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Group meeting frequency and borrowers’ repayment pgormance in

microfinance: Evidence from a quasi-natural experinent in South Africa

Abstract

A quasi-natural experiment has been carried outhich the Centre Meeting (CM) rules of some centres
of a large Microfinance Institution (MFI) that offemicrofinance services, in the form of group legd
were changed. The study has been carried out ariedl Enterprise Foundation (SEF), an MFI that
operates in South Africa. The frequency of groupetings, organised as part of the “Monthly Centre
Meetings” pilot programme, was reduced from bimgntb monthly, and only one member per credit-
group was asked to participate instead of all thegmembers. The purpose of these changes whawo a
borrowers to save time to spend on their own ecomastivities. This new policy was put into foraar f
one year, from May 2014 to the end of April 2015teA selecting a suitable control group of micro-
borrowers, using Propensity Score Matching tectesguwe ran difference-in-difference (DID) regressio

to evaluate the impact of the policy changes orclieat's repayment and saving behaviour. The oleti
estimates suggest that the change in the poli@sruéd led to a deterioration of the customershgav
balances and had increased delayed repaymentsnili@rg techniques, applied to survey data, pointed
towards a lack of trust within the groups, the memtof which did not meet frequently outside thesCM
and this was found to be one of the main causéslofe of the pilot experiment. We have concludtest
group meetings are an effective tool to stimulageaccumulation of social capital for some catexgoof
clients, and that those MFIs that wish to implensmilar interventions should be aware of the dragks

pertaining to borrowers’ behaviour.
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1. Introduction

Microcredit is considered as one of the most imgudrtools for the economic development of poor
countries (Aagaard, 2011). In several contexts, fttim of access to credit may prove effectiveiinng
non-bankable people adequate financial autonomysapgort to initiate new economic activities (Adler
& Waldschmidt, 2013; Amin, Rai, & Topa, 2003; Bajeer, 2013; Dalla Pellegrina, 2011; Milana & Ashta,
2012).

In this paper, we study the specific charactegsaad the operational methods of a microcredit
programme launched by the leading institution tbpérates in South Africa, the Small Enterprise
Foundation (SEF). SEF was founded in 1992 in Taankanpopo, in order to combat poverty in a
sustainable manner. To achieve this goal, SEF cthesmicrocredit tool to provide relief to the pest
people, who otherwise would be excluded from thditional financial system. To date, the organarati
has operated in five of the nine provinces in Sd\ftita (The Small Enterprise Foundation, 2016),,i.
Eastern Cape, Gauteng, Limpopo, Mpumalanga anchNuest!

SEF has adopted the methodology of group lenditiy jaint liability: loans are disbursed to grougs o
five people, who jointly become liable for the pamhof the instalments and the operations thatpédaee
during theCentre Meetings (CMs). These are the periodical meetings in whithEF members who are
part of the Microcredit Programme are required &otipipate, and they represent an opportunity of
socialization and discussion for members of thaouar groups. The unjustified absence from these
meetings involves a series of penalties, includimgpayment of a fine for the unjustified absentniner
and the reduction of the maximum amount of futoems.

Some studies have identified group meetings asobttee microcredit success factors and have used
the frequency of meetings and attendance rateagep to measure the presence of social capitahgm
customers, in the form of relational networks, abobrms and reputation (Feigenberg, Field, & Pande
2009, 2010, and 2013; Feigenberg, Field, Pandel R8gSarkar, 2014). Social capital is in fact wlge
recognized, in the microfinance literature, as lbstute for traditional forms of collateral thdtoavs
lending institutions to mitigate various forms ofdarmation asymmetries. Customers of microfinance

institutions (MFIs) are normally selected and momt on the basis of the presence of social capital

1In these provinces, the poverty headcounts, the. percentages of poor households are, respggti/2l7% in
Eastern Cape, 4.6% in Gauteng, 11.5% in Limpo@%4in Mpumalanga and 8.8% in North West. The irtagss

of poverty are 43.3% in Eastern Cape, 44.1% in &ayt42.3% in Limpopo, 42.7% in Mpumalanga and %i%
North West (Statistics South Africa, 2016b). Theseverty measures are based on the South African
Multidimensional Poverty Index (SAMPI), which is ardex that is constructed using eleven indicasm®ss four
dimensions, namely health, education, living statsland economic activity. The "poverty headcowhidws the
proportion of households that are considered torhgtidimensionally poor” in the defined area, vehifintensity of
poverty” is the average proportion of indicatorsvimich multidimensionally poor households are degti(Statistics
South Africa, 2014, 2016a).



(Armendariz de Aghion & Gollier, 2000; Armendarieg Aghion & Morduch, 2004; Besley & Coate, 1995;
Ghatak, 1999; Ghatak & Guinnane, 1999; Karlan, 2@glitz, 1990; Stiglitz & Weiss, 1981; Varian,
1990).

Frequent group meetings, conducted to encourageatttons among MFI clients, can contribute to
fostering the accumulation of social capital byugranembers, which can eventually be associated with
better performance in terms of repayment (Feigeneeal., 2009, 2010, 2013). However, group mesting
often represent a burden for customers, in terntf the actual costs (transport, penalties asaltrof
absences) and the opportunity costs (lost earrdngsto the time spent participating in the meejings
(Dehem & Hudon, 2013). Several SEF customers hgperted such problems, which have often resulted
in a decreased participation in the CMs and, inesoases, in clients dropping out.

In order to address this problem, SEF launchedbagioject in May 2014. In this project, the rulefs
participation in the CMs were changed for some gsoiln other words, the frequency of the meetings w
reduced from fortnightly to once per month, andyoahe representative per group was required to
participate in the meetings.

The objective of this research has been to invagigrhether there have been any significant effects
on the customers’ repayment performance and sdahgviour as a result of these important changes in
the rules of participation in CMs. In particulare\lwave been interested in assessing whether theegd
frequency has led to capital losses and reducetptiige, thus ultimately deteriorating customers’
repayment and saving performance or whether, \écgay the removal of the obligation of CMs attermgan
has enabled clients to use their time more prodeigti thereby improving loan repayment rates and
increasing savings.

Data was collected before and after the intervantimth for the group of customers who underwent
the change and for a control group of customers edrdinued to attend CMs on a fortnightly basis.
Difference-in-differences (DID) techniques werertlused with the purpose of identifying the cauffele
of the CM frequency reduction on repayment perforoesand saving accumulation.

We found that the CM policy changes increased tegayment delays and had a negative impact on
borrowers’ savings. Consequently, a second gahkegbaper has been to investigate what could hadem
this project unsuccessful. To this aim, we condilietesurvey investigation, and this was supported by
text-mining analysis. The results point towards twain reasons for the observed failure: a) theradese
of (within group) self-organization aimed at cothgamplementing the new rules; b) a lack of trastong
group-members, especially for groups whose membefsnot meet frequently outside the Centre
Meetings.

The paper is structured as follows. An overviewtlod literature is presented in Section 2. The
institutional context and the design of the projamt discussed in Section 3. The obtained data are

illustrated in Section 4, while the empirical arsadyis performed in Section 5 and the results ersgmted.

4



The reasons for the failure of the project are $tigated in Section 6. Finally, section 7 concluthes

paper.

2. Literature

Microcredit, the provision of small collateral-frémans for income-generating activities by the poor
has gained importance in recent years as a develappolicy tool (Aagaard, 2011). Since the pooklac
physical and financial collateral, microfinancetingions (MFIs) have set up forms of social guaeas.
The latter are sometimes embedded in the loantstey@s in the case of group lending (Ahlin, 2015)

The group lending practice establishes a closelatiween the social capital of the clients of anl MF
and the success of a microcredit programme. Bowdiéined social capital as “the aggregate of thes
or potential resources which are linked to possessi a durable network of more or less institusiliaed
relationships of mutual acquaintance and recognitiBourdieu, 1986, p. 248). Putnam et al. refeteed
social capital as the "features of social orgaipatsuch as trust, norms and networks that camanep
the efficiency of society by facilitating coordiedtactions” (Putnam, Leonardi, & Nanetti, 199316¥).
The two definitions are not equivalent. The firsfidition highlights the importance of social capitor
individuals, as part of their overall capital (eoamic, cultural and social), while the second urided the
importance of social capital for economic developméocusing on the properties of the social strect
that facilitate (or hinder) a positive social aatigortes, 2000; Wacquant, 1998).

In general, the accumulation of social capitalfgividuals may contrast its accumulation by sogiety
because individuals may exploit it for individualfsadvancement rather than for collective benefigl
in ways that violate social norms or exploit thestrof others (Levien, 2015). In this sense, axisti
networks in a society can represent an obstadleetdevelopment of trust and fair rules.

Social capital was also defined by Coleman as la footmal and informal “social organization”, which
creates value “in aiding one to achieve goals [hrpagh facilitating the provision of public goodbat
is, goods which are not in the interest of anyviiial to produce alone, but which, if providede af
benefit to many” (Coleman, 1988, p. 392). Colematicated, as examples of public goods, social norms
and the sanctions that enforce them, and sociatioak between people based on solidarity, trudt an
trustworthiness.

The enhancement of social capital is usually afeghpct of microcredit, and not the primary objeetiv
of MFIs (Anderson, Locker, & Nugent, 2002). Howeveven though Grameen Bank, for instance, was
established primarily to provide credit to the pdbwas also aimed at creating social capital asans
to achieve the broader goal of alleviating pov€tgwla, 2006). Furthermore, in some cases, theigimv

of microcredit is part of a larger development pobjthat also extends to social capital creatiooutdh,



for example, education, health care and the pramotif the role of women in society (Mirpourian,
Caragliu, Di Maio, Landoni, & Rusina, 2016).

The group lending practice with joint liability wastroduced by the most prominent MFIs, such as
Grameen Bank in Bangladesh and BancoSol in Bolatigdhe beginning of their activities. The prineipl
of joint liability has been examined in detail itefature, and it was considered for a long peegsdhe
main feature of microcredit. When clients voluritaform a jointly liable group, self-selection ofayip
members in the group formation stage helps the tdRhitigate several problems due to information
asymmetries between the lender and the borrowers, ddverse selection, ex-ante moral hazards,
monitoring and ex-post moral hazard. Using thishodblogy, MFIs exploit the clients’ social capital
select safe borrowers (adverse selection problaeoh)ess risky projects (ex-ante moral hazard),daitor
their execution (peer monitoring), and to ensued ghborrower who is able to repay his/her loah dal
so (ex-post moral hazard or strategical defaulblgra). Enforcement of this kind normally takes plac
through peer pressure (Armendériz de Aghion & @nl2000; Armendariz de Aghion & Morduch, 2004,
Besley & Coate, 1995; Ghatak, 1999; Ghatak & Gumend 999; Karlan, 2005; Stiglitz, 1990; Stiglitz &
Weiss, 1981; Varian, 1990).

Therefore, group lending with joint liability hagdn considered as a methodology that enables MFlIs
to obtain higher efficiency in their lending actigs, as well as higher repayment rates. Both e$¢h
phenomena eventually lead to lower interest radesméndariz de Aghion & Gollier, 2000; Carpenter &
Williams, 2010). However, this practice has beeticized because it may create excessive presanck,
discourage reliable clients from borrowing (Giné<&rlan, 2014). In addition, it has been observexd, th
in practice, good borrowers are usually not exdaufiiem access to credit when another member of the
group defaults (Matin, 1996). When questioned, m8angladesh and Uganda, borrowers expressed
dissatisfaction with both paying for others andihgwthers pay for them (Women’s World Banking,
2003). Furthermore, Giné and Karlan (2014), whodoeted two randomized trials in the Philippines,
found that removing joint liability from pre-exiatj groups and randomly assigning new groups teeith
joint or individual liability loans — while maintaing the weekly group meetings — has not a siggnific
impact on loan repayments and default rates.

Recently, the Grameen Bank and other MFIs haveeshifom group lending with joint liability to
group lending with individual liability (de QuidEetzer, & Ghatak, 2016; Dowla & Barua, 2006). The
maintenance of the group lending methodology hgitté the importance that MFIs ascribe to this pract
Attention, even in the literature, has moved frdm tise of the clients’ social capital by the Mfelghe
enhancement of clients’ social capital. Griffin dthaisted (2015), for instance, in their study orvif in
Mexico, found that establishing harmonious socdiddtions within a group, rather than imposing docia

sanctions, enhances borrowers’ repayment rates.



Group meetings are considered as a means of @esataial capital in order to promote good conduct
rules among microfinance borrowers. For exampl¢héncase of the Grameen Bank, group meetings are
used to promote the “Sixteen Decisions”, i.e.,rtlles designed to disseminate good social and egicno
behaviour, hygiene practices, and generally a sehself-esteem and a commitment to self-promotion
among clients (Yunus & Jolis, 2003).

Furthermore, participation in group meetings cap berrowers to establish networks for information
sharing regarding business opportunities, and treisttionships beyond the family. Larance (2001)
illustrated how these meetings enable customeegpgand their networks and facilitate the startipgpti
small economic activities in social contexts in gfhivomen usually only interact with members ofithei
own family. Borrowers benefit from group meetingdifferent ways. For instance, they can learn abou
the availability of school funds, the use of newisgs accounts, share the best practices adoptethby
group members, and even find solutions to persmmddlems. In a research done by the Women's World
Banking (2003) in Uganda and Bangladesh, borrowtis were asked to indicate which features of the
meetings they preferred indicated the social aspsath as the opportunity to share ideas and feam
each other.

Feigenberg et. al. (2014) focused on the relatipnisbtween the frequency of group meetings, as a
measure of social interactions, and the new sagpltal accumulated by micro-borrowers. Studying
Indian microcredit programmes, based on group teneiith individual liability, they found that more
frequent group meetings - weekly meetings vs. mgmtieetings — were associated with improvements in
informal risk-sharing, reductions in default ratasd increased economic cooperation among clients
(Feigenberg et al., 2009, 2010, 2013). Furthernibreas observed that social capital gains contirtioe
accumulate across multiple lending cycles, and végher for clients who started with relatively low
levels of empowerment (Feigenberg et al., 2014).

However, group meetings also involve transactigig;dor both clients and MFIs, which increase with
the frequency of the meetings. The transactiorsdostborrowers include real costs, such as trameon
and fines given because of the absence of a menoloea meeting, and opportunity costs, such atotde
of income due to the necessity of having to ateenteeting. MFI transaction costs include real ¢ssish
as the cost of stationery and books, and oppoytaoats, such as travelling and meeting time osthem
& Hudon, 2013). In order to reduce these costs Association for Social Advancement introduced an
innovation named “pay and leave”, i.e., clients tEave the meeting as soon as they have paid, utitho
waiting until all transactions have been compléwdmen’s World Banking, 2003).

Dehem and Hudon (2013), studying the transactistsaaf Self-Help Groups in rural and urban Indian
areas, estimated that, considering both the oppitytaosts and fines, borrowers' charges are higher
urban areas, both in absolute terms and in rel&idime borrowers’ outstanding loans. Instead,dveers’

transaction costs in rural areas are double thosgban areas, compared to household expenditures.
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However, they estimated that the total transaatasts are relatively small, compared to the avecages
of lending in India, and minimal compared to therage interest rates normally paid by borrowers.

Reducing the frequency of the group meetings calitav MFIs to decrease both the operational and
the transactions costs involved in collecting frergiupayments. However, reducing the frequency ef th
required instalments and of the group meetingsimilly associated with an increase in the defaixdtsy
as shown by some cases in Nepal, BRAC in BanglaaiedtBancoSol in Bolivia (Armendariz de Aghion
& Morduch, 2005, p. 131). Furthermore, Feigenberal.2013) found that the initial frequency obgp
meetings generates persistent results. When thgp gneetings are weekly (in the first loan cycléhea
than monthly, the clients accumulate higher socaital, in terms of interactions with other group
members and willingness to pool risks with themisHocial capital enables them to repay the sulesgqu
loans more punctually, even when all the groupstmeathly in the second loan cycle.

In light of the contradictory evidence provided thwe literature on the potential benefit of reducing
centre meetings, the "Monthly Centre Meeting" ppobject was undertaken at SEF. The purpose of the
project was to: a) reduce the frequency of the @Ms selected number of (treated) microcredit @mtr
b) reduce the number of participants in the mestinghe treated centres. We implemented a quagiaia
experiment in order to study the effects of thiktpexperience while paying particular attention to

borrowers’ repayment delays and savings accumalatio

3. Project design
3.1 Institutional context

The pilot experiment was conducted by SEF betweay B014 and April 2015. SEF is a large, non-
profit MFI operating in South Africa that was fowgalin January 1992 with the goal of fighting poyert
in a sustainable manner. SEF in particular alldvespgoor to increase their income through micro¢sedi
and assists them in the accumulation of savingsrégting an environment where financial serviaes c
encourage business development.

On June 30, 2016, SEF had 138,827 active clien®8j200 groups, with an average outstanding
portfolio of around 294 million rand; 99% of thestomers were women and 70% of the staff was female
(The Small Enterprise Foundation, 2016Jhe headquarters of SEF are in Tzaneen, in thedpm
province. The business is divided into four regidnimpopo, Eastern Cape, Expansion (which includes

North West and Gauteng) and Mpumalanga.

2 SEF’s primary programme is the T8homisano Cregigfamme (TCP), which explicitly targets women wiawve
an income below half the income corresponding ¢optbiverty line.



Loans are disbursed through the group lending nadelbgy (The Small Enterprise Foundation, 20%6).
The groups are made up of five women, who areljoiible for the payment of the instalments. A
potential client forms a group with four other wamé&hen, each of the five members has to applwafor
loan for her individual business. All group membeaise to apply simultaneously. The five group mermbe
are required to guarantee one another’s paymentsolteral is required. The duration of the loafer
4, 6 or 10 months, and repayments are made motiblyever, first and second time borrowers can only
access 4 and 6 month loans, and are required &y feptnightly. These latter clients are in faatl st
considered vulnerable, and with this loan termqydBEF tries to limit the risks related to finandi@bility
for which the clients are not yet sufficiently paeed. This also helps the borrowers to enter into a
perspective of constant and continuous repaymetitran

The loan amount ranges from 1,000 rand to 2,208 fanthe first loan and from 1,000 rand to 22,000
rand for the next (The Small Enterprise Foundatiiii5, 2016). Groups cannot apply for a new loan
without having finished repaying the previous orlRspayments start one month after the disbursement.
The repayment of individual members’ quotes arepied; however, individual members cannot access
further lending until the full amount of the grolgans has been repaid.

Loan transactions take place fortnightly at the @Mere all the groups belonging to the same centre
meet. CMs are in fact held in order to: a) collgayments and issue payment receipts; b) track gavin
deposits, withdrawals and balances; c) approve negpests for loans; d) discuss issues relatedeto th
development of customers’ businesses; e) allowgrewps and new members to join the centre and apply
for loans. The attendance at the CMs by all fiverimers of a group is compulsory: this public plaekph
to limit the misbehaviour of the customers.

The reasons that SEF accepts for not attending at€Nimited to pregnancy or maternity leave, gisie
funerals and mourning periods. However, any absenc be justified by means of a written document
and approved by the centre. It is sometimes negetsaend a representative to replace a personisvho
absent. If a member is absent for reasons otheithfeeaforementioned ones, a fine is imposed. diitiad,
delays are also subject to sanctions, for a miniraomunt of 5 rand.

The repayment procedure during a CM is as follows:

a) The heads of each group are called, one by onfearid over the money to the treasurer of the

centre; the latter also gives the savings bookédtevelopment Facilitator (DF);
b) The DF informs the treasurer of the amount due;ttbasurer counts the received money and
confirms whether or not the two amounts correspond;

c) The secretary of the centre registers the paymemdelay in payment;

3 At the date of the experiment, SEF had starteddiicing individual lending in some branches. Hogrewur
analysis has only focused on those branches withpgiending.
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d) The DF provides a receipt and updates the grogpayment card;

e) Some centres use an alternative method called ¢Dbeposits” or “prepaid methodology”: all
refunds are deposited in a bank account, held By 8&ng the centre code as a reference number.
All the groups belonging to a centre that folloWis tmethodology must pay the instalment amount
into the bank/post office account of the organ@atbefore the Centre Meeting takes place and,
on that occasion, they only have to deliver thgional copy of the deposit receipt. If the group
does not deliver the original copy of the recegpdlelay is recorded;

f) Any repayment portion which is not paid by the efthe Centre Meeting is defined as in arrears;

g) SEF does not receive deposits, although the graupsequired to accumulate savings at the
bank/postal office in their deposit accounts. SBE ho direct control or access to the groups'
saving$, but provides customers with the necessary trgitorbe able to manage an account and
encourages them to save. In 2014, at the end &ihénecial year, the customers’ savings amounted
to 41 million rand (The Small Enterprise Foundati2dl14).

3.2 Monthly Centre Meeting Pilot Project

The Monthly Centre Meeting pilot project was lauedhin May 2014, in order to amend the rules of
frequency and attendance at the CMs. The meetirigsh were reduced to only one per month, tookelac
solely in order to repay the loan instalments agfy the status of savingsMoreover, each group was
allowed to send only one representative, thus wgitihe necessity for the other members to attedd an
leaving them free to devote more time to their besses. Only prepaid centres were selected for the
experiment. The main differences that were intredueith the pilot project are:

— The group could send a single representative; véhemember was present, the whole group was
considered present;

— All the new members had to be present at each GiNitha end of their first loan cycle in order to
become familiar with the SEF’s policies and praged;

— All the clients in a group had to be present atGMewhen new loan applications were submitted and
approved (renewals), or changes to their finaras were requested,;

— There were two General CMs per year (May and Nowijrib which the main objectives and general
guidelines of the centre were addressed; thesdngseatere scheduled for the Centres involved in the

experiment.

4 Clients are required to bring their group savibgsk to each centre meeting, as proof, for the @Rhe actual
deposited amounts.

5 As in Feigenberg et al. (2013), the frequency ektings was only reduced for the treated groupgreds the
frequency of payments was left unchanged, i.ethallcustomers (apart from those in the first logtle) had to
reimburse the instalment once a month.

10



Twelve prepaid centres were selected for the jpitotect and were thus assigned to the group that
received the treatment. As shown in Table 1, 12fggs were present in these centres, which belong to
two SEF Branches: Tlatja and Trichardsdal, botwlith are part of the Central Zone. These branalees
located close to each other and are not far franT#taneen headquarters; this facilitated the mongo

The selection criterion of the treated centres m@srandom, since the SEF Zonal Manager and the
Branch Manager in the Tlatja and Trichardsdal hhasddentified those DFs who, on the basis of their
past performance, could most effectively manageptbgect. Subsequently, the managers, together with
the DFs, selected those centres where the dayeain#eting did not overlap with others, althougls thi
choice should not have altered the randomnessyinvay. In short, the choice was deliberately oeent
towards centres with good repayment performanaerasult of the ability of their DFs. This is apgar
in Table 2, which shows the average performancieflast six months before the start of the project
(November 2013 - April 2014) in terms of attendareavings and delays of the treatment groups. This
result is confirmed by the few, sometimes even zexanthly arrears in payments in the six montherpri
to the start of the pilot scheme. Only the TAB ceiih the Trichardsal Branch lagged behind in M&rch

The pilot scheme came to an end at the end of &pdib. The initial perception was that it had led t
a worsening of the client’'s repayment performar€ensequently, we decided to support the main
experiment with an investigation of the reasongti® apparent failure by means of a survey omaptal
of the clients who had initially been selectedtfa project.

The experiment was implemented over the May 201Apnl 2015 period. The control group was
selected from November 2013 to April 2014 (see sektsection), while the measurement of the effects
on repayments and savings was made from May 202ttib2015. The overall observation period was
from November 2013 to April 2015, that is, from amonths before the pilot scheme was introduced unti
exactly one year after its introduction. Finallyetinterviews with the clients took place in Mayaune
2015.

3.3 Propensity Score Matching (PSM)

In our study, the treated group was not selectedaaly, but a number of variables guided the choice
towards certain areas and centres. These varialelesthe geographic proximity of a branch to thé& SE
headquarters, the clients’ repayment performans@ang accumulation, and attendance at the centre

meetings.

8 Focusing solely on the monthly delays recordeth&n SEF report might lead to an understatementadt) as
reported in Table 3, this is a rare event as tde&®ys are the only outstanding arrears after thiay of the centre
meeting week. These are the only arrears captuyethd official SEF reports. We instead focused bosée
repayments that arrive a few hours or days afterQffficial Centre Meeting, which are not reportediie SEF
archives because they are often recovered in & pbood, and therefore are not included in theredrawn up by
the headquarters.
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As a solution to the non-random selection of teatid group, we decided to identify the controugro
through matching methods, given that the infornmatdated to both the excluded units and the dfloca
mode of the benefit were known. The method is baseithe idea of combining each treated unit with th
most similar non-treated unit according to the olmsgle characteristics, which should plausibly élated
to the selection mechanism and outcome variablesreed in the pre-treatment period.

Rosenbaum and Rubin’'s PSM technique (1983) wasteddpr the construction of the control group.
The Propensity Score (treated or non-treated)egtbbability that a unit is assigned to the intation
on the basis of its characteristics prior to treattinThe subjects selected through this procedurdev
the ones most similar to the actual treated sufjjsotthat the treated and the control groups afmhyse
compared to evaluate the effects of the treatment.

We treated the Propensity Score as the probabiitgceiving the treatment conditional on a set of

covariates, formalized as follows:

EX) =Pr[z=1|X] Q)

where zis a dummy variable that equals 1 if the crediug is undergoing treatment, and 0 if it represents
a control groupX; is a vector of the covariates observed for eacthefinvolved groups. K() is the
conditional probability, for a given group, of bgiexposed to the intervention<t), given the observed
vector of the covariates.

The propensity of exposure to treatment is estichaging a logistic regression model on the observed
data. The Propensity Score, indicated b¥)b(is a function of the observed covariates, sd tha
conditional distribution oK, given bi), is the same both for the subjects undergoirigtaervention (z1)
and those belonging to the control groug@z Alternatively, the covariates are orthogormethte status

of the treated or non-treated group:

Xi Lz|b ) (2)

In situations that do not involve the use of randmation, it is assumed that the treatment assighmen

is strongly ignorable, given the vector of covasatX —, if the following two conditions are met:

(Yi (1),Y: (0) L z | X (3)
O0<Prz=1|X] <1 4)

whereY is the response variable of the experiment. Tis fiondition states that the allocation of the

treatment conditioned by the observed covariateglspendent of the effect of the treatment. Tloeisd

12



condition instead states that each person has aeronprobability of receiving the treatment. The
verification of these conditions allows us to obtanbiased estimates of the treatment effect tubkened
in the impact analysis.

It is worth noting that the calculation of the Peopity Score should only include variables thatewer
measured in a period prior to the treatment, ottserthey could be affected by the treatment. Comgar
the similarity of the treated groups with the uatezl sample is a critical step to obtain feedb&ckitthe
successful implementation of the PSM. We compahedaverage and the median of the continuous
covariates and the distributions of those thatcategorical between the treated and the controlTéet
standard deviation was instead used to compai@vgrage of the continuous or discrete variablesdet
the treated groups.

The data needed for the implementation of the PRdvewollected from the SEF database, which is
made up of monthly reports that the institutiorvebaip and uses for its assessments. This PSM @nalys
was conducted at the centre level, because theh@&selected the centres for the whole treatmaht an
not individual groups belonging to different arefise methodology provides an exact match of 1 o 1:
attaches one and only one control unit to eachetdeanit whereX; are as identical as possible.

The control group was drawn up by selecting thésunbm a larger pool of 72 centres. It was bujit b
satisfying the usual 1:6 ratio of treated and adntnits and by applying a pre-selection at twceley
geographical and methodological. The geographiced avas limited to the Central zone, which was
formed by seven branches: Burgersfort, Dzumerkitede, Phalaborwa, Sekgosese, Tlaja and Trichlarsda
The preselection was also limited to prepaid centleecause these were the only types of centres
considered for the pilot changes. Moreover, theayegnt dynamics during the Centre Meetings are
different for the prepaid and cashbox centres.

We adopted a PSM without replacement and chosedhrest neighbour criterion. This policy is part
of the “greedy criteria”, because the choice ofdbetrol unit that is closest to the treated oraios once,
without minimizing the overall measure of the dista between the units. As mentioned above, the
variables used for the calculation of the PropgriStore refer to a period prior to the introductadrthe
pilot scheme. We built a cross-section with thesobations equal to the average of the variabléstefest
in the six months before the change, that is, fimmember 2013 to April 2014. In addition, as stadda
practice, we included the outcome variables inntla¢ching criteria. This would have reduced the agk
unobserved confounding factors. The variables wealin the PSM are the following: a) Distance from
the headquarters; b) Loan Cycle; c) Attendancesati€ meetings; d) Centre savings balance; e) Month
arrears; f) Dropout rate.

The choice of these variables was in part dicthtethe necessity of matching the measures SEF used
to identify the best-performing centres. We addhedlioan cycle to these variables in order to accfmin

the experience accumulated by the customers, inst&f money management. We also introduced a

13



geographical distance variable (Distance from thadquarters) to take into account the fact that the
selection of the treatment group affected the esrttnat were closer to the SEF headquarters.

Table A.1 in the appendix reports the percentagenpfovement for each balance measurement at
various steps of the procedure. Figures A.1l. arl akld further details on the equality between the
distributions of the variables involved in the PSivid compare the control group with the treated one

Applying the PSM, we obtained a control group mageof 12 centres divided into three different
branches: Dzumeri, Letsitele and Sekgosese. Bgduating the “Loan Cycle” and “Distance from the
headquarters” variables, we were able to narroveliogce and select three out of five branches.tél tf
125 groups were involved, while the DFs amounteskteen.

Table 3 provides the details of the selected cbo#ntres. We have also reported the performance in
terms of participation, savings and number of as;ga the same way as for the treated group (Téble
The data refer to the previous six months befoeestiart of the project (November 2013 - April 2014)
Simply comparing Table 4 with Table 2, one cana®that the distribution of the number of delaythim
control group is virtually identical to that of theated groups, and this confirms what was arstenh by

the nullity of delays. However, the savings deviatitle more.

4. Data

After collecting data from the microcredit registeand additional details from the survey, we huiti
different datasets: one related to the Repaymehnedides, and one related to the survey conducted on
both customers and DFs. The first dataset was st with the aim of measuring the impact of e
in the frequency of CMs on customers’ repaymentsauing performance. The second dataset was used
to understand the reasons why the pilot schemebildeen successful.

The survey was carried out in May 2015, when tHet giroject had already run its course. The
administrative data needed for the analysis rarigegd November 2013 to April 2015, covering a six
month period before the start of the pilot projddty 2014) and twelve months after its beginniry,&
total observation period of one year and a halfth collected administrative information was takem
digitized paper documents, because the frequenttyeafata available from the SEF’s digital archiwes
monthly or was only available aggregated at théredavel.

4.1 Repayment Schedules
The Repayment Schedules are paper forms that eaahust fill in manually during the CM. These

are the official records of the CM, and they musitbmpleted both during the repayment meetingst (fir
meeting of the month) and during the fortnightlyatieg (second meeting of the month). They conthin a
of the information, divided by group. The groughs unit of observation in our empirical analy3ike

Repayment Schedules report, in particular, the namdecode of the centre, the date when the meetings
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take place, the identification number of the grotlfg number of participants per group, savings, the
amount due and the amount actually paid. The Repay®chedules, filled in from Monday to Thursday

during the centre meetings, are submitted by thedtRe Branch Manager on Friday, when the Branch
meeting takes place, and then sent to the cenk&&l d&fice, where data punching of the relevant

information takes place.

The data on savings include both the savings a¢d@liance and the amount saved during the fortnight
between one meeting and the next. We opted fornatysis of both variables in such a way as to
compensate for any possible information gaps endzkddeach individual measure. In sh&tyBalance
coincides with the balance of the group's savirgg®ant, and therefore accounts for both deposids an
withdrawals. It indicates the overall saving capaaf a group. Being able to save money with
perseverance and not dissipating it for personalisiglso considered by SEF as an educationakdool
increase self-awareness. This variable may comtaimargin of error (although limited), because i ca
happen that some movements are not recorded inotle due to the oversight of the DF. On the other
hand, FNSavings reports the fortnightly amount saved and decldrgdhe group during the CM, and
verified by the DF in the savings book, where, tesithe balances, deposits are also recoFddshvings
only includes deposits, and does not report witlhdis. FNSavings is a fairly reliable variable, in terms of
the customers’ commitment to constantly saving ngone
4.2 Deposit slips

Deposit slips from each group are attached to #galRment Schedules. They are the receipts issued
by the banks/post offices that receive the cashh®ipayment of the instalment. The DF has the thuty
collect, preserve and deliver the deposit sliptheoheadquarters at the end of the week, alongtivith
Repayment Schedules. All the information containedhese slips, as well as that included in the
repayment schedules, was digitized by the authiinese reports were particularly relevant for our
purposes, since data on intra-week delays is aceable elsewhere.

In fact, according to SEF's policy, group membertstipay the instalment before the start of thereent
meeting and submit the deposit slip to the DF duthie meeting. If this does not occur, the group is
technically in arrears. However, since reconciatof information and transactions occurs on Friday
during the Branch meeting, the DFs have time tovecthe outstanding arrears from Monday to Thyrsda
and update the repayment schedules, which withée sent to the head office. Therefore, arreacs/ered
by Thursday (or before the repayment schedulesemeto the head office) will not be indicated lie t
official SEF reports. It may therefore happen tagtayment due on Monday is actually collected on
Thursday, without any delay appearing in the Repayrchedule.

This method of identification of delays unquestiolgadiscriminates between customers of different
centres, as those who have the meeting schedulstboday are granted up to four days before theahctu

delay is registered in the SEF archives. Insteemjgs with meetings that take place on Thursdagato
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share this "privilege". In short, SEF only considiérose delays that exceed the week of the CM ,hyhic
has emerged, are very rare events.

Abandoning this logic, we decided to consider ajjpents that occurred after 2 pm on the day of the
CM (DelayW), the time at which all meetings had surely endedlate paymentsThe arrears, even if
recovered within the same week as the CM, stillagpnted a source of additional costs and chakenge
the CM might have lasted longer in an attempt 8wikee the problem, and the DF might have invested
time and effort in the following up and recoverytibé arrears. Deposit slips are the only docunieois
which the exact date and time of the actual payroantbe verified.

The paper-based information of the Repayment S¢éednd deposit slips was digitalized, and a panel
composed of 5,653 units with group-based obsemsfja total of 262 groups) was formed for a peabd
18 months (November 2013 - April 2015). The panaswot balanced, because the composition of the
centres had changed over time due to new groupadipined or groups dropping out at the end ofrthe
loan cycle. A description of the variables includedhe database can be found in Table 5, whilddbis
conducted for testing equal mean and varianceep@rted in Tables 6 and 7.

4.3 Survey

In order to investigate the reasons behind the tivegampact the project had on clients’ delays and
saving performance, a survey was carried out oh tha treated and control groups. The questionnaire
focused more on the qualitative side of the pitbtesne rather than on quantitative issues.

Atotal of 255 women were surveyed. All the treatedtres were covered, for a total of 161 customers
while only six centres belonging to the controlgygdDZAC, LTAM, DZAF, DZAB, LTAD, DZAY) were
visited and 94 customers were interviewed.

The questionnaire, in its final form, was compoeé@2 questions. These questions can be classified
into three broad categories: personal informatielationship between members of the same grauml
guestions that focused on the role of the CMs hagilot scheme.

The interviews took place in the second half of May during the first week of June 2015. In theesam
period, another survey was administered to the ibN&ved in the pilot scheme. It contained question
related to both the management of the programmettangroblems encountered in enforcing the new

rules.

7 All the CMs at SEF are scheduled to take pladeeeiat 8 am or at 12 am and normally last no mioae tL hour
and a half.

81n this section of the questionnaire, we includedstions designed to understand the intensityeofeciprocal trust
between the different members of each group as#ifiect may have influenced the meeting parti@patynamics.
In fact, as suggested by the Branch Managers, sammeepresentative members continued to attendCrdre

Meetings despite being granted permission nottemdtin order to focus more on their job activities
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5. Empirical analysis

5.1 Methodology

Given the quasi-experimental nature of the pildtesce, we conducted the empirical analysis using

DID technigues. We initially estimated the followimodel®

Yi=a+ B1 ITT: + Bz break; + Bs (ITI't* breaK) + &it (5)

whereY; is the outcome, in terms of delays and saving\iehbg of microcredit groupat timet; ITT is a
dummy variable that takes on the value 1 if a glisyart of a treated centre and 0 otherwise dbisstant
over time and varies between centi@gak is a binary variable that represents the periodbskrvation
(1 post-treatment, 0 pre-treatment), it is the stonéhe treated and the control group but varies cime.
Note thatITT denotes the intention to treat rather than theahdteatment effect, because groups
selected for the pilot scheme were allowed to serigd one member to the CMs, although this rule was
not made mandatory. Finally, the interaction téfm* break; identifies the effect of the treatmentis a
zero-mean error term which is assumed to be noyrdatributed.
In (5), thePs parameter measures the effect of the introduatfahe treatment on the outcome variables,
and it can be interpreted as the difference betwsepre and post variation of the dependent vieritio
the treated groups, compared to the counterfactual.
As a further step of the analysis, we considereddle of the covariates and fixed effects. Wenested

an augmented model with the same structure as (5):

Yie =i + A+ B2 ITT: + Bobreak; + Bz (ITT*break)) + Ba Xic + €t 6)

whereX; is a set of covariates that has the aim of cdimigpfor the initial differences observed between
the two groups (see Table 5). The use of covariales allows the precision of the estimates to be
increased, with particular reference to the roléheffactors that may explain the initial perforrmamgap
between the two groups due to the non-random sahedn this specification of the model, there also
two fixed effectswi, which refers to group-effects, akglwhich denotes time-effeéts

It is reasonable to suppose that, if the introdunctf new rules of conduct for CMs introduced some

changes, these were primarily related to the custsfinancial performance, in terms of timely repeent

® The usual requirements regarding the presenceofrmon trend are assured thanks to the use ofte@Miques

to define the control group. In addition, we penfied both Levene tests for equal variance ands-fesequal means
(see Tables 6 and 7, respectively).

10 After conducting Hausman (1978) tests, we dectddckat the specific effects as random. Regresgienformed

using the within estimator (see Baltagi, 2011 fetails) are available upon request.
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of the instalments and saving capacity. Unfortugat® data are available to separate the effeth®f
reduced frequency of participation in meetingttghdance) from the effect of the reduced number of
participants, as when the representative membeatrefated group was present at the CM, all of thapm
members were recorded as present, but the actodleruof attendees was not recorded. However, we
know that handling the presence at CMs was chaligrfgr both the customers and the DFs. These &spec
will be dealt with later on and supported with adesations drawn from the survey data.

As far as the outcome variables are concernedpweséd on the changes that occurred in the amounts
repaid with delaysOelayW), on the pattern of the saving balance, as regartethe group registers
(SavBalance), and on the data regarding the fortnightly savinfjows (FNSavings). As previously
discussed, we decided to concentrate on intra-we&lys because there were almost no monthly delays
and they would not have been particularly infornti

Driven by the reasons that underpinned the intrbolicof the pilot scheme, we expected that a
reduction in the meeting frequency would have aldygroup members to focus more on their own work,
thereby helping them to increase their revenueghwdhould have been reflected in a decreasing eumb
of delays and increasing savings. This, howevanrtradicts the claims by various scholars who exgldi
that the success of microcredit programmes wasaline benefit of the activities conducted durindplic
and frequent meetings (Feigenberg et al., 2009),22013, 2014; Larance, 2001). Thus, if the poténti
advantages of the reduced frequency of CMs weseDfffy a reduced intensity of these benefits, dioty
social capital, the impact of the policy changey tma adverse. The balance between these two effects
left to empirical measurement.

5.2 Results

The estimates of the effects of the change madbetdCM operating rules are reported in Table 8.
Panels 1-3 differ in terms of the estimated outcotne amount paid late, the saving balance and the
fortnightly savings. We have displayed the key peirs of the two regressions for each dependent
variable: one reports the results of the specifioahat includes$l T andbreak, along with their interaction
term (column (a)); and the other reports the outofra more comprehensive model that also incltiues
covariates (see Table 5) and group-specific effectsimn (b)). All the dependent variables, as aslthe
other continuous measures, are taken in logs mgmécifications. Robust standard errors were cospu

The treatment effect on weekly delay@elayW)! is shown in panel 1 in Table 8. The coefficient
associated with the teri T¢*break; is always significantly different from zero andsfitve in both the

parsimonious specification of column (a) and in svgmented version of column #B)The parameter

11 Using a binary variable indicating the frequenéylelayed repayments instead of the delayed amquotsdes
similar output in terms of parameter sign and digaince. The outcomes are available upon request.

2 |n panel 1 in column (b), we controlled the amoahthe instalment, the saving balance (to accdonthe
possibility of using savings to deal with shockatthight prevent repayment), the day of the weekmtihe CM
took place, and the loan cycle (as a proxy of agiexperience in managing loans).
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reported in column (a) suggests that the estinqadédy changes in the organizational structurdnef€Ms
increased the delayed amounts repaid by 89%. Hawthe comparison between the two specifications
in columns (a) and (b) immediately points out tbke rof the control variables and shows more precise
estimates and a better goodness of fit, as th@m&of this analysis is represented by variablasiwdre
subject to very unpredictable idiosyncratic phenomeA more reliable parameter in column (b) thus
indicates that the introduction of the new rulebte a 50% worsening of the instalment amountsidepa
late; this can be considered an important signal, @oints towards a negative evaluation of thetpilo
experiment.

In panel 2 in Table 8, the dependent variableadb#dance of the group’s savings accoGavBalance).

In this case, the effect of the treatment is negaind statistically different from zero in botlesjications,
thus indicating a reduction in the amount of sasimgluced by the pilot scheme. The estimated ef$ect
almost the same in columns (a) and (b), thus itidigahat the pilot scheme induced a 17-18% reducti
in the savings balanééAlthough such a reduction may correspond to verglsamounts, given the small
entity of the accumulated deposits, it represectsnaiderable sum for people living far below toeqrty
line, such as the target clients of the SEFs.

As regards the estimated effect on fortnightly sgsifFNSavings), reported in panel 3 in Table 8, the
interaction term is not significakt.However, the combined results of the regressionshe savings
balance and deposits suggest an interesting coasate Since the saving balance has dropped esudt r
of the change in the meeting rules, but the depdsive not been affected to any great extent, ane m
infer that the cash withdrawals have increased.

There are two possible explanations for this: sinceme may plausibly be split into expenditur@rio
repayment and savings, either income has fallersamithgs have been used to repay the instalments, o
expenditure has increased. In both cases, theregde rather worrisome, and indicates that eveagh
some members successfully saved time, thanks toetivey established rules, this time was not fruigfu
devoted to job activities. Pushing this interpretateven further, one may even conclude that sihee
individuals were endowed with extra time — whiclesloot seem to have been devoted to working aesvit
— the cash withdrawals were used for personal esgsear even for leisure.

Although the logic behind the pilot scheme wasd/alnd reasonable, our analysis has confirmed that

establishing compliance with specific rules conoegrnthe attendance at CMs, and spurring virtuous

13 The control variables are the amount of the Idha,average age of group members to account fosahiag
capacity, fortnightly savings, and the average nemaf loans previously obtained by the group membEhe latter
three measures are all intended to capture a gg@apability to accumulate savings over time.

1 According to Table 5, the average savings balam&719 rand, which corresponded to 178 Euros9ér 1S
dollars at the date of writing this paper. Theraated decrease is thus 32 Euros (36 US dollars).

15 We have included the balance of the saving addoucolumn (b). We have also added the amounhefidan,
the average age of the group and the average nwhhlmams granted in favour of the group members.
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dynamics among the participants, are relevant eiesnéor the proper operation of a microcredit
programme. With specific reference to group lendimgr estimates tend to confirm the preference for
standard (high frequency) practices, for whictttadlimportant steps, including the repayment phake,
place during group meetings. Centre meetings seeefféctively stimulate the accumulation of social
capital and, in the pilot scheme, this elementddraut to be more valuable than the purpose of mgaki

borrowers save time to dedicate to their own ecoo@ctivities.

5.3 Robustness check

In this section, we check for robustness of theiptesly presented results, paying particular aibent
to the identification of the treatment and to tbenposition of the control group. First, in orderstgpport
the previously achieved results, we have providedemce of the existence of a common pre-treatment
pattern between the treated and control groupsudfiranean-equality tests (see the beginning of this
section). The presence of a control group thasisimilar as possible to the treated group, obthina
PSM, should have allowed the pre-treatment trettdeobutcome variables to be identified separditen
the effects of the treatment.

Moreover, although the key assumptions of the nuttogy seem to have been verified, a known limit
of the DID design is the sensitivity of the resuitsterms of consistency of the estimated standanats.
Bertrand et al. (2004) showed that many DID appibcs deal with a substantial auto-correlationhaf t
dependent variable. A serial correlation does remtessarily influence the magnitude of the average
estimated effects, but could underestimate thandsird errors.

Such a potential problem led us to examine theilplessxistence of inconsistent standard errorsun o
estimates. To do this, we worked out a placebadssstimate the relevant equation using fictitituses
of intervention”. In practice, observation unite assigned to the control group through a randar pi
from a uniform distribution and/or by randomly @gsng a pre and post-intervention period. This eiser
is repeated several times, and new assignmentgeasrated from the same dataset at each roune of th
simulation.

Since the OLS estimates produced consistent stdregtesrs, we expected the null hypothesis of no
effect 3z = 0) to be rejected. For instance, a thresholtl @5 for the absolute value of the t-statistic was
expected to occur approximately 5% of the time e@ithat we generated non-real and completely random
interventions, we expected to observe a null effAchigh rate of rejection of the null hypothesss i
indicative of possible non-parallel pre-treatmeantls and therefore of biased estimates of thakefiect
of the treatment.

We proceeded by first altering the dumifiyl’ that identifies the treated groups from the cdrdes,
then changing only the dumrbyeak, and finally changing both. Table 9 reports tlaefion of simulations

in which the absolute value of the t-statistic assed to the parameter IBFT* Break is greater than 1.96.
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We found that the null hypothesis of no effectgigcted very few times. We can therefore be seffitty
confident that the standard errors of our analgsés consistent, thus confirming that the effecthaf
introduction of the pilot scheme has not been aesgful experience in terms of financial perforneaot
the SEF clients.

6. Understanding the reasons for the failure of théMonthly Centre Meeting" pilot scheme

Apparently, the introduction of voluntary particijpsm defeated the purpose of the pilot scheme.
However, this alone is not enough to explain thesewning in the repayment performance and saving
accumulation, since, in a hypothetical worst sdenimo one had complied with this rule, nothinguld
have changed, compared to the pre-treatment penigérticular, this cannot explain why the fortmily
savings did not decrease but the saving balandepdaisibly due to an increased amount of withdiawa

During the months of the pilot scheme, many custsrdeclared that some members of their group did
not pay or forgot to do so, thus creating delays ankward situations for all the other memberstht
same time, since reducing the frequency of the BEE&tings also reduced the frequency of checking the
amount of accumulated savings, we can assumehdetrease in the saving balance of the treateghgr
stems from not feeling the pressure of having o righteous behaviour, which would have been
stimulated more in the case of more frequent mgetin

Furthermore, the empirical analysis suggests fegpilot scheme did not work from either an ecormomi
point of view or from its practical management pafview. An attempt was therefore made to undet
the reasons for these weaknesses. We conductedsey sa the rural villages where SEF operates,
interviewing both the treated customers and théoowsrs belonging to the control group. In additiae,
also interviewed the DFs involved in the changesrder to establish their level of knowledge alibet
pilot scheme and the way they managed the MontBijti€ Meetings project.

The analysis was based on a categorization ofrib&exs through text mining techniques, which can
provide an objective coding of open-ended responsesencoded all the answers in as exhaustive and
exclusive categories as possible, depending offréq@ency with which keywords were present among
the provided answers. The categories are discuis$bid section, but only those that are usefxplain
the reasons for the failure of the project andrtvigle hints, in terms of possible new changehefGM
policy, have been extrapolated.

6.1 Understanding of the rules and the reasonsfor the pilot scheme

All the questions present in the survey are reploiteFigure A.3 in the appendix. Question 17, in
particular, was aimed at verifying whether thetedacustomers had correctly understood both tless rof

the pilot scheme and the reasons for its introdacti
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The understanding of the pilot scheme has beegsathin order to distinguish between those who had
declared that they had understood the new rulegtemceasons for their introduction (133 custonoers
of 157 respondents) and those who had not (theinéma26). We also investigated the degree of
understanding of each specific change. Differemelke of understanding had been created: the first
included customers who appeared to be familiar ttth (i) the reduced frequency and (ii) the reduce
number of participants at the CMs; the second delithose who declared they had only understood one
of the two rules and had specified which one; thedtrefers to women who simply declared they had
understood the programme, without detailing whiale rthey had in fact understood. The remaining
category was made up of those who had failed terstand both rules. The latter group consistechbyf o
22% of the respondents. Therefore, we can reaspnabl that a lack of knowledge of the rules of th
pilot scheme should not have represented a keyegleaf the observed failure.

Although, in principle, the two main changes wer®wkn, several elements that emerged from the
answers to other questions showed a lack of uratelistg of both the way these new rules should have
been implemented and of how the new dynamics tlese wreated after the change should have been
managed. Several issues in fact arose concerningdimt about the rotation of representative mesber
and the need to show the payment receipt to narseptative members. This can be interpretedacska |
of capability of implementing the new mechanisnastipularly at the group level. Indeed, the pilchieme
did not explicitly require a fixed representatieedie identified, but it was instead intended towalgroups
to implement a rotation or whatever they considexgithble for their needs. Apart from this, it didt
even require that the payments at the banks/pfistefvere to be made by the chosen representatied;
member could have made her own payment and ddiivbesreceipt to the representative.

We also analysed how the knowledge and the subgecpinion of the SEF employees involved in the
implementation of the pilot scheme may have infagehits outcome. To this aim, we also interviewad o
Zonal Manager, one Branch Manager and the fivedfise treated centres. Although they acknowledged
several benefits of the new rules, such as a malerly conduct of meetings with fewer people being
present, and the possibility of obtaining more timelevote to other activities, such as follow-uigits,
the majority of employees expressed a prefererddéostandard methodology. This may be indicative
the DF’s lack of trust in the self-organizationliskof the customers, which actually seems to beagon
for the failure of the pilot scheme. This couldcalsave influenced customers, and somehow have
demotivated them.

6.2 Participation in the Centre Meeting: why did customers participate in the meetings despite not being
representatives of the group?

The general rules of the pilot scheme did not prewen-representative members from taking part in
the CMs. In fact, most of the interviewed womenestahey participated in the CMs every now and then

even though they were not the representative mesn@erly 21% of those interviewed never attended the
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meetings. Then, why did the customers still goh meeting places? The reasons that were given were
mixed, and included the need to replace or helpdgpeesentative, as well as the habit of goingheres
ideas and experience with other groups. Of alt¢lasons, the highest frequency (35%) was fountiter
pleasure of attending and seeing what happensgiomietings”.

However, even the issue related to the mutual énineing members of a group is a possible explanation
for the abnormal rate of participation. We includet specific questions in the survey to invesegiie
degree of mutual trust (questions 11 and 12). Tirst &sked whether the interviewee trusted her
companions. Only 1% of the respondents stated fmath”, 11% said “enough” and the remaining
respondents answered they trusted their peersowelfsimilar frequencies in the answers to thersgco
question, which reversed the relationship of tarsd investigated how the members of the group were
likely to trust the interviewee. We found a biaw#nds a "courtesy response”, and this preventéchos
identifying a low level of trust among members ademr cause of continued participation, and tlueeef
as being responsible for the failure of the pitdieme.

Although the answers to these questions tend tlu@sdrust from the reasons for the failure of the
pilot scheme, we believe that the answers to ajbestions show a low level of confidence among the
members of a group. In particular, very vague anslilke "to see what happens"”, "the representatbes
not provide proper feedback" or "we are not upatedn the behaviour of the other members" stde
the doubt regarding the presence of a certain lefvéistrust among group members. Trust cannot be
contained in a rule; it is cultivated over time asitbuld not be underestimated in a group lending
environment.

6.3 The Centre Meeting as a place of socialization: how often did the members of a group meet with
other members?

The Centre Meeting is not only a place where boergwnake financial transactions; it is also, and
primarily, a place of socialization, which shoultb& people to increase their social capital: costes
exchange ideas, share experience and solve proltgether. Depriving them of this opportunity, and
having received negative feedback concerning difiies with the organization of payments within the
group and other related problems, may be a sympfdhe absence of meetings outside the centre hwhic
in turn indicates a lack of self-organization bg tiroups. In fact, customers could and should bawply
met outside and before the CM to reconcile alpiagments and balances, and/or to discuss theilgmsb
Their answers to the survey confirm that, in someumstances, this did not occur.

The questions pertaining to this context asked tmamy times a client met with the rest of the group
outside the SEF meeting, and if the frequency es¢hmeetings had changed during the last yeaeof th
pilot scheme. Although 63% of the respondents dtiditey saw each other outside the SEF meetingplace

more often, 37% of them said they met less oftens showing they had not been able to create other
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opportunities for discussion and coordination. phesence of the latter group in the pilot schenmnot

be disregarded, as it may have significantly arghtieely affected its success.

7. Conclusions

SEF Centre Meetings are periodic events that gather all the memberh®fgroups belonging to a
microcredit centre every fortnight. Groups join theetings to repay instalments and to access reavg o
but centre meetings are also important placesaszation and discussion. In the literature, fileguency
and the attendance at these meetings is largetiassa proxy to estimate the extent of the cliesusial
capital. Some studies show that a better repaypedrmance is associated with a higher attendance
these meetings. However, group meetings also reprras opportunity cost and a real cost for clierits
are called upon to participate.

SEF has witnessed the awkwardness that is caus#te lmompulsory attendance of its customers at
Centre Meetings. In fact, some of the CMs recoqueat participation and a high number of dropouts. |
order to address this problem, SEF launched a pitgect, entitled "Monthly Centre Meeting", in May
2014 to change some of the rules pertaining todheduct of these meetings. The frequency of thdinmgse
was reduced from fortnightly to monthly, thus eliaiing the second meeting of the month. The mangato
participation of all group members was also relaxaw only one representative member was asked to
attend the meetings.

The objective of the present research has bearvéstigate whether policy changes had some impact
on in the clients’ repayment performance. We haeaslihe DID methodology to compare a treated group
of borrowers, previously defined by the CEO of 8ieFs, with a control group, selected by means of
Propensity Score Matching techniques. The obtaiasdlts confirm the failure of the pilot schemetd.a
payments increased and the balance of the savooyats actually dropped.

In the second part of the analysis, we focusedhaading light on the reasons for this failure. The
reasons can be summarized as follows: i) the npresentative members still wanted to participatidaén
meetings and thus lost time that could have beentsm their business; ii) the programme lackeditet
rules that could have ensured its correct impleatant?; iii) the pilot ended up by deteriorating, to @ar
extent, the repayment performance of those grdwgiiad no other opportunities to meet, thus canirfig
the importance o€entre Meetings as a place of socialization and discussion.

We conclude that, in the case of SEF, the highstsaaf reducing both the frequency of meetings and
the number of participants were not offset by grebenefits. Furthermore, we believe that simplel] w

explained, and stringent rules are needed whereimghting policy changes of this kind. For examiple,

6 Such as pointing out that non-representative mesnivere not obliged to deliver money to the repnestéve
members, they could have simply gone together ¢obtiink, made each individual payment, and pickedhap
(collective) receipt to be delivered by the repreative member at the meeting.
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the specific case of SEF, a “main” repayment megetirpen to all the customers, and then the limited
participation of one member per group in the secowting of the month (when payments are not
scheduled) could be proposed. In general, we stifgeeaeed to closely monitor all customers airil
stage of the implementation period in order to oware organizational problems, such as those refated
the lack of trust among group members. Finallig @ssential to promote a high degree of compliavitte

the new rules.
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TABLES

Table 1 - Treated groups

Branch DF Centre No. of Groups
Tlatja Sarah Hlungwana* TJAK, TJAL, 11,11,8
TJAN
Rebecca Mogotlane TJBY, TIDG, 8,9,4
TJDE
Trichardsdal Rachel Maimela TAT, TDA, TAC 11, 12,9
Paulinah Mathye TAX, TAB, TAR 8, 18, 16
Total 125

* Sarah Hlungwane was replaced during the piloesahby Leonard Mashaba.
Source: SEF archives.

Table 2 - Attendance, savings and arrears: Treatedgroups

Centre Attendance Savings Number of
Monthly Arrears

TJAK 65% R 28,467 0

TJAL 67% R 42,112 0

TJAN 72% R 29,101 0

TIBY 86% R 58,653 0

TIDG 45% R 10,054 0

TJIDE 82% R 10,976 0

TAT 76% R 24,019 0

TDA 60% R 15,445 0

TAC 77% R 23,996 0

TAX 66% R 15,549 0

TAB 48% R 44,985 0.17
TAR 55% R 25,051 0

Source: SEF database.

Table 3 - Control groups

Branch DF Centre No. of Groups
Dzumeri Raldah Ngobeni DZAB, DZAF, 97,11
DZAE
Humbelani Tshikoliso DZAY 10
Dinah Tsie DZAC 13
Letsitele Livhuwani Nemavhola LTAF, LTAA, 12, 10, 16
LTAD
Bridgette Masafo LTAQ, LTAC 3,8
Mavis Chepape LTAM 4
Sekgosese Gloria Mnisi SBJ 9
Total 112

Source: SEF database.
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Table 4 - Attendance, savings and arrears: Contrajroups

Centre Attendance Savings Number of Arrears
DZAB 72.00% R 33,823 0
DZAC 78.00% R 28,731 0
DZAE 78.00% R 27,448 0
DZAF 69.50% R 15,639 0
DZAY 83.00% R 29,498 0
LTAA 67.50% R 39,160 0
LTAC 74.00% R 18,745 0
LTAD 76.00% R 27,609 0
LTAF 58.00% R 17,317 0
LTAM 42.50% R 8,121 0
LTAQ 39.00% R 5,139 0.17
SBJ 80.00% R 24,993 0

Source: SEF database.

Table 5 - Descriptive statistics

Treat  No. of groups Mean Std. dev. Mean Std. dev.

Amount Due 1 1,104 2,316 3,008 90.55
0 752 2,526 2,692 98.19

SavBalance 1 1,103 2,718 2,878 86.64
0 751 3,055 2,526 92.17

DelayW (>0) 1 44 3,061 3,340 503.49
0 79 3,595 2,558 287.82

DelayM (>0) 1 2 490 680 480.50
0 3 367 549 317.14

FNSavings 1 1,104 191 170 5.13

0 752 203 122 4.46

Source: SEF database.
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Table 6 - Levene Test for equal variance

F Sign.
Amount Due 0.200 0.654
SavBalance 0.898 0.344
DelayWw 9.432 0.003
DelayM 0.178 0.701
FNSavings 8.523 0.004

Alpha=0.05. HO: equal means across groups. Petig8013 — 4/2014.

Table 7 - t-Test for equal means

Variable t Degr. Sign. Diff.in  Diff. Std Confidence interval
Freed mean dev. for the difference
om (95%)
Inf. Sup.

Amount Due  Equal var. -1.542 1,854 0.123 -210 136 -478 57.25
Diff. in -1.574 1,723  0.116 -210 134 -472 51.70
var.

SavBalance Equal var. -2595 1,852 0.010 -336 130 -591-82.11
Diff. in -2.659 1,737 0.008 -336 127 -585 -88.28
var.

Delayw Equal var. -0.992 121 0.323 -534 538 -1,599%31.56
Diff. in -0.920 72 0.361 -534 580 -1,690 622.52
var.

DelayM Equal var. 0.228 3 0.835 124 544 -1,607 1,855
Diff. in 0.215 1.882 0.851 124 576 -2,508 2,755
var.

FNSavings Equal var. -1.597 1,854 0.111 -11.53 7.22 -25.702.633
Diff. in -1.697 1,848 0.090 -11.53 6.80 -24.86 1.799

var.

Alpha=0.05. HO: equal means across groups. Petig8013 — 4/2014.
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Table 8 - Effects of the pilot scheme on the repayent delays, Saving balance and Deposit®lID

estimates
Table 8.1 Dependent variableDelayw
(a) (b)
ITT*Break 0.893 *** 0.504***
(0.122) (0.121)
Constant 0.821 *** 1.308
(0.077) (0.878)
Covariates NO YES
Obs. 5,653 5,653
R? 0.01 0.08
Table 8.2 Dependent variableSavBalance
(a) (b)
ITT*Break -0.170*** -0.181***
(0.062) (0.061)
Constant 6.860*** 3.790***
(0.039) (0.454)
Covariates NO YES
Obs. 5,653 5,653
R? 0.01 0.03
Table 8.3 Dependent variableF NDeposits
(a) (b)
ITT*Break -0.055 -0.014
(0.102) (0.097)
Constant 4.803*** -5.966***
(0.064) (0.712)
Covariates NO YES
Obs. 5,653 5,653
R? 0.02 0.17

All variables are in log formRobust standard errors in parenthesis. *** sign. 1%; ** sign. 5%; * sign. 10%
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Table 9 - Rejection rate for the null hypothesis oho effects

Data Rejection rate
1. Delayw
» Treat only 5.00%
» Breakonly 2.50%
» Treat and Break 4.00%
2. SavBalance
» Treat only 7.00%
» Breakonly 6.00%
» Treat and Break 6.75%
3. FNSavings
» Treat only 2.00%
» Breakonly 2.00%
» Treat and Break 6.00%

Notes:

- Each regression, in addition to the interactianiable, includes fixed effects and covariates.
- The number of simulations for each cell variesrfra minimum of 200 to a maximum of 400.

APPENDIX
Table A.1 - Output of the PSM
Mean Diff. EQQ Med EQQ Mean EQQ Max

Distance 93.88 94.83 85.77 53.24
Attendance 56.64 -70.00 11.97 68.75
Savings 39.55 53.38 20.73 -45.68
Arrears 100.00 0.00 100.00 100.00
LoanCycle 90.17 30.81 27.28 25.08
DistanceKM 74.09 46.91 62.55 70.00
Dropout 71.26 69.18 77.64 90.52

Note: The table indicates the percentage of imprmre for each balance measurement, defined as
100*((a—b)/a) wherea is the measurement before the assignmenb &the one after the matching. Values

close to 100 indicate a better matching.
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Figure A.1 — PSM: QQ Plot
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Note: If the empirical distribution is the same in the treated group and in the control group, the points inside
the QQ plot should be aligned to the 45 degree line. Deviations from the 45 degree line indicate differences
in the empirical distribution. This only happens for the distance variable from SEF headquarters.

34



Figure A.2 — Comparison between the treated group and the control group before and after PSM.
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Figure A.3 — Pilot project survey: customers

Centre ID No. Group Name Group No.

Introduction: Good day, | am a volunteer who is helping SEF doing research. In particular, | would like to ask you some
questions in order to understand better your experience of the pilot project that varied SEF original methodology, by
reducing the Centre Meeting frequency to once a month. The information I am collecting will be treated with confidentiality
and by no means will be used against you by SEF. You can feel free to talk openly.

How long have you been at SEF?
Walking distance from your house to the Centre: minutes
Type of job/business activity:
No. of household members (including you and not guests): __ less than 12 years old
No. of income recipients in the household (including you and also grant recipients ):
Did you incur large expenditures (not covered by insurance) during the last year (e.g. Medical, Wedding, Funeral,
Lobola)? [ ] yes [ ] no
7. How long have you known (most of) your Group Members?
[ ] before joining SEF [ ] upon joining SEF
8. How often do you meet your Group Members outside SEF?
[ daily [] weekly [] fortnightly [] less often
9. Did the frequency of the meetings with your Group Members outside SEF vary during the last year?
[ ] we meet more often | we meet less often
10. What do you do when you meet with your Group Members outside SEF?
[] we discuss about SEF (loan) [ ] job-related discussion [ | enjoy free time [ ] other
11. How much do you trust your Group Members?
[] very much [] just enough [ ] notmuch [] nothing atall
12. How much do you think they trust you?
[] very much [] just enough [ ] not much [ ] nothing at all
13. Did you experience any difficulties with your business activity in the last two years?
[] no [] no, since | don’t have a business activity [ ] yes, | closed my business activity
[] vyes, I had to change activity [ ] yes, illness (also of other family members)
[] yes, afamily member has deceased [ ] yes, others: can you state?
14. Do you like going to Centre Meetings?
[1 yes [] no [Jindifferent
15. What kind of problems do you experience during Centre Meetings?
[ noproblems [] toolong [ ] too many conflicts
[] other problems: can you state?
16. Did you overall like the reduced frequency of the Centre Meetings?
[yes [Ino

17. What was your understanding of the pilot and reasons for introducing it?

9y 0 i 01 N

18. How did you and your group choose your Representative?
[] within the group, unanimity [_] within the group, majority
[ ] decided by Centre Leader [ ] other ways
19. Were you attending the meeting when you were not the representative?
[Jalways [ ] every now and then [ ] never [ ]I have always been representative
20. If not, why?
[1too busy with the job [ ] other Group Members have more time [_] too busy with the family
[ other Group Members are more experienced [_]illness || other, state:
20. If yes, why?
[11did not trust the representative [ ] | did not understand that | didn't have to go [ ] did not have much to do
11 enjoy going and wanted to be there myself to see what is happening [] other, state:
21. What problems or advantages did you or your group experience during the reduced frequency of the Centre
Meetings compared to standard frequency?

How do you think the reduced frequency of the Centre Meetings could work better?

| prefer the reduced frequency of the Centre Meetings [ ] yes[ | no
22. What problems or advantages would you expect from a reduced frequency of the Centre Meetings?

1 would like to experience the reduced frequency of the Centre Meetings

[1vyes[] no
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