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Chapter 1 

Introduction 

 

“Poverty is not just a lack of money; it is not having the capability to realize one's full potential 

as a human being.”  

—Amartya Sen 

 

1.1 Background 

Financial inclusion—that is, access to financial services for households and small and medium 

enterprises—is an increasing part of the development agendas of policy makers and 

institutions (Ardic et al., 2011; Demirgüç-Kunt and Klapper, 2013; Allen et al., 2016). The 2009 

G20 summit in Pittsburgh recognized financial inclusion as a powerful tool for eliminating 

extreme poverty and accelerating economic progress (CGAP, 2014). The World Bank Group 

has committed to achieving universal financial access by 2020, proclaiming that everyone 

should be able to use basic financial services to accumulate wealth, seek funding for 

investment, and cope with risks (World Bank, 2013). Policy makers stress the importance of 
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building inclusive financial systems because they believe that financial inclusion contributes 

to individual well-being, local economic growth, and reduction of income inequality.  

Nevertheless, a number of questions about financial inclusion remain. 

The first question is: What progress has been made in the worldwide promotion of 

financial inclusion in recent years? Along with an increased interest in building inclusive 

financial systems to reach out to the unbanked, policy makers and practitioners are asking for 

rigorous and comprehensive analysis of the progress and trends of global financial inclusion. 

Tracking the progress of financial inclusion is of great importance to evidence-based policy 

makers; it identifies to what extent financial institutions have reached out to the poor, 

evaluates the strengths and weaknesses of previous policies in serving the unbanked, and 

guides practitioners in addressing the needs of the financially excluded.  

Although the concept of financial inclusion has become popular only recently, the idea 

of attempting to reduce poverty by providing financial services to those who are financially 

excluded can be traced to Bangladesh’s microfinance movement of the mid-1970s. By using a 

model known as ‘group lending,’ several microfinance institutions (MFIs) achieved higher 

loan recovery rates than those achieved by commercial banks, despite lending to the ‘poorest 

of the poor.’ Such MFIs included the Grameen Bank of Bangladesh, the BKKs of Indonesia, 

and BancoSol of Bolivia (Mosley and Hulme, 1998; Robinson, 2001). In the last decade, because 

of the availability of reliable organizational technology for lending to the poor, international 

organizations, governments, and even private investors (commercial banks) have shown 

strong interest in establishing and/or investing in MFIs (Rhyne and Otero, 2006). With a 

growing flow of capital and more investment, the microfinance market has experienced 
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saturation and MFIs have been confronted with greater competition (Cull et al., 2009; Assefa 

et al., 2013). More importantly, donors have tended to subsidize MFIs only at the start-up stage, 

rather than supporting them in the long run (Morduch, 2000). These evolutions of MFIs have 

led them to improve financial self-sufficiency by changing their practical operations; the 

institutions have enhanced operating efficiency (Hermes et al., 2011), increased capital 

intensity (D’Espallier et al., 2016), and upgraded lending technologies (Kapoor et al., 2007). 

Researchers have suggested that such operating changes may be leading MFIs to abandon 

their mission of serving the poor (Hulme and Mosley, 1996; Cull et al., 2009; Mersland and 

Strøm, 2010; Hermes et al., 2011; Lützenkirchen and Weistroffer, 2012). However, we have only 

limited evidence of how changes in daily operations have affected MFIs’ progress in reaching 

the poor. 

The second question is twofold: What motivates households to step into the financial 

market, and what motivates banks to provide financial services to the poor? According to 

Global Findex (2015), 2.07 billion adults (39.5% of the world’s population) lack access to 

affordable financial services and credit; more than half are the poorest households in 

developing countries. Why do approximately two-fifths of adults around the globe remain 

unbanked? Several international studies have used country-level proxies such as per-capita 

numbers of bank branches, ATMs, and loans provided by financial institutions (Beck et al., 

2007; Honohan, 2008; Kendall et al., 2010) to examine how physical proximity indicators 

influence financial inclusion. However, these studies suffer from the drawback that physical 

proximity indicators cannot accurately measure actual financial access. Researchers who 

recognize that financial inclusion has two key elements—financial decision-making on the 

demand side and access to suitable services from the supply side—stress the importance of 
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examining the two sides separately (Mitton, 2008; Giovane et al., 2011). Moreover, because 

systematic data that identifies both household decisions to access financial services and bank 

decisions to offer services remains scarce (Fungáčová and Weill, 2015; Allen et al., 2016; Chen 

and Jin, 2016), studies rely on complicated research designs or econometric methodologies to 

disentangle the contributions of supply and demand factors to financial inclusion. More 

importantly, all existing studies attribute barriers of financial inclusion to individuals’ 

demographic and socioeconomic characteristics, such as gender, income, and level of 

education. Perceptions of barriers to financial inclusion from either the demand side 

(individuals or households) or the supply side (financial institutions) are rarely noted. In other 

words, there is little analysis of what encourages individuals to participate in the financial 

market or what motivates financial institutions to provide financial services to the poor. 

Therefore, to inform policies and interventions that aim to improve financial inclusion, it is 

important to understand both demand-side and supply-side motivations and perceptions of 

financial inclusion (Chen and Jin, 2016). 

The third question is: What is the impact of financial inclusion on the lives of the poor? 

Given the passion of global policy makers for using financial inclusion to eliminate extreme 

poverty, researchers have begun to address the microeconomic impacts of financial inclusion 

on the welfare of the poor, with mixed results. Some have used data from unbanked regions 

in developing countries to empirically examine whether access to credit (Karlan and Zinman, 

2011; Angelucci et al., 2013; Banerjee et al., 2015), access to savings accounts (Brune et al., 2011; 

Dupas and Robinson, 2013a, 2013b), or having insurance (Cole et al., 2013; Karlan et al., 2014) 

are instrumental in the fight against poverty. Others have based their analyses of the impact 

of financial inclusion on the microeconomic level on plausibility and anecdotal evidence 
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(Hanning and Jansen, 2010). Until now, most studies have evaluated the impact of financial 

inclusion by testing the correlation between the use of financial services and improvement of 

individual well-being. To avoid problems of endogeneity and reverse causality, these studies 

have maintained strict requirements on data and methodology. This thesis goes beyond 

previous impact analysis by directly identifying household motivations to use financial tools. 

Such motivations determine financial behavior; they indicate whether households use 

financial tools for wealth accumulation or for overconsumption. While the former represents 

financial inclusion that economically benefits households, the latter indicates financial 

inclusion that harms those who are unbanked. To inform global policy makers about the 

importance of promoting financial inclusion, microeconomic analysis is needed to identify the 

unbanked population’s incentives for accessing financial services. Such analysis can provide a 

clear understanding of whether those in emerging economies can rationally use financial tools 

to improve their living standards. 

 

1.2 Research Questions 

In response to the three unsolved issues of financial inclusion described above, this thesis 

contributes to our understanding of the progress, determinants, and impacts of financial 

inclusion. 

To investigate worldwide progress toward financial inclusion, we focus on the global 

microfinance market. The microfinance industry is coming of age; it has specialized in 
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providing financial products to low-income people who are generally excluded from the 

traditional formal financial system. We aim to answer the following questions: 

1) How has the global microfinance market’s social performance (i.e. reaching the poor) 

and financial performance (i.e. maintaining financial sustainability) changed during 

the last decade? Has there been a convergence in (financial and social) productivity in 

the global microfinance market in the last decade? To what extent has the evolution of 

daily MFI operations contributed to the producitivity convergence in the global 

microfinance market? 

To analyze the perceptions of financial inclusion from both supply and demand sides, 

we investigate how the political affiliations and informal borrowing activities of households 

affect their financial behaviors. We also examine how banks make decisions about offering 

financial services according to evaluations of households’ political affiliations and informal 

borrowing activities. 

2) Do households with political affiliations have a higher probability of applying for bank 

credit? Do banks consider a potential borrower’s political affiliation to be an eligibility 

criterion for allocating credit?  

3) How do banks perceive the impact of an applicants’ outstanding informal 

indebtedness on their repayment behavior when deciding on credit allocation? Do 

banks judge applicants’ outstanding informal indebtedness as a signal of future 

repayment when the applicants live in neighborhoods with different levels of social 

capital?  
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To evaluate the impact of financial inclusion, we do not reanalyze the casual link 

between finance and income; instead, we investigate the economic outcomes of household 

borrowing behavior by identifying household incentives to borrow from banks. We pose the 

following questions: 

4) Do income comparisons with peers motivate poor households to borrow from banks? 

Does borrowing according to income comparisons with peers lead to persistent 

poverty or to improved welfare?  

By answering these questions, this thesis contributes to existing literature in several 

ways. First, our analysis provides an overview of the global microfinance market’s efforts to 

reach poor clients over the last decade. It identifies MFIs’ commercialized operating strategies 

as the reason for their limited progress in outreach. Second, our findings challenge the 

traditional view that the financial activities of individuals are influenced only by economic 

conditions such as income level or physical collateral. Our analysis indicates that households’ 

financial incentives—and their decisions to be financially included—are significantly 

influenced by social status factors such as political affiliations and social comparisons (e.g., 

income comparisons). Third, our research updates our knowledge of bank screening processes 

by showing that the political affiliations and neighborhood social contexts of applicants affect 

banks’ judgments of borrowers’ abilities to repay and risks of defaulting. 
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1.3 Outline of the Thesis and Basic Findings 

The remainder of this thesis is structured as follows: Chapter 2 examines the productivity 

convergence of the global microfinance industry in the past decade and evaluates to what 

extent MFI’s changing operations have affected their ability to reach the poor. Chapter 3 

analyzes the impact of households’ political backgrounds on their decisions to access bank 

credit and on banks’ decisions to allocate credit. Chapter 4 demonstrates how banks, when 

judging credit applicants’ repayment abilities, take into account the informal indebtedness of 

applicants along with their local social contexts. Chapter 5 examines the impact of financial 

inclusion on the wealth accumulation of the poor by identifying the incentive mechanisms of 

household borrowing behavior. 

In Chapter 2, we begin by investigating the convergence of the global microfinance 

industry. Focusing on a balanced panel data set for 171 MFIs active in 59 developing countries 

for the period of 2003–2012, we apply Intertemporal Data Envelopment Analysis (DEA) to 

identify the long-term patterns of social productivity (reaching the poor) and financial 

productivity (generating revenues) in the microfinance market from a dynamic perspective. 

Intertemporal DEA captures remarkable improvements in financial productivity in the global 

microfinance market during the ten-year period, but it shows that progress in social 

productivity has been limited. Next, we apply the convergence test, which further indicates 

that overall improvements in both social productivity and financial productivity are largely 

driven by MFIs that are lagging behind; they are able to approach the best practices in the 

market by improving productivity more rapidly than the leading MFIs. Finally, we use 

dynamic panel data analysis to identify to what extent recent changes in MFIs’ daily 
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operations have contributed to their social and financial convergence. Results indicate that 

deepening of capital is the factor that contributes most to productivity convergence during the 

ten-year period, while technological change contributes the least. One interpretation of this 

outcome is that commercialization is the underlying reason for substantial (limited) 

improvement in financial (social) performance in the microfinance market. In practice, 

commercialization reflects an increased use of commercial sources of funding, transformation 

to commercial governance structures, and the offering of services that are excessively oriented 

to profit. Although these transformations increase the profit margins of MFIs, they change MFI 

client portfolios from poorer to wealthier; that is, they contribute to ‘mission drift.’ 

In Chapters 3, 4, and 5, we focus on household financial activities in China. Despite 

substantial poverty reduction over the past 30 years, the State Council estimates that more 

than 70 million Chinese live below the poverty line. To fight poverty and fulfill the goal of 

financial inclusion, the Chinese government employs a wide a range of policy and regulatory 

approaches (Shrader and Duflos, 2014; Fungáčová and Weill, 2015; Chen and Jin, 2016). 

According to the World Bank’s Global Findex database, 79% of Chinese had formal bank 

accounts in 2014, a relatively high number compared with other emerging economies (e.g., 53% 

in India and 67% in Russia) but much lower than developed countries (e.g., 94% in the United 

States and 97% in Japan). Moreover, those who borrow from formal financial institutions in 

China account for only 10% of the population, below the average level in East Asia and the 

Pacific (11%). Shrader and Duflos (2014) argue that although the Chinese population is well-

banked compared with populations of other developing countries, the country still has the 

largest poor and unbanked population in the world when measured in absolute terms. For 
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Chinese policy makers, who are confronted with the challenge of lifting this largest population 

out of poverty, all methods of promoting full financial inclusion are worth considering. 

In Chapter 3, we examine the potential impact of political affiliations on household 

access to formal credit. A number of studies of emerging economies document that political 

connections play a crucial role in mitigating market discrimination, overcoming asymmetric 

information problems, and facilitating access to scarce resources (Khwaja and Mian, 2005; 

Faccio, 2006; Leuz and Oberholzer-Gee, 2006; Claessens et al., 2008; Zhou, 2009; Feng et al., 

2014; Guo et al., 2014; Infante and Piazza, 2014). However, no study has analyzed how political 

connections affect financial inclusion. We therefore examine whether the fact that a household 

head is a member of a political party in China influences the household’s decision to apply for 

a bank loan (i.e., demand side) and the decision of the bank to approve the loan (i.e., supply 

side). Using the two-stage Heckman probit model, we find evidence that household political 

connections are positively associated with both household willingness to apply for loans and 

the probability that banks approve the loans. Our findings indicate that household political 

connections significantly increase the possibility of being financially included.  

Studies document that informal finance is the primary source of finance for households 

and firms in emerging economies despite the existence of formal banks (Kochar, 1997; Allen et 

al., 2005; Riedel et al., 2007; Song et al., 2011; Madestam, 2014). There is some evidence that the 

share of informal credit accounts for over half the total liabilities in China, Thailand, and other 

Asian countries (Ghate, 1992; Tsai, 2004). The important role of the informal financial sector 

may induce banks to pay attention to borrowers’ informal lending activities when evaluating 

the abilities of the borrowers to repay. In Chapter 4, we examine whether the informal 

indebtedness of households conveys a signal to banks in the credit allocation process. 
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Although this issue has been studied before, we contribute to the literature by taking into 

account the influence of the local social context of applicants’ neighborhoods on their 

repayment behaviors. Specifically, we investigate whether banks’ decisions to provide credit 

to poor households differ according to whether the households are located in social-capital–

intense communities or in social-capital–scarce communities. Our results suggest that banks 

judge applicant’s creditworthiness and repayment abilities based on the combination of their 

informal liabilities and the social capital levels in their neighborhoods. More precisely, in 

regions with high levels of social capital, household informal indebtedness is perceived as a 

risk signal by banks, because households are pressured by reciprocity and obligations. This 

pressure induces them to repay informal credit first and delay repayment to banks. In regions 

with low levels of social capital, households are less concerned with reciprocity and 

obligations in informal lending relationships because informal lenders are often self-interested; 

they offer informal credit based on strict evaluation of borrowers’ repayment abilities rather 

than close social relations. Therefore, household informal indebtedness as a signal of future 

repayment behavior differs according to the levels of social capital of the communities in 

which the households are located.  

In Chapter 5, we examine the impact of financial inclusion on the poor. The novelty of 

our analysis is that by identifying household motivation to access formal financial services, we 

analyze the economic outcomes of borrowing behavior and evaluate its impact on wealth 

accumulation. Using the Chinese Household Finance Survey dataset, we show that a 

household’s income relative to its peers significantly affects its likelihood of applying for bank 

credit. This motivating effect of income comparisons is particularly pronounced among poor 

households with incomes that are (relatively) lower than their peers. There are two possible 
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explanations for this effect. The first is the phenomenon of ‘keeping up with the Joneses,’ in 

which the poor seek finance for costly consumption to emulate the consumption style of the 

wealthy, resulting in persistent poverty. The second is the ‘tunnel effect,’ in which the poor 

are inspired by the economic success of the wealthy and are stimulated to use credit for 

investment. Empirically, while we find no evidence for ‘keeping up with the Joneses,’ we do 

find that credit applicants invest significantly more in human capital than non-applicants, 

suggesting that the tunnel effect is the primary incentive for relatively poor households to 

participate in the credit market. These results empirically support the idea that poor 

households can use finance to escape from poverty. 

 

1.4 Policy Implications 

In Chapter 2, we show that in the last decade, the trend has been for MFIs to ensure financial 

sustainability in the long run and reduce reliance on donations and government funding. This 

trend induces MFIs to achieve better financial performance, that is, to be more productive in 

delivering loans to clients, but it limits their social performance, that is, reaching poor clients. 

By emphasizing cost control and reducing dependency on subsidies, MFIs stay in business in 

the long run but shift their orientation from social to financial. Our analysis shows there has 

been little involvement of technological innovations in MFIs’ productivity convergence in the 

last decade. To extend MFIs’ outreach at lower costs, the government and practitioners should 

make use of the explosions of technology and information in the developing world to apply 

more innovations to MFIs’ daily operations. For instance, mobile phone penetration in 
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developing countries has almost tripled in the past ten years (Hanning and Jansen, 2010). A 

recent study found that electronic or digital payment systems (e.g., mobile money and 

electronic account deposits) can extend outreach to the poor and that branchless banking 

reduces poor clients’ transaction costs by 90% (Voorhies et al., 2013). The government should 

also upgrade the infrastructure (e.g., by establishing electronic payment systems) and create a 

favorable policy environment for MFIs to adopt technologies. MFIs can also achieve their goals 

by integrating into the mainstream financial system. For instance, public or state-owned banks 

could arrange for MFIs to operate as their branches at the grassroots level to reach unbanked 

residents in areas of less commercial interest. As representatives of the government to the poor, 

public banks have large branch networks in underdeveloped areas. They also have the capital 

strength to support MFIs in using costly lending strategies to reach the greatest number of 

poor.  

In Chapter 3, we find that during bank screening processes, loan officers prefer to 

approve applications from those with privileged social status such as those with political 

affiliations. This finding clearly indicates that the Chinese banking system still suffers from 

severely asymmetric information and that loan officers should use additional information 

from applicants’ social backgrounds to improve the accuracy of their evaluations of applicant 

repayment abilities. The practice of granting loans according to social status causes two 

negative outcomes. First, households without privileged social status are discouraged from 

applying for credit and are more likely to be financially excluded (even if they meet the bank’s 

economic standard of granting credit). Second, because political affiliation is highly correlated 

with political power and social influence, it is possible that loan officers provide credit to 

politically connected households to get promoted or receive other private benefits. Therefore, 
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to create a financial market with fair access and transparent transactions, regulators must 

understand bank clients’ perspectives. For instance, by collecting client complaints from 

telephone interviews, media surveillance, and client surveys, regulators can identify concerns 

in the financial market, establish policies to guide financial institution behavior, and avoid 

market failures. It is also important for financial institutions to improve internal controls for 

monitoring transactions and eliminating operating risks. In particular, banks are advised to 

upgrade their operations by using electronic transaction systems. When all transactions are 

recorded in the system for regulators to monitor and review, banks can avoid biased 

transactions and relationship-based lending. 

Two implications can be drawn from Chapter 4. First, because informal lenders have 

better information with regard to household creditworthiness and delinquent history than 

formal banks, formal financial institutions could cooperate with informal lenders and share 

information about borrowers’ financial activities and creditworthiness. Such sharing of 

information would not only reduce banks’ costs of screening and monitoring but would also 

enhance financial inclusion among trustworthy clients. For instance, to promote financial 

inclusion, banks in Indonesia have started to collect information on the financial identities and 

financial histories of local residents from the informal financial sector, especially in areas in 

which informal lending activities prevail (Hanning and Jansen, 2010). Second, our analysis 

suggests that banks perceive applicants’ informal indebtedness differently when applicants 

are located in neighborhoods with different levels of social capital. This is because the 

neighborhood social environment—that is, frequent social interactions and informal 

exchanges with neighbors—significantly influences household repayment (financial) behavior. 

To improve financial inclusion in emerging economies, it is important to recognize that 
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households in communities in which a large proportion of residents enjoy services from banks 

are likely to participate in the financial market because they are impressed and encouraged by 

other households’ financial activities. Therefore, to promote financial inclusion, especially in 

underdeveloped regions, the public should be aware of—and support—the importance and 

benefits of formal financial services for local residents.  

In Chapter 5, we identify two household motivations, the tunnel effect and the ‘keeping 

up with the Joneses’ effect, that may explain why households seek finance from banks. 

Although our analysis suggests that the tunnel effect is the primary reason that households 

participate in the credit market, it is still possible that some credit applicants overspend their 

credit on conspicuous consumption. In India, for example, some households irrationally use 

credit, borrowing from as many as six different MFIs and from local money lenders to fulfill 

their capital demands. These clients significantly exceed their abilities to repay and push 

themselves into persistent poverty (Chowdri, 2011). This evidence implies that financial 

inclusion brings either benefit or harm to the poor; the outcome depends on the borrower’s 

financial literacy and on client protections offered by financial institutions. Therefore, it is very 

important for banks to provide instruction, guidance, and training with regard to how to 

properly use and repay credit, both before and after delivering credit to borrowers. Financial 

literacy training only not enhances client awareness of rights and responsibilities in financial 

activities, but also teaches clients how to protect themselves by mitigating information 

asymmetry between financial institutions and clients. Banks should also enhance public 

knowledge of the harm of irrational credit use by providing frequent information disclosure 

of previous default cases. Most importantly, banks should monitor borrowers’ activities before, 
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during, and after contracts to eliminate borrowers’ use of credit for irrational consumption 

purposes. 

 

1.5 Limitations and Future Research 

The first shortcoming of our research is related to our analysis in Chapter 2, that is, our 

definition of capital deepening in the practical operations of MFIs. As we show, increased 

capital intensity is a crucial indicator; it has consistently contributed to the financial and social 

performance of MFIs over the past decade. Theoretically, the increased capital intensity of 

MFIs means that capital per labor has increased. This could be attributed to institutions’ 

increased investment in physical assets or staff training. However, we do not have solid 

evidence to determine whether the increased capital investment comes from commercial 

investors (e.g., microfinance investment vehicles) or donors (e.g., social subsidies). If growing 

commercial investments account for most of the increased capital intensity, such growth 

explains why MFIs show remarkable improvement in financial performance but limited 

progress in social performance over the last decade. That is, it suggests that increased 

investment from commercial investors is prompting MFIs to change the orientation of their 

business models from social to financial. To further investigate this issue, future studies could 

focus on MFIs that are adopting funding from donors (or other social organizations) and MFIs 

that are financially supported by commercial investors, to analyze whether these two types of 

institutions show different operating strategies and trends over time. Such a focus would shed 



509887-L-bw-Li-SOM509887-L-bw-Li-SOM509887-L-bw-Li-SOM509887-L-bw-Li-SOM
Processed on: 3-5-2017Processed on: 3-5-2017Processed on: 3-5-2017Processed on: 3-5-2017 PDF page: 29PDF page: 29PDF page: 29PDF page: 29

Introduction   17 

 

 
 

light on whether different funding sources affect the performance of MFIs by changing their 

operating strategies and governance structures. 

The second concern in the cross-sectional regressions is endogeneity. As we show in 

Chapter 3, political affiliation may indicate that a household head has greater ability to deal 

with people or has outstanding performance in the work field. If so, the applicant’s political 

connection is regarded as an ability indicator and is preferred by banks in the screening 

process. To address the potential endogeneity problem, we add human capital indicators (e.g., 

education attainment and occupation status) to control the applicant’s ability in regressions. 

The significance of education attainment suggests that banks evaluate an applicant’s ability 

according to human capital indicators rather than political affiliation. Given the lack of 

convincing candidates for indicators that are correlated with applicant ability but not with 

political affiliation, we have not attempted to use instrument variables. In the future, 

researchers could try to develop effective instrumental variables or use other methodologies 

(such as randomized controlled trials) to disentangle the impact of political affiliation from the 

impact of individual ability. 

The third issue is related to the definition and measurement of financial inclusion. 

Throughout this thesis, we use credit access as the proxy for financial inclusion. We do so 

because in some emerging economies, although the majority of the population (e.g., 79% in 

China, 68% in Brazil, 67% in Russia, and 53% in India1) has formal bank accounts, only a small 

percentage borrows from formal financial institutions (e.g., 10% in China, 12% in Brazil, 10% 

in Russia, and 6% in India2). This suggests that in emerging economies, credit penetration 

                                                           
1 2015 World Bank’s Global Findex database 
2 2015 World Bank’s Global Findex database 
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remains at low levels and the majority of the population does not enjoy core service from banks. 

However, researchers may be interested in other types of financial inclusion, such as access to 

saving accounts, insurance, or the stock market. Having access to these financial services may 

exert a profound impact on individual welfare. Further studies could extend the analysis of 

financial inclusion by investigating other financial services as measures of inclusion. 

In Chapter 5, we identify household motivation to apply for bank credit according to 

the ‘keeping up with the Joneses’ effect and the tunnel effect. We do so by observing how 

applicants’ consumption and investment patterns differ from those of non-applicants. 

However, it is possible that although applicants are motivated by the tunnel effect to apply for 

credit, in the long run the ways in which they use credit may not remain consistent with their 

original intentions. That is, under the influence of social interactions with social network 

members, borrowers may gradually use credit for irrational consumption rather than 

consistently investing in economically beneficial activities. This argument can be tested only 

if time-series data is available. Future studies could develop panel data to examine whether 

borrowers’ ways of using credit change over time. 

Despite the above limitations, this thesis enhances our understanding of the impact, 

determinants, and progress of financial inclusion. There are three main messages from our 

analysis. The first is that individuals in emerging economies should be aware that having 

access to financial service benefits their welfare; they should feel encouraged to be served by 

formal financial institutions. However, they should also be aware that improper use of 

financial tools can lead to persistent poverty; they should heed instruction and guidance from 

financial institutions.  
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The second message is that to ensure their services reach and serve the poor, financial 

institutions should not only upgrade their operating strategies (e.g., by applying technological 

innovations) but should also establish transparent and prudent criteria for assessing potential 

client and ensure fairness in the screening process.  

The third message is that full financial inclusion cannot be achieved without the 

support of the government. The government must create a favorable policy and regulatory 

environment to encourage financial institutions to adopt new technologies, develop new 

products, and serve new markets. Furthermore, the development of a well-established 

infrastructure that includes Internet, road, and mobile phone networks is the prerequisite for 

improving financial access of residents in undeveloped regions. 

 

 

 

 

 

 

 



509887-L-bw-Li-SOM509887-L-bw-Li-SOM509887-L-bw-Li-SOM509887-L-bw-Li-SOM
Processed on: 3-5-2017Processed on: 3-5-2017Processed on: 3-5-2017Processed on: 3-5-2017 PDF page: 32PDF page: 32PDF page: 32PDF page: 32

 

 

 

 

 

 

 

 

 

 

 


