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Background
• About 1.7 billion adults remain unbanked (Global Findex

report, 2017)

Why is this?
• Costs associated with serving the poor

• Distance from formal financial services

• Mismatch between the products offered by the FFIs and
those required by the unbanked



Background – Informal groups
• Despite this, the poor have for centuries organized themselves 

through informal systems

Systems based on mutual relationships

–Rotating Savings and Credit Associations

–Accumulated Savings and Credit Associations

–Labor organizations

–Burial societies

–Merry-go rounds

–Savings Groups



What are savings groups (SGs)?
• SGs: Often referred to as Village 

Savings & Loan Associations 

• A variant of the traditional ASCA

• Grass-root community-based 
organizations

• Composed of about 15-25 self-
selected members

• Pool money in a common fund and 
borrow from the fund at an interest

• Donor facilitated groups: 1 million 
groups with 20-30 million members



Financial Linkages
• Forms

Savings and credit

• Reasons for linkage

Saving for security reasons

Access to extra credit to supplement the loan fund

• Cautionary arguments

Weakening social systems that bind members together (Bouman,
1977)

Inhibit flexibility and adaptation potential of the groups (Bouman,
1995)

Disturb group dynamics (Dercon, De Weerdt, Bold & Pankhurst 2006;
Aliber, 2015)



Anecdotal Evidence

• Banking on Change Partnership 
(2009 – 2015)

• Egypt, Ghana, India, Kenya, 
Tanzania, Uganda and Zambia



Our paper
• Increasing financial linkages

• However, little is empirically known about the implications such
linkages have on the SG sustainability, performance and group
dynamics.

Key questions
• How do financial linkages influence the dynamics of savings

groups?

• Do financial linkages influence the financial performance of
savings groups?
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Data
• Source: SAVIX (Savings Groups Information Exchange)

The SAVIX is a database that reports standardized data on community-
managed microfinance

Over 214, 000 SGs reporting to data to this platform
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Methodology
• Empirical issue: Endogeneity
Reverse causality

- Linkage readiness assessment

- Well performing groups eligible for linkage hence it could be 
that performance is causing linkage and not vice versa

Traditional solution: Instrumental variable

Confront: Hence, construct a matched sample (a reliable 
counterfactual) followed by a difference-in-differences 
specification



Methodology - Matching
• Nearest-neighbor matching (Mahalanobis distance)

• Match each linked group to a similar unlinked group

• Selection criteria: 
– Facilitating agency                                         

– Location (urban versus rural)

– Country

– Meeting attendance rate

– Fund utilization rate

– Age

• Final sample:

1190 savings groups, 19 countries, Quarterly information from 2012 to 
2017

4034 SG-year observations

– Drop-out rate

– Write-offs

– Average loan per member

– Size

– Net value of savings



Comparison of treated and matched control groups



Comparison of treated and matched control groups

From the t-tests and difference in median tests, we can see that 
the linked firms are very similar to the unlinked firms and hence 
they provide reliable counterfactuals of how the linked groups 
would have behaved if they had not been linked



Methodology: Difference-in-differences specification
• Define treatment: 
Financial linkage

• “Treated” groups: 
Those that are linked to a formal financial institution

• “Control” groups: 
Those that are not linked to a formal financial institution



Methodology: Difference-in-differences specification
• Estimated model:

𝑦𝑦𝑖𝑖𝑖𝑖 = αi + αt + 𝛼𝛼𝑓𝑓 × 𝛼𝛼𝑖𝑖 + 𝛼𝛼𝑐𝑐 × 𝛼𝛼𝑖𝑖 + 𝛿𝛿𝛿𝛿𝑖𝑖𝑖𝑖 + 𝛽𝛽𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹 𝐿𝐿𝐹𝐹𝐹𝐹𝐿𝐿𝐹𝐹𝐿𝐿𝐿𝐿𝑖𝑖𝑖𝑖 + 𝜀𝜀𝑖𝑖𝑖𝑖

𝑦𝑦𝑖𝑖𝑖𝑖: Group level outcomes

𝛼𝛼𝑖𝑖: Savings Groups fixed effects

𝛼𝛼𝑖𝑖: Time fixed effects

𝛼𝛼𝑓𝑓 × 𝛼𝛼𝑖𝑖: Agency-time fixed effects

𝛼𝛼𝑐𝑐 × 𝛼𝛼𝑖𝑖: Country-time fixed effects

𝛿𝛿𝛿𝛿: SG specific controls (age and size)

𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹 𝐿𝐿𝐹𝐹𝐹𝐹𝐿𝐿𝐹𝐹𝐿𝐿𝐿𝐿: Dummy variable =1 for linked groups

𝜀𝜀𝑖𝑖𝑖𝑖: error term (standard errors clustered at group level)
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Financial linkages and group dynamics



Nature of linkage and group dynamics



Financial linkages and group performance



Nature of linkage and group performance
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Conclusion
• Savings linkage leads to minimal group disruption
Increase in drop-out rate

• Savings linkage leads to enhanced group performance
Increase in member savings, fund utilization rate and Return on 

Savings

• Credit linkage is associated with stability in group dynamics.

• Credit linkage leads to reduction in group performance
Reduction in member savings



Thank you
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