Innovations for
Poverty Action

Researchers
Frederico Finan
University of California, Berkeley

Seth Garz
Bill & Melinda Gates Foundation

Sean Higgins
Kellogg School of Management at Northwestern University

Staff
Sebastian Chaskel
Program Director, Peace & Recovery

Timeline
2017-2020

Sample Size
4,600 cash transfer beneficiaries

Research Implemented by IPA
Yes

Leveraging Government Transfers to
Offer Low-Risk Microcredit in the
Dominican Republic

Abstract

Despite the initial promise of microcredit, randomized evaluations have found at best modest
effects of microloans on poverty. Digitized payments from government cash transfer
programs provide a unique opportunity to offer microcredit while addressing some of its
shortcomings, potentially reducing interest rates, default risk, and repayment issues.
Researchers are partnering with IPA, Banco BDH Ledn, Banco ADOPEM, and Progresando con
Solidaridad (or ProSoli, the Dominican Republic's government-to-person transfer program), to
test whether loans with automatic repayment through ProSoli lead to more productive
investments and higher profits and income, leading to higher consumption, wellbeing, and
graduation from the transfer program.

Policy Issue

Although microcredit is available to many poor households, randomized evaluations of
microcredit in several countries find only modest effects of microcredit on poverty.[1] High
interest rates, beneficiaries’ concern over penalties for defaulting, and borrowers’ need to
quickly generate cash for weekly or monthly loan payments all pose challenges to
microcredit clients’ profitable use of loans.[2]

Integrating microcredit with existing government transfer programs could address these
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problems. Using future transfers as collateral and automatically deducting loan repayments
from transfers mitigates the bank’s risk, allowing the bank to reduce interest rates.
Automatic repayment reduces default risk close to zero, which may ease beneficiaries’
concerns about default penalties. Automatic repayment may also encourage clients to make
higher-return, longer-term investments instead of the less profitable, short-term investments
clients often make when they must have cash on hand for frequent repayments.

Cash transfer programs, which exist in dozens of countries around the world, already have
extensive infrastructure in place to reach poor families; using this infrastructure to administer
microcredit could reduce the typically high transaction costs associated with microloan
programs. Finding ways to leverage government-to-person payments to improve microcredit
has important policy implications. Effective interventions have the potential to scale up to
reach hundreds of millions of poor households worldwide.

Context of the Evaluation

The Dominican Republic’s conditional cash transfer (CCT) program Progresando con
Solidaridad (ProSoli) reaches over one million low-income households. Approximately 60
percent of recipients are women. ProSoli recipients receive digitized payments directly into
bank accounts, which are tied to prepaid cards that can only be used at authorized
merchants to purchase food and other approved goods. There is significant unfulfilled
demand for credit among ProSoli recipients, who often use their cash transfer cards as
collateral for cash or food advances from merchants, even though these forms of borrowing
incur very high interest rates.

Details of the Intervention

Researchers are partnering with IPA, ProSoli, Banco BHD Ledn, and Banco ADOPEM to
conduct a randomized evaluation assessing the impact of offering a low-interest microloan
with automatic repayment to ProSoli beneficiaries. Banco BHD Ledn and Banco ADOPEM, two
of the banks through which ProSoli beneficiaries receive their transfers, hold financial
education “chats” for clients throughout the country. Potential borrowers learn about the loan
program at these sessions, and those who are interested in participating and operate or
intend to start a microenterprise receive applications.

After Banco BHD Ledn and Banco ADOPEM screen applicants, researchers will randomly
assign qualified clients to either receive the low-interest loans with automatic repayment
through the transfer, or form part of a comparison group that receives the more typical
microcredit product that ProSoli beneficiaries currently have access to through these banks,
which has higher interest rates and no automatic repayment. Loan recipients will be able to
use their loans only on productive investments in their businesses.

Researchers will conduct household surveys one and two years after loan disbursement, and
Banco BHD Leén, Banco ADOPEM, and ProSoli will provide administrative data. Researchers
will evaluate whether the program improves clients’ wellbeing, consumption, productive
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investments and assets, and eventual graduation from the ProSoli program.

Results and Policy Lessons

Results forthcoming.
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