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1.1 Microcredit 

1.1.1 Recent Developments 

How to alleviate poverty? What works and what does not? These questions have been 

in the agenda of academics, practitioners, politicians and philanthropists for years 

(and it is likely to remain there for a while). Among all different approaches, tools and 

strategies, from education and health to economics, microcredit has been in the 

spotlight.  

Proponents of the microcredit initiative, offering small loans to poor 

entrepreneurs to help them start or expand their own businesses, assumed that poor 

people remained poor because of their lack of financial capital. In other words, they 

assumed the main obstacle to initiating a growth process is a shortage of credit. They 

expected microcredit to help people invest in productive activities, which eventually 

lead to increased income, consumption smoothing, and improvements in health, 

education, and women’s empowerment.  

Has microcredit fulfilled these expectations? There is not a final word on it. For 

years, anecdotal evidence, inspiring stories, and even some of the first impact 

evaluations on microcredit (e.g., Pitt and Khandker (1998)) supported the idea that 

microcredit could alleviate poverty. Unfortunately, this evidence was not strong 

enough to statistically back up these conclusions. In contrast, recent experimental 

research suggested that simply providing access to financial capital did not have 

transformative effects. Banerjee, Karlan, and Zinman (2015) conclude, on the basis of 

randomized controlled trials conducted in Bosnia, Ethiopia, India, Mexico, Morocco, 

and Mongolia, that microcredit generally fails to help poor people raise their incomes 

or consumption above subsistence levels. Similar conclusions come from Karlan and 

Zinman (2011). Challenging these findings, a review on these studies by Dahal and 

Fiala (2020) suggests that they suffer from statistical power issues and do not provide 

reliable evidence to draw final conclusions. Thus, they argue we actually know very 

little about the impact of microcredit. More research on the impact of microcredit 

therefore is needed to explore when and under which conditions microcredit, or more 

in general microfinance, would lead to positive results.  
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The recent literature on microfinance deals with a broad range of issues, 

including the corporate governance of microfinance institutions (MFIs) (Hermes, 

2019), the determinants of financial and social performance of MFIs (D ’Espallier & 

Goedecke, 2019; Hermes & Lensink, 2011), and the importance of specific details of 

the microcredit contract (Czura, John, & Spantig, 2020; Field, Pande, Papp, & Rigol, 

2013). In this thesis, I will deliberately focus on two issues that have received relatively 

little attention. First, microcredit plus, in particular the importance of technical 

assistance. While traditionally MFIs focus mainly on the provision of microcredit, they 

now provide a much broader set of financial and non-financial services, which are 

known as microfinance plus activities. The literature on microfinance plus is still 

small, yet growing. However, the existing literature does not pay attention at all to 

one particularly important microfinance plus activity, technical assistance. This thesis 

aims to provide a first attempt to examine the importance of technical assistance 

provided by a MFI. Second, the relevance of internal constraints, specifically the lack 

of aspirational hope. Most studies that try to explain why some people are poor, while 

others are rich, emphasize the role of external constraints, such as a lack of access to 

credit or education. Influenced by various psychological studies, more recently 

economists have started to pay attention to the importance of internal psychological 

constraints, such as the lack of aspirations and hope, to explain why some people are 

trapped in poverty. However, the literature on (the impact of) microcredit does not 

yet pay any attention to the potential relevance of internal psychological constraints 

of the borrowers.  This thesis will contribute to the literature by examining whether it 

is possible to increase aspirations and hope of microfinance borrowers by a specific 

aspirational hope intervention, and by examining whether a group lending system as 

such will raise aspirational hope of the borrowers.  

1.1.2 Microcredit Plus 

In contrast to the idea of providing only credit to the poor, some MFIs have expanded 

their portfolio by offering additional non-financial services bundled with credit to 

their clients. This strategy is known as microcredit plus and it seeks to improve on the 

poverty-reducing effects of microcredit (Biosca, Lenton, & Mosley, 2014a).  
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Among the non-financial services, MFIs provide business and social services, 

as well as technical assistance. Technical assistance differs from the other services, e.g., 

business services, in that it seeks to increase clients’ skills and knowledge and focuses 

directly on the production of goods and services rather than managerial processes. 

While technical assistance could be critical for reducing the incidence of poverty, 

directly or in combination with microcredit, the literature on microcredit plus has 

almost entirely ignored the importance of technical assistance. 

1.1.3 External and Internal Constraints 

So far most of the impact evaluations on microcredit focus on studying external 

constraints of the poor, such as lack of capital and education. External constraints are 

constraints which exist outside individuals and stop them doing what they aim. 

However, there is an emerging literature in economics, based on psychological 

studies, exploring the role of internal constraints in poverty reduction, psychological 

constraints (Duflo, 2012; Lybbert & Wydick, 2017; Ray, 2006). Internal constraints refer 

to constraints which exist inside of each individual and stop them doing what they 

aim. They come from within and can deteriorate our own perceptions and reality such 

that these are more binding than external constraints (Sen, 1999). 

Among these constraints, lack of hope has received special attention. Duflo 

(2012) argues that hope is fundamental for development; low aspirations and 

hopelessness lead to under investments and ultimately reduced long- run welfare. In 

development economics, hope is conceptualized as aspirational hope. Aspirational 

hope is based on the definition of hope by Snyder (2002) and it comprises three 

elements: aspirations, pathways and agency. Individuals who experience hope have 

goals, visualize pathways to those goals, and believe they have the agency to progress 

along the pathways.  

1.2 Research Questions and Objectives 

This thesis aims to answer the following main research questions: 

1. Does technical assistance provided by a MFI improve welfare of its clients? 

2. Does an internal-constraints-releasing intervention enhance aspirational hope 

of rural microcredit borrowers? 
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3. Does a microcredit group lending intervention release internal constrains of its 

clients? 

The overall aim of this thesis is to evaluate three interventions aiming at 

improving the welfare of microcredit borrowers: a microcredit intervention, a 

technical assistance intervention and an internal-constraints-releasing intervention. 

The overall aim will be achieved through three objectives: 

1. To investigate the impact of TA on welfare of small holder microcredit 

borrowers (chapter 2 and 3). 

2. To investigate whether a psychological intervention releases internal 

constraints of microcredit borrowers (Chapter 4). 

3. To investigate whether a microcredit intervention releases internal constraints 

of microcredit borrowers (Chapter 5). 

1.3 Outline and Contents 

In addition to this introductory chapter, this thesis contains two parts: (I) microcredit 

and technical assistance and (II) microcredit and internal constraints. Each part 

contains two chapters. 

1.3.1 Part I. Microcredit and Technical Assistance 

Chapter 2 presents a review of the microfinance-plus strategy. Some microfinance 

institutions have expanded their portfolio by offering additional financial as well as 

non-financial services to their clients: social services, business services and technical 

assistance. Chapter 2 explains how the microfinance-plus strategy can enhance the 

effects of the microcredit provision. We summarize the studies evaluating the impacts 

of these programs on end users. We provide some avenues for further research that 

focus on addressing methodological issues from previous studies and attending 

under-researched subjects, such as, technical assistance and making a link to part II of 

this thesis, internal constraints. 

Chapter 3 moves from the evaluation of a standard microcredit model to the 

evaluation of a microcredit-plus model. As mentioned in Chapter 2, some lenders are 

increasing efforts to offer additional non-financial services—such as business 

trainings and technical assistance. While literature on the effects of business trainings 
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is quite voluminous, less attention has been paid to technical assistance. The latter is 

especially salient in rural contexts, where standard microcredit has traditionally 

struggled to expand sustainably, and where clients typically have ample margins to 

increase the productivity of their agricultural businesses. This study investigates a 

program launched by Sembrar Sartawi, a Bolivian MFI, which complemented dairy 

farming credit with the provision of agronomic and veterinarian expertise. We collect 

data of approximately 600 dairy farmers from the Bolivian plateau over two data-

collection waves, and conduct a variety of cross-sectional and panel regression 

analyses to measure impact. We find that technical assistance has positive, statistically 

significant, and economically salient impacts on farmers’ monthly revenues and daily 

milk production. These results are robust to several different cross-sectional and panel 

estimation methods, as well as over time. Impacts on profits are less robust, depending 

on the specification and survey wave, as it is characteristically the case for variables 

captured with higher noise and more outliers. Our study strongly suggests that 

providing technical assistance can be a very effective plus instrument for MFIs 

providing financial services to rural clients. 

1.3.2 Part II. Microcredit and Internal Constraints 

Chapter 4 evaluates the short-term effects of an aspirational hope intervention among 

dairy farmers in Bolivia. Contrary to previous work on aspirations (Bernard, Dercon, 

Orkin, & Taffesse, 2014; Lybbert & Wydick, 2017), our sample is relatively 

homogeneous and comprised  of 531 smallholder dairy farmers grouped into 52 

delivery points (they are composed of farmers who deliver milk to a milk company 

altogether in the same location)—facilitating the measurement and comparison of 

outcomes. The intervention consists of showing farmers a video of local role models, 

followed by a series of workshops on aspirational hope. It was randomly assigned 

across delivery points, half of them to treatment group and the other half to control 

group. We hypothesize that our intervention positively affects, in the short run, the 

three elements of aspirational hope: aspirations, pathways and agency. Our results 

show that our hope intervention had a positive but at best weakly significant effect on 

aspirational hope. It had a stronger effect on business goals, namely aspired milk 

production and productivity in two years’ time. Our results also point towards the 
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importance of intrinsic motivation in shaping the outcome of similar hope 

interventions. In fact, while we do not find evidence that initial aspirations failure is a 

necessary premise for impact, those with greater intrinsic motivation seem to have 

responded significantly more to the intervention, both in terms of aspirational hope, 

business goals, and good practices. 

While Chapter 4 examines whether aspirational hope of microcredit borrowers 

can be enhanced through an internal-constraints-releasing intervention, Chapter 5 

examines whether and to what extent microcredit itself can release internal 

constraints. More specifically, this chapter provides evidence of the effectiveness of 

microcredit on enhancing aspirational hope among women in a group-lending-

scheme in Sierra Leone.  We use a cross-sectional dataset of 1295 women in Sierra 

Leone, 854 of whom are active borrowers of a microfinance institution, BRAC. To 

assess the relationship between microcredit, aspirational hope and economic welfare, 

we rely on BRAC’s eligibility criteria, that only allow access to finance for women 

living with-in 4km of a BRAC branch. We find statistically significant and 

economically meaningful positive associations with both aspirational hope and 

economic welfare. Overall, this study suggests that microcredit could play an 

important role in reducing internal psychological constraints. 

1.4 Main Innovations and Contributions 

Each chapter contributes to different strands of literature on microcredit by answering 

its research questions. In summary, these are the main innovations and contributions 

of this thesis: 

1. It presents the first study that evaluates the impact of providing technical 

assistance to smallholder farmers, in addition to microcredit (Chapter 3). 

2. It presents one of the few studies available on the impact of an aspirational 

hope intervention among microcredit borrowers (Chapter 4).  

3. It is one of the first studies that developed a psychological intervention to 

enhance aspirational hope of microfinance members. We were involved in the 

production of the documentary and the development of the workshops, 

considering the characteristics of the context (Chapter 4). The intervention, 

possibly adjusted to context, can be used by other MFIs.  
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4. It presents the first study that evaluates to what extent a microcredit 

intervention releases internal constraints (Chapter 5). 

5. It contributes in terms of the variety of identification strategies and 

methodologies used to measure the impacts of our interventions: 

• Experimental methods: randomized control trial (Chapter 4). 

• Quasi-experimental methods: cross-sectional and panel regressions 

(Chapter 3). 

• Newly developed methodology: cross-sectional difference-in-

differences approach (Chapter 5). 

1.5 Limitations 

We acknowledge that our studies are subject to various limitations. 

1. Power issues: some of our studies may suffer from being under powered, as 

sample sizes were determined by available budgets. However, we did the 

utmost to minimize power issues by e.g., reducing variance and measurement 

errors of outcome variables. We pay special attention to the noisiest variables, 

such as monthly revenues and profits in Chapter 3 and income in Chapter 5. 

2. Remaining selection problems: we know that identification is one of the 

greatest challenges of impact evaluation and therefore we try to deal with it as 

much as possible. When feasible, like in Chapter 4, we carry out a randomized 

control trial (RCT); but when it was not feasible (because the interventions are 

already running like in Chapters 3 and 5), we use a variety of non- and quasi-

experimental methods to control as much as possible for sample selection bias. 

3. Representativeness of the sample: it might be that the impacts we observe 

depend on the specific characteristics of our samples. For instance, in Chapter 

5, our sample comprises female borrowers in small towns in rural Sierra Leone, 

and, in Chapter 3, our sample comprises smallholder dairy farmers who are 

microcredit borrowers in rural Bolivia. However, there is no reason to not 

expect that our results may hold across similar samples in comparable 

countries in Africa and Latin America, respectively. We call for more studies to 

replicate our interventions in different settings. 
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4. Survey biases: the analysis in Chapters 3, 4 and 5 is based on primary data. 

Thus, we cannot fully discard the potential issue that people may not give 

correct answers to questions in our surveys. However, as we are aware of this 

potential issue, we train the enumerators ourselves to make sure they conduct 

the survey in the best possible way. For instance, based on our own previous 

field experience, we expose them to different scenarios they may face and 

present solutions to them. 

5. Short-term measurement of impacts: mainly for logistical reasons, we measure 

the impacts of the aspirational hope interventions just three months after its 

implementation (Chapter 4). We acknowledge that the time is too short to 

capture the true impacts of the intervention and provide definite conclusions. 

Thus, we plan to go back to the field to collect more rounds of data and measure 

longer-term impacts after the COVID-19 pandemic. 

6. Spillover effects: there is the possibility that individuals in control groups are 

indirectly affected by the interventions. For instance, farmers in treatment 

group may share the content of the video and workshops with farmers in 

control group (Chapter 4). Trying to control for this potential issue, we carry 

out cluster randomization, that is, instead of randomizing at individual level, 

we do so at delivery-point level (a delivery point is composed of farmers who 

deliver milk to a milk company altogether in the same location). This implies 

that farmers who see each other every day to delivery milk have the same 

information. 

1.6 Final Conclusions and Policy recommendations 

This thesis has addressed three main research questions: 

1. Does technical assistance provided by a MFI improve welfare of its clients? 

2. Does an internal-constraints-releasing intervention enhance aspirational hope 

of rural microcredit borrowers? 

3. Does a microcredit group lending intervention release internal constrains of its 

clients? 

We have provided evidence that (1) technical assistance indeed may improve 

welfare of microcredit borrowers, (2) an aspirational hope intervention relaxes 
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internal constraints of microcredit borrowers, and (3) microcredit itself releases 

internal constraints, specifically low aspirations, of its clients. 

These conclusions lead to the following policy recommendations. 

1. MFIs, especially those that focus on rural areas, are advised to bundle their 

microcredit programs with technical assistance. We provide strong supporting 

evidence of the effectiveness of this particular form of microcredit plus 

(Chapter 3). 

2. MFIs are advised to design internal-constraints-releasing interventions 

(Chapter 4). They can boost aspirational hope of microfinance borrowers, and 

thereby induce a process of future welfare improvement. It may also turn out 

that the effectiveness of microcredit as such will improve if hope and 

aspirations of the borrowers are increased, but this needs further research (see 

below). 

3. When evaluating development external-constraints-releasing interventions, 

e.g., microcredit, it is extremely important to consider the impacts not only on 

material or economic outcomes, but also on internal or psychological outcomes. 

We show that a microcredit group lending program can play an important role 

on relaxing internal constraints, which may have important long run effects 

(Chapter 5). Moreover, as suggested by Chapter 4, specific interventions to 

improve aspirational hope may also play a role. The main difference is that 

Chapter 4 pays attention to a specific aspirational-hope intervention and 

Chapter 5 examines to what extent, even without a specific intervention, 

aspirational hope can be improved by using a particular type of microcredit 

lending, in this case, group lending. 

1.7 Further Research 

We suggest some avenues for further research that can potentially deal with the above 

limitations and enrich our studies. 

1. Conduct more studies on microcredit, its plus and aspirational hope that 

address methodological problems, that is, power issues, related to small sample 

sizes and measurement error, and selection problems. 
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2. Replicate technical assistance and aspirational hope interventions in other 

context and with different research population to test whether the impacts we 

find also hold in other settings, that is, to test whether they are externally valid 

(Chapters 3 and 4). 

3. Deepen the insights into the impact of microcredit on aspirational hope. More 

evidence about this causal relationship, as well as richer data to test the 

mechanisms driving the effects, all are required to draw clear conclusions 

(Chapter 5). 

4. Explore longer-term effects of the technical assistance and aspirational hope 

intervention by collecting more rounds of data (Chapters 3 and 4). 

5. Test whether the aspirational hope intervention positively affects productivity 

outcomes in the long run (Chapter 4). 

6. Deepen into the heterogeneous treatment effects of the technical assistance and 

aspirational hope interventions (Chapter 3 and 4). 

7. Measure the (potential) spillover effects of our interventions (Chapters 3 and 4) 

8. Especially relevant for future research is to explore whether impacts of 

standalone microcredit interventions and/or microcredit plus interventions 

depend on aspirational hope of the borrowers. This thesis has shown that 

specific interventions can be designed that may improve aspirational hope. The 

thesis also suggests that a specific type of credit intervention by using group 

lending systems may improve aspirational hope.  In order to fully explore long 

term consequences of a combination a microcredit and an aspiration enhancing 

intervention is it crucial to know to what extent the impact of credit (or credit 

plus) will increase if borrowers have a higher level of aspirational hope.   
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