Microcredit and microsavings: Two sides of the same

coin?

Summary

Do people want support with credit or support with savings? To find out, we ran a framed field
experiment amongst women in rural Pakistan that tested directly between the demand for savings
and the demand for credit. Inspired by the structure of ROSCAs (rotating savings and credit
associations), credit and savings products were randomly offered to the same group of people.
Contrary to predictions of standard models, we find high demand for both credit and savings
products, with the same individual often accepting both a credit product and a savings product over
three experiment waves.
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Key findings

® Overall take-up of the product was very high (approximately 65% on average), with wide

heterogeneity across individuals;

® The distinction between microlending and microsaving is largely illusory;

® Saving and borrowing amongst microfinance clients are used as substitutes, satisfying the demand

for a regular schedule of deposits and also a lump-sum withdrawal.

Policy conclusions

First, microcredit programmes can have serious shortcomings, in particular the likelihood of
charging high interest rates, a requirement for immediate repayments, and the risk of creating a
debt spiral in customers. However, if microlending and microsaving share the same underlying
demand, then the latter becomes a more attractive option for the poor. Second, results indicate
that policy makers should support local savings institutions such as ROSCAs, that have evolved to
meet local financial needs, and whose structure is easily understood in most developing countries.
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Together, the results imply that the distinction
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