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Abstract
Recent years have shown an important increase of financial inclusion to excluded
people provided by microfinance institutions (MFIs) around the world. Despite this,
microfinance sector should turn on its attention to the quality of this financial inclusion’s
instead of just quantity. This paper provides a brief overview of the concept and
evolution of financial inclusion and reviews some of the microfinance challenges
regarding financial access, usage, literacy, education, behaviour and capability in
order to achieve healthy financial inclusion and accomplish the mission for what were
created.
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1. Introduction
Microfinance sector, in general terms, was born as a solution to break down the
poverty trap in which the financial excluded population lives, thus improve their welfare
state (Banerjee et al., 2015). The impact of microfinance have been largely discussed,
finding that there are still a lot of improvements to do in the sector, in order to generate
not only outreach to poorest (Easterly 2002; Yunus 2007; Morduch, 1999; Armendariz,
2010; Duflo and Banerjee 2011; Roodman 2012), but also sustainability for MFIs
(Olivié, García, 2003).
Among microfinance history, authors have developed two different research lines
(Gutiérrez and Serrano, 2019). While in the first stage welfarism was predominant,
analysing advantages and disadvantages from a client perspective, in the second
institutionalism assumed greater relevance, moving the focus to institution’s
sustainability. However, these two approaches have begun to work together recently,
offering a more complete point of view on MFIs activity.
The last report of Global Findex, reveal that globally the share of adults owning an
account is 69 per cent in 2017, an increase of 6,5 percent points since 2014 given by
governments policies, digital payments and a new generation of financial services
through mobile phones. However, not all owners use frequently their account. Last
Global Findex survey showed that 50 percent of owners have neither deposited nor
withdrawn in the past 12 months.
One of the reasons that could affect the unfortunate data described above, is that
financial education is focusing on strengthen the knowledge, instead of decrease the
barriers of financial behaviour that inhibit access, usage of financial services and
products that decrease the trust in the financial system (Atkinson and Messy, 2013).
Education also has a positive impact on financial capability, just when it has that
objective and people’s financial behaviours are in control of themselves (Miller et al.,
2015).
In recent times, some important Banks have started to incorporate the innovative
concept of financial health created by the Financial Health Network (FHN) in 2015.
One example is BBVA, which has started to adopt this new concept to make
individual’s day-to-day financial system function well and increase the likelihood of
financial resilience and opportunity. This approach has found acceptance, who
consider financial health as the vision that goes beyond the dichotomy between
financial inclusion and education. Because of this interest, the Financial Health
Network has adapt the framework to the development world (Ladha et al., 2017).
The newest concept could solve an enormous doubt for microfinance sector about.
What would be the next step after this bull trend of financial access that governance,
reforms and fintech are pushing up? Is microfinance sector worried enough not only
2

to give access, but also offer quality and education that allow low-income clients to
use the products and services for their client’s wellbeing?
As a new concept, there is not impact studies that have implemented it, for that reason
this paper analyses the literature and evaluate the pertinence for microfinance sector
to adopt financial health framework as a goal, and alternatively proposes guidelines
for MFIs to apply it.
This document is divided in five parts. First, theoretical framework that exposes history
and trends of microfinance literacy, and identifies some challenges in financial
inclusion and financial education. Second, the financial health framework for
development economies that has recently been created. Third, a brief overview about
adoption of financial health to microfinance sector. Finally, it will be presented the
conclusions.

2. Background of financial health
This paper wants to expand the concept of microfinance, not only as instrument for a
technical financial inclusion, but also as policy for human development. An historic
overview is useful to explain the concepts of microfinance and to understand the
evolution and next steps of another way to bank.
2.1. Evolution of two approaches in microfinance literature
Gutiérrez and Serrano (2019) have analysed the research in microfinance, giving an
historic overview of the development of the literature. Using scientometric approach
(de Solla Price, 1963), they have recognized three stages for microfinance literature:
from 1997 to 2007, from 2008 to 2012 and from 2013 to 2017. In this first part will be
described the three stages of microfinance as Gutiérrez and Serrano (2019) have set,
focusing more on the differences between the two research lines on development
economics, institutionalism and welfarism (Klein, 1977), in order to identify how
microfinance concept has evolved and if the literature show possible problems of
mission drift (Copestake, 2007).
First stage
What is call microfinance now was born as microcredit in 1970s in Bangladesh (Yunus,
1998). Microcredit was thought as opportunity for the poor to receive formal credit
without requiring collateral. Until the end of the century, microcredit has spread in Asia
and Latin America, increasing his relevance (Robinson, 2001). However, the scientific
literature has started to consider microcredit in 1997 (Gutiérrez and Serrano, 2019),
year of the foundation of the Microcredit Summit Campaign that proposed a shared
definition of microcredit.
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“Microcredit is a program that grants small loans to the neediest of the
poor so that they can set up small businesses to generate income and
improve the standard of living for themselves and their families.”
Definition adopted from the Microcredit Summit Campaign, Washington,
D.C., 2-4 February, 1997.

In this definition, we can recognize the basic elements of microcredit. First, the
problem to solve is poverty and the low standard of living. Second, the solution is to
offer small loans for small businesses. The assumption underlying is purely economic
and set that the low welfare state of poor households is due to low income. Income is
considered as a proxy of the welfare
(Stockhammer, 1997). This definition reflect an
institutional approach research line, however,
the most important topics and most cited
papers in this stage expressed a strong interest
on the methodology and effects of microcredit
(Adams and Von Pischke, 1992; Yaron, 1992;
Holvoet, 2005). Poverty, rural areas, women
empowerment and social implication of group
lending are the most discussed topics. The
keyword analysis (figure 1) is coherent with the
Figure 1 - Source: Gutiérrez and Serrano, 2019
topics, as many authors have analysed the
success of Grameen Bank in Bangladesh
(Gutiérrez and Serrano, 2019). Therefore the first stage is focused on understand the
positive effects of microcredit.
In 1999, the milestone statement of Morduch (1999), confirm microcredit benefits,
point out the positive role of savings, but also suggest the difficulties that microfinance
institutions face.
Second stage
The first stage ends in 2006, when professor
Yunus and Grameen Bank were awarded the
Nobel Peace Prize. Thanks to the recognition,
microcredit has entered in the public debate as
alternative development policy. Research
literacy start to point out that credit is not the
only financial service that offer a welfare
improvement. Therefore, the relevance of
microcredit has decreased as authors have
started to prefer the broader concept of
microfinance. The keyword analysis (figure 2)
represent an increasing relevance of the

Figure 2 - Source: Gutiérrez and Serrano, 2019
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institutionalism and generalism approach. However, the two bodies have few
touchpoints, due to the trend to cite authors from the same cluster (Gutiérrez and
Serrano, 2019).
Hermes, Lensink and Meesters (2011) have investigated the relationship between
outreach and efficiency of MFIs finding a negative correlation, in particular low average
loan and woman borrowers affect the long-term sustainability. On the other side,
Quayes (2012) affirm that the relationship can and has to be complementary,
otherwise the social mission can be affected. Therefore, the second stage is where
the debate between welfarism and institutionalism start to be relevant, with an
apparent preeminence of the second research line (Jameson, 2006).
Third stage
The knowledge map (figure 3) of the last stage
evidence the maturity of research literature. There
are evidence of an increasing relevance of
generalism approach and more interconnection
among different research bodies (Gutiérrez and
Serrano, 2019). Academics start to link microfinance
with financial inclusion as development instrument
(Sarma and Pais, 2011). World Bank has led this
approach with the Global Findex, which offered a
standardized financial inclusion database used by
many authors to evaluate the impact of microfinance Figure 3 - Source: Gutiérrez and Serrano, 2019
(Demirguc-Kunt and Klapper 2012). In addition, the
Microcredit Summit Campaign has moved his focus to financial inclusion rather than
microfinance (Reed, 2015).
However, the debate on impact of microfinance is still ongoing for different reasons.
Looking at the historical trend in the literature is possible to identify some of them. The
knowledge maps help to explain the influence of institutionalism approach in MFIs
strategic decisions that have drifted institution’s mission. Navajas et al., (2000)
demonstrated that microfinance organizations in Bolivia were serving only partly the
poorest of the poor, preferring urban and individual customers, rather than rural and
group lenders.
The emerging trend from the third stage analysis lead to an inclusive perspective,
which place side-by-side financial inclusion, according to the institutionalism
approach, and financial education, as welfarism contribute. Relevant in this direction
the World Bank insight on financial literacy (Klapper et al., 2015), that points out a
positive correlation between GDP per capita and financial literacy, and evidence that
financially excluded are also financially illiterate. The OECD has conducted a research
in Latin America analysing the impact of financial education programs in support to
5

financial inclusion and development of social capital, finding evidence of positive
effects on most vulnerable sectors of population (García et al., 2013).
Summarizing, the history of microfinance explain the background of nowadays
priorities in the sector. From one side, the identified goal is financial inclusion. This
approach is led by the World Bank that has launched in 2011 the Global Financial
Inclusion (Global Findex) database, in order to collect worldwide comparable data on
financial inclusion. Microfinance has adopt this approach, as it fixes homogeneously
in sector’s mission. From the other side, many authors have underlined as the
development of poor areas is more complex than just give a bank account to everyone,
because of the lack of financial capabilities (Global Microcredit Summit, 2011).
Financial health is an outcomes based approach that propose to change the point of
view of microfinance towards a multidisciplinary analysis, going beyond the duality
between financial inclusion and education.
2.2. Introduction the new concept of financial health
The redefined concept of economic development as "reducing or eliminating poverty,
inequality and unemployment within a context of a growing economy" (Todaro, 2012),
and the new challenges have aimed this document to seek a new concept to follow
up.
Some definitions around financial health will be exposed in the next paragraphs. First,
the Center for the Innovation of Financial Services in the United States. Recently
renamed as Financial Health Network FHN, because of its acceptance worldwide,
define it as:
"Financial health is when your daily financial system helps you develop your
resilience and seize opportunities. Just as people who eat balanced diets
and have good health insurance are now more likely to avoid illnesses and
be more physically active later in life, people with good savings habits and
access to affordable credit. They are now more likely to avoid bankruptcy,
handle unexpected expenses and prepare for retirement"

Similarly, J.P. Morgan in its paper "Improving the financial health of low income
groups") says:
“The concept of financial health, therefore, incorporates ambitions both to
improve the design of financial products so that they better meet the needs
of consumers, as well as the financial capacity agenda. The latter seeks to
help people improve their skills, knowledge and confidence to use financial
services effectively, and motivate them to adopt good financial behaviours
that will benefit them in the long term”
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According to the FHN 2017, financial health is the sum of resilience, opportunity and
day-to-day money management (figure 4). These are given variables that financial
inclusion should allow to the includers financially. Thus, a healthy financial inclusion is
“how well one’s daily financial system help build resilience from and create
opportunities to pursue one’s dreams”.

Figure 4 - Source: FHN

Once financial health has been defined, some challenges around financial inclusion
and financial education will be exposed. Then the pertinence of financial health in
microfinance is tested as a proposal (figure 5).

Figure 5 - Source: CGAP

2.3. Challenges of financial inclusion
In 2006 financial inclusion was declared the new microfinance’s mission (CGAP
2006a: xi–xiii), referring to the process of promoting “financial well-being as well
as economic and social inclusion“(OECD, 2005). Therefore, literature has started
to evaluate how microfinance affect individual’s well-being. Brown, Guin and
Kirschenmann (2015) found support of a better bancarization in presence of a
microfinance branch and strong effect on the use of bank accounts by low-income
and older households. Mosley and Hulme (2006) propose a collection of impact
studies about microfinance that presents empirical evidence of the positive effects.
According to the World Bank, are considered financially included not only
individuals that constantly use a financial product, but also self-excluded. The
second category refers to voluntary exclusion due to several reasons, among
which the most widespread are no need, cultural, religious or indirect use of a
family member product. Therefore, financially excluded are those individuals who
do not have access to formal financial services or are underserved and correspond
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to MFIs potential clients. The World Bank has identified four causes of exclusion:
insufficient income (high risk), discrimination, legal framework and quality of the
supply (World Bank, 2018).
A research of Demirguc-Kunt et al. (2017) shows how financial inclusion has evolved
from financial deepening to financial inclusion; that means a different formula for
measuring it, crossing from finance divided by GDP, to included divided by population.
Thus, now has been recognized that microeconomic effects have a potential impact
on macroeconomic indicators. Following this reasoning, if there is an important
supervision on financial services, it will generate economic growth.
Notably, it is relevant to establish that financial inclusion is a process to promote, in
general terms, not only access, but also usage of financial system. This is according
to OECD, (2005)
Financial inclusion refers to the process of promoting affordable,
timely and adequate access to a wide range of regulated financial
products and services and broadening their use by all segments of
society through the implementation of tailored existing and innovative
approaches including financial awareness and education with a view
to promote financial well-being as well as economic and social
inclusion.
To measure the expansion of financial inclusion, the World Bank, every 3 years from
2011, illustrates how adults save, borrow, make payments, and manage risk with the
Global Findex survey. The report offers a wide overview on financial inclusion,
however is not specific for microfinance sector, due to characteristics of clients,
transaction and activity (González-Vega, 2002). All previous makes difficult to
measure the real amount of financial inclusion on microfinance sector at all.
Even though microfinance sector encounter these difficulties in measuring, an
important distinction is clear. Supply side, corresponding to Microfinance institutions
in terms of this paper, create access to market and usage among the demand side.
Nevertheless, demand seems to depend on financial capabilities of low-income
clients. Consequently, financial inclusion is given when supply and demand are
balanced, which does not means that it is the best situation possible (González-Vega,
2002).
Financial inclusion is a multidimensional concept with three basic dimension:
access, use and recently the quality or nature of access and usage (Roa, 2015).
To understand better the challenges regarding financial inclusion, this paper has
considered relevant to explain the relation among those three interconnected
concepts, with the purpose to detail the improvement opportunities according with
the literature associated.
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Financial access
Financial inclusion has been largely discussed worldwide, finding oppositors
(Banerjee, 2015) as well as followers, this chapter is focused to analyse the challenges
regarding the impact on financial capabilities that have been identified by some studies
applied to MFIs worldwide.
Currently a microfinance institutions give access to low-income clients when at least
fulfil five basic characteristics: first, existence and availability of facilities; second, offer
financial products adapted to the low-income clients; third, is closed to the client;
fourth, manage transaction costs in order to avoid transfer them to the final client; fifth,
reducing entry barriers (González-Vega, 1997).
However, by this supply side there are some
characteristics that have not being fulfilled
and consequently still remaining challenges
to reduce financially exclusion of female,
poor, young and with low education people
(Global Findex, 2017) (Graphic 1). This has
become a political concern and some
government have adopt financial inclusion
through restrictive programs that are
focused on increase the quantity of access
instead of a quality of inclusion that increase
economic development (Demirguc-Kunt et
al., 2017).
The conclusions of Mader (2018) about the Graphic 1 - Source: Global Findex, 2017
effect of financial inclusion on poverty are
coherent with above. First, the author affirm that the connection between financial
inclusion and economic development is unclear. The example of India is one of the
most relevant case for analysing the effectiveness of financial inclusion. Despite a
large governmental program (Pradhan Mantri Jan Dhan Yojana), which has led to a
27 percent increase in number of accounts in three years (from 2014 to 2017) up to
80 percent (Global Findex, 2017), the use in the poorest part of the population has
been marginal (Kaur and Singh, 2015).
Second, Mader advance a criticism to microfinance as “did not serve to alleviate (let
alone eliminate) poverty, but instead spearheaded a financialization of poverty to the
advantage of rentier capitalists and ‘social’ investors” (Mader, 2018). The author
suggest the adoption of a more social approach, as cooperatives or public savings
and lending programs. Although, Bruhn and Love (2014) found that increases in
financial access might have macroeconomic effects; they argue that low-income
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individuals who were informal business owners and keep it can increases the income,
creating an overall increase in employment.
The positive or questionable effects are still debated, due to the inconsistency, so far,
of a rigorous research showing a direct impact of financial inclusion on economic
growth and inequality at the macroeconomic level (Demirguc-Kunt et al, 2017).
Moreover, is important to point out that financial products are not equally effective,
mostly due to product design, which might have a significant impact on demand and
on development outcomes for financial inclusion (Demirguc-Kunt et al, 2017).
Financial Usage
The range of country with the highest increase in bank account possessions (which
include India), is also the one with largest inactive accounts number. Kaur and Singh
(2015) confirm the success of the Indian policy in promoting access and the failure in
following up use, in particular for the poorest part of the population. That evidence
support the need of a more complete approach for financial inclusion in microfinance
that not only promote the access, but also the use.
Honohan and King (2009) have arrived at similar conclusions on financial inclusion,
arguing that use is clearly more important than access and that there is a separation
between theory and measurement of usage. Hawkins (2010) suggest adopting an
integrated framework that consider individual’s outcomes relevant in the measurement
of usage.
Access is the first step of financial inclusion and does not guarantee a financial wellbeing (World Economic Forum, 2018). Day-to-day use of a financial product means
that meet the needs of households, and allow practicing and improving financial
capabilities. Therefore, use depend on quality of supply, and households skills. A lack
in financial capability could lead either to exclusion or to a counterproductive use
(Kempson et al., 2013).
A reflection on the determinants of scarce usage of financial products is needed. The
performance of an organization depends on the willingness and ability of the
individuals involved, given the existing constraints and environment. This kind of
analysis is necessary for microfinance in order to adapt a quality strategy and the
services according to households’ needs and outcomes (Chaves and Gonzalez-Vega,
1996).
Use depend also on demand-side of financial market. The capacity of low-income
families to use a financial product depends on several factors. First, a low level of
financial education and capability make individuals unable to understand, and
therefore use, a product; second, a lack of productive opportunities decrease the
demand for financial products; third, uncertainty and risks affect individual
10

expectations that make dangerous the use of certain products like a loan; fourth,
ignorance of the available products; fifth, different population segments have different
needs of product (González-Vega, 1997).
The reality in low-income level economies is the financial exclusion (Global Findex,
2017), but what makes the difference between using or not a financial service?
González Vega (1997) has identified five barriers that cause financial market failure:
distance, asymmetric information, counterproductive incentive (moral risk),
institutional framework and covariance of risk. Those barriers vary a lot depending on
the market. Therefore, is necessary to know the needs of the population served with
a deep relation officers-client (González Vega, 1997).
Quality of supply overcome market barriers when households are financially
capacitate; have productive opportunities available, positive future expectations and a
more transparent communication from financial institution (González Vega, 2002).
OECD has divided in two categories the causes of financial exclusion, supply and
demand-side factors. From supply-side, these barriers can create prohibitive costs to
access in terms of both time and money, legal restrictions or misalignment with users’
needs. On the other hand, demand-side factors of exclusion are individual and depend
on the scarce wellbeing. Most relevant are financial vulnerability, not allowing a
constant use, a lack of financial literacy, impeding the understanding of how to use the
products, and psychological barriers when households feel uncomfortable in
approaching a financial institution.
Summarizing, financial inclusion is a process that promote financial well-being through
access and use of financial products and services (OECD, 2005) (figure 6). In low
income countries there are factors that impede access and use, excluding a large part
of population (Global Findex, 2017). From supply-side, quality determine the ability of
an institution to overcome market failures, meanwhile, from demand-side, capability
of households affect their potential to achieve financial well-being.

Figure 6 - Source: World Economic Forum, 2018

Therefore, institution’s capacity to achieve financial inclusion depends on how well can
overcome both kind of barriers to ensure access and use. OECD definition of financial
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inclusion suggest implementing “tailored existing and innovative approaches including
financial awareness and education with a view to promote financial well-being as well
as economic and social inclusion.”
2.4. Challenges of financial education
The specialization of financial education is relatively young. All the documents about
this have been written since 2000, and, just in 2008 OECD/International Gateway for
Financial Education (INFE) was created. It promotes and facilitates international cooperation between policy makers and other networks on financial education issues
worldwide.
Can be easily understand financial education as
“the process by which financial consumers/investors improve their
understanding of financial products, concepts and risks and, through
information, instruction and/or objective advice, develop the skills and
confidence to become more aware of financial risks and opportunities,
to make informed choices, to know where to go for help, and to take
other effective actions to improve their financial well-being” (OECD,
2005).
In this chapter, it is explained three steps to transform financial knowledge, given by
financial education, into behavioural changes on low-income people and the
challenges for MFIs to follow it. First, it is showed why financial literacy is important,
but not enough; second, it is demonstrated the dependency between financial
education and financial behaviour to impact lower-income financial decisions; third, it
are provided reasons why translate financial education to financial capability is the
goal (figure 7).

Figure 7 - Source: Own design

Financial literacy
According to the figure 7, this document has drawn the connections of financial
education, which has been integrated by financial literacy, behaviour and capability,
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and literacy is the first step defined to all basic financial knowledge needed. A
conceptual definition of financial literacy was not adopted and added to the National
strategy for financial literacy until 2009, despite of has been studied since 1900s and
categorized since 2000 in five: (1) knowledge of financial concepts, (2) ability to
communicate about financial concepts, (3) aptitude in managing personal finances,
(4) skill in making appropriate financial decisions and (5) confidence in planning
effectively for future financial needs (Remund, 2010).
Therefore, as a basic concept, financial literacy matters because people need
numeracy skills to take decisions related to financial management. The more financial
literacy, the more ability to make conscious financial choices regarding saving,
borrowing, planning and spending (Klapper et al., 2015).
In addition, the correlation between financial exclusion and low levels of financial
education is due to scarce knowledge of products, confidence, certain attitudes and
behaviours that create barriers to access, inhibiting the use and decreasing the trust
in formal financial products as was described by Atkinson and Messy (2013).
In addition, Banerjee and Duflo (2010) determine the need to provide education in
numeracy and to develop client's entrepreneurial skills, in order to get a positive impact
on entrepreneurs who have taken a microcredit. However, Yunus (2007) had said that
people do not need to adopt new skills, just need to bring to light their own.
Similarly, microcredit has been overestimated. Microcredit was seen as a unique
clients need to overcome poverty trap, but there is nothing further from the truth
(Angelucci et al., 2013). Poverty as a complex situation of social and financial
exclusion requires other services like financial literacy. Thus, the goal is not only
access, but also usage and quality, like was found by Cole et al. (2011), who
established that use of insurance in India and bank accounts in Indonesia are both
linked with higher levels of financial literacy.
Financial Behaviour
Currently financial behaviour has being incorporated into the Fintech industry that use
Big Data to collect a greater variety of customer locations and behaviour, thus
determines market opportunities (World Economic Forum, 2018). That tendency is
used to improve clients’ experience of financial services and products (Diaz and Del
Valle, 2017).
Behavioural finance is a term that has taken relevance since 1990, despite that it dates
since 150 years ago. It is a mix between sociology, psychology and finance itself and
explains the emotional processes involved and the degree to which they influence the
decision-making process (Diaz and Del Valle, 2017). Indeed, financial decisions are
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associated with the life-cycle, this hypothesis was originally proposed by the Nobel
Laureate Franco Modigliani et al. in the 1950s
Financial behavioural in finance has a relationship because has been recognizes that
the way of financial education is offered is relevant, of course, if the main objective is
to obtain a finance behavioural change. It is assumed that those kind of expected
changes will make people take better financial decisions about their business (Drexler
et al., 2014).
Last assumption must be taken especially, when it has been documented that humans
have behavioural barriers to that rapidly change the decision making after taking a
traditional financial training, due to some behavioural financial deviation like the
following: aversion to losses, bias of the present, overconfidence and the cognitive
constraints (Díaz and Del Valle, 2017).
Thus, considering the financial barriers, a study suggested cognitive constraints rather
than lack of attention as a key barrier to improving financial knowledge (Carpena et
al., 2011). Consequently, according to (Díaz and Del Valle, 2017), financial education
programs need to be redesigned taking advantages of these insights. Even more, if
the financial education is given to low income clients because these behavioural
barriers, affects more when people cannot take easily and voluntarily monetary
decisions, due to poverty situation itself (Spears, 2011).
The causal eﬀect of poverty on behaviour has been observed time ago, Lewis (1959)
suggested that poverty interacts noxious with psychological limits and biases that are
common to rich and poor people. The proper poverty limitations make people more
desperate and vulnerable over financial decision making through lack of socioemotional abilities willpower and self-control (Spears, 2011).
In order to overcome behavioural financial deviation since a study of 1996 directed by
Baumeister and Heatherton was discovered that willpower and self-control, among
others could be strengthened and improved with practice. These, also are called socioemotional abilities (Annex 1) or 21st century skills nowadays (Reimers and Chung,
2019).
In essence, according with McNeil et al., (2012) these socio-emotional abilities have
been grouped into seven clusters, each of which is supported by an evidence base
that demonstrates their association with positive life outcomes. These capabilities
include managing feelings, communication, confidence and agency, planning and
problem solving, relationships and leadership, creativity, resilience and determination,
highly necessary to improve financial capabilities.
In addition to strengthening social-emotional skills, it is also possible to overcome
behavioural barriers through non-conventional education as it was described by Berg
14

and Zia, (2013), who studied the influence of a television soap opera in South Africa
over financial behaviour. As a result, they concluded that emotional financial education
influenced better savings decision after participants watched the soap opera television
program. As has been seen, these skills can be developed for individuals when are
trained, even more if teachable moment is tapped (Kaiser, T., and Menkhoff, L, 2017).
According to expected behaviour changes, Kaiser and Menkhoff, (2017) categorized
the types of education, where (approximately 83 percent of all estimates) are
evaluations of classroom financial education that take place in different settings such
microfinance institutions, among others. They identified seven categories of financial
behaviours that after educational interventions revealed outcomes (figure 8).
Budgeting effects appears to be higher than others, and the effect sizes related to
saving and retirement saving are higher than the average effect size of financial
education on borrowing behaviour.

Figure 8 - Source: Kaiser and Menkhoff, 2017

All of this means, debt-related financial behaviours could be the challenger to tackle
through financial education by conventional education (Miller et al, 2015), even more
for low-income clients who were identified as difficult to educate (Kaiser and Menkhoff,
2017).
Another of the most important outcomes of Kaiser and Menkhoff (2017) was that
higher relative intensity (i.e. trainings with relatively more hours per week) has a
significant positive effect on treatment effects on financial behaviour. In their document
was considered as weekly intensity is about four hours.
Financial Capability
This document has travelled from financial education towards to financial capability,
going through financial behaviour because capability emphasizes behaviour change
15

or set of consumer outcomes in addition to knowledge gains, what means capability
is the sum of last chapters. Studies have analysed the causal correlation between
them and it will be exposed next.
Miller et al. (2015), in their paper called “Can You Help Someone Become Financially
Capable?” developed a meta-analysis of studies that reported financial education
impact of variety of financial institutions as MFIs, among others. Their overall
conclusion is 140 of the 188 studies can be helpful in improving financial outcomes
such as savings and record keeping, but it does less well in preventing outcomes such
as loan default.
Outcome expected of financial education, is therefore that, people who take lessons
instead of making adverse decisions that could affect them financially, improve their
financial behaviours where they have the ability to or slack to exert greater control
(Miller et al. 2015). Hence, financial outcomes of the individuals depends on, not only
if have received appropriate and non-conventional financial education, but also on
some abilities or skills related, as was deepened before.
As an evidence of positive financial outcomes over loan behaviours after taking
financial education, there is a study of Giné and Mansuri (2011) in Pakistan. The
clients on microfinance were business owners in urban areas who can participate in a
lottery to access larger business loans. It was detected that an increase of business
knowledge, practices and improvements in household and member outcomes.
Even better results were found by Karlan and Valdivia (2006) regarding to loan
behaviour improvements, repayments and client retention rates for the microfinance
institution. According to the authors, self-employed poor rarely have any formal
training in business skills, thus to solve this and obtain outcomes described, they used
a randomized control trial and measured the marginal impact of adding business
training to a Peruvian group lending program for female microentrepreneurs.
Another interesting, but less effective was a study of Stuart (2012), who found
difficulties regarding to randomization of the intervention, thus as lessons learned, the
author found that costs and benefits of randomization should be carefully weighed.
Apart from that, the study is interesting because is a quasi-experimental, differencein-difference evaluation that use financial diaries in Uganda to identify the impact of
financial education over knowledge, skills, attitudes and behaviours of individuals. The
study uses three major elements of financial capability: day-to-day cash flow
management, planning, and financial service use. The results showed that the
respondents in the treatment group changed their savings behaviour. In particular, the
finding that the treatment group experienced an increase in the amount they saved at
home – an activity common to both groups – was most striking. The findings also
showed the potential disjuncture between a change in knowledge, skills, and attitude,
on the one hand, and behaviour on the other hand.
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Despite of the unclear results, above exposed, on the three major elements, this study
aims to appreciate the complexities of living in poverty to enable them to deal with the
realities of their lives as they live them encouraging them to improve their capabilities
(Stuart, 2012). Especially, when theories of behaviour change clarify that these
changes depends on several variables like stage of change (Prochaska et al., 1998)
and the economic theory has not include human irrational barriers (Akerlof and Shiller,
2009)
Finally, when financial education go beyond to help clients improve their financial
knowledge, shift to financial capability, that means go from just teach to know towards
teach to know to do. This require a financial education focused to reduce behavioural
barriers through strengthen socio-emotional skills associated with them.
3. Financial health
3.1. Importance of financial health for microfinance sector
Since last recession in 2008, people from United States have been interested in
change financial behaviours to prevent a new crisis, therefore in 2011, FHN launched
innovative financial capability interventions through programs that coupled financial
products and services with education; leveraged technology; and applied behavioural
economics concepts to affect financial behaviour.
After applying these interventions, financial health nowadays is a growing trend
adopted by important banks, like BBVA, and analysed as an innovative and useful
answer by World Economic Forum, 2018. This acceptance is due to its simplicity of
the measure that take advantage of demand side and determine what financial
capabilities are required for a financially included.
However, problems of financial inclusion vary worldwide, so FHN adapted the financial
health framework to the developing world. Most of indicators of the framework are
common sense even regardless level of income. Even though, FHN developed four
contextual factors, which will be exposed in the next section.
Doing the research, this paper have corroborate that is appropriate for microfinance
institutions to turn on its attention to financial health. This means to increase the quality
rather than quantity of financial inclusion. Due to, the more financial health created to
their clients, the most well-being state for them.
3.2 Applying financial health to microfinance sector
To establish how MFIs apply financial health, FHN in 2017 developed six indicators to
measure financial health for the developing world after a qualitative and quantitative
research in India and Kenya.
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To obtain these six indicators, FHN made eighty-nine qualitative interviews across 18
urban and rural communities throughout the two countries. In addition, FHN interviews
with key industry experts to review and refine the global financial health framework. A
characteristic of the framework is that can be applied regardless government or
financial infrastructure, and across a wide range of cultures.
To use and understand better the context where to apply it, FHN identified four
contextual factors for developing world (figure 9) that are interrelated with health
indicators. These factors, as description of demand side, enabling more informed and
comprehensive for intervention design for MFIs.
Contextual factors for developing world

Figure 9 - Source: Financial Health Network, 2017

A community with a high amount of individuals that presents weaknesses in these
factors, highlights to MFIs that financial health framework is needed and should be
applied in order to increase the impact on financial capabilities. The four contextual
factors are exposed below (Table 1).
Factor

Description

1. Absolute
income level

In deep poverty, poorest has limited bandwidth for financial health. Absolute
income provide insight into one’s relative poverty level.

2. Income and
expense
volatility

Extent and timing of variations in income and expense flows. Income volatility,
or variations in the amount, cadence, and predictability of incoming cash flows,
can make it difficult to manage and plan one’s financial life.

3. Social
network

Range of family, friends and community contacts available for informal financial
arrangements. Across different cultural contexts, social networks play a
significant role in people’s financial lives during financial shock.

Members of a household have different roles in financial decision-making.
4. Financial role Some are lead decision-makers, while others provide input or are co-decision
makers, and still others are primarily dependents.
Table 1 - Source: Financial Health Network
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The goal of the 4 contextual factors is to understand the community and draw an
appropriate path to financial health, in addition there are six indicators closely
intertwined with each others that establish change expected behaviours on individual
or household financial level (Figure 10 and Table 2).
Financial health indicators for developing world

Figure 10 - Source: Financial Health Network

Indicator

Description

1.Income vs
expenses

Describes an individual’s day-to-day financial management, for both
short and long-term needs. Financially healthy consumers can shape
their finances sufficiently to allow them to smooth consumption.

2.Build and
maintain
reserves

Captures the behaviour of intentionally or habitually putting away
assets, as well as the magnitude of assets immediately available.
People save in many forms, both in money (cash and accounts) and in
tangible and diverse items.

3. Manage
existing debts
and access to
potential
resources

Measures an individual’s existing debt obligations alongside the
potential additional resources they can generate from calling on
external sources in times of need. Leveraging resources from social
networks is often used to help weather a shock, both for individuals who
use formal financial products and those that do not.

4. Plan and
prioritize

Time horizon for planning, types of goals, action steps towards goals,
and confidence in one’s financial future. Improving and maintaining
financial health requires active and intentional engagement, including
activities such as planning and prioritization.

5.Manage and
recover from
financial
shocks

How well a person can leverage financial resources to weather and
recover from an economic shock unexpected. This indicator assesses
how well equipped someone is to manage, as well as recover from, a
financial shock or emergency.

6.Use an
effective range
of financial
tools

The suite of financial tools respondents use, whether formal or informal,
to manage their financial lives. People use various formal and informal
financial tools to execute their financial strategies.
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Table 2 - Source: Financial Health Network

Among all this document have been exposed data and literature regarding financial
inclusion and education, that explain how challenges have interfered in the process of
financial inclusion. Nevertheless, it is clear that challenges are opportunities to
innovate, therefore this document suggests to microfinance institutions integrate the
new concept and the financial health framework.
According to the HFN framework, the benefits to adopt it are three: improving the
functionality, the design and the adaptation of financial products and services.
Similarly, this paper have found that microfinance sector faces challenges that could
be solved using the framework; on the other hand, as a framework, it did not explain
the path to incorporate it specifically. Alternatively, this paper suggest in the next
chapter some principles about how to apply.
4. Financial health in microfinance institutions
Before establishing some principles, next table summarizes possible improvement
opportunities, which were found through the reviewed literature (Table 3); also, shows
how the framework above described improve them.

Table 3 – Source: own design
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4.1. Principles of financial health for microfinance institutions
This paper has some suggestions and proposals regarding to the use of the framework
for microfinance institutions
1. Outcome based strategy. Implement the financial health framework as
measurement strategy of financial vulnerability in order to design a successful
financial inclusion path. Apply a coherent system of measurement focused on
clients’ outcomes, rather than just income level, means that the MFI's impact
should be evaluated also depending on improvements of client’s outcomes.
2. Designing an incentives structure for low-income clients, aiming to incentivize
the development of their financial health with motivation and awareness.
3. FHN framework should be implemented using a Non-Financial Service (NFS)
incorporated into the financial products, which function is to watch over the
financial health of the customers into the microfinance institution using big data
collected by a technology that, in long term, reduce the credit risk of the
institution and affect positively the sustainability1.
4. Knowing more the community target in order to identify the minimal expected
changes in financial capabilities as outcome, and then identify the minimum
behavioural changes needed to get them.
5. A range of a portfolio adapting it to the products required by households needs
as well as outcomes expected.
6. Financial education as a relevant part of financial health framework, should
incorporate ninth principles with its clients: first, teaching should be done in a
teachable moment, that means practicable; second, should be nonconventional, that means memorable, practical and relevant; third, should have
an important duration and intensity; fourth, should use minimal expected
changes in financial capabilities to design sessions; fifth, should practice 21st
socio-emotional skills to avoid behavioural barriers; sixth, should agree on
specific and easy actions to overcome the weaknesses; seventh should
listening the concerns of clients guide them to achieve the behaviour and
capability both identified as required; eighth, should take care determining the
target segment of intervention; ninth, should connect financial expected
capabilities with an easy financial product giving them frequently reminders by
technology or personal support.

1

The multidimensional nature of poverty requires a coherent approach that suggest the adoption of a
consistent NFS beside financial product (Khandker, 2005). Moreover, NFS do not affect financial
sustainability and efficiency, but it does impact positively on repayment rate and depth of reach to
poorer people (Lensink et al, 2018)
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5. Conclusions
Even though microfinance has been expanding worldwide, its penetration has been
different among countries. Therefore, it is not surprising that financial exclusion is still
a widespread reality in many developing economies. Moreover, many authors have
doubted the impact of microfinance on households’ well-being. The paper has
analysed the challenges that microfinance is facing, proposing the adoption of financial
health framework as an innovative approach that ensure a more effective financial
inclusion.
Financial health framework for microfinance should be adopted with care, which
means that as an innovative idea still improving to really create the change expected
and avoid what occurred with microcredit concept in 1970 by Muhammad Yunus that
an overestimated concept, have created some misunderstandings.
Financial exclusion is a market failure due to barriers both from supply and demandside. MFIs, as market actors, should work in order to overcome these obstacles.
Financial inclusion implementation strategies often lack to work on all exclusion
causes concurrently. Basically, the focus has been more on access, rather than on
use or on the quality of the supply that has not always been appropriate. Meanwhile
many MFIs compete on cost, informal credit providers are still the main competitors
for microcredit, because of their flexibility and proximity (Mader, 2018).
The adoption of the financial health framework aim to respond to the misalignment of
MFIs strategy and their mission of financial inclusion, promoting an outcome based
approach. A customer oriented method facilitate institutions to better understand and
constantly monitor changes of the market and, at the same time, design a strategy
coherent with households needs. The goal remain financial inclusion, but the
multidimensional approach focus on develop financial capabilities through financial
education and product usage.
Has been identified that financial education itself does not have significant impact on
financial decision-making. Nevertheless, when financial education is focused to impact
on financial capabilities the effect is increased, even more if microfinance institutions
follow three important suggestions remarked in the paper.
Among this document have been discussed the pertinence for microfinance sector to
adopt this newest concept of financial inclusion called financial health, which beyond
of giving just access, also encourage usage and quality. This paper concludes that the
focus should continue to shift from financial inclusion in terms of quantity, to financial
inclusion in terms of quality. This will be obtained when financial inclusion and financial
education develop financial capabilities.
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Annex 1
Identifying what socio-emotional skills affect more the financial behaviour expected
according to Second DeSeCo Symposium, (2002) with the Framework for 21st
Century Learning (2019), this paper shows the next table:
Financial behaviour

Competences areas

Emphasis in economic sector

barrier
(21st century skills)
Self-management
Patience

Aversion to losses.

/

/ Action orientation, responsibility, taking
Self- decisions and risks, resource management,

regulation / Self-control

planning, shaping the workplace,
management of time, assessing the impact
and effectiveness of action, flexibility

Bias of the present

Social

competencies/ Interpersonal competencies, working in

Teamwork/Cooperation

teams, cooperating and negotiating, resolving
conflicts

The cognitive

Creativity

Innovation and change, entrepreneurship

Skills attitude

Risk behaviour, resilience

constraints

Source: Experts from education, business, labor, health, and other relevant sectors; OECD,
UNESCO, the World Bank, the International Labour Organisation (ILO), and the United
Nations Development Program (UNDP) collected by Rychen and Salganik (2003).
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