decision to save one unit of capital
for one period, which can then be invested in the following period in a good that returns a profit = >1.
Consumption under savings is y, —1 today and y,,, +7 in the next period. The individual will choose to
save today if Bom >1. This sets him up on a long-run higher consumption path ¢, =y, +7 -1, with
savings-financed investment every year.

We model access to the credit market as the ability to borrow one unit of startup capital and to
receive the benefits of investment immediately (this is in contrast with the one year delay necessary for
savings to generate enough resources for a productive investment). Tomorrow’s self will pay back that one

unit of capital plus r, the interest rate.* Consumption today is ¢, =y, +r , while consumption tomorrow is
€1 = Y,i —(1+7). An individual will find it beneficial to take a loan today if 1+r < % . Credit generates

a benefit by allowing the individual to shift profit forward relative to the time at which the good is ‘saved’

for, but does so at the cost of the interest rate when the loan is eventually paid back. Applying the same

logic year after year, the long run consumption path with borrowing each yearis c¢,,. = y,,, — (1 + r)+7r .

The decision to save, therefore, is driven by Bdr , while the decision to borrow is driven by

%—r. This says that short-sightedness discourages savings and encourages debt, and profit increases

them both. To summarize, utility under the different choices are:

Autarky U'=y, +Bdy,., +z B6*y,.. 1)
T2

Saving: U =y,-1 +B6(y,, +r-1) +ZﬂST (Ve +—1) (2)
2

Borrowing : U=y +r +ﬁ5(yt+] —(1+r)+7'£) +2,B5T (ym —(1+r)+77:) 3)

722

? To see the time inconsistency, note that the MRS between #+1 and +2 evaluated at time ¢ is u'(c, " ) / 514'(6, +2) but

the MRS between the same two periods from the perspective of the decision maker at time #+1 is
’ ’

u (cr+1 )/ﬂal/l (CH—Z) .

This formulation, in which the consumption increase from investment is realized now, permits both entrepreneurial
and consumption-driven motivations in borrowing.
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Which individual chooses which path depends on the discount factors that shape the perception of

time, B0 between now and tomorrow, and & between any two future years. Areas where savings and

. 1 L
borrowing are superior to autarky are defined by values of 86 relative to — and . The solution is

T 1+r

illustrated in Figure 1, panel a, for the case when 7 <1+, or profits are relatively low.” The optimal
1

choice is defined by three horizontal bands, with borrowing for 36 <1L , savings for 6 >—, and
+r T

autarky between the two values.

It is important to recall that these choices are critically determined by the weight of short-term
considerations. In the long-term, the saving-investment path allows for sustainable higher consumption
than the debt driven path by the amount of the interest rate (or more generally by the difference between the
borrowing and the deposit interest rates). It would therefore always be preferred. As clearly shown by the
comparison of expressions (2) and (3), this long-term benefit of savings is balanced by a large difference in
the very first period only, whereby borrowers can start consuming at a high level while savers have to
reduce their consumption. This large difference is most critical to the more impatient and those with
hyperbolic discount rate. In this formalization, a time unit corresponds to the terms of the loan, which
typically is 1 to 3 years in the context we are studying. For many microfinance loans, this time is often

even shorter at 4-6 months.

2.2. Introducing commitment savings

With a commitment savings plan, a time inconsistent individual will consume in the first period
but start saving in the second. Question is whether introduction of this plan could be used by some
individuals to switch from a borrowing to a savings regime, and if so whether it would make sense to both
save and borrow during this transition.

Commitment savings products can allow sophisticated, time-inconsistent individuals for whom

1 . . . .
B6<—<d to switch from the non-investment consumption path ¢, =y, to the investment path
T

Crop = Ve +(m—1), after one period in which consumption is c,,, =y, —1. Utility with commitment

savings is:

Commitment savings: U =y, + B8 (v, —1)+ Y, B8 (v, +7—1) 4)

T2

> When profits are high, > >1+7r, both borrowing and saving become more attractive and there is no area of

. . . . . . 1 T
autarky. There is a large area in which both savings and borrowing are superior to autarky, when — < f36 < 1— .
T +r

m+1
Comparing both options shows that borrowing is preferred when 6 < —— (l ) ) . In this text, we only develop the
r

more likely case of 7> <1+ 7, although introduction of commitment savings done further gives similar results for the
high profitability case
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In a situation where individuals could a priori choose between saving now, commit to save in the

. . . . . . 1
future, or invest as alternative strategies, commitment savings is preferred to autarky when Bé <—<9,
T

1
and preferred to borrowing when [% +1 ](l -6)< L. Thisis represented by the area above the curve AB
T

on Figure 1, panel b. This mapping in the parameter space completely defined the optimal choice in a
situation where individuals have to choose either one of these financial instruments, but not two. One can

read the optimal choice for a given time inconsistency B along the diagonal of slope B . Individuals with
moderate time inconsistency (high value of ) will choose to borrow if very impatient, stay in autarky if

less impatient, take commitment savings if somewhat patient, and immediate savings if most patient.

Individuals with stronger time inconsistency (low value of ) may never choose autarky or immediate

savings, and only move from borrowing to commitment savings.
Consider now the case of an individual who is on a borrowing path. As a saving commitment

instrument is made available, he can contemplate switching to savings. This entails starting to save in
period ¢+1. Note that if borrowing was profitable to start with ( 85 < Tar ), the individual will prefer to
+r

borrow in year ¢t and 7+1 even as he starts to save. The utility associated with this additional path that

includes borrowing in period ¢ and #+1 while starting to save in period #+1 is therefore:

Commitment savings with borrowing
U™ =y, 41+ B8 (v, —(1+7)+7=1)+ B> (v, —(1+7)+m=1)+ Y BS" (v, +7=1) (5)
723

Comparing U™ with U, ,” shows that switching from a borrowing path to a saving path is optimal when

8% (1+r)>1. This is represented in Figure 2, panel c, by the area ABEF.

In conclusion, commitment savings offer a powerful tool for individuals to transition from a debt
financed investment path to a savings financed investment path if they are time inconsistent but willing to
save in the future. Maintaining borrowing while transitioning to accumulating savings to invest is superior
to having to endure a period without investment in the transition. It also increases the range of individual
that would be willing to transition.

In the model, we assumed that one loan period’s commitment savings allow the project to be fully
financed in the next period. The linearization of marginal utility made it easier for an individual to
decrease consumption a great deal today by repaying debt and saving at the same time. In reality, our
results will show that the average balance achieved by savers is only about 10% of the amount of the loan,
and so the commitment question appears to call for less sacrifice but a longer period of accumulation than
provided for in our model. While the linearization of utility makes this sacrifice easier, a concave utility
function would mean that the willingness to sign on to commitment savings would be highest when one has

the most money in one’s pocket. Even in this case, then, it can make sense to market commitment savings
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at the time of disbursement of loans from a dynamic targeting perspective. This model thus makes a point
new to the literature, which is that while commitment savings products allow a set of individuals to escape
debt financing, the simultaneous provision of debt and commitment savings can be more effective yet.
Those currently taking a loan are consequently a natural sample in which to test this hypothesis. This is

what motivates the CHN experiment.

2.3. The role of the default option in decision making
The previous model shows that a person will choose to either never save, save now, or commit to

save in the future, depending on her discount factor & and degree of time inconsistency [ . This motivates

our ‘Open’ Treatment product where the borrower can choose how much to commit to save when making
loan payments. In the Default Treatment product, the only difference is that rather than having the savings
option described with the amount left up to the borrower, an amount of 10% of the loan payment is offered
as the default option. Hence an individual taking no action will decide to save nothing in the Open
Treatment, and will decide to save 10% in the Default Treatment. Beginning with Samuelson and
Zeckhauser’s (1988) concept of ‘status quo bias’, two strains of the behavioral literature motivate why
variation in the default option provided to customers may have an influence on observed outcomes.

First, there is the procrastination effect according to which the cognitive burden of thinking
through the alternative options causes agents to defer deciding if the cost of postponing the decision is low.
Tversky and Shafir (1992) and Dhar and Nowlis (1999) find that this behavior becomes more common as
the choice set expands, contrary to the principle of value maximization. Beshears et al. (2010) show that
reducing a complex choice of a retirement savings plan into a binary choice between the status quo and the
pre-selected alternative dramatically increases participation. Hence our Default Treatment, by providing a
yes/no decision over both savings and the savings amount, may ease the decision to begin saving relative to
the Open Treatment which requires both taking the decision to save and setting the savings amount. In a
related argument, O’Donoghue and Rabin (2001) motivate status-quo behavior as being driven by the
intersection of procrastination and incorrect expectations about future behavior. Because taking a decision
involves some pain that can be deferred to tomorrow, hyperbolic individuals (particularly naive ones) will
put off deciding. By changing the action that will be taken if an agent procrastinates in deciding what to
do, we can have powerful effects on observed outcomes. Madrian and Shea (2001) and Beshears et al.
(2008) examine the effects of a switch to automatic enrolment in 401(k) plans for employees of large US
firms and find that both enrolment and contribution amounts are strongly driven by the defaults provided
by employers.

Second, there is the endorsement effect proposed by Madrian and Shea (2001) according to which
the default option is interpreted by individuals as a form of advice coming from a knowledgeable party. In
our case this explanation may be particularly pertinent; forced savings of 10% of the loan payment are not
uncommon in microfinance, nor is the use of current savings balances to determine the size of future loans.

Hence it is possible that the Default Treatment impacts decision making not because borrowers are on
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autopilot with respect to savings decisions, but because the creation of a reference point at 10% savings
actually influences their sense of what is optimal. Under this explanation it is not the ease of deciding
aspect of the default product that would drive behavior but the framing of the ‘correct’ amount at around
10%.

While we will not be able to disentangle these two mechanisms using the Default Treatment, our
experiment reveals an unusually pure set of behavioral impacts. This is because, under the 10% default
savings, there is in fact no automated transfer of money as would be the case for the 401(k) plans studied in
the literature. Rather the borrower is prompted to make a voluntary deposit. Hence, even under the
‘default’, real action is still required for the agent to save, and thus any potential impacts are not arising
from a pure auto-pilot phenomenon but rather from the ‘10% by default’ treatment truly making agents
more willing to make savings deposits. This is an important difference in helping achieve discipline in
savings between the formal sector (where savings can be automatically deducted from wage payments) and
the informal sector (where savings must be decidedly added to interest payments). What is common
between the two is the strict periodicity of wage and loan payments that serve as a disciplinary deadline for
the savings commitments made. Finding such deadlines is more difficult in the informal sector where self-

employment prevails than in the formal sector where wage-employment is the norm.

3. The experiment and research design
3.1. The Experiment

We conducted our experiment with CHN, which currently offers a full range of financial products
including mortgage credits, business loans, insurance, and microfinance lending. The microfinance
department was opened in August 2006, and was growing quickly prior to the experiment initiation in July
2008. In the first half of 2008, CHN increased its microcredit client base by 67% to 9,000 and its
microcredit portfolio by 74% to Q122 million ($15.3 million). During those six months, CHN opened new
branches and added microfinance services to existing branches. Still, microcredit represented only 14% of
total lending.

Within CHN, microfinance is generally defined as an individual loan below $3,125. Nearly all of
CHN’s microfinance loans are individual loans with constant monthly payments. Group loans, loans with
uneven payments, or payments timed to the harvest season represent less than 10% of outstanding loans
and were excluded from the experiment and analysis. Loan terms are exceptionally long relative to
microcredit standards, with about 50% of them at 36 months, 30% at 24 months, and the rest at 12 and 18
months. Because the microfinance department was relatively new and repayment periods long, most
clients were not returning clients. Interest rates varied from 20 to 35%, with most loans offered at 21% and
24%. CHN charges interest on a declining balance basis, and clients are allowed to pay their loan faster and
earlier than the terms without penalty, giving them full control over their indebtedness. CHN’s
administrative records indicate that 85% of loans were made for small business use and about 10% for

housing (repair, improvement, or financing), although this is not necessarily meaningful as money is
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fungible. At the beginning of the experiment, in July 2008, CHN was experiencing portfolio repayment
challenges. Nearly 28% of capital was more than 30 days behind, up from 20% at the start of the year.

Having set out to build commitment-like savings products, a bank could promote them by trying
to locate individuals wanting to save and then using a set of reminders and prompts to encourage them to
stick to this chosen path. This relationship requires that the bank and its clients be able to communicate and
transact small amounts regularly, making per-transaction costs a central concern. The lending practices of
CHN provide an opportunity to forge this relationship, because the institution combines regular monthly
repayment periodicity with unusually long-term individual loans. Thus marketing the product to current
borrowers provides the transactional framework in which to offer a commercial savings product with two
features: an initial option to self commit and subsequent monthly savings reminders to reinforce the savings
decision. The CHN microfinance setup thus allows to link a commitment-type savings product with a long-
term microfinance loan repaid monthly over 1 to 3 year periods. The possibility of adding a savings
reminder at negligible additional cost to either the client or the bank engenders a sustainable savings
relationship between borrowers and the bank. While CHN fits this situation, traditional microfinance
institutions offering group lending with short loan terms may not.

In the initial research design, CHN branches were to be randomly assigned one of the three
products and then offered that product for approximately three months before switching to another product.
This design would have created multiple cohorts for comparison and allowed a difference-in-difference
analysis. The experiment started mid-July 2008, with expectation of the first product rotation by mid-
October 2008. From July 15™ through the end of August, the portfolio continued to grow at the recent
average pace of about 250-350 new loans every two weeks. In September however, the international
financial crisis hit the banking sector in Guatemala. New loan activity declined 65% due to liquidity
scarcity (and management concerns about the deteriorating microfinance portfolio performance).® The
lending program was essentially closed in the first week of October when CHN only disbursed 75 loans. By
March 2009, microcredit lending had not recovered at a sufficient rate to justify revitalizing the
experimental design. Our experiment was therefore de-facto truncated. Yet, the initial randomization and
two and a half months of active lending give us enough observations for a single difference estimation of
the impact of these products. In this paper, we therefore analyze the product acceptance rates and savings
behavior of this cohort of 1,375 borrowers taking loans between July 15, 2008 and March 2009, although
mostly until the end of September 2008.

3.2. The savings products

The three financial products (Basic Savings, Open Treatment, and Default Treatment) were

randomized across the 20 microfinance branches of CHN, stratified on baseline number of clients. Starting
on July 15, 2008, all microcredit clients applying for a new loan were offered the savings account assigned

to their branch. The savings accounts were promoted by the loan officer during the loan application

¢ Lending standards were not changed during September, so clients are still comparable to August and July.
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meeting, which generally occurred one to two weeks prior to loan disbursement.” The loan officers used a
color brochure to explain the rules of the savings account: the savings would earn 4% interest’, savings
were not collateralized (could not be held or seized if the loan is in default’), savings could be added to and
withdrawn in part or in full at any time, and the loan approval was not contingent on acceptance of the
savings product. Although there was no established minimum balance, clients must maintain a nominal
balance of at least 1Q (12.5 US¢) to prevent account closure as part of Guatemala’s anti-money laundering
laws. In short, there are no restrictions on the account. Additionally, we developed a one-page signature
form asking clients if they understood the savings product and if they agreed to accept the product. Due to
banking laws, the savings account could not be opened automatically, but required the client to complete
separate forms, deliver them to the cashier, and wait a short period for approval. Although most clients
were new to CHN, some already had savings accounts and were allowed to use those accounts. The pre-
existing accounts took on the rules of the project accounts.

The Basic Savings group was offered this savings product with no option to select an amount to be
deposited and no reminders. Savings could still be induced by this offer as it conveys the recommendation
of the Bank to save and provides this one time incentive through elimination of transactions cost and
increase in deposit rate.

In the Open Treatment group, the loan officer gave the borrower the opportunity to opt-in to the
savings reminders, by choosing an amount they self-commit to save monthly. They could have chosen any
absolute monetary amount including 0. To accept the product, borrowers signed a form that included both
the amount of desired monthly savings and the number of months they will be reminded. When the
borrowers made their monthly loan payment, the cashier asked them if they would like to save their chosen
amount.

In the Default Treatment group, borrowers were told that unless they chose otherwise (opt-out), a
default savings level was set at 10% of their monthly loan payment. Clients could opt-out by choosing a
lower savings level, including zero. The signature form clearly stated the proposed savings amount (e.g.,
10% times Q290 loan payment = Q29 savings) and number of months. Like in the other options, savers had
to open their savings account separately. Borrowers that had selected a non-zero level of savings were
reminded to save each time they paid a loan installment. All other rules governing the account were
identical to the Basic Savings product. The treatment, therefore, is just a framing exercise around a higher
monthly payment than just loan repayment. This framing is reinforced by the bank’s network of tellers,
who view a prompt screen as they receive the loan payment that includes the payment amount and the

chosen savings amount broken out separately.

7 Agencies generally disburse funds on one day, about every two weeks.
8 Prior to the month this experiment began, savings accounts earned 1.5% interest.
° The savings and credit operations have always been quite separate within CHN, not even sharing client
identifications, which meant that CHN credibly never seized or even put pressure on clients’ savings when loans were
in difficulty.
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What the Default Treatment carries in addition to the Open Treatment is a focal point for the
savings decision. There is no difference in effort, time, or cost in choosing a savings level under the
Default and Open Treatments. Procrastination theory however applies to the extent that it saves on the
need to figure out how much to save, and hence makes it an easier decision. The “endorsement effect”
theory suggests that clients assume that this is a sort of advice from an institution that has higher
understanding or knowledge of what the optimal rate of savings should be.

Because the offering of savings products necessarily includes the promotion of savings, the Basic
Savings treatment was designed to capture the savings promotion effect, and allows us to isolate the

planning and reminder effect by using it as a control group.

3.3. Data

CHN provided administrative data on its lending activities in the form of bimonthly portfolio
reports. These data inform the original terms of the loan, the issuing officer and branch, the number and
amount of missed payments, the amount of interest and capital arrears, and remaining outstanding capital.
By identifying when the loan dropped out of the report, we identify when the loan was closed within a 2-
weeks window. Separate information on renegotiated loans, starting in December 2008, distinguishes them
from loans closed after being fully repaid.

Branches provided additional information on the exact loan payment amount includin