Project Description

1. Introduction/Background

Low income households in developing countries have highly variable income streams, making them particularly vulnerable to unexpected economic shocks such as illness, crop failure, and loss of livestock. This vulnerability is often amplified by credit constraints, which can prevent the poor from borrowing to smooth consumption. In such a context, a "buffer stock" of savings can enable households to cope with these shocks without having to dramatically cut back consumption. In addition, the ability to save can be essential for financing large lump sum expenditures, ranging from school fees for children to the purchase of durable goods, and for boosting business investment.

Indeed, households in developing countries often exhibit robust demand for seemingly unattractive savings products. In addition to saving cash at home, numerous different informal or semi-formal savings devices are found in the developing world. These include rotating savings and credit associations (ROSCAs), deposit collectors, accumulating savings and credit associations (ASCAs), savings and credit cooperatives (SACCOs), rural banks, and microsavings organizations.
While the use of these savings devices is well documented, it is less well understood why such devices are so popular. This problem is exacerbated by the fact that many of the above-mentioned savings devices are characterized by several different features that may be important to savers in the developing world. For example, while the wide use of ROSCAs in developing countries has received a fair amount of attention, the fact that ROSCAs bundle several different savings features together (i.e. security, commitment/group pressure to save, credit like features), make it difficult to separate the relative importance of these different characteristics. (See Anderson and Baland, 2002; Besley, Coate, and Loury, 1993; Gugerty, 2007 for analyses of different features of ROSCAs).

This project proposes to focus on a single characteristic shared by many of these informal savings devices – security from appropriation by household members.
 Specific attention will be paid to intrahousehold issues (namely, how security of savings may matter when household members have differing preferences over how much income to save versus consume). 
Traditional economic models of efficient households imply that individual income shares should have no impact on household consumption, provided that these income shares do not change the relative bargaining power of husbands and wives (Browning and Chiappori, 1998). Such models also imply that the ability to keep savings stored away from other household members should have no impact on consumption and savings decisions. However, a substantial literature documents that households do not bargain efficiently (examples include Duflo and Udry, 2003; Ashraf, 2008; Robinson, 2008). While this empirical result is well established in a variety of contexts, comparatively little work explicitly investigates underlying reasons for these household inefficiencies (i.e. why and at what point the bargaining process breaks down). 

2. Justification for the Study

The Co-PI has developed a simple economic model characterizing the nature of limited commitment in households where the time preferences of husbands and wives do not align. In order to understand whether or not the issues highlighted by the model are salient for families in the developing world, the theory must be tested empirically. However, no currently existing data is well suited to such a test. As such, this project consists of a randomized evaluation in Kenya designed to explicitly test the theory that the Co-PI has developed, and to help document how access to different types of savings accounts changes household savings levels.

Understanding how access to a secure savings device impacts household savings levels matters not just for theoretical reasons, but also for economic policy. A particularly important issue is that of financial development and the design of financial products for the poor. The majority of low income individuals in Kenya do not participate in the formal financial sector. However, recent evidence indicates that formal savings accounts (and possibly the security of savings that they provide) may have meaningful impacts on the economic lives of small scale entrepreneurs in Kenya (Dupas and Robinson, 2009). In addition, the formal banking sector in Kenya is beginning to expand its reach down the economic ladder – recently several banks have introduced accounts with very low minimum balances and fees specifically targeted to the low income population. 
An understanding of bargaining issues faced by households will enrich development economists’ understanding of limited commitment within households and enable policy makers to develop financial products which explicitly account for these issues, thereby making savings vehicles more attractive and easier to use. In addition, empirical results will also answer several additional questions that will be useful from a policy standpoint. The project will investigate whether wives save more than husbands in individual formal savings accounts, how responsive household savings is to interest rates, and whether individuals are willing to invest in lower return accounts if they are assured that their spouse cannot access the funds (as opposed to investing in a higher return joint account).
The study will also attempt to differentiate between the relative importance of security of savings (funds stored in an individual savings account cannot be accessed by anyone other than the account owner) as opposed to secrecy of savings (funds stored in an individual savings account can be kept secret from others). These two features are closely tied together in individual savings accounts and are both cited as important in anecdotal evidence. However, their relative importance for determining savings could have very different implications for how economists view the household bargaining process.
Finally, the study will also examine how the provision of ATM cards changes savings levels and account activity. In Kenya, transaction costs associated with using formal bank accounts can be high, particularly for lower income individuals. Formal bank branches are usually only found in larger towns, and lines to see tellers are often very long. As such, many individuals face significant travel and waiting times if they wish to save with a formal bank. ATM cards can potentially ameliorate both of these issues. Lines for ATMs are short to nonexistent, and ATMs can be installed in smaller towns where it may not be viable to build a fully functioning bank branch. In addition, many banks charge lower withdrawal fees if the withdrawal is through an ATM. 

However, it is not a priori obvious that such reductions in transaction costs will increase savings. Specifically, while an ATM card makes it more convenient to deposit money, it also makes it more convenient to withdraw money. This may be an especially important issue for time inconsistent individuals. An empirical investigation would do much to clarify how ATM card provision changes how individuals save, and whether the impacts vary with rates of time preferences and time inconsistency. 
3. Theoretical Overview 
The model motivating much of the empirical investigation examines how savings levels can change when the more patient/time consistent spouse is given access to a "private" savings technology. A private technology refers to a savings device which can only be easily accessed by the owner of the device - anyone else wishing to access the savings must pay a substantial cost. (For example, an individual savings account at a bank is a private technology, while a joint savings account, or money saved openly at home, are not private technologies). The intuition behind this model is that private savings technologies are appealing to relatively patient individuals because savings can be “locked up” – forcing consumption into the future despite the conflicting preferences of less patient individuals in the household.
The model setup is as follows - for simplicity, it is assumed that the husband is less patient than the wife, and that the husband is the only member of the household who is potentially a quasi-hyperbolic discounter:

· There are two private consumption goods: xM and xF.
· Husband and wife have CRRA preferences with differing discount rates:
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· Household “bargaining” refers to maximization of the household utility function. Household utility is a fixed weighted average of spousal utilities:
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· There is a “public” savings technology with rate of return R. Either spouse can access this resource at any time, so the amount stored in this resource must be determined by household bargaining.
· There is a “private” savings technology with rate of return 
[image: image4.wmf]R

R

£

'

. These resources can only be accessed by an outside party if utility cost k is paid.

In each period, the following steps occur:

1. Incomes 
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 are realized, and any prior savings is credited its rate of return.

2. Husband and wife decide how much to store in their private accounts, 
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3. The household observes 
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4. Consumption takes place and the period ends.

Implications of the model include:

1. The more patient spouse is more likely to use a private savings device.
2. Households with more heterogeneity in rates of time preference are more likely to use private savings devices.
3. Time inconsistent spouses may extend private savings opportunities to their partners as a commitment device to save in the future, while time consistent spouses will never do so.

4. A more patient spouse may prefer a private savings technology with a lower rate of return to a public technology with a higher rate of return.

5. As the difference in the rates of return of the public and private technologies increase (i.e.
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 increases), the household is less likely to save privately.
4. Objectives

The purpose of this study is to shed light on barriers to efficient bargaining when spouses do not agree over how much to save. The interventions are designed to examine testable implications from the model outlined above and to answer some reduced form policy questions about the use of formal savings accounts in developing countries. Specifically, the study will seek to answer the following specific questions regarding savings account ownership and household savings:

1. Are women more likely to save than men, even conditional on rates of time preference? Do rates of time preference or gender do a better job of predicting savings behavior?

2. Do individuals who are more likely to procrastinate saving (the relatively more time inconsistent/impulsive members of couples) prefer to extend savings accounts to their spouses as a way to boost household savings?

3. Are individuals willing to pay a "price" (in terms of foregone interest) to use an individual account rather than a joint account (i.e. use a more costly private savings technology as opposed to a public savings technology)?

4. What is the impact of an ATM card (which substantially reduces transaction costs to withdrawals and deposits) on account balances and use?

5. How important is secrecy of savings versus security of savings in determining the appeal of a private savings device? That is, what is the impact of making information on individual savings account balances available to the spouse of the individual account owner? 
5. Research Design
Partner Financial Institution

The Co-PI has established a partnership with Family Bank of Kenya. Family Bank is a Kenyan bank with approximately Ksh 10.5 billion ($131 million) in assets that targets small and medium income earners across the country. 

The project will offer study participants Family Bank Mwananchi accounts. This account is designed for a lower income population – it has a minimum operating balance of Ksh 100 (approximately $1.25) and no monthly ledger or maintenance fees. Withdrawal fees are Ksh 60 over the counter and Ksh 30 with an ATM card (approximately $0.75 and $0.38 respectively) and deposits are free of charge.

Study Location

The study will take place in one or two towns in which a Family Bank branch is located. The Co-PI has identified four potential study sites - Busia, Bungoma, and Kakamega in Western Kenya, and Nyahururu, which is located in Central Kenya. Individuals at the corporate headquarters of Family Bank have agreed to implement the study in these selected sites.

Sampling Procedure

The study design is a randomized control trial, and cell sizes have been selected to detect a minimum standardized effect size of 0.3. Couples will be recruited by trained field officers via door to door home visits as well as marketplace visits. Field officers will target married couples who do not currently have a bank account with Family Bank but express interest in opening one. These couples will be invited to a “baseline session” at a local primary school, where they will be randomly allocated to several different interventions.

Interventions

The study interventions include:

Intervention 1 (696 couples): All couples in the study will be part of Intervention 1. This intervention is designed to elicit households' willingness to pay for privacy of savings. All households will be given the option to open two individual savings accounts (one for each spouse) and one joint account. Joint accounts will carry a six month interest rates of either 2%, 6%, or 10%. Individual accounts will earn rates of return of 0%, 2%, 6%, or 10%. Interest rates on each account (joint, individual-wife, individual-husband) will be allocated independently. 

Under this design, 29% of the sampled couples will face a joint interest rate/public technology which strictly dominates both individual interest rates and 50% of the individuals in the study will face a joint rate that is strictly higher than their individual rate.

The cost to saving in a private technology, as measured by the gap between the joint rate and the individual rate, will vary from 2% to 10%. 

Additionally, to test whether the joint technology strictly dominates the individual technology for some couples (due to different outside options in savings technologies, for example), 10% of the sampled couples will face two individual rates which strictly exceed the joint rate.

The following table summarizes the design of intervention 1:
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Outcomes:  The study will compare use of joint versus private accounts across different levels of Rjoint-Rindividual, and use across different levels of patience and time inconsistency. These outcomes will enable the quantification of how much individuals are willing to pay (in the form of foregone interest) to keep savings secure from a spouse. The study will also examine how this amount varies with heterogeneity in rates of time preference within couples to test whether or not keeping savings secure from a spouse is more important when spousal time preferences are poorly aligned. 
Finally, the analysis will also examine how total savings levels respond to interest rates. In addition to measuring how absolute levels of saving respond to interest payments, the study will also examine whether total savings increases when the more patient spouse receives the higher individual interest rate, and whether total savings is higher when the husband versus the wife receives the higher individual interest rate.
Intervention 2 (300 couples): Some couples in Intervention 1 will be randomly selected for “enhanced account information”. If a member of a couple selected for enhanced account information opens an individual account, the spouse of this member will be offered the right to view the members’ account statements for 6 months.

Outcomes: The analysis will examine the impact of enhanced account information on takeup and use of individual savings accounts (as well as how the treatment impacts use of joint accounts). This analysis will enable the quantification of the importance of the ability to hide savings from a spouse in determining overall savings levels.

Intervention 3 (300 couples): Some individuals in Interventions 1 and 2 will be randomly selected to receive a free ATM card for their individual or joint account (each account opened will have an equal probability of selection). Currently, ATM cards are available to Family Bank customers at the cost of Ksh 300, or approximately $4. As such, this intervention will function as an encouragement design, and estimate a local average treatment effect for those accounts which receive an ATM card only because they were allocated a free one under Intervention 3.

Outcomes: The analysis will examine the impact of ATM cards on account balances and use. This will include the quantification of how reduced transaction costs change savings and withdrawal behavior, and how the impacts vary depending on rates of time preference and degrees of time inconsistency.

Data Collection Procedures

This study makes use of two different data sources:
1. Survey data collected during group sessions. The group sessions will begin with a short baseline survey, coupled with behavioral experiments to elicit discount rates and degrees of time inconsistency (as in Ashraf, Karlan, and Yin, 2006; Bauer and Chytilová, 2008; Tanaka, Camerer, and Nguyen, 2006). The baseline survey will also collect basic demographic information (age, number of children, occupation, education), information of use of formal and informal financial products, and information on household decision making. Couples will be interviewed simultaneously and in separate rooms to avoid reporting bias due to the presence of a spouse. 
2. Savings account data. Data on savings account use will be provided by Family Bank to the Co-PI on a monthly basis for 6 months after accounts are opened. Individual respondents will give informed consent for this information to be released.
Experimental Protocol

The study will be based out of the Innovations for Poverty Action (IPA) field office in Busia, Kenya. IPA is a US-based research organization headquartered at Yale University and consisting of a wide network of development economists who specialize in randomized trials. The protocol for the experiment is as follows:

1. Subject recruitment - Study participants will be recruited through markets and door to door visits in residential areas around local primary schools. To boost takeup, subjects will be informed that each savings account opened through IPA will be funded with a Ksh 100 (approximately $1.25) minimum balance. In addition, subjects will be compensated Ksh 100 for their time and travel – this compensation is designed to increase takeup and to attract individuals with higher incomes, as well as couples who have more heterogeneous preferences.

 Subjects will be given an invitation to attend a baseline session where they will be given the opportunity to open a joint savings account with their spouse and an individual savings account in their own name. Individuals will only be eligible to participate if they attend the session with their spouse and both spouses present their national ID cards (these cards are mandatory for opening an account at Family Bank).

2. Baseline sessions – Recruited participants will be invited to a local primary school, where they will be administered a baseline survey and given the opportunity to sign up for savings accounts.

· Arrival - When couples arrive with their invitations, they will be asked to give informed consent to participate in the study. After giving informed consent, couples will participate in a lottery for interest rates and “enhanced account information”. Each couple will draw once for a joint account interest rate, and then each individual will draw once for an individual account interest rate. Trained enumerators will explain the concept of an interest rate, making use of simple numerical examples. After the drawing, husbands and wives will be directed to separate rooms to complete the baseline survey.
· Surveying - First, questions regarding basic demographic information, weekly income, family decision making, and current savings behavior will be administered. 
Subsequently, subjects will be introduced to the concept of joint and individual savings accounts. They will then be asked to indicate whether they are interested in opening any of these accounts, and whether they would prefer to open an individual account in their own name, their spouse's name, or a joint account (these decisions are to be made without their spouses in the room to help ensure the survey captures individual preferences without pressure from spouses). 
Finally, subjects will be administered a sequence of questions asking them to choose between a given amount of money the following day, or a larger sum at a later date (the later dates include one week, two weeks, three weeks, four weeks, eight weeks, and 12 weeks. Amounts will range from Ksh 10 to Ksh 300 (approximately $0.13 to $3.75 – the average weekly income for the study population is around $8-$12). Subject will also make choices between sums of money in four weeks, as compared to five, six, seven, and eight weeks. These questions will be used to determine rates of time preference and degrees of time inconsistency. To ensure that subjects give careful consideration to the different sums of money, participants will be informed that they have a one in five chance of winning one of their choices. 
· Savings account applications - Once the surveys are complete, questionnaires will be collected and couples will then be given the opportunity to open bank accounts. Trained enumerators will explain the bank account application process to each couple and the interest rates they are eligible to receive on each account. Enumerators will also explain the “enhanced account information” intervention to those couples selected for it. If interested, individuals will fill out applications for accounts. In order to participate in the study, individuals opening savings accounts must give informed consent to have the first six months of their account activity data released for the purpose of analysis.

· Check out lottery - After savings account applications have been completed, couples will have their paperwork verified, and participate in a lottery to receive ATM cards. Couples will then participate in a final lottery to determine whether or not they will receive one of their choices over sums of money made during the baseline survey. Winners will have the option of picking up their cash payment at IPA or having the money directly deposited into their Family Bank account. 
Before they leave the baseline session, individuals will also be given interest rate reminder cards to make the interest rates salient (one for each account opened). These cards clearly display the relevant interest rate and contain several simple numerical examples indicating the six month return to saving in that account. In order to hold the “reminder card” effect constant across treatments, individuals opening accounts with no interest will also be given cards which remind them to use their new Family Bank account (this text is identical to the text on the cards with positive interest rates) but lack information on interest payments. The text will be translated into Swahili to assist with respondent comprehension. 

Once a couple has completed the final check out lottery, the will be free to leave the group session.

3. Opening savings accounts - All savings account applications will be delivered to the local Family Bank branch the following day for processing. Individuals will be instructed to visit the bank to pick up their account numbers. During piloting, the bank has demonstrated the capacity to process over 50 account applications in a single day. As such, participants’ accounts will be ready for use the day following their baseline session.
4. Data collection and interest payments - After savings accounts have been active for six months, Family Bank will transmit final account usage data to the Co-PI. These data will be used to calculate interest rate payments and deposit the payments into participants' accounts. This will be a one time payment, and after six months, study participants' accounts will no longer earn interest (per Family Bank’s terms of service for its Mwananchi accounts). The six-month duration of the interest rates will be clearly communicated to all study participants during the baseline sessions.
6. Progress to Date
All human subject approvals (MIT, IPA-Kenya, and the Kenyan Medical Research Institute) have been secured. The Co-PI has also secured a Kenyan research permit and the approval of local government officials in Busia District, Western Province. 

Family Bank has signed an MOU with IPA Kenya and the Co-PI, committing to participation in the project. The bank has agreed to the study design presented earlier in this document, and has agreed to provide monthly data updates to the Co-PI for 6 months following initial account openings. 

With initial funding grants from the Russell Sage Small Grant in Behavioral Economics, the Co-PI has undertaken a small scale pilot in areas surrounding Busia town in July, 2009. During the pilot, 81 couples attended baseline sessions at three local primary schools. The pilot was used to refine questionnaire design and baseline session protocol. During the month of August, the Co-PI expects to begin an analysis of account use among pilot participants.

7. Research Schedule
All relevant approvals have been secured for this project and group sessions have been piloted. Upon receipt of project funds, primary data collection can commence. As such, funds can be utilized as soon as possible and the timeline begins with field work.
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8. Broader Impacts
While saving is a key element of economic development, most low income households only have access to savings devices offering low rates of return and low levels of security. However, formal bank accounts are becoming more and more accessible to lower income individuals in developing countries, and may be a particularly promising avenue for development policy as they are much more secure than informal formal savings devices.  

By better understanding constraints to saving in the household, and by better understanding the appeal of different features of formal bank savings accounts, this project seeks to assist policy makers in extending formal savings opportunities to currently unbanked individuals with pent up demand for saving. Such opportunities may be particularly meaningful for individuals in developing countries, as the ability to save in a save, secure, and relatively low cost matter enables households to better cope with adverse shocks such as death, illness, and loss of income, and also enables households to better plan for large lump sum investments, such as children’s education and small business expansion. 

Results of the study will be disseminated in three ways. First, study results will be directly communicated to Family Bank by the Co-PI. The report to Family Bank will detail how savings account takeup and use varies with interest rates, how ATM card provision impacts savings behavior, and how different demographic groups utilize their savings accounts. The Marketing Department of the bank has expressed interest in the results, which could be used to inform future product design, pricing, and marketing efforts.  
The Marketing Department of the bank has also expressed interest in randomized trials as a tool to evaluate new products and promotions. Participation in this project will expose the Family Bank team to this research method and its requirements.
Second, the study will comprise part of the Co-PI’s dissertation. Results will be communicated to the economics community through presentations at conferences and through submission to an academic journal.

Finally, results of the study will be disseminated to the development community at large through Innovations for Poverty Action, the research organization hosting the project in Kenya. The results of IPA studies are communicated through its website, www.poverty-action.org. In addition, local government officials and leaders in Busia district will also be informed of the study results by IPA staff and the Co-PI. Local leaders have expressed interest in the results to the Co-PI, and look forward to receiving project updates.

9. Definitions
· ROSCA (Rotating Savings and Credit Association) - a group of individuals who meet regularly at set intervals. At each meeting, all group members make a fixed contribution, and one member gets the "pot" - the sum of all the contributions. Meetings occur until all group members have had a turn to receive the pot.
· ASCA (Accumulating Savings and Credit Association) - Similar to a ROCSA. Members must make regular contributions to the fund, but instead of allocating the contributions to a member each week, funds are stored, and members may borrow against them (with interest). ASCAs run for a fixed length, after which deposits and profits are reallocated to contributors. (If loans end up in default, members may end up with less money than they initially invested).
· SACCO (Savings and Credit Cooperative) - A type of credit union, essentially a permanent ASCA.
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� This is not to say that all these informal savings devices are completely secure. One important cost associated with organizations like ROSCAs and ASCAs is the risk that the group disbands, leaving participants without their accumulated savings.


� Due to ethical concerns, both spouses must consent to receive extra statements. This will lead to a treatment effect that is almost surely a lower bound on the importance of secrecy in determining account balances.
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