"Acces to microcredit and continuity of indebtedness dynamics in rural Mexico:
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Abstract

This article aims at studying the interactions thia taking place between microfinance
and households’ indebtednesses strategies. The gpposition between two financial
sectors is neither pertinent nor operational. Bawies between the various forms of
indebtedness are hazy.

An anthropological approach reveals a complex aasimagement, not only at the
household level but, more globally, at the levethadf social network. Thus microfinance
borrowers continue to mix the various modalities adftaining liquidity and thus
participate in maintaining the “debt chain” systemith any actual substitution therefore
being very limited in scope.

These results are confirmed by a statistical ammh@metrical analysis proving that
access to microcredit is neither at odds with ine@ess within the social networor
brings about any reduction in liquidity supply ketsocial network.
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Since its emergence some thirty years ago, miantia can be compared to the image of
a bus and its passengers: research has been plinégrused on the comprehension of
the mechanics of microfinance (especially contractanovations), whilst taking little
interest in actual changes in the lives of cliéhtsspes and Lont, 2004).

One might add that impact studies are focused erclianges in the living conditions of
the programme beneficiaries, and mostly fail tolyse the processes governing the
effective implementation of these services andrtlagpropriation by beneficiaries.
Astute empirical observations now show that its asipis governed by complex
mechanisms that require an understanding of thenimgadf economic acts from the
point of view of the local populations. From thisrgpective, without neglecting the
economic dimension of individual practices, speai&ntion must be given to the nature
of the composition of the various social groupguestion, taking into account questions
of personal status, the diversity of social andnecaic institutions, and the personal
strategies applied within these various sphereschwhake it possible to respond to
uncertainty (Weber, 2007).

In the light of microfinance’s stated objective bberating the poor from their
dependency on pre-existing financial relationshgss,well as from so-callethformal
financial relations, in this study we investigated such piaéindividual customization
of the act of indebtedness.

By placing the provision of financial services wiitha clear institutional framework,
microfinance schemesurport to counter two types of exchanges and s tio break
away from debt and credit practices prevalent witbocial networks, including those
gualified agnformal. Thus a seemingly more economically attractivegexmus offer, in



this context the microfinance scheme, is meanthi@aten pre-existing “informal”
financial strategies and links.

An anthropological approach leads to the conclusiat the strict opposition between
two financial sectors is neither pertinent nor apienal. Boundaries between the various
forms of indebtedness are hazy: credit and dehtioakships in all their variety are both
socially and economically interdependent, and digonm exists with respect to these
forms of indebtednesand the extent to which they are more or less camiaily
oriented. Our results indicate that financial affé&lom microfinance schemesll not so
much substitute as insert themselves alongside ptieeexisting money circulation
practices prevailing in our case study.

This hypothesis is supported by how, in practicerofinance is appropriated in many
different ways: various elements highlight this twouity and the way in which various
sources of indebtedness intermingle. Thus, therapdiogical approach shows that
microfinance borrowers continue to mix the variousdalities of obtaining liquidity and
thus participate in maintaining the “debt chain’stgyn, with any actual substitution
therefore being very limited in scope. These qatlie results are confirmed by a
statistical and econometrical analysis proving #wtess to microcredit is neither at odds
with indebtedness within the social circlegr brings about any reduction in liquidity
supply to the social circle.

Our research reveals that the insertion of micditie part of a complex management of
liquidity, not only at the household level but, maglobally, at the level of the social
network. Such a result justifies taking a doublg@rapch, the only one capable of
identifying these collective practices.

I. Context and research methodology

To analyze the informal financial practices of geheous Mexican families and the role
of microfinance in these dynamics we rely on a coation of survey data from 319
households and in-depth (80 households) with aovelip in time or on field
observations. The data collection process has éavan iterative approach: in a first step,
the qualitative approach has proved useful for tstdading the diversity of debt
sources. This first phase helped designing a quesire adapted to the context studied
(formulation of questions, categories used, et.gxtend the investigation to a larger
sample. The villages studied are located in rurahs of the Oaxaca state in southern
Mexico. The population relies on agricultural protlon: crop (coffee) and for food
production (corn, beans). International migratisnintensive in mixteca (Santa Cruz
Mixtepec) but lower in the villages of the Sierrar§San Agustin Loxicha, Santa
Catarina and San Baltazar Loxicha Loxicha).

[I.The mutliple role of debt in villages in Southen Mexico

In the Mexican villages studied, modalities andrierof debt are very diverse.
Beyond the social dimension of debt, endebtedné$snwhe social network is used to
meet unexpected expenses (health problems, dedthspr exceptional expenses (such



as organizing a festive occasion, emigration, eing secondly to bridge a temporary
shortfall of income in relation to expenses. Theiowss borrowing sources available
include forward saledfi@do) and short-term, interest-free minor loans frone'srclose
social circle favor). More substantial loans with interest can be iokth from within
one's social circle or even from a professionatiénAs this is an agricultural context,
collective forms such as thanda(roscg are not as frequently used as in urban and peri-
urban milieu. Our estimate indicates that inforrhatrowing makes up an average of
30% of household revenue (liability), with the nadisituated at approximately 20%
(Morvant-Roux, 2006).

All of these debt practices have in common thatatteof endebtedness is not limited to
an immediate economic function. It rather refleatshistorical construction of the
conditions of economic and social reproduction itthese villages (Zanotelli, 2004).
We can illustrate this through the observationvad tnajor types of “coincidence” which
illustrate financial practices observed in our gtugirstly, these practices reveal a close
relationship between two distinct facets of one Hrelsame reality: savings and loans.
The second “coincidence” refers to the fact thainaiividual simultaneously can occupy
the role ofcreditor anddebtor.

1. The coincidence of savings and loans

When the researcher enquired alibetrisk of theft when lending substantial amouwits
money, don Gracianmeplied: ‘1et them rob if they want to; all they’ll find istters[of
credit, emphasis addednd they will be doing me a service by recovethem”. Don
Graciano’s reflection stresses the fact that hepke® cash at home; the cash surplus
available to him or even his savings have in famrbtransformed into loans to other
people.

One might object that lending to others constitutes of the lucrative commercial
activities of this person and that therefore ih&ural that all her/his money be invested
in this manner. Whilst this would be true, it shibdde noted that what don Graciano
described echoes practices observed among mdst pebple we met.

Besides savings made through the purchase of amsnah as turkeys, chickens or
cows, cash savings are not hoarded, but are mtest it to other people that need to
borrow money. The recurring argument made is thatew cannot be held onto if it is
kept at home within a hand’s reach, available ffigr ¢lightest expense, which might not
even be indispensable. Thus, when | broached tbstign of monetary savings, many
women told me that there was nothing at home;ttiet savings had been lent to others:
“I have no money in the house; we lefidSan Baltazar Loxicha, woman, 25 years]. In a
type of coercion which makes it possible for oneugr of people not to spend their
money (and to thus affirm their social distinctipahd to provice a source of cash for the
expenses of others, the rationale of the circutabd wealth underlying this practice
applies to all forms of surplus -monetary or indiand whatever its origin.

a) Diversity of means used for the practice of “sagHhmpn”



The savings-loan thus takes the form of the loarravhmodities such as corn,
enabling it to be stored outside one’s home anduaily”, so to spedk to be retrieved in
times of real need. This strategy also takes tha faf loans of bricks for constructing a
housé or even loans of lime, etc. All “wealth”, in whats form, is liable to be the basis
for loans if it is of no immediate use to the ownémimals are also lent, especially those
playing a central role in the organisation of sbenxents related to the life cycle. The
practice of loaning turkeysfor example, is very widespread in the region nehee
conducted our research. Women play a central rokhase practices (Morvant, 2004).
The object lent has to be returned identicallyf@m and quantity). On the other hand,
when animals (pigs, turkeys, etc.) are lent foretneg to another woman, the terms
involve receiving one or more of the resulting pffag. The offspring is then equally
divided between the two women.

b) Diversity of the origin of the surplus

The question of the origin of the surplus doesappear to be an obstacle to this practice
of savings-loans. This strategy is in fact alsoeld by people originating from the
community but who are now living outside it, espdlgithose who have emigrated to the
United States. A portion of money received in ttwrf of private transfers is in fact lent
to the migrant's neighbours, relatives or immediateily, and the latter takes on the role
of intermediary. It should be stressed that thisrmediary role most often is held by the
migrant’'s mother. The rules for assigning the monegeived are drawn up with the
migrant. Generally, a part of the sum supplememsiricome used by the mother of the
family for various household expenses. Anotheriports lent on a more or less long-
term basis to people from the social network amgeseas the savings of the migrant.
The amounts lent through these transfers are laigh,the rate of interest is generally
lower than that practiced elsewhere: between 3%G&hger month (instead of 10%).

As Zanotelli (2004) suggests with regard to delstutation in general, it is
probable that the insertion of money from outslue village, or even an appropriation of
this money in terms of locally shared social vaJdesctions thanks to the loan of money
coming from migration. At this stage it would be niovhile to reassess the
commonalities between the availability of cash frioirative loan practices and a family
lending others the little money they have had gd#itluty accumulating. Why in fact

! In the sense that the commodities consumed orsgasdd subsequently are not those which had been
loaned.

2 This strategy was recounted to us by a woman watb gurchased bricks when she had liquidity, but
without enough to carry out construction. She hhdrefore, loaned these bricks in the hope of mgtti
back the quantity loaned when she would be fullg &b carry out the construction.

3 All the more so if the commodity in question igipkable and can, therefore, not be stored or fem

long period.

* The turkey occupies a central place in the ritifelof the localities where we conducted our syséThe
events of the life cycle such as marriage or thenrfestivals organised in the course of existeranenot
take place without some turkeys being offered dedj it is a question of prestige but the healthre
family or the fertility of the married couple alstepends on the sacrifice of some turkeys. The women
organise themselves well in advance so that theyar unprepared. In order to do so, they rely orel:
oiled system of turkey loaning which may be sprewer several years. The features of the loanedyurk
are most often put down in a notebook (sex, weightteimbursement is carried out when the lender
needs, in turn, a significant number of turkeysiganise a festival.



should one group together dsotizontal loans both contractual loans, related to market
logic, and loan practices arising from non-markeid?

An analysis of local perceptions of the usuriouscpices enables some light to be
shed on this question. Let us here return to dati@no and the analysis of his status as
a professional lender as discussed by Zanotel042@Prohibited by the Catholic Church
from the Spanish conquest up to the nineteenthucgnthe loan at interest is liable to
convey a negative image of the person who exerdigssactivity within the Catholic
population residing in the villages under studywduger, such a negative image does not
seem to be shared by most of those interviewed rapdésco Zanotelli, nor by don
Graciano himself. The logic of profit making seetosbe hidden behind the crucial
nature of the service rendered. For don Graciasdpathose who sought loans from
him, his commercial activity is perceived as thedering of a service and is so much the
better appreciated if the person does not belordptoGraciano’s close social network
(neighbourhood, godfather/godmother, kinship). @& other hand, in the case of those
who belong to a more distant social network, adtperson will most often play the role
of go-between between the lender (professionaltleraise) and the person who seeks
to borrow.

Those whose practices we have observed qualifyatttisity as favor’ (favour), which
carries positive connotations. The use of the tdavour” is not restricted to the loan at
interest; it is the term used when one seeks fiahhelp from another person. So far as
the person who seeks the help is concerned, timstia neutral label. There is no doubt
that this fact makes it possible to twist the otheerson’s arm by indicating the crucial
nature of the service rendered and promoting thieraand, hence, the dominant position
of one person in relation to the other.

In conclusion to this section, it should be notedttonce a person has some cash that
she/he is not going to use in the short to mediemm t there is a pressure on her/him to
lend it to others who do have immediate need foiTltere is therefore an intimate
connection between savings and credit.

Thus thenstitution of debtdr set of permanently established rules constrgipegrsonal
behaviour although constructed on the basis okthiesy behavioursgeeks to establish a
sort of “collective management” of individual surpés of cash or of any “useful” goods.
We have seen that this management is spontaneagslgved within close social
networks, but financial flows may also affect mdistant social relationships. Such an
outcome relates to Olivier Favereau’s analysis fsicAn economies, where he suggests
that domesticliquidity corresponds to the maintenance of a wekwof community
relations which, via solidarity, organise liquidition the basis of a possession of
resources that is no longer individualit collectivé (1995:186).

2. Creditor /debtor identity

There is evidence of such an identity when lookdchains of indebtedness”
which characterise the populations' financial pecast regardless of their level of
wealtt. In the light of our case study, Francesco Zafisteinalysis (2004) seems to

®"Cadenas de endeudamiento” (Zanotelli, 2004).
® Of course, the quantity and frequency of finantes would be higher.



only partially uncover the reality of this phenormanIn fact, Zanotelli stresses that a
household uses various debt modalities at the gamee Since one group of people
enables another to cope with their repayments, gerve a network of debts that sheds
light on the mode of reproduction of the local emmry under consideratidn This
strategy may, for instance, be schematically itatsd by the fact that person A borrows
from B to reimburse C and D. Research by Villareedbam also highlights such
processes (Villareal, 2000: 70).

This may be further illustrated by what one womanmfided to us: When in need, |
borrow from a lady who has sonmroney, emphasis addednd | withdraw(that is to
say, borrow, emphasis addefddm another to reimburse the person who lent nee th
money [Woman of 53 years, widow].

Zanotelli [2004] thus stresses that 25% of the Bbakls in his sample declare
themselves as being in debt from three credit ®3ur87.5% from two sources and 25%
from a single source. Our data confirms these t&sul

Table 1 Number of simultaneously active loans

San Agustin Loxicha Santa Cruz Mixtepec
1 single active loan 65% 70%
2 active loans 24% 20%
3 active loans 10% 10%
More than three active loani% -

Source: Morvant-Roux (2006)

In the case of those with several simultaneoustivedoans, our data shows that these
mostly fal under distinct categories of cash sosir¥fée can divide the various sources of
the loans into two major categories:

- So-called interpersonal, or private, loans: theseecfinancial practices established
primarily between two individuals. This include®dit sale flado), loans at or without
interest intervening within networks of neighbourtpkinship, godfather/godmother or
even loans within an employment relationship.

- So-called collective or public loans: these coveans which cause several
individuals to intervene in the form of an assaoiator through the mediation of a
group of borrowers. These include government loghsse which cover coffee
producers or participants attanda (tontine or Rosca), neighbourhood banks or even
microbank associates, loans approved by the Mexdoadit union or by other banking
institutions.

Our empirical data from the village of San Agudtioxicha and Santa Cruz Mixtepec
shows that if one only takes into consideration ghbsample of those who have more
than two simultaneously active loans, 64% approdctveo sources from distinct
categories.

In our context, however, it seems essential to giep beyond Zanotelli’s analysis.

Beyond the fact that households or individuals jeggeveral loans simultaneously, it is
also common to find that an individual simultandgusccupies the role afreditor and
debtor The dual nature of the position each indebtedsqeroccupies may be

" His work is located in the villages of the Jalistate, Mexico.



summarised as follows: person A seeks a loan from Eimburse C while, at the same
time, A is indebted to D. This chain does not implyy equivalence of the amounts
however, which may be totally different.

This phenomenon illustrates the important role eftdoractices and their weight in the
day-to-day economy of the village, whilst also eefing the key role of “debt
circulation” as a functional mechanism in the loeabnomy.

Our statistical data, taken from a survey of 80datwlds at San Baltazar Loxicha,
highlights that each person simultaneously assuthes position of “offerer” and
“requester” of liquidity through loans, in which r@ext we shall highlight three main
modalities. What emerges is that among the 65%add who affirm having applied for
one or more loans at interest over the period urmdgrsideration (the past twelve
months), 45% (or 28% of the total sample) also feahey at interest to other people. As
for loans of small sums with no interest (categdryf the table), of the 61.3% who had
applied such a loan once or more in the period undesideration, 80% had also lent
money in this form, which amounts to 49% of the gkan

Table 2 Offer and loan application within the social netwok

Total= 80 households MFI Clients Non clients
Type of loan Application | Offer Application | Offer Application | Offer
1. Large sums, witl
interest, medium terr 65% 40% 70.5% 40.9% 61.1% 38.9%

(2 or more months)

2. Small sums withot
interest, short term

; '61.3% 66.3% 61.4% 65.9% 61.1% 66.79
neighbourhood,
family
3. Credit sale
purchase: grocernB8% - 90.9% - 86.1% -
store

Source: Morvant-Roux [2006]

Such dual positioning is also observed in bettehofiseholds, as with those who receive
large sums in the form of private transfers frongrants (Morvant-Roux, 2006).

We can demonstrate, in the context of our studgt, ¢élach household is thus at the centre
of multiple flows of monetary income and is alsodted within relatively large circles of
relationships which are but many intricate webdedfts.

Both the identities described above constituteraéfeatures of the debt institution in the
context studied. This has a dual economic and lsfuriation at individual and collective
levels (Guérin, 2000). Moreover, the phenomenodaetit resides on pre-existing social
mindsets, social relationships, which it in turansforms and to whose evolution it
contributes. Lastly, it should be emphasised thabtdcirculation and its ongoing
reproduction ensure the socio-economic functiooithe village. As a whole, therefore,
indebtedness simultaneously represemisuble interdependencsocial and economic.

We will continue to address these empirical eleseand to highlight their
methodological implications.



[II) Empirical implications and quantitative valida tion

The implementation of the MFI brings about an indiixalisation of debt practices by
positioning itself as an intermediary entrustedhwilhe collection of savings and the
extension of credit.

Literature dealing with the interactions betweenrfal financial market and informal
finance at first placed much importance on the itsgmal and empirical analysis of the
evolution of the conditions under which an inforrfetder (honeylendgrextends credit

subsequent to the development of a formal offehwdivergent features (Bell, 1990;
Kochar, 1991).

Research has subsequently addressed changes iehblnlisoan requests as brought
about by the development of the formal sector (apeeially illustrated by the
deployment of numerous microfinance schemes, inntagrity of contexts). Will the
latter abandon the informal sector and prefer soneto the formal sector?

1) Theoretical explanations for the coexistence of thivo financial sectors

Despite frequently high differentials in interesites, formal and informal financial
sectors continue to coexist. Of the theoreticaltroutions to address such coexistence,
two major approaches have emerged: the “residygifaach and the approach whereby
the most effective cost of borrowing is thoughbeused (Boucheat al.,2007).

In the first approach, a residual role is assigiwethe informal sector insofar as it only
constitutes the “receptacle” of applications rermagnunfulfilled by the formal sector
(“spillover demand”) (Hoff and Stiglitz, 1990; Cang, 1999). The second approach
takes the continued existence of the informal seictde far from residual but rather as
resulting from a rational arbitration on the paftborrowers in favour of the informal
sector. The underlying hypothesis postulates tlwatolvers are able to discriminate
between different borrowing sources in terms ofabial cost of borrowing and in terms
of risk evaluation (Guirkinger, 2008). As such soptove weaker in the context of the
informal sector, it is towards this that the apghitfirst turns.

In the face of these theoretical models, thereaayeeat variety of empirical studies which
seek to decide in favour of one or the other exgilany model.

The empirical results turn out as contrasting awigééd challenge the assumption of there
being a segmentation of financial marRe®ur hypothesis is that these two theoretical
approachesa priori exclude the validity of any mode of distinctionhet than the
economic and accounting criteria of these monesawy financial relationships, namely
from the point of view of their contractual or fuimmal specificities. Individuals who
borrow (and also those who save and lend) are sagdpdo carry out a rational
calculation fTn mechanical time(Servet (dir.), 1995: 281). The choice is indiwad and
based on “rational” criteria such as interest rated transaction costs; this choice is
defined ‘in an individual relationship with tinie Yet in these contexts, as we have
demonstrated in the context of the rural villageMexico, the act of indebtedness or of
lending takes on a dimension which surpasses fttiwidual and encompasses group
relationships.

8 For an exhaustive review of the literature seewdnt-Roux (2006) page 256 ff.



Moreover, the anthropological approach and theltesw which it leads suggest that the
strict opposition between two financial sectorsias valid. The boundaries between the
various forms of indebtedness are hazy: the diveéed#/credit connections represent an
interdependence that is both social and economdtraveal a continuum between all of
the more or less commercial forms of indebtednd@$ese results lead us to the
hypothesis that the financial offer procured by th&rofinance scheme will not be

substituted so much as insert itself alongsideatbalth circulation practices prevalent in
the context studied.

We shall back up this hypothesis with an analy$ithe modalities of appropriation of
the microfinance scheme in various contexts, inolgidthe formation of solidarity
groups, prevalent reimbursement strategies andeattde forms of microloan
management. All of these illustrate the existentesuxh a continuum and the inter-
connections between the various sources of indebtsd The econometrical analysis
goes on to confirm the absence of any kind of mgtith the past.

2) Limitations of the segmented approach to credit makets: the case of rural
Mexico

The microfinance institution analysed is locatediltages in the mountainous regions of
the Oaxaca state, which has a strong dependen@gricultural activity, either food
production (corn, bean) or crop production (coffel) these villages, the range of
financial services offeredcovers credit, savingseque cashing and money transfer
products.
The approach adopted by microbanks (microbancasinforocredit services is largely
inspired by the&Grameen Banknodel: the credit is aimed at a group of 4 to &pes, and
the various members act as surety for one other.cdllateral or prior savings are
required. In contrast, unlike the case of @rameen Bankall the borrowers have access
to microcredit at the same time and have to reisdon identical terms. Moreover, the
MFI's objective to reduce information asymmetries/alves the implementation of
incentive mechanisms, and an increase in amountsoler the course of the credit
cycles progressive lending alongside a relatively standardised offer: &t tiilme of the
study, solidarity group lending had only one prddiBorrowers capable of providing
collateral have access to individual loans.

a) Access and continuity of access to the microfinasateeme: the role of the social
network

If one examines the circumstances surroundingdhadtion of solidarity groups or even
the relationships between members before the foomatf the group, it emerges that
information of the needs of individuals in the netiwmotivates the initiator of the group
to suggest an alliance to obtain microcredit. Sunformation is obtained by
“‘interknowledge” and through pre-existing financ{debts and loans) relationships. In
fact, the information which circulates within thecgal network authorises each member
to evaluate what the other has at her/his disgesal, therefore, the potential capacity to
grant loans) and to make requests when the neédrtow arises. This information is
mobilised over the course of the formation of theugs; it is also a determinant in the
collective strategies established. The aim is notvaste the financial offer but, on the



contrary, to make sure it best corresponds to trersity of needs within the solidarity
group in question.

The groups are therefore in many cases composeel ondess in direct reflection of the
pre-existing financial relationships between borowof the group and, particularly, with
the person who initiated the formation of the grevm is in most cases the lender that
people would come to in order to ask for a loan.

Other studies have showb evidence that microfindocewers are also those who have
the most access to informal finance: in Thailandlé¢@an 2006), and in Bangladesh
(Matin and Sinha, 1998) ).Moreover, if various wohave tended to show that the main
contribution of microfinance is to enable an inseain the range of financial
opportunities available (Guérin et al. 2007), observations reveal that such an effect is
generally only temporary: reimbursement of the olman often marks the occasion to
maintain or activate pre-existing dependency fidsis as an example, Emiliana, who
belongs to the group initiated by Dorotea, no longeeds to ask the latter to foot her
food expenses; on the other hand, to repay mianplibhas so happened that Dorotea
ensured a part of the repayment over the periaar poi the disbursement of the next
microcredit. The mechanism of credit replicatioeréfore ensures, as a last resort, the
reimbursement of the money lent to the borrowerlkird party. This strategy is risky
for the borrower to whom the informal loan ensungs, on-time repayment, access to
larger amounts (overindebtedness).

One therefore observes a temporary displacemetiiteopre-existing dependency ties to
access to microcredit with respect to informal sesrof liquidity and the social network.
This result is confirmed if one analyses dependen@lating to transfers sent by migrant
family members. For these families, microcreditpréori, substitutes or complements
private transfer as source of revenue for curremt productive expenditure. But the
substitution is only temporary because transfemifmigration ensure reimbursement of
money borrowed from MFIs. In such a context, acdessnicrocredit therefore only
partially reduces dependency on private transéerd,this too only for a short period.

Finally, our work reveals that, at the level of thaidarity group, fresh financial ties
(internal loans) are established between memberh®rmasis of loans granted by the
MFI. This “collective management” microcredit menfsn makes it possible to adjust
the financial offer coming from the microfinancestitution (Morvant-Roux, 2007;
Guérin and Morvant-Roux, 2008).

These strategies validate juggling between varioas sources and nullify the approach
in terms of the segmentation of financial marké{e. shall now demonstrate these results
through an econometrical analysis.

b) Determinants of the offer and of financial applieatwithin the social network
We aimed to establish whether there was a cormelabetween insertion in the

“informal” financial networks and access to the mfmance scheme. The analysis is
based on a survey conducted on a sample of 31®holgs.
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Table 3: Survey sample

MFI seniority in years Percentage Cumulative petage
New clients >or=1 18.2 18.2
Old clients 2 445 62.7
Non-clients 0 37.3 100.0

Total 100.0

Source: Morvant-Roux (2006)

Beyond the behaviours of the households in theppliaation” to the social network
(estimate (1): where the dependent variable expsese borrowing behaviour of the
household with respect to informal sector or sonetwork), it was also a question of
examining changes in their credit extension behaviithin the social network as
created by access to the microfinance scheme @sti(®)).

In other words, are the behaviours of those houdstwhich were microfinance scheme
clients substantially different from that of otl{eon-client) households in terms of their
application for and the extension of credit atléhe=| of the social network, as expressed
in amounts?

Two econometric estimates are carried out:

- Estimate (1) : determinants of the “amount borrowetiable, per household, from
the social network, from the informal sector;

- Estimate (2): determinants of the “amount lent’iafalle, per household, to the social
circle, within the social network.

Variables that explain the two models give infonimatabout the type of productive
activity undertaken (commerce, wage earnings oicalgural: coffee, corn); age/sex of
the head of household, number of dependent childregration, receipt of private and
public transfers, income level (quartile), acces$ormal financial services (bank, other
MFI); type of locality, and the level of impact ancome over the period under
consideration. The information is related to thary@ which the interviewers surveyed
the area.

Determinants of borrowing from the informal sector

From the results of the econometrical estimate (@ele 4), it should be underlined that
access to borrowing from the microfinance schemeleunstudy or from other

microfinance institutions (variables noted as DUNAMind CODSOCNS in table 4)
undoubtedly had a significantly positive influenge the amounts borrowed from the
informal sector. Thus the variable which tells tishe household is a client of other
microfinance institutions (DUMIMF), is significaptlat 1% in each of the regressions
reported on Table 4. Access to a microbank does algt seem to reduce loan
applications to the social network. This informatis obtained by the analysis of the
estimates of the respective coefficients of vaeaDDDSOCNS, which indicates whether
or not a household is a microfinance client antgiaée MB, which indicates the amount
of the last loan borrowed from the microbank. Ohseavvation which immediately arises
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is the fact that the variable CODSOCNS is only gigant in specification n°4,
indicating that the presence of these two varialnleme and the same specification was
counter-productive. In fact, this indicates that thformation carried by each of them is
partially identical.

From all the specifications presented below, it dnees clear that access to the
microfinance scheme under study significantly iases the amounts applied for by
client households from the social network, or infat sector. Moreover, beyond the
significance of being a client within the schente tesult of our estimates is that the
greater the amount borrowed from the microbank,nioege a household will have the
tendency to get into debt within their social netkvo

This result is somewhat ambivalent. The interpretais not obvious insofar as variable
MB can potentially carry two pieces of informatianonce: the amount borrowed and the
seniority of the client (ANCIENMB). Now, if one onlconsiders results obtained from
the variable of seniority in years, which is nopaded here, it turns out that the
coefficient of this variable is not significant any of the specifications. This seems to
indicate that besides seniority, to which the amidnarrowed is partially correlated, it is
in fact, the amount of the previous loan which seeémhave a positive impact on the
amount borrowed by the household from the informeattor. Access to a bank
(DUMBANQ) does not seem to have any significanteefffon the level of informal
borrowing.

Determinants of the loan offer within the social aicle

From the set of results presented in table 5 bé¢ioare fully discussed in Morvant-
Roux, 2006), we recall that access to the microb@satiable CODSOCNS) has a
significantly positive effect on the amounts lenithm the social network. A first
explanation for this observation concerns the higheel of monetary income of the
microbank clients, which would explain that, sirthey are richer, on average clients of
the microbank lend larger amounts. Moreover, amalgEthe use of microcredit reveals
that it is liable to be utilised by the borrowerafber support to a more or less close social
circle. On the other hand, seniority in years amiarobank client seems to play a
significantly negative role on the amounts of moregt. This result is difficult to
interpret. Can it be imputed to the bias presernte database in the sample of recent
clients, given the over-representation of househblahg in the Mixteca (area where the
transfers from migration are high)? The wealth lexethis sub-sample would explain
why they lend more and would also explain the riegatoefficient of the seniority
variable within the microfinance scheme.

On the other hand, it does not seem reasonablevieage that this result is only due to
an improvement in the living standards of theseskbolds, as reflected in the loan
offers, but it is also apparent in the weaker l@fddorrowing within the informal sector.

Such an interpretation inconsistent for two reasdnsnve have previously shown that
borrowing behaviour (total amount borrowed over thast year) was positively
correlated to access to microfinance schemes atihRt was also positively determined
by the household’s living standards. Thus an imenoent in the living standards of the
households over the course of time ought not teidpeificantly reflected in the amounts
lent by them.
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Finally we observe that the variable concernirg ifitio of the number of dependent or
supposedly inactive persons to the number of acfpeesons in the household
(RATIODEP), plays a significantly negative role tme level of loans granted by the
household within the social circle. This result foons our field observations and, more
especially, information obtained over the courséhefqualitative interviews we carried ,
according to which households with many small akitdare less inclined to lend money
because any available liquidity does not remairssigaed for long.

Conclusion

On the whole, the appropriation of the microfinascheme is influenced by informal
financial practices, which form the basis of debtaa institution in the context studied,
and this at a dual level. At a primary level, thegess of the formation of groups of
borrowers is a reflection of the community membgrsii each individual, and especially
her/his place in pre-existing financial connections

Inserted into pre-existing social rationales, theuitlity supply procured by the
microfinance scheme is then collectively managedasoto better respond to the
diversified needs of actors. If this new sourcdigfiidity procures added capacity for
indebtedness, whilst giving the possibility of ¥ng and activating a set of social
relations which seem to be primary, it does notnsd@at it brings about total
empowerment vis-a-vis the prior sources of liqyiditithin the social network. Hence
there is no reduction but instead a displacememtependency ties. If the amounts lent
by the microfinance scheme are higher than the atsoavailable within the social
network, the time factor often plays in favour detfamily, with the social network
capable of lending a lot faster than the microfcescheme. On the other hand, the
borrower often juggles, especially in times of egeercy: she/he borrows from their
family to reimburse the microloan and then reimbarthis debt as soon as the loan from
the MFI has been granted.

If microcredit rarely makes it possible to gainangmy from pre-existing financial links,
it does give the borrower the possibility of greatentrol over time, a factor which acts
against her/him in the loan relationship (Chamoif93). Analysis of such inter-
connection between the various sources of liquidifpunded on a double approach. The
application of economic anthropology has made #spue to reveal the processes and
rationales of the indebtedness of the actors, wthigtws light on the quantitative results
obtained through an econometrical analysis of tehaliour of a larger sample of
households.

Finally, the absence of segmentation of the varemsrces of indebtedness results in
several strong implications. Firstly, it highlightbe limitations of the segmented
approach with respect to financial offers and tlvddhg line between formal and
informal offers on purely economic criteria. Moreoythis ongoing juggling highlights
the limitations of particular approaches, such @sslering previous rates of repayment
when granting fresh loans and using these as aagies of borrower solvency or as
surety against their potential overindebtedness.
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Annexes

Table 4 Determinants of borrowing within the social network or “informal”
financial sector

Specification

€]

)

3

(4)

(Constant)

AGRIMAIS -.049 (-.866) -.070 (-1.310) -.027 (-.476
CAFE -.082 (-1.185) -.041 (-.521)
PROGRESA -.033 (-.621) -.043 (-.696)
DUM1PROG |.004 (.063)

DUM2PROG |-.071 (-.896)

DUM3PROG |.032 (.472)

DUMIMF 334 (5.129)*** .383 (5.916)*** |.256 (5.467)* 255 (4.663)***
DUMBANQ -.021 (-.446) -.040 (-.851) .003 (.062) PE814)
COMMERCE |.096 (1.948)* .083 (1.681)* .095 (1.674)*
EMPLOISA -.002 (-.040) -.027 (-.510) -.038 (-.744) -.085 (-1.424)
DSEXHEAD |.033 (.661) .085 (1.597) -.014 (-.316) 28(-.537)
AGEHEAD? -.008 (-.162)

MIGINT +,031 (-.497) .000 (-.007) -.135 (-2.038)**
MIGNAT 088 (1.306) 121 (1.936)* -.001 (-.013)
CODSOCNS .032 (.565) .047 (.865) -.024 (-.480) (B872)***
EPMON -.073 (-1.356) -.092 (-1.760)* | -.034 (-.707) -.013 (-.231)
CHOC .090 (1.706)* .004 (.078)
ENFTSCHA .099 (1.799)* .080 (1.296)
RATIODEP -.023 (-.456) .010 (.210)

DISTANCE .088 (1.745)* .095 (1.910)* .094 (1.893)*  |.080 (1.390)
SUPERFIC -.069 (-1.269) -.060 (-1.093) -.049 (3p6 -.024 (-.378)
DUM1REV .032 (.546) .050 (.870) .002 (.029) -,.02883)
DUM2REV .040 (.615) .047 (.735) .024 (.377) .0118R)
DUM3REV - 147 (-2.511)** -.156 (-2.721)***| -.143 2-532)** -.146 (-2.207)**
LOCAL1 -.132 (-1.633)

LOCAL2 .188 (2.677)*** .154 (2.653)*** .332 (3.8793*
LOCAL3 .323 (2.650)*** .382 (2.472)** .130 (2.233)* 1237 (3.284)***
MB .611 (7.330)*** .689 (8.275)*** | .502 (9.069)***

N 319 319 319

AIC 348.718 351.99 355.75 354.003

RZ 0.427 0.423 0.407 0.421

A Estimates are obtained using a probit; the tstiesi are given in parentheses
* Level of significance at 10%
** |_evel of significance at 5%
*** | evel of significance at 1%

Table 5 Loans determinants in the social network omformal financial sector

Specification |(1) (2)
(Constant)

IAAGRI L.054 (-.799) -.060 (-.949)
DUM1PROG |.073(.901) .072 (.952)
DUM2PROG |-.079 (-.767) -.086 (-.911)
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DUM3PROG |.024 (.290) 1022 (.290)
TPAGRI -.046(-.708)

DUMIMF 038 (.654) 041 (.677)
DUMBANQ 023 (.243) 017 (.211)
COMMERCE |.083 (1.155) 1078 (1.242)
EMPLOISA  |-.012 (-.145) -.022 (-.294)
DSEXHEAD  |.024 (.431) 1020 (.357)
AGEHEAD2  |-.022 (-.274)

MIGINT [.047 (-.469) -.081 (-.865)
MIGNAT 041 (.488) 1041 (.562)
CODSOCNS | .246 (2.797)** | .265 (3.027)**
EPMON -.009 (-.102) -.005 (-.061)
CHOC 1028 (.433)

ENFTSCHA  |-.037 (-.473)

RATIODEP -.099 (-1.675)
DISTANCE -.046 (-.741)
SUPERFIC -.012 (-.156)
DUMIREV _ |.036 (.467) 1029 (.390)
DUM2REV __ |.022 (.265) 1010 (.117)
DUM3REV  |-.148 (-1.730)** | -.155 (-1.922)**
LOCAL2 .118 (1.466) 135 (1.619)
LOCAL3 -.090 (-.249) -.128 (-,448)
ANCIENMB __ |.168 (-1.770)* | -.196 (-2,193)*
AIC 204.649 207.849

R2 0.142 0.142

A Estimates are obtained using a probit; the siegisf t are given in parentheses
* Level of significance at 10%
** evel of significance at 5%
*** | evel of significance at 1%
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