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growth impact of the first wave of glo-
balization in an important industrializer. 
Together with similar datasets that are 
currently being processed by research-
ers around the world for China, France, 
Germany, Italy, Japan, Switzerland, and 
the U.K., a new view, or at least a greatly 
enhanced vision, of 19th century glo-
balization is sure to emerge. Countries 
did not compete and grow based only 
on their factor endowments. Like today, 
producers and consumers gained from 
access to new finished and intermedi-
ate goods and higher-quality varieties of 
already existing goods, such that the wel-
fare gains from trade strongly contrib-
uted to rises in living standards during 
the first wave of globalization. 

1 J. Williamson, “Globalization, 
Convergence and History,” The 
Journal of Economic History, 56(2), 
1996, pp. 277–306.  
Return to text.
2 J. E. López Córdova and C. M. 
Meissner, “Exchange Rate Regimes and 
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1913,” American Economic Review, 
93(1), 2003, pp. 344–53.  
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Working Paper No. 12602, October 
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Return to text.
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Return to text.
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NBER Working Paper No. 11117, 
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60(4), 2008, pp. 539–75.  
Return to text.
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Retail financial institutions worldwide 
are facing greater competition and regu-
latory scrutiny. This makes it increasingly 
important for them to understand the driv-
ers of consumer demand for basic finan-
cial services if they are to maximize prof-
its, improve social impacts, and address 
public policy concerns. Researchers also 
need to understand these drivers in order 
to calibrate, shape, and test models in fields 
ranging from contract theory to behav-
ioral economics to macroeconomics to basic 
microeconomics. Likewise, policymakers 
need to understand these drivers in order 
to sift through a plethora of potentially rel-
evant theories and set appropriate regula-
tions. Much of our research seeks to iden-
tify the effects of pricing and marketing on 
demand for short-term loan and savings 
products in developing countries. 

Pinning down causal effects of financial 
institutions’ pricing and marketing strategies 
is complicated by at least five issues. One is 
the classic social science problem: Relying 
on observational data is fraught with the 
risk that changes in price or marketing 
are correlated with other changes — in firm 
strategy, in the macroeconomy, in house-
hold budget constraints — that drive selec-
tion. This is a particular concern when esti-
mating treatment effects from expanding 
access to financial products such as credit, 
savings, or insurance. A second issue, inti-
mately related to the first, is low statistical 
power due to limited variation in key policy 
parameters. A firm making a single change 
to pricing, a product, or marketing is basi-
cally generating a single data point of vari-
ation. The effects of the single change are 
difficult to disentangle from other contem-
poraneous changes affecting the firm and 
its constituents. This is a particular concern 
for savings products, as compared to loans, 
since one-size-fits-all pricing is more com-
mon and direct marketing is less common 

with savings products. These two issues 
are the primary motivation for employing 
experimental methods. 

A third complicating issue is that most 
measures of demand sensitivity — for exam-
ple, demand elasticities — are not funda-
mental or unchanging parameters. We 
expect demand sensitivities to change with 
factors like competition, labor market con-
ditions, and search costs. A fourth issue is 
that a firm’s levers are rarely perfect repre-
sentations of a single parameter. For exam-
ple, variations in price, in particular, may 
be confounded by other factors changing 
simultaneously and may therefore lead to 
deceiving results if interpreted strictly as an 
estimate of demand sensitivity. A fifth issue 
is that strategy often requires an under-
standing of underlying mechanisms, while 
identifying mechanisms requires observ-
ing off-equilibrium behavior. For example, 
observing loan repayment and other bor-
rower behaviors under atypical conditions 
can help test theories of asymmetric infor-
mation or liquidity constraints. 

We address these challenges using field 
experiments implemented by financial insti-
tutions in the course of their day-to-day 
operations. The partnering financial institu-
tions randomly assign prices, communica-
tions, or access to products, generating vari-
ation that is uncorrelated with other factors 
that vary endogenously over time or people. 
This addresses Issue One above. The finan-
cial institutions randomize policies at the 
individual or neighborhood level in order to 
generate sufficient statistical power to iden-
tify causal effects. This addresses Issue Two. 
In some instances, the financial institutions’ 
randomized policies are implemented across 
sufficiently different people or markets, and 
are in place for long enough or with vary-
ing lengths of time, that we can examine 
under what conditions demand varies. This 
addresses Issue Three.1 In another instance, 
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we use variation in price and advertising con-
tent to explore how those two levers interact, 
addressing Issue Four.2 Lastly, through two-
stage experimental designs, we have tackled 
typically unobserved behavior on loan repay-
ment as well as returns to capital, which per-
tains to Issue Five.3

In our work,4 and in the work of oth-
ers,5 we learn that financial markets for credit 
are not meeting the needs of the poor. In 
Mexico, the Philippines, and South Africa, 
we have found that financial institutions are 
able to expand access to microcredit 
by experimenting with risk-based pric-
ing models or building offices in new 
geographic areas, effectively reducing 
the price of financial institution credit 
from infinity to a market rate for cer-
tain borrowers. Others have found the 
same to be true in Morocco, Bosnia 
and Herzegovina, Mongolia, India, 
and Ethiopia. Indeed, every study of 
which we are aware that has examined 
the impacts of expanding credit supply 
has found that the expansion increased 
borrowing and did not merely crowd 
out other lenders. Similarly, finan-
cial institutions offering new-com-
mitment savings products for 6-to-24 
month savings goals have found take-
up rates typically around 20–30 per-
cent.6 Other financial institutions have 
found similar unmet demand for com-
mitment savings.7

A second finding from the stud-
ies above is that the marginal consum-
ers of basic financial services derive a 
variety of financial benefits from them. 
This is an important reality check, 
given concerns that various biases in 
household decision-making can lead to coun-
terproductive borrowing.8 Beyond the basic 
reality check, the several studies that follow 
random assignment to loan or savings prod-
uct availability with extensive household and 
microenterprise surveys have yielded surpris-
ing findings. On the credit side, the results 
have yielded little support for microcredit’s 
great promise of poverty alleviation and social 
transformation. Rather, the benefits have been 
modest, and concentrated more in household 
risk management and flexibility than in profit-
able microenterprise growth.9 On the savings 
side, the first wave of impact evaluations has 

produced evidence of some important impacts, 
tested typically with some aspect of commit-
ment to the product,10 with several studies 
pursuing further work to unpack mechanisms 
underlying the impacts.11

A third finding from our work is that 
information asymmetries complicate lend-
ers’ pricing strategies. Our work in the South 
Africa “cash loan” market and an individual-
liability microloan market in the Philippines 
finds evidence of substantial moral hazard.12 
These papers also suggest that this problem 

can be addressed with stronger dynamic incen-
tives and repayment reminders from loan offi-
cers. Another paper develops an experimen-
tal design to test for an interaction between 
ex-ante and ex-post asymmetric information 
problems — in our setting, selection on mal-
leability to repayment incentives — and does 
not rule out an empirically important interac-
tion, although the estimates are imprecise.13 
That paper also tests a remedy — incentivized 
peer referrals — and finds evidence that refer-
ring peers are very helpful in pressuring friends 
to repay ex-post (thereby mitigating moral haz-
ard). It does not find evidence that peers have 

additional information that lenders could 
use to screen or price ex-ante and thereby 
mitigate adverse selection.

A fourth finding is that household 
demand for commitment savings balances 
is not sensitive to price, at least within 
the range of market rates found in the 
Philippines.14 This is somewhat puzzling 
in light of our next set of findings — sub-
stantial price sensitivity to consumer credit 
interest rates — although we emphasize that 
whether this finding applies to other types 

of savings instruments and settings is an 
open question.

A fifth finding from our work is that 
household demand for consumer credit is 
price sensitive, and sometimes in surprising 
ways. Our early work in this area consisted 
of direct-mail experiments with a small-dol-
lar lender in South Africa.15 Potential bor-
rowers were price sensitive, but not elastic, 
with respect to price cuts [0 > elasticity > 
-1] and were extremely elastic with respect 
to price increases. Direct-mail promotional 
experiments have the drawback of identify-
ing short-run rather than steady-state price 

sensitivity; more recently, we worked with a 
large microlender in Mexico to randomize 
interest rates at the level of 80 geographi-
cal regions across the country, with experi-
mental rates in place for 30 months.16 This 
design allows us to estimate elasticities over 
different time horizons that internalize any 
spillovers (e.g., information transmission) 
within regions. We find that loan demand 
is more or less unit elastic (-1) in year one, 
with price sensitivity increasing over time to 
around -3 in year three. This degree of price 

sensitivity is much larger than 
anything else found in the lit-
erature to date, with the excep-
tion of our finding on price 
increases in South Africa.17 We 
attribute this to our design’s 
ability to capture a long-run 
equilibrium, as opposed, for 
example, to a temporary and 
isolated promotion.

But our most surpris-
ing finding on price sensitiv-
ity comes from a new paper 
on a large Turkish bank’s 
experiment with direct-mar-
keting of an overdraft line of 
credit.18 Messages mentioning 
the cost of overdrafting reduce 
overdraft usage, even though 
those messages offer a 50 per-
cent rebate on overdraft inter-
est: Substantially reducing the 
price of the commodity reduces 
demand for it. This finding 
is consistent with models of 
shrouded equilibria in which 
firms lack incentives to draw 
attention to add-on prices;19 

this and other findings in the paper, dis-
cussed below, are consistent with a model of 
limited attention and memory.20

A sixth finding is that communications 
of various types can greatly affect demand. 
Our direct-marketing experiment in South 
Africa randomized mailer content along-
side price and found the advertising content 
had large effects.21 We find some evidence 
that content designed to trigger automatic 
responses was more effective than content 
designed to trigger deliberative responses, 
but overall it was difficult to predict exactly 
which types of ad content would affect 

demand based on prior work on behavioral 
economics. Our experiment in Turkey var-
ied messaging content and intensity as well 
as overdraft pricing, and we found evidence 
that both of these levers mattered greatly. In 
contrast to the core finding on price — that 
mentioning it reduces demand for over-
drafts — simply mentioning overdraft avail-
ability substantially increases demand. And 
more intense messaging — sending the 
same message more often — amplifies both 
the demand-increasing effects of advertis-
ing overdraft availability and the demand-
decreasing effects of advertising an over-
draft price reduction. On the savings side, 
we have found, across three different banks 
in three different countries, that sending 
reminders to new commitment savings 
account customers increases commitment 
attainment.22 Messages that mention both 
savings goals and financial incentives are 
particularly effective, while other content 
variations such as gain versus loss framing 
do not have significantly different effects. 
This set of studies speaks to the importance 
of limited and malleable consumer atten-
tion to household finances.23

The findings reviewed here, taken 
together with the work of many other 
researchers, are initial steps toward unpack-
ing the nature and implications of house-
hold demand for financial services. Our 
recent review articles highlight many 
opportunities for future work.24

1 D. Karlan and J. Zinman, “LongRun 
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Paper No. 19106, June 2013; and M. 
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a Randomized Microcredit Program 
Placement Experiment by Compartamos 
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Return to text.
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Zinman, “Unshrouding Effects on Demand 
for a Costly Addon: Evidence from Bank 
Overdrafts in Turkey,” NBER Working 
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