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Abstract

This research work answers the question Which is the effect of microcredit on wellbeing in Colombia?
Through the comparison of rural and urban areas in two separate time lapses in 2013 and 2016. In
order to do so, this work will review the concepts of capability approach, multidimensional poverty,
inequality of opportunities and how these have been treated from the perspective from microcredit.
To test the effect of microcredit in Colombia, this study will assess the impact of access to credit on
Household wealth, Education enrollment of young population and Affiliation to health services. The
hypothesis will be tested through propensity score matching and will verify its results through ordered
logit regression models. Findings of the study suggests that having access to credit impacts positively
the wealth level of the Household but is not statistically significant for education and health services.
Specifically, findings suggest that in urban and rural areas the impact of having credit is the same for
household conditions, contrary on the impact on education and health which is not significant neither

for rural nor urban areas.

Keywords: Colombia, Microcredit, Colombia, Inequality, Multidimensional Poverty, Capability

Approach, Propensity Score Matching
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CHAPTER I: INTRODUCTION

Fabiola Esther Robles worked in Cartagena, Colombia, chopping and packing fruit to sell it frozen as
what we call "bolis" in the streets of "La Ciudad Amurallada". After selling almost 200 bolis regularly
in one day, Fabiola felt she needed a loan to buy a bigger freezer to increase her productivity. She
heard about “Fundacién de la Mujer” a Colombian foundation specialized in providing microcredit
to women head of the household with low income. After asking for a small loan, she managed to start
her own business "Rico Boli Fabiola", which now generates 31 jobs and hopes to keep working with
the Fundacion. Fabiola stated "They called me cragy, so I said: This cragy woman is going to show how cragy she

25, because 1'm going to get what I want in my life" (Estrada & Hernandez, 2019 ).

The story of Fabiola replicates on Luz Estela Castro, a woman who asked for a small loan to
Fundacién SantoDomingo, a nonprofit organization committed to providing well-being to Colombian
families and achieve a more equitable setting for the country. Luz Estela stated "As an independent I can
say Yes you can go forward! if we work with 'berraquera” . With the help of the Fundacion SantoDomingo my business

has prospered and I can gnarantee the education of my children." (Domingo, s.f.).

As Fabiola and Luz Estela, almost 1,9 million people and more than 8.000 firms had microcredit in
Colombia in 2015. In the same year microcredit has improved the distribution flow of disbursements
to the departments with less economic wealth, suggesting that it brought steps towards closing the
interregional income gap (Asobancaria, 2015). Other reports also mention that microcredit as a tool
of financial inclusion has brought progress to formalization transfers in rural population, and boosted

economic growth through the support to micro, small and medium enterprises (Asobancaria, 2019).

The stories of Fabiola and Luz, as well as the evidence of microcredit’s presence in Colombia denote
the positive impact it has on people’s capabilities or “@ person’s or groups freedom to promote or to achieve (. ..)

varions combinations of functionings (beings and doings)” (Alkire, 2002).

Studies regarding Colombia's inequality have focused on the income and wealth distribution, but the

review on “capabilities” inequality has been covered by scholars recently.

' In Colombia, “berraquera” is used to describe a person who is strong, clever and persistent.
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With the supervision of LASAARE? (Laboratoire de Statistique Appliquée a I’Analyse et la Recherche
en Economie) and University of Pavia, this work aims to answer the question: Which is the effect of
microcredit on well-being in Colombia? Emphasizing on the data collected by the Colombian
Longitudinal Survey (ELCA by its initials in Spanish)’ for 10.000 Colombian households in rural and
urban areas in 2013 and 2016*

This introductory chapter will expose in Section 1.1. Microcredit background in Latin America and a
glimpse to Colombia (more details will be introduced in Chapter 2), while Section 1.2. will expose the
relevance of the study. Section 1.3. will mention the purpose and scope of this study while Section
1.4. will expose the research questions and hypothesis. Section 1.5. will describe the assumptions and
limitations of this research work. Finally, section 1.6. will expose an outline of the next chapters that

will be covered.

1.1.  Microcredit Background in LAC Region

One of the mechanisms that surged in order to reduce extreme poverty and income inequality is
microcredit. The cases of Bangladesh, Indonesia, and Bolivia are benchmark to stand that the
provision of small loans to lower income communities allows gender empowerment and ascend in

social mobility.

Harmincova & Janda (2014) define the objective of microcredit as “fill the gap on the credit market”
providing an initial capital to people or small businesses who are not considered as the most
convenient client for traditional lending institutions. According to the authors, microfinance boost
development by “siuply offering a chance (by granting a loan) to clients” (Harmincova & Janda, pp (2014). In
their research work of interregional comparison between Least Developed Countries, Heavily
Indebted Poor Countries, Small Island Developing States and Failed States, Latin America is
considered as the continent which has the “greatest expertise in the field of microfinance policy” (Harmincova

& Janda, pp.7 2014). Other of the most relevant characteristics included by the authors describe the

2 This work was developed during the internship on remote in the LASAARE institute located in Casablanca, Motrocco
during the first semester of 2021. LASAARE is an association created in 1995, with the scope to research questions of
development, in particular the functioning of the informal sector and the conditions of its financing,.

3 The Survey is an initiative of the Faculty of Economics of the University of the Andes, Bogota, Colombia.

4 This study started its research from 2013 even if the ELCA survey started in 2010. The research took place since 2013
due to the fact that in 2010 the information regarding to credit access was no available.
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continent as the one who has the second biggest number of active borrowers in the world (after South

Asia) and a total gross loan portfolio over almost 35 billion USD.

In Latin America, the first institutions which brought microcredit to people were the employee
cooperatives who experienced a solid economic growth during the 1950 until 1970 (Getrlein, Gonzalez,
& Arias, 2010). LAC region is considered as the one which holds the highest presence of microfinance
institutions and expertise in its implementation (Harmincova & Janda, 2014). Figure 1 shows LAC as
the region which reports the highest presence of microfinance institutions from 2000 to 2012,
surpassing Sub-Saharan Africa and Asia. This due to the significant grants and loans provided from
governments and private donors, under a strategy aimed to supply small loans to women and

eventually micro entrepreneurs (Harmincova & Janda, 2014).

Figure 1. MFIs presence among individual regions
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Source: (Janda & Zetek, 2014).

1.2. Relevance of the study

To identify the problem this research study wants to carry out, is important to keep in mind the general

picture of LAC and Colombia.

According to the World Bank, in 2018 the percentage of people in Colombia living in poverty
conditions were 27, making its poverty rate greater than in the rest of the LAC region from a decade

ago.

In monetary terms, most recent data of the poverty rate indicator of the World Bank stands by a third

of the population of the Latin American and Caribbean (LAC) region is considered as part of the
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middle class, while almost 25% of the total lives with $5,50 (2011 PPP) or less every day’. Talking
specifically about Colombia, Figure 2 shows how despite being part of the Upper-Middle Income

countries’ category of the IMF, Colombia’s poverty rate is greater than in the rest of the region from

a decade ago.

Figure 2. Comparison between National Poverty Line of LAC and Colombia
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Source: LAC Equity Lab tabulations of SEDLAC (CEDLAS and the World Bank) and World Development Indicators.

Note: Since the numbers presented here are based on SEDLAC, a regional data harmonization effort that increases cross-country comparability, they may differ from official statistics reported by governments and
national statistical offices. In cases where data are unavailable for a given country in a given year, values have been interpolated using WDI data to calculate regional measures. The number of poor is based on total
population from WDL. The LAC aggregate is based on 18 countries in the region for which microdata are available at national level. Brazil and Mexico are not part of the aggregate of the subregions. The Andean region
is the aggregate of Bolivia, Colombia, Ecuador and Peru. The Central American region is the aggregate of Costa Rica, Guatemala, Honduras, Nicaragua, Panama, El Salvador and Dominican Republic and the Southern
Cone Region is the aggregate of Argentina, Chile, Paraguay and Uruguay. Urban and rural poverty rates are not available for the subregions. Only connected points are comparable over time. Non-comparability may
arise from using other periods, methodological changes in the underlying survey, amongst others. *Argentina only has urban coverage. Updated April 2021,

Source: World Bank — LAC Equity Lab

In the case of LAC and Colombia, the most recent data of the Wotld Bank, shows how Colombia is
one the countries which presents a highest Gini index in the LAC region. Figure 4 represents the
evolution of GINI index from 2013 until 2019 in Colombia, reporting the lowest level of 49.7pts in
2017 and recently reported 51.3pts in 2019. The figure also shows how the country is the second most

unequal in the LAC region after Brazil.

5$5,50 a day 2011 PPP is the World Bank threshold to establish the poverty line for Upper-Middle income countries.
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Figure 3. GINI Index — Colombia, LAC, 2021.
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At the same time, according to Mix Markets data, Colombia is among the top 10 countries with highest
number of active borrowers among the world and in the top five among the countries of LAC region.

Table 1 and Figure 4 shows the rank of countries:

Table 1. Top 10 countries by active borrowers around the world

Figure 4: Top five countries by active borrowers in LAC region.

Top 10 countries by active borrowers Top five countries by active borrowers
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India 37,8917 21,0230 41665 6,102.4
Peru 49214
Bangladesh 269164 7.896.5 23 B46.S 5,038
Vietnam 73173 8 i 9,227.1 43204
Colombia 27431
Mexico 6,465.0 3,068.8 25375 T
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Brazil 2,090.8 @
Pakistan 5.062.2 1.681.2 27,7056 1,679.9
Peru 4.921.4 12,4433 67711 10,294.1
Ecuador 13118
Colombia 2,743 6,334.6 7.966.7 4,864.0
ik 2,000k 4. 000k &,00C

Cambodia 21729 7.713.1 31,9999 5,660.4
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Source: (MIX, 2018)

1.3.  Purpose of the study

This research work aims to research the effect of having access to microcredit and it’s impact on

b3

individuals’ and households’ “well-being”, intending the concept as “#he freedoms and capability to make choices
and act effectively with respect to, for example, bealth, education, nutrition, employment, security, participation, voice, consumption,

and the claiming of rights” (Lancet Commission on post-2015 MDGs, 2010)°

In 2018, a similar study was made by Sandrine Michael and Holimalala Randriamanampisoa, in order
to assess the role of microcredit in rural households in Madagascar. This research aims to explain how
microcredit turns into a tool for a household to optimize their profits after choosing on ‘latent
opportunities’. Their findings suggest that “wicrocredit represents robust means to obtain a higher level of
capability” (Michael, S. & Randriamanampisoa, pp. 1, 2018) due to the fact having microcredit a
household is more likely to reach a higher level of wellbeing, by accomplishing investment projects

that eventually can generate additional income.

Following that line, this study aims to contribute to the research of wellbeing, in terms to contribute
to the measurement of development beyond economic growth. In light of the situation exposed
before, it becomes evident how the Colombia results regarding inequality of income and wellbeing
don’t go in the same line as being an Upper-Middle Income and a new member of the OCDE, where
“the aim of having "better policies” is to give citizens "better lives” (Gurtia, 2021). Therefore, the purpose of
this study is to provide a quasi -experimental research work, in order to contribute to the holistic

measurement of inequality in Colombia.
1.4.  Research questions

The following are the main research question of this study:

e In which aspects are rural and urban areas in Colombia unequal?

e Is microcredit a tool to reduce inequality?

e Is microcredit a tool to promote sustainable development?

e Measures against inequality of wealth and income in Colombia have been successful?

e Does microcredit have an impact on quality of the household in Colombia?

6 As cited in OPHI, slide 6 (2015)
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¢ Does microcredit have an impact on school enrollment of young population in Colombia?
e Does microcredit have an impact on getting covered by healthcare services in Colombia?

e What is the effect of microcredit in individual’s and household’s well-being in Colombia?

1.5.  Assumptions and limitations of the study

This study tested the hypothesis of the effect of having access to credit on three dimensions:
Household wealth level, education of young population and access to healthcare services, assuming
that these dimensions are considered as “opportunities” that if they are granted, would become a tool
that will boost “development”. However, as Michael and Randriamanampisoa explained, the effect of
microcredit on education is more complex to analyze since it relies on the “productive possibilities that
edncation could improve” (Michael and Randriamanampisoa, pp. 14, 2018). The same interpretation could

be applied for the health dimension that was assessed.

Moreover, the propensity score matching used for the estimation models was based on treatment and
control groups constructed by three variables regarding access to credit (more details will be explained
in Chapter IV). The access to credit was assumed as a benchmark for the study since by the end of
2016, people had the lowest rate on access to credit’. As Figure 5 shows, the grey line denotes the low
access of credit of natural people which by December of 2016 faced -60% of access to credit of

financial entities and financing companies and almost -80% access to credit of cooperatives.

7 According to Figure 5, the importing sector was the second lowest rate on access to credit (dotted line) and the third
one is the construction sector (yellow line).
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Figure 5. Access to credit of different economic sectors
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Fuente: Encuesta sobre la situacion del crédito en Colombia, diciembre de 2016; cilculos del Banco de la Repiiblica.

Source: Banco de la Republica, 2016

On the side of limitations this research work is based on three propensity score matchings to assess
the hypothesis of each of them (More details will be provided in Chapter IV). The methodology does
not include the amount or destination of credit as control variables for the estimation methods. As it
mentioned before, the access of credit means to “have opportunities” and therefore was considered

more relevant for the scope of this study.

Moreover, the static evaluation of the hypothesis of this research work does not allow to assess the

effect of microcredit on the long run nor the macro level.

1.6.  Outline of the chapters

This research work is divided into four subsequent chapters. Chapter 1I is dedicated to the literature
review considered relevant to answer the research question and to operationalize the measurement
used in this study. Chapter III is dedicated to the description of the applied methodology and its
details. Chapter IV presents the results obtained and discuss its findings. Chapter V stands the
conclusion of the research work and provides recommendations to microcredit provision in

Colombia.
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CHAPTER 2: LITERATURE REVIEW

2. This chapter presents a literature review divided into three categories, which were considered

relevant to expose the impact of microcredit on well-being in rural and urban areas of Colombia:

Development and Multidimensional Poverty. Context of Colombia
e Inequality and Wellbeing. Context of Colombia.
e Microcredit Impact on Development, Multidimensional Poverty, and Inequality.

e Microcredit in Colombia.

2.1.  Development and Multidimensional Poverty. Context of Colombia

Lindauer, D. et al (2012) established if economic growth is conceived as the “heart of the development
process” it cannot occur without sustained development and poverty reduction. The traditional
components of “economic growth” were focused mainly on three pillars: 1. Capital accumulation, 2.
Population Growth (thus growth in labor force) and 3. Technological Progress. However, after 1970
the concept started to include strategies aimed to reduce poverty, unemployment and inequality in

otder to follow the principle of “Redistribution from growth” (Todaro, S. & Smith, S, 2015).

The vision of development focused on the allocation of resources and its effects on people’s quality
of life (regarding access to education, health care, employment, etc.) is one of the pillars of the view

of sustainable development concept (Soubbotina, 2000).

The perspective of sustainable development introduced the concept of “human development” in 1990
in order promote the new approach of well-being beyond the measurement of economic growth.

“Human Development” refers therefore to people’s opportunities and choices (UNDP, 2020).

In the same line, (Haughton & Khandker, 2009) mention that conventional poverty is defined by the
World Bank as the “pronounced deprivation of well-being” (pp.1, 2009) intending the lack of commodities

some individuals have, in order to reach a minimum threshold of standard of living.
2.2. Multidimensional Poverty Theoretical Framework and Measurement in Colombia

Understanding poverty beyond monetary deprivations started to being studied since the XX century,

with the measurement of income, wealth and consumption distribution among the households and
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countries. The aim was to study and stand out the existing gaps between the richest and the poorest

sectors of society and its repercussions in the accurate measurement of economic growth.
According to (Haughton & Khandker, 2009) poverty is divided into three dimensions:

1. Material deprivations, which analyses if people have the commodities to satisfy their needs.
This is the reason why its measurement has been focused mainly on income or consumption
of individuals and households, therefore its estimated in absolute monetary terms;

2. Do people have enough goods? For instance, to say people is educated, are they just literate
or have enrolled in at least basic education. This measurement is focused on relative terms;

3. Lack of capabilities, understood as a situation in which people are not able to “enjoy valuable
things and doings” (Alkire, 2002). The opposite of poverty then is defined as the situation in
which people have access to resources which allows them to choose the most optimal situation

for them.

This part will specifically explore the second and third dimension of poverty mentioned before, in

order to understand multidimensional poverty and inequality.

As it was mentioned above, the measurement of multidimensional of poverty is relevant to extend the
understanding of ‘wellbeing’ that goes beyond monetary terms (Villatoro, 2017). Multidimensional

poverty is therefore the measurement of how many people are poor and its depth, in terms of relative

disadvantages (Oxford, 2021).

According to Alkire, Foster et. al (2015) the measurement of Multidimensional Poverty has been
divided into two categories: 1. Methods which use aggregate data, avoiding the measurement of
deprivations in joint distributions and 2. Methods which aim to observe every unit of analysis and

dimensions, using microdata to measure the joint distributions.

The first group is composed of the Dashboard Approach and Composite Indexes. On one hand, the
Dashboard Approach aims to measure each poverty dimension separately, avoiding a hierarchical
order between them and not including a definition of which individuals should be considered
multidimensionally poor (Alkire, et.al, 2015). An example of this approach application is the Basic
Needs Approach or the Net Enrollment Ratio, which are set of unidimensional indicators that report
the individual level of deprivation dimension they are assessing. On the other hand, the Composite

Indexes take the dimensions measured by the Dashboard and aggregates them in order to create a
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unique component, which will describe the overall situation desired. An example of these is the

Human Development Index (HDI) or the Inequality-Adjusted HDI.

The second group of approaches is composed of the use of Venn Diagrams, Dominance Approach,
Statistical Approaches, Fuzzy Sets Approach and Axiomatic Approach. To summarize, these
measurements overall have the disadvantage of not being able to provide summary measures (Venn
Diagrams and Dominance Approach), and in case they do so (Statistical Approaches and Fuzzy Sets
Approach), they mostly done it through statistical methods that don’t allow cross country comparisons

and don’t provide a concept to identify the “multidimensionally poor”.

This study focuses on the Axiomatic Approach from the second group, which was used to create
Multidimensional Poverty Index by Alkire and Foster (2008). The motivation of Axiomatic Approach
is to measure poverty under a set of desirable properties. As Figure 6 shows, the predictable structure
of axioms used in this approach allows to characterize a unique estimation, by selecting a set of

desirable properties and build a measure which complies them.

Figure 6. Axiomatic Approach

Neccesary Condition
Properties 3 ( " Measure
AB,C + P*

Sufficiency Condition

Source: (Alkire, Multidimensional Poverty Measurement Methodologies, 2015)

The Axiomatic Approach provided the insights to create the Multidimensional Poverty Index (MPI).
According to Angulo (20106) the Alkire & Foster methodology considers poverty as the coexistence
of several deprivations faced by individuals or households in a simultaneous way. The MPI establishes
if a person is poor or not by aggregating all the data available for household members. The variables
included assume sharing factors between the household members, like provision of electricity or

sanitation (Alkire, Roche, Santos, & Seth, 2011).
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Talking specifically about Colombia, the MPI measurement was adapted by the National Planning
Department (DNP by its initials in spanish) in 2011. This adjustment was done in order to measure

poverty directly, according to Amartya Sen classification (1981).

The estimation is composed of five dimensions which are measured at the household level: 1.
Educational Conditions, 2. Youth and Children Conditions, 3. Health, 4. Labor conditions, 5.
Household conditions and access to public services. These dimensions are divided in 15 variables
which identify if a household is multidimensionally poor if it is deprived in at least five of these
variables (which will represent 33% of the entire deprivations) (Cepeda, Rivas, Alvarez, Rodriguez, &
Sanchez, 2019). To have a clearer description of each dimension and its variables, Table X explains

on detail each component included.

Table 2. Variable’s description MPI Colombia
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Low Educational
Achievement (0,1)

Average schooling level of people in the household with 15 years old or more.
A household is considered as deprived when the average schooling of this
sampe is less than 9 schools years.

Iliteracy (0,1)

Percetage of people in the household who knows how to read and write.
Households are considered deprived if at least one of the household members
with 15 years old or more doesn't know to read or write.

School Absence (0,05)

Proportion of school-age children (6 to 16 years old) in a household who
attend an educational establishment. Households are considered deprived if
less than 100% of children between 6 and 16 years old attend school

School Lag (0,05)

Percentage of children between 7 and 17 years of age who do not have school
behind. Households are considered deprived if any of the children between 7
and 17 years old is behind in school

Barriers to accessing early
childhood care services (0,05)

Percentage of children from O to 5 years old in the household who have
access to child care services (health, nutrition, care and initial education)
simultaneously. Households are considered deprived if at least one of the
children between the ages of 0 and 5 in the household does not have
simultaneous access to the essential childcare services

Child labour (0,05)

Amount of children between 12 and 17 years old who are currently employed.
A household is considered deprived if least one child of the sample is
employed.

Long-term unemployment
o1

Percetage of economically active people who compose the household and are
unemployed for more than a year. A household is considered deprived if at
least one member of the household is economically active but is in long-term
unemployment.

Informal Employment (0,1)

Share of the population economically active in the household who is currently
employed and covered with a pension system. A household is considered
deprived if less than 100% of the members who are employed have formal
jobs.

Without health insurance (0,1)

Percentage of people who are covered with the Social Security System in
Health (Sistema General de Seguridad Social y Salud in spanish). A household

is deprived if any of its members isn't covered with health insurance

In case of need, barriers to
access to health setrvices (0,1)

Share of households members who, given a need, accessed public health
service. A household is considered deprived if at least one of its members felt
need to have medical attention and did'nt go to a general practidoner,
specialist, dentist, therapist or health institution to treat the problem.

Access to improved water
source (0,04)

For urban areas, a houschold is considered deprived if it doesn't have a
connection to water public service. For rural areas, households are considered
deprived if having or not connection to water public service, obtain water to
prepare food from a well without a pump, rainwater, river, spring, public sink,
tank car, water tank or other source.

Waste disposal (0,04)

For urban ateas, houscholds are considered deprived if they don't have
connection to public sewage service. For rural areas, households that have an
unconnected toilet, latrine or low tide, or simply do not have a sanitary
service, are considered deprived.

Floor materials (0,04)

Households are considered deprived if have floors of soil/sand

External walls materials (0,04)

For urban areas, households are considered deprived if the exterior walls are
made of rough wood, boatd, plank, 'guadua’, other vegetable, zinc, cloth,
cardboard, waste or does not have walls. For the rural areas, households are
considered deprived if the exterior walls are made of guadua, another
vegetable, zinc, cloth, cardboard, waste or when it does not have walls

Critical Overcrowding (0,04)

A household is considered overcrowded if the number of people per room to
sleep, excluding kitchen, bathroom and garage, is greater than or equal to 3
people in urban areas and more than 3 people per room in rural areas.
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Source: Traduced by the author, based on National Department of Planning, 2012.

From 2013 to 2016 the amount of people who were multidimensionally poor has reduced in Colombia
overall. Figure 7 shows how in 2013 almost 25% of the total population in Colombia were considered

multidimensionally poor and in 2016 this percentage decreased to 17,8%.

Figure 8: MPI at national level — Colombia?®
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A detailed look at the MPI in Colombia shows how the multidimensional poverty is more evident in
the rural areas than in the urban headlands. As Figure 9 shows, from 2013 to 2016 both areas got a
significant reduction of the multidimensional poor population share (Rural areas got a reduction of
8,3% while the Urban areas a 6,4%). However, the gap between the center and the periphery is yet

persistent, since it reported an average gap of 27,91 percentual points, and a closure of 1,9 percentual

points from 2013 to 2016.

& In this graph, the y axis describes the percentage of people in Colombia considered as multidimensionally poor.
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Figure 9: MPI by area — Colombia®
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2.2.  Inequality and Well-Being theoretical framework. Context of Colombia

By the beginning of XX century, the measurement of development beyond economic growth started
to focus on the distribution of aggregate indicators such as income, expenses, and wealth, among

different sectors of society.

According to Lindauer, D. et al (2012) if the goal to reach economic growth is make people overcome
poverty, then is fundamental to understand inequality, since it will determine the amount of poverty
“produced” by the level of wages people receive, and high inequality “wot only produces social strains but
can also nltimately retard growth” (Todaro & Smith, pp. 33, 2015). The dimensions to understand inequality
include other concepts such as expenditure (i.e. household consumption), land ownership, tax
collection, gender, social participation, opportunities, etc (Todaro & Smith, 2015), (Piketty, T. 2014),
(Clark, A. & D’Ambrosio, C. 2015), (Alkire, 2005).

Talking about income inequality, Boix (2010) stands that the distribution of income has been
characterized by historical facts which include productive and technological shocks (such as the
Industrial Revolution), the regulatory presence of government/institutions regarding the ownership

of assets and tax rates. The economic and political context provided the inputs to inequality and

% In this figure, the y axis describes the percentage of population living in conditions of multidimensional poverty in
Colombia. The percentage of population in MP conditions in urban areas are showed in blue bars, while the rural
percentage are in grey. The red line denotes between the two areas measured in percentual points.
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economic long run stagnation converged to same place and time (Banejree, A. & Duflo, E. 2000),

(Boix, 2010)

However it becomes more complicate if the scope is to measure the consequences of inequality and

thus to development.

Ray (1998) stands that economic inequality is the “disparity that permits one individual certain material choices,
while denying another individual those very same ones.” (pp. 169, 1998). The author also introduces that
economic inequality is strictly related with the imbalanced wealth and income among the population,
how much people earn and how they obtain it (functional and personal income distribution). This
distinction is useful to understand that all the earnings a person or a household acquires, are considered
as “payments” for their jobs, productive activities, rents, etc. (i.e.. Household A has one member
working, then has only one source of “payments”, in contrast to household B who owns one business,
and their members work in different areas, thus has more wages) (Ray, 1998). The author therefore

claims that economic inequality is based on who owns which and how many factors of production.

Atkinson, A. & Bourguignon (2000) talk about the importance of look the “cake division problem” (pp.43,
2000) and what does it means in terms of wellbeing (How much “cake” do people obtain and how
much it means to them). After a detailed revision of philosophical utilitarian and welfarism
approaches, the authors mention that the issue of measuring inequality by income distribution only
becomes evident when all individuals start from a “perfectly competitive environment” (pp.45, 2000) with
the same preferences, because the difference of income will result in difference of material well-being.

10

However, the natural heterogeneity across individuals, their preferences (Kolm, 1972)" and needs

(Atkinson, A. & Bourguignon, 1987)"" makes the problem of distribution and measurement deeper.

Understanding development as tool to make people’s freedoms equal is key to understand the
perspective of inequality in terms of well-being (Initiative, 2015). Specifically, inequality of
opportunities becomes evident when in terms of well-being, freedom and opportunities (OPHI, 2015)

(Alkire, 2002), (Alkire, 2011) (EBRD, 2016) (Barros et. al 2008).

The theoretical framework of the concepts of inequality and well-being, provide inputs to describe

the situation of Colombia regarding these two measurements of development.

10°As cited in Atkinson, A. & Bourguignon (2000) pp.44.
11 Ibidem.
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According to the World Bank data, the annual percentage of GDP growth rate in Colombia was of
3,26% in 2019, after a rose from 1,3% in 2017 (Wotld Bank, 2020). Figure 10 shows the GDP per

capita percentage growth since 2010:

Figure 10. Annual % GDP Growth

Source: (World Bank, 2020)
In the same line, OECD most recent data before COVID-19 outbreak stranded that the GDP per
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capita in Colombia is 73% lower than OECD countries, as well as the national productivity which is

71% lower.

In terms of income distribution, according to the OECD Colombia’s inequality is higher than in the
median of emerging economies and the poorest 20% of households earn 3,7% of total income. Figure

11 helps to understand the position of Colombia’s inequality regarding other economies:
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Figure 11: Inequality in Colombia according to other economies.
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2.3.  Microcredit Impact on Development, Multidimensional Poverty, Inequality

2.3.1. Microcredit theoretical framework

After the successful introduction of Grameen Bank in Bangladesh in 1976 by Muhammad Yunus, the
original aim to reach the poor with formal financial tools started to attract the economic active poor

people who wanted to start small business asking for loans. (Rutherford, S. 2013).

Microcredit is currently understood as an innovative service provided by Microfinance Institutions
(MFIs) (Banetjee, A. 2013). The main scope of MFI is to include clients into the formal financial
system (Ledgerwood, 2013) that were traditionally excluded from the commercial entities, due to their

lack of guarantees, banking information, repayment low rates, among the most important motives.

The provision of small loans and “credit democratization” to poor people has had an impact in mixed
terms. In some cases, the microcredit and the provision of other MFIs services (such as saving
accounts, ROSCAs, etc) can be related to boost of entrepreneurial initiatives, poverty alleviation, in
terms of depth and severity, reduction of income inequality (Imai, K., 2012), (Mushtaq, R. & Bruneau,
C., 2019) (Bangoura, L.. 2010).

However, the provision of microcredit can be also related to not positive impacts, mostly in low and
middle-income countries. Randomized evaluations have shown that the provision of microcredit was

used more for consumption, rather than investments did not help the poor to have high return
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investments, significative long-term changes on average income or long-term consumption (Poverty

Lab, 2018).

2.3.2. Microcredit impact on Development, Multidimensional Poverty, Inequality and

Wellbeing

The impact of microcredit on development has been considered as a “bottom-up” tool since it
empowers the poor to “pursue their own destiny” (Roy, M. 2003). According to the author, the traditional
tools implemented by the World Bank and the IMF to provide solutions to poverty are mostly projects
with a “top-down” approach, since they have been characterized by “large, rapid and often painful change”
(Roy, M. pp 5, 2003). The author justifies that as DeSoto (2009)"* stablishes, if capital is the main boost
of productivity, then the provision of “property rights” intended as formal means to access it, should

be guaranteed.

In the same line, the author explains that the provision of microcredit impacts positively to the
definition of development provided from Nobel Prize Amartya Sen (2000) since “Access to small
loans through microfinance provides the poor with opportunities to pursue growth opportunities

which would ultimately allow them to escape poverty” (Roy, M. pp. 17, 2003).

Other authors claim that the impact of microcredit into wellbeing is mostly positive since it boosts
household consumption, acquisition of assets (Ha Thu, V. & Goto, D, 2020), (Monzur, et.al, 2010),
(Thanh, P., Saito, K., Doung, P., 2019), and boost of “capabilities” (Michela & Randriamanampisoa,
2018), intending them as “%he extent of their opportunity set and of their freedom to choose among this set, the life
they value” (Stiglitz, 2009)".

2.3. Microcredit in Colombia
2.3.1. Microcredit framework and context in Colombia

The history of one of microfinance modalities in Colombia started under microcredit since the early
1930. The creation of public entities such as the “Caja Agraria” had the aim to overcome poverty by
supplying small credits to the poor in order to boost productivity (Barona, 2004). However, the loans

which were aimed to workers of the agricultural sector, with low interest rates and reduced guarantees,

12 As cited in Roy, 2003
13 As cited in OPHI, slide 8. (2015)
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did not accomplish the poverty alleviation expectations, since subsidies were not used by people who
need them, and it didn’t increase productivity. The institution was later closed and replaced by the

Banco Agrario in 1990.

Following Barona (2004), the international MFIs widespread between 1990 and 1996, started to notice
in Colombia with “Programas para credito” (Programs for credit) to support micro entrepreneurs and
therefore boost productivity. After the new Constitution in 1991, the government assigned a specific
unit leaded by the National Planning Department to manage the public resources aimed to support
micro entrepreneurs. Later, in 1993 the efforts to provide mechanisms to reduce poverty by closing
the gap between informal and formal entities, was intervened by local private actors such as business
foundations and international cooperation organizations such as the International Development Bank

or the International Monetary Fund.

More recent studies stablished that microfinance in Colombia can be identified under five categories

as Table 3 shows:

Table 3. IMFs Categories in Colombia

IMFs Categories in Colombia

Category Actors
Credit ) .
. Commercial banks and finance companies
Establishments
Financial, savings and credit. Financial ones are under the
. surveillance of the Financial Superintendence of
Cooperatives . . . .
Colombia, while the savings and credit ones are under the
surveillance of the Solidarity Economy Superintendence.
NGOs Banco de la Mujer, Actuares

Business Foundations such as Fundacién SantoDomingo,
Private Entities ) ) )
Fundacién Corona, Fundacién Carvajal

National Guarantee Fund, Bancoldex (Foreign Trade
Public Entities Bank), Ministry of Foreign Trade and Tourism (Banca de

las Oportunidades)

Source: Made by the author with information of Serrano (2009)
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Serrano (2009) establishes that “Microfinance in Colombia its reduced mainly to microcredit with a low development
in other areas such as insurances”. Estrada & Hernandez (2019) stand that the formal implementation of
microcredit in Colombia started with the Law 590 in 2004, with aim to support micro, small and
medium enterprises with public funds. Later in 2006 the document CONPES 3424 promoted the
creation of Banca de las Oportunidades (Bank of the Opportunities) a formal entity conceived to raise
the financial depth in Colombia and promote the access to loans and amplify the formal financial
services (Serrano, 2009). More recently, microcredit provision in Colombia has been concentrated on
official financial entities such as Banco Agrario, Banco Caja Social Colmena, Bancolombia, Banco de
Bogota, Banca M[ia, Procredit, Banco de la Mujer (and other NGOs that follow the same scheme of
Women’s World Bank), Actuar Famiempresas, Foundations (which provide direct credit such as

Fundacion Mario SantoDomingo mentioned at the beginning) and local cooperatives (Serrano, 2009).

Microcredit provision in Colombia has addressed its support to micro and small enterprises,
households and individuals, specifically women. Credits provided from formal and informal financial

entities aimed to support consumption and housing (Oportunidades, 2019).

In terms of the barriers of access to credit, Estrada & Hernandez (2019) citing the World Bank (2013),
stand that the high interest rates, long credit process and rigorous conditions for credit approval are
part of the problem. As a sample of this, the most recent report'® about the results of the Survey on the
current situation of microcredit in Colombia” (Lopez, Sanchez, & Segovia, 2019), stand that the three most
relevant obstacles to provide a higher volume of microcredits are: Client’s capacity to pay (32,2%),
client’s over-indebtedness (15,4%) and the debt amount clients have with more than three entities
(13,4%). Other factors include client’s credit history (11%), low experience in their economic activity

(4,9%), lack of interest of clients/enterptises to accomplish their obligation (3,5%).

However, after the significant progress Colombia made after the 1990 with its market liberalization,
the microcredit market expansion across the country is yet constrained (Estrada & Hernandez, 2019

) by several structural barriers such as: Lack of an integrated client’s credit history (Information

4 The most recent report intended as the last made before pandemic COVID-19.

> The Survey on the current situation of microcredit in Colombia is designed by the National Bank of Colombia and
Asomicrofinanzas, in order to know the perception of entities that carry out microcredit intermediation credit activities,
including those that are not supervised by the Financial Superintendence of Colombia (Lépez, Sinchez, & Segovia, 2019).
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asymmetries), agency problems, limit of interest rates and financial transactions (Rey, Ruiz, &

Lacouture, 2017)".

Moreover, authors such as Karpowicz (2016) emphasize that the financial inclusion for households in
Colombia is below the average of the upper middle-income countries and the LAC region. In addition,
the latest figures reported by Banca de las Oportunidades (2019) about financial inclusion, establish
that by the end of 2019, 82,5% of the total adult population in Colombia had access to at least one
financial product, but 20% of this portion do not use their product and at the same time there’s still a

17,7% of people that yet is not included in the financial system.

2.3.2. Microcredit’s impact in Colombia.

Microcredit impact in Colombia has been studied for its effects on poverty alleviation, banking

inclusion, quality of life and support to micro, small and medium enterprises.

Regarding poverty alleviation, Nufiez and Cuesta (20006) stand that poverty in Colombia is conditioned
under several tramps which condemn households to live in a vicious cycle of poverty over generations.
Among the poverty tramps the authors identify, in which they include child labor, illiteracy,
malnutrition and disease, etc. they establish Lack of Working Capital as determinant. Their proposal
suggests that the strengthen of MFIs, together with conditional saving programs and other several
techniques to include people in the financial system, will help to reduce illegal credit intermediaries.
Moreover, small growers in the rural sector should have financial technical assistance in order to

improve their employment/economic activity conditions.

Other authors such as Getlein, Gonzalez & Arias (2010) and Gutierrez (2010) stand those entities like
BO scope is to reduce poverty, through mechanisms that will promote financial depth, in order to
promote economic growth and improve individual’s quality of life. In order to reduce operational
costs, the implementation of microcredit in the most unattended zones promoted local alternative

savings and credit mechanisms, such as Self-help Groups and Communal Banks.

To fulfill financial depth, microcredit presence on the most neglected rural areas affected positively

microenterprises by include them in the formal financial system. This make the entrepreneurs to avoid

16 As cited in (Estrada & Hernandez, 2019 , pag. 35).
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informal intermediaries (known as: Gota a Gota, Agiotistas, Cadenas, Piramides) with high interest

rates (Aristizabal, 2007).

Regarding banking inclusion, Gerlein, Gonzalez & Arias (2010) mention that the performance of BO
in remote areas brought the inclusion of credit banks, private entities and NGOs, in order to amplify
microcredit provision coverage. This amplified network also promoted new programs such as
subsidies to informal intermediaries, co-financing productive initiatives and technical assistance to
intermediaries and informal entities. Other techniques to stimulate population to be part of the formal
financial system included financial education training, women’s credit card, access and use of mobile

phones, electronic savings accounts, etc.

Microcredit positively impacts the physical accumulation of assets in households, which allows it to
be a good indicator of its wellbeing. Microcredit improves the life conditions of people with low
income, in areas such as housing, education, health and women empowerment (Aristizabal, 2007),
Villada, et. al (2015). Moreover it’s effects also have been considered positive since it boosts individuals

capital accumulation (Joya, et. al. 2017).

Authors like Mendez (2011) studied the impact of microcredit on micro and small enterprises in
Colombia. Their findings suggests that from the statistical point of view, there’s no positive effect of
microcredit on income or employment generation in micro/small/medium enterprises. The impact
of microcredit improves enterprises functioning because of its intensive use, not because of its

provision (Hentiquez, 2009)".

Several experiments like Grameen Bank tried to be implemented in Colombia. In 2009 after the visit
of Proffessor Yunus, he was invited to advise the implementation of a similar program in Caldas', in
order to alleviate the 70% of poverty and 25% of extreme poverty in the department (Loeffer, 2013).
It was proposed to create a Holistic Social Business Movement, which basically tried combine
microfinance services with a social business fund aimed to provide support to social businesses.

However the model didn’t succeded due to lack of financial and political support.

17 As cited in Mendez, p. 97 (2011).
18 Caldas is one of the 33 political departments of Colombia. Its capital is Manizales and is part of the Colombian
Coffee-Grower Axis region.
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CHAPTER 3: METHODOLOGY
3. Methodology

This chapter will describe the operationalization methods used in this research to analyze the impact
of access to microcredit on individuals’ or households” well-being. 3.1. Section will provide a quick
summary of the problem, hypothesis identified and some ethical consideration, 3.2. will describe the
research design. Section 3.3. will enter in more details of the sample, data collection and the
instrumentation of variables. Section 3.4. will mention operational definition of research variables and

section 3.5. will describe the procedure to test hypothesis and answer questions.
3.1.  Problem summary, Hypothesis and Considerations.

The theoretical and empirical literature stated that microcredit has been considered as a tool with a
positive impact in developing countries. To recap, according to the literature, this positive impact can

be described in these categories:

e Provide new sources of capital accumulation: Capital accumulation allows households who
are considered poor to invest/create in productive initiatives such as micro, small or medium
enterprises. This can potentially bring new source of income to the household.

e Promote inclusion in the formal financial system: Households who are considered poor and
live in the of rural areas can have access to capital in a safe way, avoiding illegal intermediaries

who charge high interest rates and lack of guarantees.

e Promote gender empowerment: As the Grameen Bank experience reported, microcredit that
is provided to women allows them to be an active actor in the process of decision making of

both the household and the society.

e Promote empowerment of the poor: Microcredit provision to poor households allows them
to achieve a higher quality of life. This is measured by: Higher consumption per capita, or
new sources of capital accumulation, having access to fulfill their basic needs in education,

health coverage, avoiding malnurishment, etc.

The description of the overall situation of Colombia and the positive impacts of microcredit
mentioned by the literature, provide the inputs to formulate the main hypothesis of this study. The

logical process of the hypothesis definition and each step is clarified in Table X:
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Table 4. Logical Process Description: Hypothesis Construction

Steps Logical process

Considering development as a concept equal to economic growth has been problematic

because it avoids dimensions to understand “human development”

An example of the problem of this contradictory measurement is Colombia. Colombia
has reported a positive economic growth during the last years. However, their poverty
figures maintain over a decade and its Gini index is considered as the second highest of

the LAC region.

Measures to reduce poverty in Colombia have tackled the problem of deprivation of
basic needs in terms of material goods. However, people in rural areas still cannot access
to the same “set” of opportunities of people in urban areas because they are not in the

same space. (buscar alguien que hable sobre la desigualdad entre zonas rurales y urbanas)

According to Amartya Sen, if people have the same “space” or “freedom” to choose the
4 alternative that will optimize more its life functionings and beings, then society will be

more equal.

Microcredit is a tool with a positive impact on inequality since it allows to improve the
individuals and households well-being. With microcredit individuals and households
have better standards of living (their capital accumulation diversifies, their access to

education, health coverage, food consumption improves, etc.).

Having access to microcredit has a positive effect on Household Conditions, Education
6 of young population and Access to healthcare services. (Aristizabal (2007), Villada, et. al
(2011) and Ramirez, et. al (2020)

7 Having access to microcredit has a positive impact on well being in rural and

urban areas

Source: Made by the author.

It’s also important to keep in mind that to carry out this research, the following considerations were

acknowledged:

Definition of concept of Well-Being:

- Access to microcredit has a positive impact on people’s and household’s wellbeing.

(13

However, the process to determine people’s “wellbeing” is an inevitable result of the
subjective petspective of the researcher, including his/her context, experiences, and

preferences. To avoid this biased perspective, this research covered quantitative and
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qualitative research and data regarding people’s well-being and more specifically, what
people in rural and urban areas do when they have access to credit in Colombia specific
case.

This research work also acknowledge that the definition of ‘well-being’ incurs in
problematic assumptions for its measurement, regarding inequality and multidimensional
poverty. Grusky and Weeden (2013) stand that the process to identify if a population A is
poorer than population B should also include the questioning of “whether poverty in either
population takes on a gradational form, a class form, or a ‘postmodern’ form in which advantage and
disadyantage are partly compensating” (Grusky, D. & Weeden, K., pag. 3. 2013). Moreover, the
authors also mention that the measurement of multidimensional poverty and the process
of inclusion and exclusion of dimensions is a matter of consensus that economists have
not reached yet (Alkire, 2008). To avoid this issue, this research work based the testing of

well-being based on the same dimensions of the MPI official measurement in Colombia.

e Implications of having a wider choice set:

3.2,

If access to microcredit has a positive impact on people’s well-being, it’s because it allows
to have a wider choice set of alternatives, thus people are freer to choose (Alkire, 2002).
However, this research work acknowledged statements such as Markus, H & Schwartz, B.
(2010) who noticed “T'he meaning and significance of choice are cultural constructions” (Markus, H
& Schwartz, B., pag. 344. 2010). And “Choice is good. 1t is essential in enabling people to have the
opportunity to live the kinds of lives they want. But choice is not always and only good, and it does not
mean the same thing to all people in all contexts and all cultures.” Markus, H & Schwartz, B., pag.
352.2010).

Research Design

This work is based on a quantitative research design to test the hypothesis: Having access to

microcredit has a positive impact on individual’s and household’s well-being.

To test the hypothesis, this research aimed to design a methodology to discover the relationship
between conditions that can constraint the well-being (including access to credit) at the individual and

household level, and the dimensions of well-being measured by the official MPI in Colombia. Thus,
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this work is a comparative/quasi experimental research since its scope is to find the effects of
independent variables (conditions that could constraint well-being) on a unique dependent variable

(dimensions of well-being measurement).

The dimensions considered to test well-being are three: Household level of wealth, Education level
and Affiliation to health services. These three dimensions were constructed at the household and
individual level and were tested for rural and urban areas (more details about the dimensions

construction will be found in the upcoming sections).

3.3.  Data collection, Sample and Data Preparation

3.3.1. Data Collection

The quasi-experimental research conducted by this study is based on the data of the Colombian
Longitudinal Survey — EL.CA, carried out by the Center of Economic Development Studies (CEDE),
Faculty of Economics of Universidad de los Andes located in Bogota, Colombia. The survey was
implemented in approximately 10.000 Colombian households in rural and urban areas in 2010, 2013
and 2016. The scope of the survey is to have a detailed look to the social and economic changes of

rural and urban households and its members.

The data collection method implemented by the ELCA aimed to observe the individuals and
households’ dynamics and environment over time (ELCA, 2013). To accomplish its objective, the

survey was conducted with five forms:

- Urban households

- Rural households

- Urban Communities
- Rural Communities

- Anthropometric tests, cognitive tests, and evaluation of social-emotional development for

children.

The data collection carried out by this research was based on the data bases of rural and urban areas

of 2013 and 2016" in STATA format available in the ELCA website. Each year contains three

19 The dataset of 2010 was not included in this study since there was not data available to construct the variable “Access
to credit”. For any required consultation, these datasets are uploaded on the ELCA website and are available for public
consultation in: https://encuestalongitudinal.uniandes.edu.co/en/.

37



different “levels” (Children, Urban, Rural) and within each level there are six datasets. Figure X

describes the composition of the ELCA datasets:

Figure X: Composition of ELCA datasets

i3

Year

i3

£ 3 @
Wb ﬂ Rural Children By Da
é Dictionary

UHouseholds RHouseholds

Rhouseholds_Exp
Enses

Ulndividuals
UCommunities RCommunities

UConflict RConflict

Uhouseholds Exp Rindividuals
€NSES

RHH_Assets

Source: Made by the author based on ELCA data structure

To accomplish the purpose of this study, this research constructed two unique datasets for each year
(2013 and 2016): Urban and Rural. This data management implied the merge of UHouseholds and
Ulndividuals to create the dta file “UrbanINDHh”, and the same process was done to create
“RuralINDHh”. The merging preparation was made using the command “m:1” to unite the two
datasets by a unique variable in common. In 2013 the common variable was “llave” while in 2016 was

“llave_n16". In both cases, these variables were the unique identifiers of the household interviewed.
3.3.2. Sample

According to ELCA’s reports, the sample defined by the survey is 10.800 households, composed of
60.000 located in the urban area and 4.800 in the rural area. The sample is characterized for being
“brobabilistic, stratified, multistage and cluster, with a selection of municipalities based on demographic and socioeconomic

characteristics” (ELCA, 2020). The urban sample is considered representative for households that were
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identified as part of socioeconomical stratum one to four” among the national level and five
geographical regions: Bogot4, Central-Eastern, Atlantic, and Pacific*’. The rural sample is
representative only for small farmers identified as part of four rural micro-regions (Mid-Atlantic,

Coffee Region, Cundiboyacense and Center-East)™.
3.3.3. Data Preparation

The scope of this research is to analyze the impact of access to credit into individuals and households’
wellbeing. As it was mentioned by the literature, wellbeing, or the absence of it (Poverty) in Colombia
is measured through two official indicators: Monetary Poverty and Multidimensional Poverty. To
understand poverty beyond monetary deprivations, this study is based on the MPI measurement of

Colombia to test its main hypothesis.

As Table 2 showed, the MPI measurement in Colombia intends to identify how poor a household is
through five dimensions: 1. Educational Conditions, 2. Youth and Children Conditions, 3. Health, 4.
Labor conditions, 5. Household conditions and access to public services. This research work created
its own three dimensions based on the concepts of MPI to assess Household conditions, Education

and Health Coverage.
3.3.3.1.  Response variables construction

This section explains the construction of the response variables who were measured as dimensions of

wellbeing.

e Dimension 1: Household Conditions

Table 5 shows the construction of the Household Wealth Level dimension, using the variables

available in the ELCA dataset for urban and rural areas, separately:

20 The Socioeconomic Stratification in Colombia is the classification of residential properties in a municipality, according
to the provision of domestic public services (Law 142 of 1994). Among the national territory, the socioeconomic strata in
which the dwellings and/ ot properties can be classified ate 6: 1. Low-low, 2. Low, 3. Medium-Low, 4. Medium, 5. Medium-
High, 6. High. The households who belong to strata 1,2 and 3 atre identified with less economic tesources and are
beneficiaries of state subsidies for their provision of public services. Households who belong to strata 5 and 6 pay costs
overrun on the value of domestic public setvices provision (DANE, 2020)

2 Anex 1 and 2 shows a detail of urban sample for 2013 and 2016, the departments and municipalities covered by the
ELCA.

22 Annex 3 and 4 shows a detail of rural sample for 2013 and 2016, the departments and municipalities covered by the
ELCA.
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Table 5: Dimension 1- Variable Description

Household
0. Not overcrowded; 1. Overcrowded
overcrowding

1 Carpet, marble, parquet, polished wood
2 Tile, vinyl, tablet or brick

3 Cement, gravel

Floor material 4 Rough wood, poorly matched wood,
plank or plank

5 Earth or sand

6 Other

1 Block, brick, polished wood

2 Tapia tread, adobe

3 Bahareque

4 Precast material

Wall material 5 Coarse wood, board, plank

6 Guadua, cane, mat, other vegetable
7 Zinc, cloth, cardboard, cans, waste,
plastics

8 No walls

1 House

2 Apartment

Household type 3 Quart

4 Other type of dwelling unit
5 Indigenous Household

1 Own, fully paid

2 Own, they are paying for it
Household ownership 3 For lease ot sublease

4 In usufruct or other type of tenure

5 Occupant in fact
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1 Electricity

2 Natural gas connected to the public grid
3 Propane gas (in cylinder or pipette)

4 Kerosene, petroleum, gasoline, coccol,

Energy used for
& alcohol

cookin
8 5 Firewood, wood, charcoal

6 Mineral coal
7 Waste material

8 Does not prepare food

1 Public aqueduct

2 Communal aqueduct or veredal
3 Well with pump

4 Well without pump, jagliey
Source of water > Raiowater
6 River, stream, spring, source
7 Public battery

8 Tank car

9 Aguatero

10 Other source (bottle, bag, etc.)

Waste disposal 1. Yes; 2. No

Household sanitary

service 1. Yes; 2. No

Household economic

strata 1. Yes; 2. No

Electricity Provision 1. Yes; 2. No

Natural Gas Provision 1. Yes; 2. No

Water Provision 1. Yes; 2. No

Sewerage Provision 1. Yes; 2. No

Phone Line Provision 1. Yes; 2. No

Waste Public Collection | 1. Yes; 2. No

Internet 1. Yes; 2. No

Fridge 1. Yes; 2. No

TV 1. Yes; 2. No

Cellphone 1. Yes; 2. No
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Owen 1. Yes; 2. No

Cars 1. Yes; 2. No
Motorcycle 1. Yes; 2. No
Bike 1. Yes; 2. No

Source: Made by the author based on ELCA 2013, 2016.

The Household Conditions dimension has five components: 1. Household overcrowding, 2.
Household Physical conditions, 3. Household tenancy, 4. Provision of public services, 5. Household

Assets. The following details are important to understand the dimension construction:

e Critic overcrowding: This component is the result of the ratio between the total rooms per
household and the total of the people who live in the household. This measurement is different
for urban and rural areas, since according to CEPAL (2011) and CONPES (2012), a household
in the urban areas is considered overcrowded if there is three or more people per dormitory,
while in the rural areas a household is overcrowded if there are more than three people per

room (dormitories, living room, kitchen, etc). The following equations explain this process:

Total HH dormitories

HH Overcrowding Urban = 0,33

>
Total people who live inthe HH ~—

o - . Total HH rooms S 0.25
vererowang FUTat = Total people who live in the HH ~ "

e Household Physical Conditions and Household Tenancy: According to Ledgerwood, J. &

Earne, J. (2013), the housing loans have become popular since they are different than the
traditional mortgage modality offered by a financial entity. CGAP (2004)* stands that the

house loans are aimed to low-income population, who usually use them to improve the

23 As cited in pag. 227 by Ledgerwood, J. & Earne, J. (2013)
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conditions of their current home (renovation, expansion, etc.), the purchase of a new one or

a land to construct it.

e DProvision of public services: This component was included in the dimension in order to follow

the MPI measurement in Colombia and have control variables to check the dimension
contruction results. However, the relationship between the provision of public services and
access to credit still needs to be studied since it has been reviewed recently (Mader, P. 2011).
However, there is potential “for using microfinance to meet the financing needs of poor and low income
groups for improved access to higher-quality water and sanitation services” (Gates Foundation, 2008)**.

e Household Assets: The inclusion of this component differs from MPI methodology of

Colombia. Its inclusion was considered relevant for this research since poor people use loans
also for non-productive purposes, such as the purchase of domestic assets to deal with “%fe’s

big occasions” (Rutherford, S. et. al, 2013).

The final step towards the Household Wealth Level construction was the use of Multiple
Correspondence Analysis to create an index that will compute a final result of this characteristics. The
MCA seeks to identify associations between the levels of the categorical variables included. To run
and MCA analysis is STATA, the command “global” was used to identify the variables to be used, the
unique household identifier and the number of components, to finally run the “mca” command and

“predict index”.
e Dimension 2: Education

The Education dimension differs from the MPI measurement in Colombia. In this study the
Education Dimension measures young population under 24 years old who live in the surveyed

household are currently studying.

The construction of this dimension implied two variables: 1. Is the member currently studying? and

2. Working age.
e Dimension 3: Health Coverage

According to the MPI methodology of Colombia, Health dimension is measured by the percentage of
people who are covered with the Social Security System of Health (SGSSS) and the share of

households who can access to health services if they need them. Due to data management constraints,

2+ As cited in pag. 10 by Mader, P. (2011)
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this study considers if members of the household (adults and children) are affiliated or are beneficiaries

of the SGSSS.
To build the Health Dimension, two variables were considered:

- Current membership to any SGSSS entity (Are you currently affiliated, are you a
contributor or are you a beneficiary of any Social Security in Health entity?)
- Current beneficiary of any SGSSS entity (Are the children currently affiliated or are

beneficiaries of any Social Security in Health entity?).

To accurately understand these variables, is important to clarify that the first one captures the sample
of adults who are members of any entity of the SGSSS, while the second one captures the children

who are beneficiaries or are members to any entity of the SGSSS.

The SGSSS in Colombia is the set of institutions and regulations through which the Colombian State
guarantees the provision of healthcare services to all the resident population in the country (Bogota,
2021). According to the Ministry of Health of Colombia (2014) to get access to the SGSSS healthcare
services you must contribute (be a member) to the system with your taxes (tax regime) or being
covered by subsidies (subsidize regime)®. Usually in a Colombian household, the contributor is the

chief or his/her spouse, and the rest of their family are the beneficiaties.
3.3.3.2.  Explanatory Variables Selection and Construction

This section presents the explanatory variables which were considered to test the hypothesis: Having
access to credit has a positive impact on individual’s or households’ wellbeing. Each propensity score

matching made for rural and urban areas test of hypothesis included the following variables:

- Level of education of the head of the household

- Head of the household is employed or unemployed.
- Sex of the household members

- Age

- Marital Status

- Access to credit

%5 The population who are member of the SGSSS through the subsidize regime are classified in the levels 1 and 2 of the
Sisben. The Sisben is a is a socioeconomic classification survey, which allows to identify the needs of the poorest and most
vulnerable people in Colombia (Ministerio de Salud, 2014).
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- Ethnicity
- Region in which the household is established.

The selection of the former independent variables followed a process of two steps: 1. As a
consequence of the literature reviewed about the impact of credit on wellbeing, this study selected
each variable in order to assess its impact on: Household conditions, Education, Access to healthcare

services, 2. The correlation between variables was tested with the “correlation” command on STATA.

The selected explanatory variables provide a multilevel analysis to review individual and household

level variables that could affect the dimension of well-being,.

The variable of interest “Access to credit” is the result of the combination between other three

variables:

- Does the household currently have a credit?
- During the last 12 months, did the household asked for a credit with the financial system?

- If the household asked for a credit in the las 12 months, was it approved?

Furthermore, the construction of this variable assumed “microcredit” and “credit” as equal concepts.

This assumption was taken into account on the grounds of two statements:

- The microcredit provision in Colombia has been absorbed mainly by the financial system.
(revisar autores que digan esto, probablemente Estrada, Aristizabal, Lorena bla, el banco
de la republica, asomicrofinanzas)

- The questions regarding access to credit in the ELCA survey did not distinguish between

having credit with a financial entity, cooperative funds, employees savings funds, etc

3.4. Econometrical Framework

3.4.1. Methodology to test hypothesis: Propensity Score Matching

This study aims to test the hypothesis: Microcredit has a positive impact on individuals’ and
household’s well-being. To do so, the description of the problematic situation has created three

research questions and therefore, three more hypotheses to test:

e Having access to credit has a positive impact on household conditions in Colombia
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e Having access to credit has a positive impact on school enrollment of young population in
Colombia

e Having access to credit has a positive impact on getting covered by healthcare services in

Colombia

To test each hypothesis, this research work used the Propensity Score Matching method. The scope
of this quasi-experimental method is to match a treated and a control group, with similar characteristics
to estimate the effect of a “treatment” or an “intervention”. In this study, the treatment variable is a
dummy variable “treatment_GR”, equal to 0 if people did not have any access to credit and equal to

1 if people did have access to credit.

Moreover, other methods were used in order to test the results of the PSM process. Ordered logistic

regression, “pstest” and was also run to test the results of the PSM made for rural and urban areas in

2013 and 2016. The com
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CHAPTER 4: FINDINGS AND DISCUSSION

4. Findings and Discussion

This chapter presents the findings of the data analysis as a result of the test of the three-hypothesis
mentioned above, in order to evaluate the impact of having access to credit on individuals’ and
household’s wellbeing in Colombia. Section 4.1. shows the descriptive statistics for the models
formulated, while Section 4.2. presents the findings of the econometric PSM estimation over the three

dimensions of Household conditions, Education and Healthcare Coverage.
4.1.  Descriptive Statistics

The following section presents the descriptive statistics of the relationship between the explanatory
variables and the dependent variables intended as dimensions of well-being. First, Section 4.1.1.
presents a detail of the explanatory variables sample in each area, for 2013 and 2016. Section 4.1.2.
display the results of the influence of demographic explanatory variables, first in 2013 and then in
2016 in rural and urban areas, while Section 4.1.3. shows the relationship between socioeconomic

explanatory variables and the dimensions measured in 2013 and 2016 in areas of study.
4.1.1. Presentation of explanatory variables

The independent variables that were considered relevant for evaluate the impact of having access to
microcredit to individuals’ and households’ wellbeing in Colombia, in 2013 and 2016. This list contains
qualitative and quantitative variables which were measured in frequency and percentage, to desctibe

them in the population of the survey.

As t Tables 7 and 8 expose, there are some aspects to remark in 2013 and 2016 for rural and urban

areas.

In 2013 there is mostly the same distribution regarding the variables analyzed for sex and marital
status. In the urban areas there is also a similar percentage of people under 15 years old and over 35
years old, but the population between 15 and 34 years old is higher than in the rural areas. In urban
areas the percentage of people that had worked at least one hour and had generated income are more

(52.69%) than in rural areas (32.27%)

The level of education in rural and urban areas do not differ only in terms of basic elementary, where

the percentage of people in rural (32.13%) is higher than in urban (15.19%). However, the distribution

47



changes for basic secondary, since the percentage of people in rural is less (17,39%) than in urban
(26,14%). Moreover, the results regarding bachellor and postgraduate degrees are higher in urban
(4.98%) than in rural areas (0,70%)

Regarding credit, the distribution between rural and urban areas was mostly the same, since there is a
high percentage of people who currently don't have credit (rural 48,28% and urban 40,38%). However
its important to notice how in both areas the percentage of people who asked for credit is almost the
same who got it rejected. Moreover, the variable constructed for the treatment groups shows how the
highest percentages relies on the people who don't have currently credit and didn't asked for it (44.81%
in rural areas and 36,84% in urban areas) and people who currently have credit and they didn't asked

for it in the last 12 months (therefore is not approved).

In 2016, In 2016 we can see the same distribution of the variables analyzed for both rural and urban
areas in terms of sex and marital status. In the urban areas there is a higher percentage of population

between 25 and 50 years old but less percentage of people under 15 years old.

The percentage of people who worked at least one hour and generated some income was higher in
the rural areas than in the urban ones. Aspects like the percentage of population who worked as a

family helper without being paid was higher in rural than in urban areas.

In terms of education, urban areas have a high percentage of people with basic secondary education,
as well as technological, tecnician education, bachellor degree. Besides the reasons that could favour
education provision more in urban areas than in rural, its important to keep in mind the level of

education and the age of people who were surveyed.

Regarding credit, both in the rural and urban areas the highest percentages rely on people who

currently don't have credit and people who have it but didn't ask for one in the last 12 months
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Table 7. Explanatory variables for 2013

Percentage/Mean
Year Category | Variable Values
Rural Utban
Age 30 years old | 29 yrs old
0 Population under 15 yrs
30,45%
old 28.38%
1 Population between 15
16,89%
and 24 yrs old 17.98%
2 Population between 25
Working age 11,56%
and 34 yrs old 15.20%
3 Population between 35
19,89%
and 50 yrs old 20.06%
4 Population older than 50
21,21%
yrs old 18.37%
0. Male 51,17% 46.86%
Q Sex
:_'a‘ 1. Female 48,83% 53.14%
Q.‘ 1 In common law 22,96% 19.66%
) S .
— Sb 2 Married 17,34% 16.84%
C?] @) Marital Starus 3 Separated or divorced 4,34% 8.15%
8 4 Widowed 3,50% 3.31%
8 5 Single 51,85% 52.04%
1 Head of the HH 22,50% 15.46%
2 Spouse or partner 17,16% 37.18%
3 Child 38,35% 2.39%
4 Stepchild 2,11% 8.10%
Relationship 5 Grandchild of the head of
with the head of | the household or his / her | 8,55%
the household spouse 0.23%
6 Father or mother 0,22% 2.97%
7 Stepfather or stepmother | 3,10% 0.09%
8 Brother / Sister 0,02% 2.42%
9 Stepbrother 1,92% 0.01%
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10 Son-in-law or daughter-

0,01%
in-law 1.48%
11 Grandparent 1,81% 0.13%
12 Father-in-law 0,09% 0.93%
13 Uncle 0,82% 0.23%
14 Nephew 0,25% 1.82%
15 Another relative of the
1,10%
Head of the HH 1.20%
16  Domestic  setvice,
0,76%
caretaker and their relatives 0.05%
17 Pensioners 0,06% 0.05%
18 Another non-relative of
1,17%
the Head of the HH 1.39%
0 Indigenous 9.22% 2.17%
1 Raizal 0.03% 0.02%
2 White 12.63% 14.49%
Ethnic Self-
3 Mestizo (Mixed, half
recognition
blood) 20.98% 22.13%
. Afrodescendent 0.91% 3.94%
None 56.23% 57.25%
1 He/she is worked for at
least an hour in an activity
35,27% 52.69%
that  generated  some
income
2 He/she worked as a
Job Activity | family helper without being | 5,53% 1.69%
Members of the | paid for at least one hour
Household 3 He/she is did not work
but had a job or job for | 0,61% 1.07%
which she receives income
4 He/she is worked at least
an hour and looked for | 0,24% 0.39%

work
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5 He/she is permanently

0,92% 0.80%
unable to work
6 None of the above 34,94% 43.02%
88 Don't Inform 0,05% 0.35%
1 None 5,79% 2.82%
2 Preschool 0,13% 0.17%
3 Basic elementary 32,13% 15.19%
4 Basic secondary and
17,39%
middle (6 to 13) 26.14%
5 Untitled Technician 0,35% 1.03%
Level of | 6 Technician with title 1,17% 4.58%
education of all | 7 Untitled Technological 0,10% 0.33%
HH members 8 Technological with title 0,25% 1.50%
9 Untitled University 0,24% 1.82%
9 10 University degree 034% 2.92%
S 11 Untitled Prostrate 0,01% 0.04%
8 12 Postgraduate degree 0,11% 1.02%
Q @) 88 Don't Inform 0,09% 0.06%
g 8 Missing 41,00% 42.38%
@)
i3]
@) 0 None 2,65%
/)
1.22%
Level of | 1 Basic Primary or Basic
19,07%
Education Head | Secondary, or both 16.95%
of the HH |2 Tecnitian and/or
(created by | Technical Professional
0,29%
author) level, with or without
diploma 2.54%
3 Bachellor and/or
Postgraduate, with  or | 0,22%
without diploma 2.22%
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4 Other members of the
household  level (Not
included in the sample of
study but useful for the

data management)

77,50%

76.13%

Job Activity
Head of the HH
(created by

author)

0 None or Unable to work

3,28%

4.54%

1 He/she worked for at
least one hour (without
monetary payment) OR,
worked at least one hour

and looked for a job

1,16%

0.23%

2 He/She worked for at
(with

least one hour
monetary payment) OR
didn't worked but had a
current employment with

income

18,05%

18.99%

3 Job activities of the other

(Not

included in the sample of

family members

study but useful for the

data management)

77,50%

76.13%

Do you currently
study? (Asks for
all family

members)

1 Yes

30,51%

31.75%

2 No

56,60%

56.46%

88 Don't Inform

1,56%

11.79%

Young

population
currently study
(created by

author)

0 People older than 24 yrs
old who currently study or
not (Not included in the
sample of study but useful

for the data management)

52,67%

53.64%

1 Population below 24 yrs
old who currently DON'T
study

17,63%

17.04%
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2 Population under 24 yrs

29,70%
old who currently study 29.32%
Members of the
1 Yes 37,63%
HH are current
36.87%
members of the
2 No 2% 2.26%
SGSSS
88 Don't Inform 0,03% 0.19%
Members of the
1 Yes 25,75%
HH are
23.62%
beneficiaries of
2 No 1,42% 1.25%
the SGSSS
88 Don't Inform 0,02% 0.13%
0 Population who don't
have any access, don't
33,16%
contribute and are not
beneficiaties 35.68%
1 Population who are NOT
beneficiary of healthcare
1,42%
services (Mostly children
under 15yrs old) 1.25%
Access to Health
2 Population who DON'T
Services (created
contribute to healthcare | 2%
by author)
services (Mostly adults) 2.26%
3 Population who are
beneficiaries of healthcare
25,75%
services (Mostly children
under 15yrs old) 23.62%
4 Population who
contribute to healthcare | 37,63%
services (mostly adults) 36.87%
Atlantica 0,36%
Oriental 0,25% 25.35%
Region
Central 0,25% 24.93%
Pacifica 0,18% 7.92%
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Atlantica Media 29,02% 21.10
Cundi-Boyacense 24,65% 21.10%
Eje Cafetero 20,62% 8.70%
Centro-Oriente 24.66% 11.97%
Orinoquia-Amazonas 0.03%
Does the HH
has currently a | 1 Yes 51,72% 59.62%
credit with
entities, family
of friends? 2No 48,28% 40.38%
During the last
12 months, did
the household | 1 Yes 06,38% 7.09%
try to obtain a
credit in the
financial system? | 2 No 62,71% 59.42%
Was this credit | 1 Yes 0,87% 0.93%
approved? 2 No 5,50% 6.15%
0 People who don't have
credit neither currently nor | 44,81% 36.84%
in the past 12 months
1 People who don't have
currently credit, they ask
foritin the past 12 months 7% 007
Credit  Access but it wasn't approved
(created by 2 People who don't have
author) current access to credit,
they asked for it in the past | 0,68% 0.53%
12 months and it was
approved
3 People who -currently
have credit and they didn't | 51,53% 59.22%

asked for it in the last 12
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months (therefore is not

approved)

4  People who have

currently credit, they asked

for one during the last 12 | 0,20% 0.40%
months but it wasn't
approved
Source: Made by the author
Table 8. Explanatory variables for 2016.
Percentage/Mean
Year Category Variable Values
Rural Utban
Age 33 yrs old 31 yrs old
0 Population under 15
ld 27,26% 26,16%
yIs 0
1 Population between
15,89% 17,07%
15 and 24 yrs old
2 Population between
Working age 10,55% 14,42%
0 25 and 34 yrs old
3 3 Population between
= 20,71% 21,01%
[a¥ 35 and 50 yrs old
< 4 Population older than
S‘D 50 . 25,59% 21,34%
yIs O
g S 0. Male 51,38% 46,81%
ex
E 0 1. Female 48,62% 53,19%
g - 1 In common law 2308% | 20,16%
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2 Married 18,23% 17,20%
Marital 3 Separated or divorced | 4,63% 8,55%
Starus 4 Widowed 3,75% 3,47%
5 Single 49,40% 50,62%
1 Head of the HH 24.11% 25,18%
2 Spouse or partner 18,06% 15,92%
3 Child 35,88% 36,72%
4 Stepchild 2,08% 2,55%
5 Grandchild of the
head of the household | 9,61% 8,64%
or his / her spouse
6 Great-grandson 0,24% 0,23%
7 Father or mother 2,43% 2,30%
8 Stepfather or
0,02% 0,06%
stepmother
9 Brother / Sister 1,77% 1,87%
Relationship
10 Stepbrother 0,02% 0,04%
with the head
11 Son-in-law or
of the 1,94% 1,61%
daughter-in-law
household
11 Grandparent 0,05% 0,09%
12 Father-in-law 0,77% 0,88%
13 Uncle 0,18% 0,15%
14 Nephew 0,98% 1,42%
15 Another relative of
0,87% 1,15%
the Head of the HH
16 Domestic service,
caretaker and  their | 0,01% 0,02%
relatives
17 Pensioners 0,01% 0,01%
18 Another non-relative
0,95% 1.16%
of the Head of the HH
0. No Report 91,61% 90,19%
Ethnic Self-
1 Indigenous 1,31% 0,42%
recognition
2 ROM or gypsy 0,01% 0,01%
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3 Raizal 0,25% 0,96%
4 Palenquero 2,19% 3,20%
5 Black, 'mulatto’ (Afro-
4,64% 5,21%
descendant)
1 He/she is worked for
at least an hour in an
45,64% 42.,06%
activity that generated
some income
2 He/she worked as a
family helper without
6,63% 1,21%
being paid for at least
one hour
Job Activity | 3 He/she is did not
Members of | work but had a job or
0,80% 1,36%
the job for which she
Household receives income
4 He/she is worked at
least an hour and looked | 0,21% 0,32%
for work
5 He/she is
permanently unable to | 1,13% 0,93%
work
6 None of the above 45,58% 34.27%
88 Don't Inform/Miss | 20.48% 19,86%
1 None 6,69% 1.81%
2 Preschool 0,18% 0,41%
3 Basic elementary (1 to
) Level of | 5) 40,47% 12,50%
.'é education of | 4 Basic secondary and
8 all HH | middle (6 to 13) 43,62% 42,83%
(@) members 5 Untitled Technician 1,06% 3,88%
Q
O 6 Technician with title 4,73% 13,96%
o ’9 7 Untitled
— Q ntitle
g c% Technological 0,31% 1,96%
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8 Technological with

title

1,14%

5,04%

9 Untitled University

0,66%

5,08%

10 University degree

0,97%

8,28%

11 Postgraduate degree

without diploma

0,18%

0,64%

12 Postgraduate degree

without diploma

3,61%

Level of
Education
Head of the
HH (created
by author)

0 None

18,65%

22,92%

1 Basic Primary or Basic

Secondary, or both

5,22%

1,13%

2 Tecnitian and/or
Technical Professional
level, with or without

diploma

0,16%

0,59%

3  Bachellor and/or
Postgraduate, with or

without diploma

0,07%

0,54%

4 Other members of the
household level (Not
included in the sample
of study but useful for

the data management)

75,89%

74,82%

Job  Activity
Head of the
HH (created
by author)

0 None or Unable to

work

4.82%

5,68%

1 He/she worked for at
least one hour (without
monetary payment) OR,
worked at least one hour

and looked for a job

0,99%

0,30%
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2 He/She worked for at
least one hour (with

monetary payment) OR

dide't worked but had a | 0|2
current  employment
with income
3 Job activities of the
other family members
(Not included in the
sample of study but T8 [
useful for the data
management)
Do you | 1 Yes 27,31% 30,50%
currently 2 No 60,34% 57,83%
study? (Asks
for all family | 88 Don't Inform 12,35% 11.67%
members)
0 People older than 24
yrs old who currently
sudy o not (ot 56,85% 56,77%
Young included in the sample
population of study but useful for
currently the data management)
study 1 Population below 24
(created by | yrs old who currently | 16,66% 15,47%
author) DON'T study
2 Population under 24
yrs old who currently | 26,49% 27,76%
study
Members of | 1 Yes 73,02% 73,56%
the HH are
current
2 No 2,78% 4,49%

members of

the SGSSS
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Members

of

the HH are

beneficiaries

of the SGSSS

1 Yes

18,77%

17,04

2 No

0.42%

0,62%

Access
Health
Services
(created

author)

to

by

0 Population who don't
have any access, don't
contribute and are not

beneficiaries

5,03%

4,29%

1 Population who are
NOT beneficiary of
healthcare services
(Mostly children under
15yrs old)

0,41%

0,62%

2 Population  who
DON'T contribute to
healthcare services

(Mostly adults)

18,76%

17,04%

3 Population who are
beneficiaries of
healthcare services
(Mostly children under
15yrs old)

2,78%

4,49%

4 Population  who
contribute to healthcare

services (mostly adults)

73,01%

73,56%

Region

Atlantica

0,53%

25,14%

Oriental

0,57%

18,11%

Central

0,40%

16,53%

Pacifica

0,28%

17,36%

Atlantica Media

31,50%

2.58%

Cundi-Boyacense

24,27%

2.41%
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Eje Cafetero 18,95% 3.68%
Centro-Oriente 23,48% 213
Bogota 12.07%
Does the HH | 1 Yes 52,90% 55,90%
has currently
a credit with
entities, 2 No 47,10% 44.10%
family or
friends?
During  the | 1 Yes 21,52% 22,72%
last 12
months, did
the
household try
o obtain a 2 No 78,48% 77,28%
credit in the
financial
system?
Was this | 1 Yes 15,55% 14,34%
credit
approved? 2No 5,97% 8,37%
0 People who don't have
credit neither currently
nor in the past 12 64 WA
months
1 People who don't have
Credit Access | currently credit, they ask
(created by | for it in the past 12 | 2,93% 4,01%
author) months but it wasn't
approved
2 People who don't have
current access to credit, | 0,54% 0,66%

they asked for it in the
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past 12 months and it

was approved

3 People who currently
have credit and they
didn't asked for it in the
34.85% 37,85%
last 12 months
(therefore is not

approved)

4 People who have
currently credit, they
asked for one during the | 3,04% 4,36%
last 12 months but it

wasn't approved

5 People who currently
have credit, they asked
for one in the past 12 | 15,01% 13,69%

months and it has been

approved

4.2.  Propensity Score Matching Results

This study aimed to test four hypotheses:

e Having access to credit has a positive impact on the household conditions
e Having access to credit has a positive impact on the education of young population
e Having access to credit has a positive impact on the access to healthcare service

e Having access to credit has a positive impact on wellbeing

In order to do so, the methodology of Propensity Score Matching was used and it results were also
tested with the use of ordinal logistic regression. The results are presented first for 2013 and then for

2016, for both rural and urban areas:

2013
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1 Dimension: Household Conditions

Rural:

T]
(2]
=t
IS
—

Variable Sample Treated Controls Difference S.E.

HH wealth terc Unmatched 209,438,069 189,422,658 .200154109 .01168310811.74

[ ] I
ATT 209.438.069 18400277 .254352988 .0741265094.77
[ ] [ ]
Urban:
Variable Sample Treated Controls Difference S.E. T-stat

HH_wealth_terc Unmatched 2.25893665 2.00163773 0.257298918 0.012975 19.83

[ | |
ATT 2.25893665 1.9010181 0.357918552 0.065084 5.5
| |

According to the results, in 2013 having access to credit was statistically significant to household
conditions. Therefore: Having access to credit had a positive impact on the household conditions in

rural areas

Dimension 2: Education of young population

Rural:

Variable Sample Treated Controls Difference S.E. T-stat
I [
____J—

young_current_~s Unmatched .797685002 743899782 05378522 012656387 4.25
I [

ATT 797685002 777305105 020379897 046549281 0.44

I I

6

(8]



Utban:
Variable Sample Treated Controls DifferenceS.E. T-stat
young_current_~s Unmatched 0.758484163  0.74729774 0.011186 0.0146050.77

ATT 0.758484163  0.744230769  0.014253 0.0415680.34

In 2013, having access to credit was not statistically significant neither for rural and urban areas in

terms of education of young population.

Dimension 3: Access to healthcare services

Rural:
Variable Sample Treated Controls Difference S.E. T-stat
I
— I
health_service~d Unmatched =~ 233,504,849 232,247,167 012576821 024956053 0.50
I [ |
ATT 233,504,849 129,437,958 104,066,891 149519001 6.96
-
Utrban:
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Variable Sample Treated Controls DifferenceS.E. T-stat

health_service~d Unmatched 2.27046021  2.20509031 0.06537  0.029379 2.23

ATT 2.27046021  2.29245069 -0.02199 0.121553-0.18

In 2013, having access to credit was slightly significant more for the rural areas than in the urban ones.

Moreover, here will be presented the results regarding 2016:

2016

Dimension 1: Household Conditions

Rural

Variable Sample Treated Controls Difference ~ S.E. T-stat
I |
HE

HH_wealth_terc Unmatched  2.01744982  1.97776033  0.039689 0.012777 3.11
I |

ATT 2.01744982 197582117  0.041629 0.096952 0.43

I I

Urban

Variable Sample Treated Controls Difference S.E. T-stat

HH_wealth_terc Unmatched ~ 2.04082197 1.94392973 0.096892 0.0118828.15



ATT 2.04082197 2.08284187 -0.04202 0.071279-0.59

In 2016, having access to credit was more statistically significant for urban areas than for rural ones.

Dimension 2: Education of young population

Rural
Variable Sample Treated Controls Difference S.E. T-stat
[ ]
[ ]
voung current ~sUnmatched  0.715898723 0.674123496 0.041775 0.01347 3.1
1 [ ]
ATT 0.715898723 0.702212591 0.013686 0.08912 0.15
| [ ]
Utban
Variable Sample Treated Controls  DifferenceS.E. T-stat
young_current_~s Unmatched 0.717102838 0.703525450.013577 0.012728 1.07
ATT 0.717102838 0.696277180.020826 0.071764 0.29

Following the same line, having access to credit wasn’t statistically significant both in rural and urban

areas, therefore it didn’t have a significant impact.

Dimension 3: Access to healthcare services

Rural

Variable Sample Treated

Controls DifferenceS.E. T-stat
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young current ~s Unmatched 0.717102838
ATT 0.717102838
Urban
Variable Sample Treated
health_service~d Unmatched 3.45162182
ATT 3.45162182

0.703525450.013577 0.012728 1.07

0.696277180.020826 0.071764 0.29

Controls Difference S.E. T-stat

3.40777283  0.043849 0.015354 2.86

3.35836712  0.093255 0.1146170.81

In 2016, both for rural and urban areas the effect of having credit was slightly statistically significant.

The impact of having access on healthcare services wasn’t significative.

Table X and X show the distribution of both the samples of the treatment and control groups made

for 2013 and 2016.

Tables X Rural and urban distribution of treatment and control group in 2013

Rural:

T T T T T
Probensity Score

I Untreated [ Treated
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Urban

T T T T
4 < 6 7 8
Propensity Score

I Untreated [ Treated

For 2016 the distributions are showed in the following graphics:

Rural

T T T T
Propensity Score ’

I Untreated [ Treated
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Utban

5
Propensity Score

I Untreated

I Treated
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CHAPTER V: CONCLUSIONS AND RECCOMENDATIONS

This study carried out the assessment of the impact of having access to credit into rural and urban

areas in 2013 and 2016. The PSM methods developed to evaluate the impact of a treatment group

(sample of population with access to credit) and control group (sample of people without access to

credit) showed different aspects to remark:

There is a high percentage of people who are not having access to credit and don’t try to ask
for it to formal financial institutions. The motives for this client’s preference can be related
with a lack of trust in the financial system, different ways to access to capital (by income, rent
or other type of loans) or auto selection, due to the fact that individuals could prefer to not
participate or ask for credit because they don’t want to.

Having access to credit has a positive impact of the household conditions both for rural and
urban areas. This confirms the statements of the empirical studies reviewed, which affirm that
credit provision is more linked with consumption than with other investments, such as small
business or education. In this case, the impact of having credit, both in rural and urban areas
confirm that clients use credit for improvement of household physical conditions, as well as

the acquisition of assets.

Having access to credit doesn’t impact significantly neither the current education of young
population, nor the access to health care services both in rural and urban areas. According to
this research, this result can be related with two events: 1. Clients who have access to credit
invest it predominantly in household assets, therefore in immediate and durable goods and 2.
The similarity between rural and urban areas suggest that there is a weakness in the structure
of the Colombian state the service provision. Again, as the literature suggested, the context in
terms of political reality, armed conflict institutions provide a restrictive scenatio for

population in terms of inequality reduction and poverty alleviation.

Moreover, this study would recommend:

Even if the effect of having access to credit has not been verified as significant, it still has a
positive effect on household conditions. Tools to reach economically active population who
are informal should then expand even more, considering new technologies such as Daviplata.
Since social, political and economic context has been identified as a determininant factor for

the success of tools for development such as microcredit, its important to keep in mind
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structural changes that should aim rural and urban areas in Colombia, mostly in terms of

education and health access.
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ANNEX1

ELCA - Urban Sample 2013

Cantidad de hogares
Regién Departamento Municipio Codigo DANE encuestados LB para
seguimiento
Bogota Bogotd Bogota 11-001 915
Atlantica La Guajira Fonseca 44-279 97
Atldntica La Guajira Riohacha 44 - 001 93
Atlantica Magdalena Santa Marta 47 - 001 64
Atldntica Magdalena El Retén 47 - 268 100
Atldntica Atlantico Barranquilla 08 - 001 229
Atlantica Atlantico Soledad 08 -758 27
Oriental Cundinamarca Zipaquira 25 -899 58
Central Quindio Armenia 63 - 001 52
Pacifica Valle del Cauca Alcald 76 - 020 64
Pacifica Valle del Cauca Cartago 76 - 147 71
Atlantica Cérdoba Monteria 23 -001 78
Atldntica Cérdoba Ayapel 23 - 068 80
Oriental Cundinamarca Madrid 25- 430 70
Atlantica Sucre San Pedro 70-717 113
Oriental Cundinamarca Soacha 25-754 76
Oriental Boyaca Chiquinquird 15-176 64
Oriental Boyacd | Paipa 15-516 54
Atlantica Bolivar El Carmen De Bolivar 13-244 80
Atldntica Bolivar Cartagena 13-001 146
Pacifica Narifio Ipiales 52 - 356 92
Pacifica Narifio Pasto 52 -001 86
Pacifica _| Narifio | Lelva 52-405 69
Pacifica Cauca Popayéan 19-001 55
Oriental Meta Vistahermosa 50-711 49
L O 1. . NS & Vilavicenclo 5000 S
Central Antioquia Itagul 05 - 360 30
Central Antioquia Envigado 05 - 266 14
Central Antioguia Bello 05 - 088 49
Central Antioquia Caldas 05-129 7
R SESSGDOSSESNR 7. | SISO, | Copacabana 05-212 10
[ Central Antioquia L Girardota S L. S N | S
Central Antioquia Medellin 05 - 001 325
Central Antioquia Sonson 05 - 756 57
Central Antioquia Urrao ...05-847 S6._.
Central Antioquia Turbo 05 - 837 39
Central Antioquia Rionegro 05 - 615 39
| Oriental Cundinamarca Tablo 25-785 53
Oriental Norte de Santander Clcuta 54-001 132
 Oriental Norte de Santander Los Patios 54 - 405 9
Orlental Norte de Santander El Zulia 54 - 261 11
Oriental Norte de Santander Gramalote .. 54-313 SN SR
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ORI ) o ‘Norte de Santander | Lourdes 54-.418 10
Oriental Norte de Santander Ocaiia 54 - 498 67
Oriental Santander Barrancabermeja 68 - 081 97
Oriental Santander Bucaramanga 68 - 001 101
Oriental Santander Floridablanca 68 - 276 64
Oriental Santander Piedecuesta 68 - 547 20
Pacifica Valle del Cauca Cali 76 - 001 503
Pacifica Valle del Cauca Yumbo 76 - 892 32
Pacifica Valle del Cauca Palmira 76 - 520 49
Pacifica Valle del Cauca El Cerrito 76 - 248 60
Central Tolima Ibague 73-001 64
Central Tolima Rovira 73- 624 58
Central Huila Neiva 41-001 47
Central Tolima Espinal 73-268 58
Central Risaralda Pereira 66 - 001 48

| Central Risaralda Dosquebradas 66 - 170 19

| Central Risaralda La Virginia 66 - 400 10
Central Risaralda Santa Rosa De Cabal 66 - 682 47
Central Caldas Manizales 17 - 001 49
Central Caldas Villamaria 17 -873 10
Oriental Cundinamarca El Rosal 25 - 260 46

TOTAL HOGARES URBANOS 5275

Source: (ELCA, 2013)



ANNEX 2

ELCA - Urban Sample 2016
Cantidad de hogares
Regién Dpto. Cédigo DANE encuestados LB para
seguimiento
Bogais Bogoth 11-001 o5
Atantica La Guagra 44-219 97
Atantica La Guasra 44-001 a3
Asantica Magdalena 47-001 64
Atantica Magdalena 47-268 100
Asantica Atiantico 08 - 001 29
Arantica Allantico 08-758 27
Oriental Cundinamarca 25-899 58
Central Quindio 63- 001 52
Pacifica Valle del Cauca 76 -020 64
Pacifica Valle del Cauca 76-147 1Al
Alidntica Cérdoba 23-001 78
Affantica Cérdoba 23-068 80
Oriental Cundinamarca 25-430 70
Aidntica Sucre 70-717 113
Oriental Cundinamarca 25-754 76
Oriental Boyaca 15-176 64
Oriental Boyaca 15-516 54
Aantica Botivar Carmen De Bolivar 13-244 80
Atdntica Botivar 13-001 146
ca Narifio 52-356 92
Paciica Nanfo 52001 %
Pacifca Narifo 52405 69
Pacifica Cauca 19 - 001 55
Ornental Meta 50 - 711 49
Oriental Meta 50 - 001 75
Central Antioqua 05360 k)
Central Am!ogg 05 - 266 14
Central Antiogquia 05-088 4 '
Central Antiogquia 05-129 P 4
Central Antioquia 05-212. 10
Cenral Antiogua 05- 308 10
Central Antiogquia 05 - 001 325
Centra Antioguia 05756 57
Central Antioguia 05847 5%
Central Antioguia 05837 39
Central Antioguia 05-615 T SOR|
Oriental Cundinamarca 25-785 A
Orental  Norte de Santander S L SO OO
Oriental 77" "T Nolede Santander | TosPatos T TR 0
Orlental " "  Norte de Santander e P, ]
Onental Norte de Santander 54-313 18
 Orlental Norte de Santander 54 - 418 10
Oriental Norte de Santander 54 - 498 67
Oriental Santander Barrancabemes 68 - 081 97
Orlental Santander 68 - 001 101
Oriental Santander 68 - 276 64
Orlental Saotander 68-547 =&
Pacica |VeledelCavca  ICek Lo 76-001 e 903
T TSR b T [T e b T EReRaNiasy Ay, -892 3
Paclfica Valle del Cauca 76 - 520 49

............................

................................................
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Pacifica Valle del Cauca El Cerito 76-248 60
Central Tolima bagué 73-001 64
Central Tolima Rovira 73-624 58
Central Hulla Nena 41-001 47
Central Tolima Espinal 73-268 58
Central Risaralda Peresa 66 - 001 48
Central Risaralda Dosquebradas 66-170 19
Central Risaralda La Virginia 66 - 400 10
Central Risaralda Santa Rosa De Cabal 66 - 682 47
Central Caldas Manizales 17 -001 49
Central Caldas Villamaria 17-873 10
Oriental El Rosal 25-260 46

TOTAL HOGARES URBANOS §215

Source: (ELCA, 2016)
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ANNEX 3

ELCA - Rural Sample, 2013

Cantidad de hogares
Regidn Departamenta Municipio Codigo DANE encuestados LB para
seguirniento
Atlantica Cordoba Ceraté 23-162 294
Atlantica Cardoba Ciénaga De Oro 23.189 260
Atlantica  {Cordobs =~~~ tChimg 1 28-19 @ %6
Atlantica Cérdoba Sahagun 23 - 660 279
Atlntics | Suce | Sampues 70-670 125
Centro-Oriente Tolima Ortega 73-504 454
Centro-Oriente Talima Matagaima 73-483 189
| Centro-Oriente Talima Purificacian 73-585 754
Centro-Oriente Cundinamarca Tacaima 25- 815 156
| Cundi-Boyacense Santander Puente Nacional 68-572 334
| Cundi-Boyacense Boyaca Saboya 15- 632 444
Cundi-Boyacense Cundinamarca Simijaca 25-745 p1.51
| Cundi-Boyacense | Cundinamarca | Susa 25-779 211
EleCafetero, |Quindio 1 Cordota 63-212 @@ > __
Eje Cafetera Quindio Clrcasia 63 - 190 268
Eje Cafetero Quindio Filandia 63-272 228
EjeCofetero |Msersids =~~~ | Belén DeUmbria 66 - 068 —
TOTAL HOGARES RURALES 4.555

Source: (ELCA, 2013)
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ANNEX 4

ELCA - Rural Sample 2016
i Cantidad de hogares
Regién Departamento Municipio Cédigo DANE encuestados LB para
seguimiento

Atantica Cérdoba Ceveté 23-162 294
Afidntica Cérdoba Ciénaga De Oro 23-189 260
Atantica Cérdoba Chind 23-182 166
Atantica Cérdoba Sahagin 23-660 m
Attantica Sucre Sampues 70-670 125
Centro-Oriente Tolima Ortega 73504 494
Centro-Oriente Tolima Natagaima 73-483 189
Centro-Oriente Tolima Purificacén 73.585 254
Centro-Oriente - ’Cum Tocaima 25-815 156
Cundi-Boyacanse Santander Puente Nacional 68 - 572 kX
Cund+Boyacense Boyaca Saboya 15.632 I
Cunds-Boyaoense Cundinamarca Simijaca 25.745 181
Cundi-Boyacense Cundinamarca Susa 25-119 n

Ejo Caowro Quadi Contota -2 o '
Eocaown. oo crada ||| 63190 %
Eje Cafetero Quindio Filandia 63-212 28
EoCdowo [ “LE;;‘&’{,;;; """""" T Tem | e
""""""""""""""""""" TOTALMOGARESRURALES P

Source: (ELCA, 2016)
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