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EXECUTIVE SUMMARY 

 

This first Working Group of the 2012 Citi/DFID CSFI Development Fellowship addressed the question: “Who are 

the clients for financial services in low and middle-income countries – and what are their needs over their financial 

life-cycles?” There‟s no fixed answer to this any more than there is a fixed underlying cause of poverty or financial 

exclusion. In this – as in all things worth considering – there is complexity all around. Which is only appropriate, as 

„complexity‟ – more than anything else – is one of the defining characteristics of the financial lives of the 

financially excluded in poor countries. Complexity is everywhere. 

First, who are the clients we are talking about? Figures vary depending on who you ask and how you define the 

groups. Broadly though, there are 2-3 billion people outside the formal, mainstream financial services sector 

around the world – the unbanked and under-banked billions. Roughly 500 million of these at the bottom of the so-

called pyramid are in un-monetised communities. Another billion sit below „microfinance‟– unable or unwilling to 

access the group and individual savings and credit models (and increasingly insurance) that have grown to be the 

bread and butter of this industry over the last four decades. A few hundred million more are what we might call 

mainstream microfinance clients, and a further few hundred million could be – or are – in the process of graduating 

from microfinance towards SME finance, having outgrown microcredit but not been reached by mainstream 

commercial banks, who are unwilling or unable, because of the products they have, to move downscale to reach 

them. The remaining four billion or so – we – are the financially included.  

The remit of this Working Group was not to provide an empirical survey of the world‟s un(der)banked – there are 

plenty of international organisations and academics doing this, and the literature heaves with illustration of income 

pyramids. Rather, it was to bring together a small panel of distinguished people who have spent their careers 

working with and around this target group, and who understand well the way the financial excluded live their lives, 

manage their finances, and use a surprisingly complex array of networks, formal and informal tools and survival 

techniques to try to build small businesses, educate their children, and put food on the table. As Stuart Rutherford 

and colleagues have painstakingly documented, this involves “managing upwards to a dozen different financial 

transactions (an average of 7) in order to manage their risks, build up lump sums, and smooth as best as possible 

their irregular and unpredictable incomes”. So understanding their financial lives and needs is the first step in the 

creation of financial products that are fair, sustainable and potentially commercially profitable. 

So what are these needs? The biggest differences between the unbanked or under-banked in poor countries and 

financially included people in developed countries don‟t lie in the nature of the financial needs as such, but in: a) 

the type of financial tools available to serve those needs; and (b) the type of behaviour that the use of such tools 

requires. The incomes of the poor are small – by definition – but more importantly they are irregular and/or 

unreliable. 

For them as well as us, there are two big jobs involved in managing money: moving money through space 

(payment systems and remittances and the like); and moving it through time: saving (and its derivatives like 

insurance) to make past income available for spending; and borrowing to make future income available for 

spending. 

One big difference, though, is in the types of tools. Poor people tend to use mainly informal tools while rich people 

tend to use mainly formal ones. Informal tools are not good at long-term intermediation – which is why poor 

people tend not to have pensions. Formal tools are not yet good at serving people who don‟t have regular incomes, 

who have very tiny cash flows, and who lack modern ways of communicating with providers.   

Tools determine financial behaviours. Formal tools (especially when linked to formal incomes) can automate many 

financial tasks (such as salary deductions into savings, pensions, insurance, and into mortgage and car loan 

repayments etc). This allows rich people to concentrate their attention on balancing risk and returns in their 
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portfolios. Informal tools cannot be automated and have to be repeatedly worked at: this requires poor people to be 

constantly on the lookout for ways to form usefully large lump sums of money, through saving or borrowing. 

The problem is that the tools available and the behaviour they affect are not always well matched with needs. There 

are three big needs: 

1. The daily grind: Managing money on a day-to-day basis to ensure there‟s food on the table every day and not 

just on days when income comes in.  

2. Big expenditures: This means forming sums big enough for life‟s big spends: life cycle things like birth, 

education, marriage, death, homemaking and furnishing, big assets (fans, TVs, bicycles), business assets, and 

so on. They need a long time to build up or to repay.  

3. Emergencies: These include private emergencies like ill health, and public ones like fires, floods and cyclones. 

Dealing with emergencies requires activity similar to those for big expenditures but with the added 

complication that their timing and their nature (mostly) cannot be foreseen.   

Any financially included person in a developed country may typically meet these needs with a savings account, 

checking/current account, wire transfer facility, PayPal, credit cards, home mortgage, car loan, student loan, 

retirement savings/pension, college savings, health insurance, homeowner‟s insurance, car insurance, life insurance 

and disability insurance. This portfolio of services allows us to transact, to invest, to build assets; and to sustain 

consumption. 

The financially excluded in poor or emerging markets need to do the same four things, but their financial lives are 

very different. What most distinguishes people living above or below $2 a day – a common if misleading 

international yardstick for poverty – is not education, health or wealth per se, but a steady job. The volatility of 

their income means they are very vulnerable to sudden shocks and far less equipped to deal with them. One of the 

major reasons people borrow is to deal with a health emergency. A shock can set back a poor household an entire 

decade. 

 

In general terms the poor need reliable access to finance for all their basic daily needs (food, water, 

accommodation, children‟s education, basic healthcare, asset repair/replacement) where these cannot be provided 

by their own efforts. A lot of financial interaction is on an extremely simple level: a fisherman sells his catch 

thereby earning money to buy other provisions in the market. However, if he needs to make a major repair to his 

boat, he‟ll almost certainly need to borrow, repaying it from the cash from future fish sales.  

In rural areas, things can be quite different. Finance requirements follow the agricultural seasons.  Farmers will 

need to invest in seeds and fertilizer during the growing season and may need to borrow to pay for these but only 

be able to repay the funds after the harvest. Finance providers therefore need to design facilities that follow the 

seasonal cycle. One solution to this problem is for seed merchants to provide input finance to the farmers and be 

repaid out of harvest income. But the main issue for farmers is that these forms of finance require repayment to 

start at harvest time. This forces them to sell their produce at once, when prices are lowest. This is just one way that 

the lack of control in managing one‟s finances can be a negative feedback loop for the poor. 

As financially included people in developed countries, we take for granted a number of things in our lives: fairly 

stable income; income insurance (or welfare support in the worst case); savings to buffer shocks; predictable 

expenses; friends and family willing to lend; rapid ability to find work, even bar work or cleaning windows, in an 

emergency; certain free items – education, health etc.; and security. But it is probably stability of income (or lack 

of volatility) which is the most important of all. 

The consequences of volatile income for the financially excluded (and by corollary, their unmet needs) are many. 

They have difficulty affording the charges of financial services providers (a higher proportion of small loans needs 

to be paid as interest; savings may yield no financial returns or entail handling charges). Volatility means smaller 
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and more regular transactions, so higher costs for providers, so higher rates for the end client. There are other 

transaction costs in the formal sector such as bus fares for repayments and the opportunity cost of travelling to a 

MFI or bank branch, or arranging for someone else to look after the shop, animals or children while the adult 

spends a few hours transacting. 

They face the problem of unsuitability of financial products that are offered e.g. minimum balance; or the poor 

household needing a loan of smaller amounts or shorter duration than the financial organisation can or will offer. 

And the financially excluded struggle to make commitments: the standard microloan needs to be repaid in equal 

weekly repayments, and making such commitments either causes significant stress, or the borrowers opt for the 

lowest possible denominator to be safe from wide income/ expenditure fluctuations. 

 

Managing these challenges requires a resourceful – but constantly stressful and demanding – array of financial 

decisions, informal transactions and tools that mandate a level of intermediation far beyond the preconceptions 

many rich-world, financially included might have. It is a sad irony that the financially excluded are the people who 

probably need financial services more than any other group. Poor households with a pressing need to intermediate 

in fact have to manage a collection of relationships and transactions with others – family, neighbours, 

moneylenders, and savings clubs, constituting a set of formal, semiformal, and informal financial providers – that 

Stuart Rutherford and his colleagues first described as a „Portfolio‟. The new products required and suitable for 

such a portfolio (that embody the key characteristics of proximity, frequency, flexibility, convenience, regularity, 

commitment, and reliability), can only be designed with a proper understanding of who the client is, and what s/he 

needs. 

 

Sam Mendelson 

CSFI Development Fellow 

June 2012 
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INTRODUCTION 

 

The goal of this Fellowship programme is to promote greater understanding of, raise debate about, and provide 

insights into client need in low and middle-income countries and into the challenges to increased financial 

inclusion. It will also look at what developed markets can learn from rapid innovation in low and middle-income 

countries, particularly when it comes to supporting small business development among currently under-served 

groups. The intention is to create a series of working groups to develop clear messages that can then be 

communicated to a wider audience in both developed and emerging economies.   

 

To this end, this first of four Working Groups (WGs) looks at The Client. Who are the current and potential clients 

for financial services in poor and emerging markets? How do they manage their finances? What mix of formal and 

informal financial services do they use, and how do they impact their lives? And most importantly – what do they 

need? 

 

This WG brought together five people. Stuart Rutherford was the „thought leader‟ of the group. He is the author of 

The Poor and Their Money, co-author of Portfolios of the Poor – the seminal work on the financial lives of the 

excluded – and founder of SafeSave, a microfinance institution in Bangladesh (www.safesave.org). For more than 

thirty years, he has been interviewing and following poor people about how they manage their money. It has taken 

him into slums and villages in Mexico, Nicaragua, Kenya, Burundi, Rwanda, Somalia, the Gambia, Uganda, 

Tanzania, South Africa, China, The Philippines, India, Bangladesh, Pakistan, Nepal, Sri Lanka, Vietnam, 

Cambodia and Thailand. 

 

Stuart was presented with a series of kick-off questions and follow-ups. The initial questions were: 

 How are the financial lives of the financially excluded in developing countries different from financially 

included people in developed countries?  

 What are the key characteristics of the financial activities and needs of the poor?  How do these vary by 

market segment (urban/rural, gender, type of business or employment)? 

 What are the complexities (or lack) of the financial lives of the poor, and why does someone financially 

excluded on US$2-4/day require different things than a salaried employee earning a similar amount? 

 What are the financial services in the informal sector that most positively affect the lives and livelihoods of 

the poor?  

 How do you see individual and group savings and lending methodologies as competing models for turning 

small, regular savings into "usefully large sums" to be able to invest, buy assets, and manage consumption? 

 What would you do to best serve current and potential clients in a way that is fair, sustainable and at least 

potentially profitable? 

After Stuart‟s extremely detailed responses were received (and after further prodding, poking and clarifying) his 

thoughts were put to the remaining members of this Working Group. 

 

The remaining members were: 

 

 Sukhwinder Arora. Over the past 28 years, Sukhwinder has worked for a range of development 

organisations at micro, meso and macro level. His core work has been on policies and programmes 

designed to enable poor people to participate in and benefit from financial and other markets. Between 

1996 and 2006, Sukhwinder worked with DFID at its Dhaka, London and Delhi offices on private sector 

development. During 2003 to 2006, he worked at DFID Headquarters in London as a member of the 

Financial Sector Team that advocated increased access to financial services and policy linkages between 

financial sector development, economic growth and poverty reduction. During that time, he was also lead 

http://www.safesave.org/
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adviser to the Financial Deepening Challenge Fund, which competitively selected private enterprises from 

12 countries to conceptualise and implement innovative programmes to expand access to financial 

services. He is currently a Principal Consultant at Oxford Policy Management. 

 

 Rosalind Copisarow - After 15 years at Citigroup, HSBC and JPMorgan, Rosalind entered the field of 

microfinance in 1994. Over the next 13 years she built 2 microfinance organisations, Fundusz Mikro in 

Poland and Street UK, from inception to national scale and sustainability; co-founded the Microfinance 

Centre for Central and Eastern Europe; served on the Policy Advisory Group of CGAP; and, as SVP at 

ACCION, structured a number of MFI banks across Asia, Africa and Middle East. Since 2007, Rosalind 

has led social enterprises in renewable energy and water technologies for subsistence farmers, as Board 

Chair of Global Village Energy Partnership and CEO of International Development Enterprises; in housing 

for slum-dwellers as founder of Constellation Communities, and in impact investing as MD of Oikocredit. 

Currently, Rosalind is working on the design of innovative business models to enable major corporations to 

engage in mutually beneficial, profitable trade relationships with the 4 bn population of <$5/ day families.   

 

 Sarah Livingstone is Head of Maxwell Stamp PLC‟s Financial Sector Practice. She is an experienced 

project director/manager and her key area of expertise is with early stage finance for SMEs and micro 

businesses, gained firstly as a banker in the City of London and more recently as an advisor over a period 

of 25 years. She is currently home office Project Director for MSP‟s projects with Patria Credit in 

Romania, Agroinvestbank in Tajikistan and Prosper in Bangladesh. She has worked in Bangladesh, Bosnia 

and Herzegovina, China, Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malawi, 

Tajikistan, Peru, Poland, Romania, Slovak Republic and the UK. 

 

 Hugh Sinclair has worked at Barclays and ING Barings in corporate finance, derivatives, and as a trader in 

Canada and the UK. Since 2002 he has worked in SME and microfinance, and lived in Mozambique, 

Mexico, Mongolia, Argentina and the Netherlands. His specializations include strategic planning, logistics, 

MIS and back-office restructuring, productivity/PAR improvement, and competitive positioning. Hugh 

Sinclair works in turnaround management, helping ailing Microfinance Institutions in accounting, software 

automation, rescue strategy, and doing due diligence. He is currently negotiating a private equity 

transaction in an Argentine MFI. He is the author of the forthcoming book Confessions of a Microfinance 

Heretic. 

 

Finally, although not a member of the Working Group per se, thanks must go to David Roodman, whose long-

awaited (and widely acclaimed) book Due Diligence – a post-RCT critique of microfinance and examination of 

whether it gives its clients what they actually need, was published at the same time, and from which I have 

gratefully borrowed. Likewise, Banerjee & Dulfo‟s 2011 book Poor Economics has been of interest and use. 

 

Stuart‟s responses to the initial and follow-up questions (which I have tweaked into a thought-piece) were posed to 

the remaining members – and to the Consultative Group to Assist the Poor (CGAP) and Alexia LaTortue, who 

provided invaluable contribution. The responses from all these parties provided enough material for a PhD thesis 

twice over. The following short report is a probably futile attempt to distil down about 120 years of professional 

experience into a summary of what we know about the global un(der)banked – how they use a complex mix of 

financial services to get by, and – most of all – what it is they actually need.  

 

This is not supposed to be the last word on the subject by any means. There are no right or wrong answers. It is 

merely to get people who work in financial services in rich countries to think critically about how to reach the 2+ 

billion people out there who are financially excluded. And before we get to that bit, we have to know something 

about who they are. 
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STUART RUTHERFORD’S THOUGHT-PIECE 

Let‟s start with a clarification. There are poor people who don‟t live in a monetised economy, and some others who 

do live in a monetized economy but don‟t take part in it (a poor old widow who gets by on gifts of rice and 

firewood, for example). We‟re not talking about those people. 

The biggest differences between the unbanked or under-banked in poor countries and financially included people in 

developed countries don‟t lie in the nature of the financial needs, but in: (1) the type of financial tools available to 

serve those needs; and (2) the type of behaviour that the use of such tools requires. These differences rest on the 

more obvious differences between the rich and the poor, especially that the incomes of the poor are relatively 

small, but more importantly they‟re irregular and/or unreliable. 

Financial services are about managing money, and both rich and poor both have to do this. There are two big jobs 

involved in managing money: moving money through space (payment systems and remittances and the like); and 

moving it through time - saving (and its derivatives like insurance) to make past income available for spending; 

and borrowing to make future income available for spending. 

So how do the poor manage their money? The big difference is in the types of tools. Poor people tend to use mainly 

informal tools while rich people tend to use mainly formal ones. Informal and formal tools have different strengths 

and weaknesses. Informal tools are not good at long-term intermediation - which is why poor people tend not to 

have pensions, for example. Formal tools are not yet good at serving people who don‟t have regular incomes, who 

have very tiny cash flows, and who lack modern ways of communicating with providers.   

Tools determine financial behaviours. Formal tools (especially when linked to formal incomes) can automate many 

financial tasks (such as salary deductions into savings, pensions, insurance, and into mortgage and car loan 

repayments etc). This allows rich people to concentrate their attention on balancing risk and returns in their 

portfolios. Informal tools cannot be automated and have to be repeatedly worked at: this requires poor people to be 

constantly on the lookout for ways to form usefully large lump sums of money, through saving or borrowing. For 

the poor, „saving‟ is a verb (“I must make a saving today somehow”). For the rich it can be more of a noun: (“I 

must keep my savings in an account with a better rate of return”).  
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FORMAL AND INFORMAL TOOLS AND SERVICES 

Formal tools are services that are publically regulated and supervised, usually by government authorities such as central banks. So any 

financial service offered by a regulated bank, non-bank, insurance company, regulated credit union, regulated chit-fund, etc, is formal. 

Semi-formal tools or services are those offered by the semi-regulated NGOs and others, including microfinance institutions (MFIs) that are 

non-bank financial institutions (NBFIs). They often report to government bodies that regulate charitable or welfare organisations or trusts. It 

was largely this group of entities that pioneered microfinance and brought it to scale, so some of the best-known names in microfinance are 

semi-formal, like BRAC, ASA, FINCA.  

However the distinction between formal and semi-formal finance is narrowing, as semi-formal providers seek greater legitimacy through 

links to formal regulation, or need to seek regulated status in order to be allowed to accept deposits (savings) from the general public. Some 

semi-formal providers have successfully converted to formal status (e.g. ACLEDA in Cambodia, Equity Bank in Kenya, Compartamos in 

Mexico).  

In some cases the distinction was very narrow from the start. For example in Bangladesh Grameen Bank is formal because its founder 

persuaded the government to grant it a special bank „ordinance‟; BRAC and ASA remain NGOs though their group-based microfinance work 

is almost identical to Grameen‟s. Sometimes the links are through ownership: the NGO BRAC owns the formal BRAC Bank, for example. 

In many countries – India for example – the formal sector invests heavily in the semi-formals. 

Informal tools include devices (things that people or groups of people do for themselves) and services (services sold by one party to another) 

that are not regulated nor supervised by the state, nor by local authority bodies. They can be divided into three parts that are defined by how 

many entities are involved: 

Do-it-yourself devices: Saving at home or on the person, in cash or kind: piggy-banks, mattresses, money for funerals sewn into loin cloths; 

pigs and roofsheets. 

One-on-one devices and services in the community: devices like borrowing andlending interest-free with neighbours or family; devices like 

money-guards; advances against wages; shop-credit; for-profit services offered by unregistered savings-collectors (like traditional African 

susu collectors), or unregistered money-lenders. 

Devices using groups: all sorts of saving-up clubs and ASCAs (Accumulated Savings and Credit Associations) and ROSCAs and their 

variants1. They are sometimes taken to a higher level of organisation by non-banking welfare bodies like churches and mosques and trade-

associations; they‟re sometimes taken to an even higher level to become more or less permanent credit unions. 

Is it is a good idea to regulate the informal? Generally the answer is no for the simple reason that the informal uses to advantage the very fact 

that it isn‟t regulated and doesn‟t have to conform to regulated norms – this makes them more flexible, responsive, cheap, quick etc. On the 

other hand the idea that the formal sector could take some key ideas from the informal sector and develop new products is an excellent one: 

Indian chit-funds do this with ROSCAs, formal Credit Unions do it with ASCAs. And semi-formal operators can add value by showing 

people how to run informal devices better – right now the best example is the Savings Group Movement (http://savings-revolution.org/) 

The tools available and the behaviour they affect are not always well matched with needs. There are three big 

needs: 

4. The daily grind: Managing money on a day-to-day basis to ensure there‟s food on the table every day and not 

just on days when income comes in (and money to buy a child an ointment on the day she gets conjunctivitis 

and not when the infection has already damaged her eyes for life). This requires a constant round of small-time 

saving-and-withdrawing-and-borrowing-and-repaying at home, with neighbours and family, or in a saving club 

etc. 

5. Big expenditures: This means forming sums big enough for life‟s big spends: life cycle things like birth, 

education, marriage, death, homemaking and furnishing, big assets (fans, TVs, bicycles), business assets, and 

so on. This requires patching together savings, loans and gifts, and is made hard because the informal sector 

isn‟t good at intermediating over the long term, so it is hard to build big sums through saving or borrowing. 

They need a long time to build up or to repay.  

http://savings-revolution.org/
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6. Emergencies: These include private emergencies like ill health, and public ones like fires, floods and cyclones. 

Obviously, poor countries – virtually by definition – are more susceptible to these emergencies, or shocks. 

Dealing with emergencies requires activity similar to those for big expenditures but with the added 

complication that their timing and their nature (mostly) cannot be foreseen.   

Of course, the global un(der)banked are no more homogeneous than are financially included people in rich 

countries. Trying to understand how people vary in their needs – by gender, by urban/rural, by industry or sector – 

often leads to much confusion and bad product development. In one very important sense they don’t vary: it 

doesn‟t matter whether you are a farmer or farm-labourer, an urban rickshaw driver or small shopkeeper, etc, you 

still have to deal with the three „big ones‟ laid out in the previous section. Variation by market segment comes 

properly into play only when those three basic are covered. This explains, for example, the great disappointments 

that micro-credit-for-microenterprise suffered when it found that clients were using business loans to bury 

grandfather or pay doctor‟s bills, or even just to eat. So it‟s no good crafting a clever, seasonally-sensitive loan 

package for a rice farmer if she has no reserves nor insurance, and no access to loans, to cover her basic needs.  

Once those basic needs are covered, however, variation by segment becomes very important, since the farmer, the 

farm labourer, the rickshaw driver and the urban shopkeeper will have different priorities and needs. But right now 

a huge proportion of poor people don‟t have the basics covered, so the big drive must be to secure good basic tools 

for poor people to remedy that insufficiency.    

So what financial services are there that the financially excluded actually do use? Let‟s first note that unlike formal 

providers who often advertise specific uses for the intermediation services they offer (car loans, home contents 

insurance, school fee savings, etc), most informal tools just offer the basic intermediation service, leaving the use 

up to the user. There are some informal services that are regularly used by many of the poor: 

1. Saving at home (or on the person etc). Most poor people around the world try this: many succeed modestly, 

some do really well. It produces sums of money that can be used for anything that crops up. It is a limited 

tool, the absence of which would nevertheless make the lives of many poor people much harder. 

 

2. Interest-free borrowing and lending in the community (friends, neighbours family). In Portfolios of the 

Poor we found that this was the most-used tool in all three research countries. It allows a community to 

circulate its savings. It has many limitations (the poorest often do least well; some communities just aren‟t 

up to it; it can cause stress) but is the workhorse of informal finance around the world. 

 

3. Savings clubs, especially Rotating Savings and Credit Associations (ROSCAs). These have a long list of 

virtues. They help to maximise savings by a socially supervised commitment to regular pay-ins. They can 

be flexibly adjusted to suit a wide variety of needs (compare a 10-day daily ROSCA for day-to-day 

management to a 6-month bi-weekly ROSCA for forming school fees). ROSCAs are often very 

successfully used by specific groups for specific needs (Filipina schoolteachers run them to furnish their 

houses after marriage; Vietnamese fishermen use an „auction‟ variety of ROSCAs to finance fishing gear, 

South Africans use them to run funeral funds). 

 

Where savings clubs are organised by permanent social entities like social clubs, religious bodies, or trade 

organisations, you get another level of specialisation that results in very useful devices like the South Indian 

„marriage funds‟ and burial insurance societies. 

Informal ROSCAs are a form of group-based financial services. The model most often used by semi-formal 

microcredit providers is also group=based, and that model plays an important part in the history of modern 
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microfinance because - for whatever complex interplay of cultural and economic and practical reasons - it „won‟ 

the „race to scale‟ with (semi)-formal individual finance for the poor.  

But there are crucial differences between groups in informal savings clubs like ROSCAs and groups as used by 

semi-formal microcredit providers. In a ROSCA the relationship is two way - between the member and the group. 

In group-based microcredit it is three-way - between client, group, and provider. It makes all the difference to the 

dynamic of the group, and helps explain why joint liability doesn‟t work in group-based microcredit whereas social 

commitment does in a ROSCA. 

What we learned from the group-based methods, in the end, is that it wasn’t the fact that they use groups that made 

them successful. It was, instead: 

a. The breaking up of pay-ins into small bite-size bits (most obviously the weekly loan repayments but also 

the weekly savings); and 

b. The combination of proximity, frequency, flexibility, convenience, regularity, commitment and (perhaps 

most of all) reliability that the field-workers‟ weekly trip to the village brought to the clients. 

So, if you can borrow $100 and have a household cash flow strong enough to be sure to be able to repay it in a 

year‟s worth of weekly $2 amounts, you can use the $100 for anything you want - including investing, buying 

assets, and managing consumption. This is true whether you‟re in a group or not. 

Finally, what would I do to best serve current and potential clients in a way that is fair, sustainable and at least 

potentially profitable? In general, finance the establishment of systems (branched and/or branchless) that get close 

to poor people and offer them savings and credit that have that a key set of virtuous characteristics: proximity, 

frequency, flexibility, convenience, regularity, commitment, and (perhaps most of all) reliability. And keep at it 

until they‟re strong enough to stand on their own.  
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HOW ARE THE POOR DIFFERENT FROM US? 

“We need to define what we mean by „the poor‟ or financially excluded. They are not a homogenous 

mass.  Microfinance providers in Bangladesh, for instance, categorise their poor clients into, say, „hardcore poor‟, 

„moderate poor‟, „microcredit graduates‟ (i.e. MSMEs) and provide finance products accordingly. The 

microfinance providers in emerging markets have definitions of income, assets and land holding for each category. 

So the hardcore poor borrowing for consumption smoothing are not the same group of people as those wanting 

microenterprise loans. The range of financial services for those excluded from the formal financial services sector 

is perfectly capable of meeting the different needs of various classes of poor people so long as it‟s clear from the 

beginning which group is being served in each case” - Sarah Livingstone 

  

According to CGAP, 2.55 billion adults do not have a formal bank account, with the majority of these (2.38 billion) 

in development countries. As Stuart wrote, they are characterised by a high level of informal financial activity, a 

complex array of financial transactions and services, by unreliable income, and expensive sources of finance. There 

is a wealth of evidence now – and particularly since Portfolios of the Poor: How the World’s Poor live on $2 a day 

and The Poor and their Money, that they live extremely complex financial lives, managing upwards to a dozen 

different financial transactions (an average of 7) in order to manage their risks, build up lump sums, and smooth as 

best as possible their irregular and unpredictable incomes. 

For us – the financially included in developed countries – complexity is a feature too. As David Roodman notes in 

Due Diligence, a middle-class American (or a  Brit, Frenchman or Australian) may typically have a savings 

account, checking/current account, wire transfer facility, PayPal, credit cards, home mortgage, car loan, student 

loan, retirement savings/pension, college savings, health insurance, homeowner‟s insurance, car insurance, life 

insurance and disability insurance. This portfolio of services seeks to meet four basic and universal needs: 

1. To transact; 

2. To invest; 

3. To build assets; and 

4. To sustain consumption. 

The financially excluded in poor or emerging markets have the same four broad needs, but their financial lives are 

very different – not just quantitatively but qualitatively too. As Roodman notes, “Poor households are not just 

microrich ones, and microentrepreneurs are not simply microversions of the iconic entrepreneurs who perpetually 

roil the capitalist economy”.  

As he notes, the main differences between them - or financially excluded people in rich countries (who pay 2300% 

APR to Wonga, have pay-as-you-go Oyster cards or mobile phones, or use coin operated electricity meters) and us, 

is that the financial services available to the rich outshine those for the poor in quality, diversity, and cost. And so 

the high cost of credit, the impediments to savings, and the lack of appropriate insurance products roll on, 

inexorably, from one poor generation to the next. 

The differences 

There are many key differences between the poor in developing markets and us. As the enormous global migrant 

workforce shows, poor families are more likely to send a member to the big city or another country to work 

(MPESA‟s first slogan was “Send money home”). As the CSFI described in its 2006 report “Informal Money 

Transfers: Economic links between UK diaspora groups and recipients "back home"”
1
, the global market for 

remittances -formal and informal - is growing at a staggering rate. In 2010, US$325bn was remitted to poor 

countries - four times the entire annual global aid budget. 

                                                        
1 Available from the CSFI bookstore here 

http://www.csfi.org/index.php?page=shop.product_details&flypage=flypage.tpl&product_id=54&category_id=7&option=com_virtuemart&Itemid=77
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The poor are also short not just of money, but of control over their financial circumstances. They are more 

susceptible to shocks than we are - from flood and civil turmoil to the effects of injury or illness. 

By and large - and this will be covered in more detail below - rich people have salaries. Forget successful 

businesspeople in developed countries, or the elite in poor ones. Banerjee and Duflo from MIT cast the next 

extremely wide in 2008 looking for common factors in the poor and financially excluded around the world. They 

found that what most distinguished people living above or below $2 a day lacked was not education, health or 

wealth, but a steady job. People on $2 a day very seldom earn a pay cheque that averages at $2 a day. They earn $1 

one day, $5 the next, $2 the next, and nothing the day after. 

“Suppose that your household income indeed averaged two dollars or less a day per head. If you‟re like others in 

that situation, then you‟re almost surely casually or part-time or self-employed in the in formal economy. One of 

the least remarked-on problems of living on two dollars a day is that you don‟t literally get that amount each day. 

The two dollars a day is just an average over time. You make more on some days, less on others, and often get no 

income at all. Moreover, the state offers limited help, and, when it does, the quality of assistance is apt to be low. 

Your greatest source of support is your family and community, though you‟ll most often have to rely on your own 

devices” - Portfolios of the Poor 

 

In other words, it is not the fact that the poor are poor that makes them poor. It is the fact they cannot control, 

predict and manage their incomes they way we can. And if you can‟t manage your income, you can‟t manage your 

finances. And if you can‟t manage your finances, you are at risk from the vicissitudes of life. 

 

Every member of this Working Group saw fit to emphasise this point. As Alexia LaTortue, Vice President of 

CGAP noted, “They are very vulnerable to sudden shocks (health…etc), and far less equipped to deal with them. 

One of the major reasons people borrow is to deal with a health emergency (contrary to popular belief that 

borrowing is primarily for business-related reasons). A shock can set back a poor household an entire decade”. 

 

The lives of the global poor 

The financially excluded in poor countries live in multi-occupational and multi-generational households. They are 

both producers and consumers. Their sources of income vary. Even in rural areas, it is rare that a household 

depends even 50% on income from agriculture. The structure of households is changing too. Migration is 

commonplace. Remittances and transfers may help, but the natural, in-built “social safety net” is being tested as 

cultures and communities become less cohesive. 

From an aspirational perspective, the two-plus billion poor are hardly different from us. They want their kids to go 

to school, they want safe housing, and they want a decent and proper burial. But when stressed with the everyday 

challenges of dealing with low and irregular cash flows, it is difficult to have sufficient “peace of mind” to plan for 

the future. 

When you live on a small, irregular and uncertain income, just getting food on the table is hard to manage out of 

current income. Managing all of life‟s other expenditures out of current income is next to impossible. Repairing or 

rebuilding the family home, doctors‟ fees, a fan for the hot season, a new set of clothes for a festival or wedding 

lead to three common courses:  

 

First, in the worst case, you may be forced to go without. This happens only too often, with consequences that 

threaten lives and wreck opportunities.  
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Second, you may be able to raise the money by selling assets, providing you have assets to sell and a buyer willing 

to pay an acceptable price.  

 

Third, in the best case, you can use past income or future income to fund today‟s expenses.  

The third course entails the decision to intermediate - the decision to save (to store past income that can be spent at 

a later date) or to borrow (to take an advance, now, against future income)
2
. 

 

Behaviourally, the poor understand the value of commitment - anyone who thinks otherwise hasn‟t spent enough 

time with them. They seek mechanisms that allow them to save. Sometimes they also take loans to be able save. At 

the same time, they are tempted, as are all people, to buy non-essential goods that absorb the extra income that 

could be saved. The constant search for ways to manage their financial lives takes also a lot of their “mental slack” 

that they could invest in productive activities, argues Alexia LaTortue and her CGAP team. 

 

Before pressing on, it‟s worth looking at the landscape of financial services in poor countries. Who is offering what 

to whom and how? The following table on pg 15 was created by Rosalind Copisarow, based on a presentation she 

first made to microfinance students at Columbia University in 2011. Their questions were: 

- In the whole spectrum of 2.5 billion unbanked people in the world, who is getting „mainstream micro-

finance‟? What is it exactly that they are getting anyway? 

- Who does not qualify for microfinance? Why not? What is needed in terms of adjustments to the terms and 

conditions of the financial products to make them accessible to this lower income population segment? 

- Who is, at the other end, „over-qualified‟ for microfinance - but still unbanked? That is, after having taken 

many MFI loans, grown their businesses, and developed larger, more sophisticated financial needs, they no 

longer find their requirements satisfied by MFIs‟ uniform terms? What does this population segment still 

lack to make its businesses attractive commercial bank clients? Or rather, how do commercial banks need 

to adjust their products to serve this market? 

 

So Rosalind‟s framework focuses on the population segments at the upper and lower borders of the mainstream 

microfinance client base in order to try to pin down what is needed to widen access to appropriate financial services 

at both ends of the spectrum. Taking a rough stab at the size of each segment, it might look something like this: 

  

Un-monetised 

communities  

Below micro 

finance  

Mainstream 

microfinance 

clients  

Above micro-

finance / MFI 

Graduates 

Commercial bank 

clients 

500 million 1 billion 500 million 500 million Rest of the world 

 

   

 

                                                        
2   Rutherford et al, Portfolios of the Poor 
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A FRAMEWORK OF FINANCIAL SERVICES IN EMERGING MARKETS  

 Below microfinance Mainstream microfinance Above microfinance 

 

Commercial bank clients 

Clients Potential micro-entrepreneurs 

with sporadic or seasonal cash 

income from casual work; 

living at bare subsistence level 

Micro-entrepreneurs with 

very small but regular/ 

daily income from their 

business 

Micro-business owners with 

paid employees, growing 

towards  small businesses but 

not yet legally/ tax compliant  

 

Salaried low income 

employees 

Legally registered and regulation-

compliant small & medium-sized 

enterprises  

 

Individual consumers 

 

Providers Village savings/ credit groups 

 

NGOs 

 

Commercial goods suppliers 

 

Local loan sharks 

Remittance companies 

MFIs which are  

deposit taking banks 

 

NGO loan funds 

 

Private non-bank finance 

companies 

 

Loan sharks 

Remittance companies 

MFIs 

 

Specialized:  

Leasing companies 

Factoring companies 

Insurance companies 

Consumer lending companies 

Credit card companies 

 

Commercial goods suppliers 

Commercial banks  

 

Specialized Finance companies of all 

types 

Insurance companies  

 

Commercial goods suppliers 

Products Standardized loans 

 

Savings (where member based 

ownership) 

 

Money transfers 

Standardized loans 

 

Savings (where licensed) 

 

Insurance (usually in 

partnership with 

insurance company) 

Tailored business loans 

 

Leasing 

Receivables finance 

Insurance 

Consumer loans 

Credit, debit cards 

Mortgage finance 

All Upscale MF products, plus 

 

Project finance 

Loan features 

-Purpose 

Consumption items 

 

Business start-up capital 

 

Community assets 

Working capital to 

purchase stock or small 

equipment 

 

Housing improvements 

 

Secondary/ vocational 

education 

Consumption  

 

Working capital   

 

Larger equipment purchase 

 

Housing purchase/ 

construction 

All upscale MF purposes plus  

 

Long term business loans  

 

Risk hedging services 

-Loan Amount 

 

$5 - $200 $100 - $2000 $1,000 - $20,000  $10,000 + 

-Loan Term 

 

2 months to 2 years Typically 6-12 months 1-2 years for consumption 

1- 3 years for business 

Longer for housing 

Up to 25 years 

-Interest rate 12% p.a. if village/ NGO-

owned 

300-500% p.a. if commercial 

with in-kind repayment  

(eg. harvested crops)  

30-100% p.a.  15-30% p.a. 5-20% p.a.  

-Security Peer pressure; 

 

% Share of future revenue 

Peer pressure/  

Cross-guarantees 

 

Household assets  

Salary deductions 

 

Business assets 

 

Expected income based on historical 

salary 

 

Company Net profit 

 

Project assets 

Wholesale capital 

Funders  

Villagers themselves 

 

NGO donors 

 

Commercial goods suppliers 

 

Local entrepreneurs 

 

NGO donors 

 

MF Investment Funds 

 

Development banks  

 

Commercial banks 

 

MF Investment Funds 

 

Development banks  

 

Commercial banks 

 

Mainstream capital markets 

investors 

Commercial banks 

 

Mainstream capital markets investors 
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HOW THE POOR ARE DIFFERENT FROM ONE ANOTHER... 

What we now know 

For the first time, we have hard data to evaluate how women and rural residents around the world 

save, borrow, make payments and manage risk both inside and outside the formal financial sector. 

With the recent release of the Global Financial Inclusion (Global Findex) Database
3
 we now have a 

comprehensive, individual-level, and publicly-available database that allows for comparisons across 

148 economies. Women and rural residents make up more than 75 percent of the sample of the first 

round of the Global Findex database, based on more than 150,000 nationally representative adults in 

148 economies over the course of 2011. It is an unprecedented census of financial exclusion around 

the world. 

 

Gender 

According to the data, in developing economies, 37% of women versus 46% of men are banked. 

There are also wide variations in the gender gap across regions and economies. In several economies 

– like Slovenia, Thailand, and Uruguay – the gender gap in account penetration is essentially 

nonexistent, while in others – like Jordan, Pakistan, and Guatemala – women are only half as likely as 

men to have an account. On a regional level, women in South Asia and the Middle East and North 

Africa are the most excluded from the financial sector compared to their male counterparts. 

Modern microfinance has been based on the realisation that women are generally more prudent 

money-managers, so strong candidates for microcredit. But overall, their financial activities are 

mostly household-based subsistence activities in sectors with little expansion potential. 

 

Urban & Rural 

Rural residents don‟t fare much better. In Sub-Saharan Africa, for example, adults in cities with 1 

million or more inhabitants report a rate of account ownership more than double that of adults living 

in towns/villages with a population under 10,000. And in all developing regions, adults living in cities 

are significantly more likely than those living in rural areas to have a formal account. 

 

For most rural people, livelihoods are related to subsistence farming activities. They are very 

vulnerable to weather, and catastrophic chocks. There are more smallholder farmers than micro 

entrepreneurs yet whereas microcredit has flourished around the world, rural microinsurance has been 

much slower to scale. 

 

Young & old 

There is a demographic bubble in virtually every emerging market - many African and Asian 

countries have a median age a decade lower than OECD countries. Not only are the young there in 

huge numbers, they tend to move through life‟s stages much faster than peers in developed countries, 

and have economic responsibilities much earlier on. 

                                                        
3 www.worldbank.org/globalfindex. Asli Demirguc-Kunt and Leora Klapper, 2012. “Measuring Financial Inclusion: The 

Global Findex Database 

http://www.worldbank.org/globalfindex
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There are many ways to segment poor people; livelihoods and socio-economic variables are just some 

of the options. What they have in common is their financial lives are overwhelmingly concerned with 

short term needs and maintaining cash flow.  

Like everyone else, the global financially excluded are heterogeneous. Some are fast climbers: given 

opportunities, including better financial tools, they can build pathways for themselves to improve 

their lives. But not everyone is a fast climber. 

The next section will describe in more detail what characterises the global un(der)banked. First, 

however, it‟s worth reviewing the playing field for financial services in poor countries as it stands. It 

is not exhaustive, but it illustrates who is doing what with whom. Mainstream microfinance clients - 

our main focus here - is highlighted in bold. 

 

How do the excluded explain why they’re excluded? 

The Global Findex allows us to see how women and rural residents assess their own financial 

exclusion. Most people interviewed cite “I don‟t have enough money to use one,” as the top reason 

for not having an account. However, women without an account in the developing world are 6% more 

likely than men to say “because someone else in the family already has one.” In South Asia the 

gender gap in that response is 10 percentage points. This suggests widespread indirect account use 

among women and highlights the impact that lack of asset ownership may have on empowerment and 

self-employment opportunities. 

 

Predictably, rural residents are more than three times as likely as urban residents to cite distance to a 

bank as a barrier to account ownership. In all, 25% of rural residents without an account in developing 

economies say they don‟t have an account in part because banks are “too far away.”  

 

 

Credit and the rural/urban split 

Surprisingly, the data suggests that rural residents use short-term formal credit at a rate almost equal 

to that of their urban counterparts. Worldwide, 9% of adults report having originated a loan from a 

formal financial institution in the past 12 months, and there is no difference in this value between 

urban and rural residents. In fact, in many economies where community-based formal lending models 

(such as cooperatives, ROSCAs, village banking, credit unions, etc) have been successful, the rate of 

formal borrowing is surprisingly high among rural residents. In Bangladesh, 25 percent or rural 

residents report formal institutional borrowing, compared to 16 percent of those living in urban areas.  

 

These highlight the importance of both informal and formal community-based models in providing 

financial services to those that banks may find less profitable or accessible to target with financial 

products. 

 

 

A day in the life 

Sarah Livingstone has worked in many countries with widespread informal and community based 

services filling the lacunae in the formal financial services sector. She argues that just like the 

financially included, in general terms the poor need reliable access to finance for all their basic daily 

needs (food, water, accommodation, children‟s education, basic healthcare, asset repair/replacement) 
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where these cannot be provided by their own efforts. A lot of financial interaction is on an extremely 

simple level - a fisherman sells his catch thereby earning money to buy other provisions in the market. 

However, if he needs to make a major repair to his boat, he‟ll almost certainly need to borrow, 

repaying it from the cash from future fish sales.  

In rural areas, things are quite different. Finance requirements follow the agricultural seasons.  

Farmers will need to invest in seeds and fertilizer during the growing season and may need to borrow 

to pay for these but only be able to repay the funds after the harvest.  Finance providers therefore need 

to design facilities that follow the seasonal cycle. Another solution to this problem is for the seed 

merchants to provide input finance to the farmers and be repaid out of harvest income. The main issue 

for farmers is that these forms of finance require repayment to start at harvest time. This forces them 

to sell their produce at once, when prices are lowest. This is just one way that the lack of control in 

managing one‟s finances can be a negative feedback loop for the poor. 

The Findex survey results are echoed by each of the WG members, who have their own experiences 

of market segmentation. 

 

Sukhwinder Arora says that of course transaction costs are lower in urban versus rural areas, 

compounded by the urban suppliers as well as the customers having to spend less time and money. 

But as Findex shows, this does not mean that financial exclusion is just a rural phenomenon. “I have 

met many urban poor who may be living next to the bank but have nothing to do with it…” Arora 

says. 

 

Women often have different sources of income (or none at all), often own much fewer assets and are 

often directly allowed to make only smaller transactions within the households. 

 

And the final point - and something which it has taken too long for the microfinance industry to 

understand: for microenterprises, there is almost no distinction between enterprise finance and 

personal finance; money is fungible and the business has no separate identity or accounts.  

 

Microentrepreneurs and their finances 

So let‟s turn to the so-called and apparently ubiquitous microentrepreneur - the centrepiece of 

microfinance‟s exalted past claims for itself. There are basically two types of microentrepreneur, says 

Hugh Sinclair. There are those who have a business that generates a product or service as a result of 

fixed assets or skill (a repairs garage, for example), and those that rely on turning over inventory (a 

typical market stall). The former has a lumpy income, but usually moderate expenses. The latter has a 

more predictable income and expenses (sales, cost of goods), but thin margins.  

So what does an entrepreneur do with his or her income? It drip feeds in through time and options are 

limited. S/he can reinvest in a business (i.e. expand it), use the income for regular costs of the 

business (pay for materials but at the same scale of business), pay personal expenses (not directly 

related to business, e.g. food, health), save (a store of value, with eventual destination unimportant), 

repay loans or donate (usually to family).  

Based on this, there are two basic questions: when is credit required, and when are savings required?  
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Credit, argues Hugh Sinclair, can be useful in an emergency, for consumption, to expand the business, 

or to cover short-term cash flow crises. Using credit in an emergency (healthcare) is dangerous, but 

this is often the only way. “Expanding a business” is the standard that microfinance makes - 

“investing in a goat to live off the milk” - but as we now know that enterprise lending is rare. But a 

standard loan product would satisfy this requirement. Consumption is about wanting things - 

accelerated consumption at the price of sacrificed consumption later (interest), and is the main use of 

microfinance in practice. Income smoothening is a valid use for credit, but there are very few MFIs 

that offer a product that actually satisfies this demand. 

Savings, according to Hugh, “need to be accessible (so forced savings are useless), and voluntary (so 

programmed savings are fairly useless), as neither solve the volatility problem”. Long term interest 

earning savings are useful if only for safety from theft, but they need to be accessible in an emergency 

- otherwise the poor will hesitate to do this, aware of their own volatility of income.  

Sukhwinder Arora, and Rosalind Copisarow strongly disagree that forced/ programmed savings are 

useless and point to millions of ROSCAs/ ASCAs and other arrangements that the poor enter into.  

 

Poor people like all of us follow a portfolio approach. While flexibility and access is critical to deal 

with wide variations in income and expenditure, it is equally vital for them to have externally imposed 

discipline or rules, which take away a part of the savings potential on a regular basis to build up a 

lump sum for a festival, marriage or old age. 

Nevertheless, it is volatility of income and of circumstance, above all, which is the essence of the 

financial exclusion of the poor. 
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VOLATILITY IS THE ESSENCE OF FINANCIAL EXCLUSION 

As financially included people in developed countries, we take for granted a number of things in our 

lives: 

 Fairly stable income; 

 Income insurance (or welfare support in the worst case); 

 Savings to buffer shocks; 

 Predictable expenses; 

 Friends and family willing to lend; 

 Rapid ability to find work, even bar work or cleaning windows, in an emergency; 

 Certain items are free anyway – education, health etc. so we don‟t think about the cost; and 

 Security – we get robbed relatively rarely, shops don‟t burn down so often etc. 

So, we are unfamiliar with the violent swings that can rock a poor person‟s life in a flash. They are 

not simply poor - they are close to the edge. One big robbery, one illness, one bad month can push 

them into a dire situation. Not only is the situation more precarious, but they don‟t have the tools or 

the education to use financial products to ride out the storms. 

They do, however, find complex and imaginative ways to cope with these storms. Rutherford and his 

colleagues spent years interviewing and assembling the financial diaries of the financially excluded in 

Bangladesh, India and South Africa. Hamid and Khadeja from the Dhaka slums presented a typical 

example of how the poor manage their financial lives. 

 

Hamid and Khadeja‟s financial diary was typical of the hundreds interviewed longitudinally for 

Portfolios. If it shows one thing, it is that a couple in Bangladeshi slums have financial arrangements 

every bit as active and complex as David Roodman‟s hypothetical American, Frenchman or 

Australian - described earlier.  



 22 

 

 

A typical financial diary, from Portfolios: Hamid and Khadeja from Dhaka, Bangladesh 

 

Surviving on approximately $0.78/person/day, Hamid and Khadeja fall into the bottom two-fifths of 

the world's income distribution tables. They are borrowers, with a debt of $153 to a microfinance 

institution and interest-free private debts from family, neighbours, and employer totalling $24. They 

also owed money to the local grocery store and to their landlord. Khadeja was even acting as an 

informal banker, or “money guard,” holding $20 at home that belonged to two neighbours seeking a 

way to keep their money safe from their more spendthrift husbands and sons. Hamid himself also 

used a money-guard, storing $8 with his employer while waiting for an opportunity to send it down to 

the family home. 

 

Hamid and Khadeja‟s involvement in finance did not mean that they ended up with debts that they 

found impossible to manage. Although their “net worth” (the balance of their financial assets and li-

abilities) was negative, the amount was small relative to their total annual income and their “debt 

service” ratio - the proportion of their monthly income that they had to spend on servicing their debts 

- was manageable.  

 

Their active engagement in financial intermediation also shows up clearly on the liabilities side of 

their balance sheet, for end-November 2000. 

 

 

 

Balance sheets like this one, however revealing, don‟t tell the story of how Hamid and Khadeja 

managed their money on a day-to day basis. That story comes from studying cash flow rather than 

balances - from tracing the ebb and flow of cash into and out of savings and loan and insurance 

instruments. In the year that led up to the balance sheet, Hamid and Khadeja “pushed” $451 of their in 

come into savings or insurance or into loan repayments, and “pulled” $514 out of savings or by taking 

loans or agreeing to guard money for others. That total turnover - $965 - is more than their total 

income for the year, which, at an average of $70 a month, came to about $840. So each dollar of 

income earned was subjected to $1.15 of intermediation - of being pushed and pulled through 

financial instruments of one sort or another.  
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THE CONSEQUENCES OF VOLATILITY 

So Hamid and Khadeja - like hundreds and hundreds of millions others - have low, irregular and 

unpredictable incomes. What are the consequences? 

Sukhwinder Arora has spent considerable time living and working with the financially excluded. For 

him, the negative consequences of volatile income are several: 

 

 Difficulty affording charges of financial services providers (higher proportion of small loans 

need to be paid as interest; savings may yield no financial returns or entail handling charges). 

Volatility means smaller and more regular transactions, so higher costs for providers, so 

higher rates for the end client. 

 Other transaction costs such as bus fares for repayments - although the emerging of m-

banking will mitigate this - and the opportunity cost of travelling to a MFI or bank branch, 

arranging for someone else to look after the shop, animals or children while the adult spend a 

few hours transacting. 

 The (un)suitability of financial products offered e.g. minimum balance; or the poor household 

need a loan of smaller amounts or shorter duration than the financial organisation is interested 

in. 

 Making commitments: the standard microloan needs to be repaid in equal weekly repayments 

– making such commitments either causes significant stress, or the borrowers opt for the 

lowest possible denominator to be safe from wide income/ expenditure fluctuations. 

 

The thing is to look beyond average incomes and think cash flow, says Hugh Sinclair. “I could 

imagine someone with a reliable income of $2 per day being less stressed and getting into less trouble 

than a Brit on $200 a day unable to pay rent or parking tickets or credit card bills and getting into all 

sorts of trouble”.  

 

“It‟s a combination of volatility of both income and expenses, combined with a lack of buffer, 

combined with a lack of credit, and credit in the broad sense of the word – we can pay for things in 

instalments, we can negotiate with the vendor, we can enter into legally binding contracts easily. The 

poor can‟t, they either have the money in cash right now, or not, simple as that. No cash, no 

product/service. And things can quickly spiral out of control as a result of this. One shock might be 

okay, but combine an illness with a robbery and you can quickly become a beggar on the street. We 

don‟t have that idea of being quite so close to the edge”. 

 

Microentrepreneurs are not like entrepreneurs 

Being close to the edge leads to self-explanatory risk-aversion. Roodman describes an experiment in 

Sri Lanka that showed that injecting modest additional capital into microenterprises let the owners 

earn average returns of 5% per month. The same experiment in Mexico generated returns exceeding 

20–33% per month. Why poor people leave these potential winnings on the table by under-investing 

in their own businesses is not clear. They may not recognize the opportunities to sew more saris or 

better stock their shelves. They may struggle to pull together the lump sums needed to invest. Or 

perhaps micro-businesses are like tech stocks: high return on average but also high risk. To reduce 

risk, poor people diversify across several businesses not investing too much in any one. 
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Whatever the reasons, poor entrepreneurs undertake - to revert to the root meaning of “entrepreneur” - 

in order to survive. To this extent, “labelling them “microentrepreneurs” romanticises their plight and 

implies too much hope for their escape. This is why experts distinguish between „necessity 

entrepreneurs‟ and „opportunity entrepreneurs‟, and why Aloysius Fernandez, who founded the self-

help group movement in India proposed the label „microsurvivors‟”, Roodman writes. 

 

Little can illustrate this better than this chart showing the revenues, expenses and profits of Puzma, 

one of the financial diarists in Portfolios. She cooks anjd sells sheep intestines outr of a stall in Cape 

Town slum. She made $95 permonth on average during the eight months the researchers visited her 

(after netting out firewood and intestines). This equated to 80c per person per day for her and her four 

children. But as always, beneath the average is a story of volatility - of famine and feast. 

 

 

 

So the poor expend their time and energy trying to cope with manifold challenges associated with 

unpredictable incomes and susceptibility to shocks. How, then, can we provide financial services that 

are suitably matched to this life? 
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MOVING AHEAD: TRANSLATING AN UNDERSTANDING OF CLIENT NEEDS INTO 

FAIR, SUSTAINABLE AND PROFITABLE SERVICES 

 

The hierarchy of needs for the poor - with thanks to Monique Cohen 

 

Psychological: 

Meaning levels of self-esteem and self-confidence, which are the basic requirements for people to 

believe that it is worth trying to better themselves. 

 

Social: 

Meaning the support provided by family, friends and anybody else that they can turn to in times of 

trouble. The number and quality of these relationships are crucial in helping them to cope in fragile 

times. 

 

Physical: 

Encompassing any assets that are basic requirements for them to have a reasonable life with a 

minimum level of personal dignity. In developing countries, it could just be food or a roof over one’s 

head. In the industrialised world, it probably includes a telephone and television, as well as basic 

education / skills because, without these, people are unable to participate in the ‘knowledge economy’ 

and many aspects of mainstream life. 

 

Financial: 

Measuring capital, financial assets or savings, as well as income. The capital element is particularly 

important because, in looking at ways in which people tend to succeed in rising out of poverty, 

building a capital base appears to be a crucial part of the process, i.e. an income-building only 

approach is insufficient 

 

Rosalind Copisarow draws on Cohen‟s work to argue that in a developed country like the UK, the 

predominant needs of those in poverty are psychological and social. In poor or emerging countries, it 

is the physical and financial needs which are more significant - and greater components of poverty. 

The „two dollars a day‟ or other international measures of poverty or need often fail to appreciate 

these different components. 

A diverse group of experts will never agree on problems, let alone solutions. But this Working Group 

served its primary function, which was to identify issues for a new audience. 

Current accounts and consumption 

Hugh Sinclair said that he is increasingly coming to believe that the ultimate product the poor need is 

simply a current account: a means to save and store wealth safely and earn an interest that at least 

covers inflation, but is accessible. There needs to be a facility to borrow when required, but by first 

exhausting your savings, so you do not pay unnecessary interest. This is what we all use day-to-day in 

the developed world, and yet we believe the poor don‟t need this simple product. This is nonsense. 

Lending for fixed asset purchases can work well too, but you need to factor in if the purpose is 

productive. “Basically, productive investment lending is sensible. Pure [non-enterprise, non-
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productive] consumer credit to the poor is stupid. It is a more advanced product for more developed 

societies. I hope the poor get there one day, but first they need productive assets”, he argues. 

Sarah Livingstone argues that properly regulated finance to help smooth consumption is essential to 

avoid the poor turning to money lenders at usurious rates of interest.  These loans are the counterpart 

to „personal‟ loans made to individuals in the developed world. Like Hugh, she points out that they 

should not be confused with loan for microenterprise development. Unfortunately the design of many 

microcredit schemes has made business development a prerequisite for accessing the loans. 

Borrowers claim this is the purpose of the loan but use for money for consumption smoothing leading 

to the programme being seen as a „failure‟ even though the money was being used by the borrowers to 

finance the most important elements in their lives.  

 

Successful enterprise lending drives consumption of course. In a well structured microenterprise loan, 

the borrowers have a viable business they can expand with the borrowed finance. It is then the profits 

from this business that can be used to improve their lifestyles (house improvements, children‟s 

education, etc). “The important adjunct to these facilities is therefore reliable saving schemes so that 

the poor can use this financial cushion for consumption smoothing.” 

 

Insurance 

(Micro)insurance will be the focus of subsequent discussions in this Fellowship, but it is the elephant 

in the room when discussing the shocks that the poor face. As Sarah says, microinsurance in its most 

basic form it is simply a form of repayment insurance for a micro loan, paid for up front. More 

sophisticated forms extend to life and health insurance, providing cover for death or illness. There are 

now also schemes (in for example Kenya and India) offering weather-index based crop insurance. As 

David Roodman says, if he could keep only one of the suite of financial products and services he (or 

the American/Brit/Aussie) uses, “I would beg for two: life and health insurance. They protect my 

family from bankruptcy in the face of life‟s greatest challenges”. How to design and promote 

insurance for the global unbanked is rightly one of the biggest focuses in financial inclusion today. 

 

In terms of product design, Sarah believes, there is a lot to be said for „a little and often‟. Breaking 

down repayment into frequent small amounts (weekly or fortnightly) allows the poor to manage their 

cash as effectively as possible.  This arrangement helps to avoid mounting debts as it helps both sides 

in the transaction to spot problems early on and work together to rectify them.  The Grameen II 

product for instance, allows borrowers facing sudden financial shocks to veer from the normal 

repayment schedule for a short while without being seen as defaulting. This flexibility avoids the 

stress on borrowers that has been a major criticism of some microfinance schemes.  
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Street UK‟s prioritisation of financial needs 

“Within the financial services element of support, the first priority to help micro-entrepreneurs is to 

reduce the volatility of their income: that is, to put a „floor‟ of „safety net measures‟ under the worst 

case situation that they could find themselves in, so that their efforts to rise out of poverty cannot 

leave them worse off (and particularly subject to a sudden drop in income, where there can be real 

suffering). 

 

The second financial priority is to help people to build a nest egg of savings which will provide the 

backstop against which they can try to improve their lives. This is particularly important because they 

may not have the courage to, or it would be imprudent for them to, take risks to improve their life if, 

in the worst case, they could not continue to support their family. A backstop „Plan B‟ reserve fund is 

therefore critical to encourage people to make the attempt. 

 

The third financial priority is to raise their average income levels, which can be achieved by the use 

of loans, to leverage up their capital. With the achievement of this goal, there is often an increase in 

their standard of living. While on the one hand, this is highly desirable, on the other it raises the 

platform from which they may fall if things go wrong. This is why, in Street UK‟s opinion increasing 

a person‟s average income becomes the third, not the first, goal, and loans for this purpose become the 

third, not the first, support tool”.  

Rosalind Copisarow, Clients Needs, 2005 

 

Breaking down barriers to entry 

The financially excluded face barriers to access all around them. They are geographical, the 

rural/urban divide, cost of credit, transaction costs, social exclusion, financial capability, cultural 

barriers, the role of women in the household. Some barriers can be addressed by policy 

(documentation requirements for example) and by better private sector delivery (door step services, 

mobile wallets, etc.).  Some, however, are likely deeper or more fundamental (religious barriers, lack 

of money). 

However, progress on different areas show that the poor can be reached through different channels: 

innovation (MPESA), some banks downscaling, and some new actors such as greenfields in Africa. 

Small incomes mean that poor people are more often than others placed in the position of needing to 

intermediate. The uncertainty and irregularity of their income compounds the problem by ratcheting 

up the need to hold reserves, or to borrow when the income fails to arrive.  

 

Because of this, it is a sad irony that the financially excluded are the people who probably need 

financial services more than any other group. Poor households with a pressing need to intermediate 

have to manage a collection of relationships and transactions with others - family, neighbours, 

moneylenders, and savings clubs, constituting a set of formal, semiformal, and informal financial 

providers - that Rutherford and colleagues first described as a „Portfolio‟. The products suitable for 

such a portfolio (that embody Stuart‟s key characteristics of proximity, frequency, flexibility, 

convenience, regularity, commitment, and reliability),  the role of financial capability and technology 
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platforms and the place for the mainstream financial services sector in bringing all these together, will 

be the subjects for the next Working Groups in this Fellowship. 

 

“First, we came to see that money management is, for the poor, a fundamental and well-understood 

part of everyday life. It is a key factor in determining the level of success that poor households enjoy 

in improving their own lives. Managing money well is not necessarily more important than being 

healthy or well educated or wealthy, but it is often fundamental to achieving those broader aims. 

Second, we saw that at almost every turn poor households are frustrated by the poor quality - above 

all the low reliability - of the instruments that they use to manage their meagre incomes. This made us 

realize that if poor households enjoyed assured access to a handful of better financial tools, their 

chances of improving their lives would surely be much higher.” - Portfolios of the Poor 


