Household Access to Financial

Services in Peru

Augusta Alfageme
Nelson R. Ramirez Ronddn

Abstract

A sound financial system benefits national growth by enabling households
to access financial products, develop their financial abilities and achieve
greater economic well-being, while encouraging the development of financial
markets and contributing to the reduction of poverty and inequality. To this
end, this work has two objectives: First, to describe the evolution of household
access to financial services, proposing a methodology for measuring it using
the National Household Surveys of Life Conditions and Poverty (ENAHO)
in Peru, conducted by the National Institute of Statistics and Informatics of
Peru (INEI) between 2004 and 2014. Second, to use the proposed measure
of access to financial services to analyze its principal determinants, such as
where there is a positive relation between income, education, and age regar-
ding the level of access to financial services (bankarization), and a negative
relation when living in rural areas or being in poverty.
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1.INTRODUCTION

conomic literature provides evidence of the positive impact

of asound financial system on the growth of countries and the

improvement of living conditions. Studies have shown that
the benefits and opportunities that households with savings and
creditinstrumentsreceive, beittofinance physicalassets or human
capital, to access basic goods and services, or to obtain resources to
deal with adverse situations, (Levine, 2005; Clarke et al., 2006; and
Thorsten etal., 2007).

Inrecentyears, Peru, along with several other countries, hasassu-
med responsibility forimproving the conditions needed to expand
accessto,and promote the responsible use of, financial services. With
thisgoalinmind, the Superintendencyof Banking, Insurance, and
Pension Fund Administrators in Peru (known by the intitials SBS in
Spanish) and Peru’s Central Reserve Bank have been working to es-
tablish a regulatory environment directed at favoring conditions
for promotingasolid financial system with long-term stability.! The
government’s commitment to this process can also be seen in the
activities undertaken by the Comisién Multisectorial de Inclusién
Financiera (CMIF, 2015a)? in designing and managing three main
avenues of support: the use, access, and quality of financial servi-
ces as specified in the National Strategy for Financial Inclusion of
2015, which aims to motivate the progressive involvement of larger
segments of the population in the financial system. One of its goals
is to get 75% of the population to use a mobile account or savings
account by 2021.

Likewise, with the participation of government representatives,
thefinancial sector, and civil society, measures are being developed
toimprove infrastructure and digital technologyand present lower-
cost financial products that are more suited to the needs of the po-
pulation (Arbuld, 2015). These advancesinclude anincrease in the

Together with macroeconomic stability, they have contributed to the
development of a risk center administered by the SBS, and to the role
of the central bank in the regulation and modernization of payment
systems (see Vega et al., 2015).

Representatives of the Ministry of the Economy and Finance and the
Ministry of Development and Social Inclusion, as well as the Central
Bank, the Banco de la Nacion and the SBS are involved. (Supreme
Decree 029-2014).
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number of financial entities issuing electronic money using a mobi-
le wallet (billetera movil), which allows people to transfer and receive
money from any cell phone toall parts of the countryatalower cost.

These actions have been accompanied by a series of proposals
for strengthening the financial education of certain population
sectors, aimed at improving their knowledge, attitudes, and finan-
cial abilities (according to their needs), in order to “increase their
participation in financial markets and facilitate the financial inclu-
sion of groups that are the most vulnerable” (Garcia et al., 2013).*
Alongtheselines, the National Financial Education Planislooking
toarticulate ongoinginitiatives toachieve successes “beyond small,
time-limited projects [...] that undertake and finance in a sustaina-
ble and long-term manner profitable initiatives for financial educa-
tion,” (Comisién Multisectorial de Inclusién Financiera, 2016, p.4).°

This interest in improving policies and strategies for financial
inclusion, as mentioned, is based on evidence shown by several stu-
dies regarding the benefits of access to a solid and stable financial
system. This has also led to an intense debate among academics on
the most relevant concepts for measuring the levels and determi-
nants of financial inclusion.

In this respect, efforts have occurred to find a consensus defini-
tionregardingthe “accessand use of qualitybankingservices” (Allen
etal,, 2016, and Demirgii¢c-Kunt and Klapper, 2012). In this case,
access refers to the degree to which financial services are available

® This financial product, called Modelo Perd, was launched by the As-
sociation of Banks of Peru (Asbanc) in February of 2016 in accordance
with guidelines set by the Law 29985 pertaining to electronic money.
* Higher-income nations have government entities which guide finan-
cial education strategies such as the Financial Literacy and Education
Commission (www.treasury.gov/resource-center /financial-education)
in the United States and the Financial Conduct Authority (FCA) (www.
fca.org.uk) of Great Britain.

® Peru’s Superintendency of Banking, Insurance and Pension Fund
Administrators (SBS) has been working to focus in an integral fashion
on financial education (including mapping out the distinct initiatives
underway). Coordination is occurring with the Ministry of Education
and the Center for Finance Studies (CEFI) of Asbanc, to include the
topic of curriculum design and teacher training programs with the
Ministry of Development and Social Inclusion to train beneficiaries
of social aid transfer programs (Juntos, Pension 65) and productive

development of FONCODES.
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(infrastructure and service locations) while the question of use fo-
cuses on an analysis of the frequency or intensitywith which quality
financial products such as credit or savings are used.

Using these concepts, official statistics have been presented to
measure advances over time at the national and regional levels (see
the SBS financial inclusion portal®). However, due to the failure to
look at the characteristics of individuals or households that use fi-
nancial products, a deeper analysis of the demand for services has
not been possible.

To better understand the demand for financial services, various
international organizations (World Bank Global Findex 2011 and
2014; OECD/INFE, 2011; CAF 2010 and 2013) and national organi-
zations (SBS, 2013) have promoted the development of specialized
surveys on the subject. This has resulted in the definition of some
common concepts and the establishment of methodological crite-
riafor analyzing the determinants of access to the financial system.
Demirgiic-Kunt and Klapper (2012), using information from the
Global Findex (GF) 2011, defined use of a financial system as ha-
ving an account (current or savings). This concept hasbeen used by
Aurazo (2016) in Peru following the Global Findex.

The difficulty of continuously developing specialized surveys has
led several researchers to use the information from household sur-
veys to analyze the determinants of financial inclusion. Although
not designed for this purpose, the National Household Surveys of
Life Conditions and Poverty (ENAHO) in Peru has made it possible
to carry out several works along these lines because of the amount
of information available from households. For example, Jaramillo
etal. (2013) used the 2007-2011 panel survey to collect information
about the issuing of direct credit in some districts as an indicator
of the use of financial services and its determinants. Cdmara et al.
(2013), with the ENAHO 2011, used the following criteria: if the hou-
sehold has interest for a financial product, possesses a housing cre-
dit, or performs electronic banking transactions.

In this context, the present study seeks to harness and systemati-
ze information from ENAHO carried out by INEI between 2004-2014
to achieve two objectives: I)to contribute to the knowledge of the
evolution of Peruvian households access to the financial system by
proposingameasurement methodologythatsummarizesthe useor

b See < https:/ /www.sbs.gob.pe/inclusion-financiera>.
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possession of financial productsintoagiven indicator; and 2)distin-
guish the determinants of bankarization according to households’
socioeconomic characteristics.

Asforthefirst objective, the construction ofause of financial ser-
vices indicator has had to be adapted to the existing ENAHO varia-
bles. In order to arrive at a better approximation, all the modules
of the survey were reviewed, so as to collect a greater number of va-
riables than those proposed by Camara et al. (2013) and Jaramillo
etal. (2013).Inaddition, the resultsare presented at the household
level since many questions about bankarization are addressed to
the head of the household (unlike the Global Findex information
that focuses on the individual). For this task, it is considered perti-
nent to differentiate between two household groups: those who use
financial products on their own initiative (Group 1) and those who
are obliged to have a product (opening an account) to receive social
program conditional money transfers (Group 2).

The main results, considering the ENAHO 2004-2014 expansion
factors, showapositive evolutionin this process, although the banka-
rizationisstilllimited. In this period, the percentage of households
that used financial services on their own initiative (Group 1) rose
from 20% in 2005 to 29.4% in 2014 (a level close to the results of the
GF 2014). When including households receiving conditional trans-
fers (Group 2), the percentage of banked householdsincreased from
20.7% in 2005 to 42.8% in 2014.

Toanalyze thefactorsthat determine the probability of participa-
tinginthefinancial system, those belongingto Group 1 (dependent
variable) were considered as banked households. Using a standard
probitmodel of binary choice, we find that the factors with the grea-
testincidencein the probability of using formal financial servicesare
related to household living standards (poverty, income, savings) and
some head-of-household demographic characteristics (sex, age, ma-
rital status). Inaddition, when analyzing the marginal effects, a hig-
her positive relation between the level ofincome, education, and age
with thelevel of bankarizationis observed, while anegative relation
isseen with respect to rural households living in extreme poverty.

Todevelopthese themes, inaddition to the introduction, our study
isstructuredin the following manner:Section 2 presentsa proposed
methodology for measuring the use-of-financial-services indicator
and then describes its evolution and relation with some household
socioeconomic characteristics. Section 3 shows the results of the
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analysis on the determinants of the access of Peruvian households
to financial services. Finally, Section 4 presents our conclusions.

2. THE EVOLUTION OF HOUSEHOLD ACCESS
TO THE FINANCIAL SYSTEM

In this section we develop the primary goal of our work: we propose
amethodologyfor measuringanindicator of Peruvian households’
access to the financial system. Then we make a descriptive analysis
of its evolution over time, as well as its relation with other variables
related to living-condition and supply of financial services, and by
provinces.

2.1 Official Statistics

Official statistics show a positive evolution of financial penetration
and supplyof financial servicesin Perubetween 2009 and 2014 (SBS,
2014). However, the related indicators show limited levels if compa-
red with the financial penetration rates in some neighboring coun-
tries or countries with greater economic development.

Regarding supply of services, the number of service locations for
every 100,000 persons grew notablybetween 2009 and 2014, from 99
to 362 locations (an increase of 265%). This was due to the high de-
gree of growth in the number of banking correspondents’ (438.3%)
and ATMs (155.8%). Also, within Peru, the number of services delivery
points is more concentrated in the urban areas of some provinces
such as Arequipa (544) and Lima (398), which contrast with low le-
velsin Huancavelica (72), Puno (80), and Loreto (81). (See SBS, 2014).

The expansion of financial service offerings has had a positi-
ve effect on their greater use, but the growth rate has been small.
Between 2009-2014, for example, the depth of loans and deposits
increased by 9.5 and 5.8 percentage points respectively, reaching
37% and 37.8% of gross domestic product (GDP) in 2014 (SBS, 2014)—
levels below the rates of financial services penetration seen in some

7 Service channels used by financial system entities that operate at com-
mercial establishments (stores and pharmacies, among others) allow
multiple banking and payment operations subject to maximum amou-
nts which vary according to the entity, the type of transaction allowed,
or the availability of funds at stores acting as banking correspondents
(Asbanc TE EDUCA, Boletin 3. www.hablemosmassimple.com).
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Latin American and Caribbean countries (such as Brazil, Chile,
Colombia, and Costa Rica).

As for the use of services, defined as the holding of an account,
the entities that provide these statisticsin Peru, such as the SBS, have
had difficulties finding an indicator that does not overestimate or
double the results when information issued by each financial insti-
tution is consolidated.

Inthisregard, thereis a proposal to measure the use of financial
services by the number of debtors, since reporting focuses on the same
person in one province even if they have outstanding loans at seve-
ral banks.® Also, SBS has developed the indicator percentage of adult
debtors in the Peruvian financial system, where the rates of the en-
tire adult population went from 27% to 36.1% between 2009 and
2014. This is considered a reduced level given the financial needs
of the population it reflects, as well as the large gaps that exist bet-
ween provinces. For example, in 2014, the percentage of debtorsin
Lima, Arequipa, and Ica ranged between 39.5% and 48.6%), while
in Ayacucho, Apurimac, Amazonas, and Huancavelica—provinces
with high poverty rates—it did not reach 15 percent.

2.2 ENAHO Description, 2004 to 2014

Official statistics, despite theirimportance in showing the evolution
offinancialinclusion and the gaps betweenregions, donotallow for
greater detailsabout the socioeconomic characteristics of the indivi-
duals or householdsthat use financial services. As such, there exists
the need to use household surveys to perform a deeper analysis of
the demand for financial services over the long term and establish
whatinfluencesthis demand accordingtodistinct demographic va-
riables (sex, age), social variables (education, housing), and econo-
mic variables (employment, income, poverty).

The present study uses ENAHO 2004-2014 data applied quarterly
and annuallyonasample composed of about 30,000 homes or 20,000
households peryear on average (see survey datasheets). This makes
it possible to coverall private dwellings and their occupantsresiding
in urban and rural areas in the 24 provinces of the country and in
the Constitutional Province of Callao.

8 There are restrictions, however, because it excludes people that have

only deposit accounts.
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Statistics from the Population and Housing Census and upda-
ted cartographic material constitute the framework for the sample.
The sample is a multistage probability type, independently taking
into consideration individual areas and stratificationin each of the
provinces studied. Each year the same household groups were visi-
ted during the same month, while distinct households were chosen.
(The level of confidence for the results is 95%.) The questionnaire
collects questions about various socioeconomic characteristics of
the households through various modules (household, education,
health, economicallyactive population, and household income and
expenditures, among other modules).

The Estimation methodology for processing the data of the
National Household Survey involves the use of a weight or expan-
sion factor for each record that is then multiplied by all of the data
that belongs to the corresponding record. The basic expansion fac-
tor for each sample home is determined by the sample design. It is
equaltotheinverse of the final probability of beingin the selection,
which is the outcome of the selection probabilities at each stage.

The basic expansion factorsare adjusted, takingintoaccountthe
population projections byage group and sex for each survey month,
and levels of inference proposed in the sample design. For the de-
gree to which variables collected at the household level are worked
with, an estimated expansion factorisused for each household (see
surveytechnicalsheets), which has permitted us to make inferences
atthe level of presenting the descriptive analysis results.

2.3 Methodology for Measuring the Use
of Financial Services

Inthis section we develop the primary goal of our work: we propose
amethodologyfor measuringanindicator of Peruvian households’
use of the financial system. Then we make a descriptive analysis of
the evolution of the use of financial services over time, as well as its
relation with other living condition variables. This is complemen-
ted by an analysis of the supply of financial services by provinces.
The basic information for the development of this methodolo-
gy comes from the household surveys conducted annually in Peru
between 2004 and 2014. Although the ENAHO surveys have not been
designed with the goal of measuring financial inclusion, they allow
us to approximate some variables regarding ownership of financial
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products (Table 1) and to know some socioeconomic characteristics
ofthe households. For this purpose, the same methodologyhasbeen
used to select the same variables and compare their evolution over
time.? As has been mentioned, the concept used to determine the
level of the use of financial services (or being banked) is ownership
of formal financial products, as defined by the international con-
ventionsused bythe 2015 National Strategy for Financial Inclusion.

The analysis focuses on the household because some of the selec-
tedvariablesare collected at thislevel. The methodology consists of
differentiating two segments of households: a) Group 1-those that
use financial products on their owninitiative, whichis calculated by
selecting households that have at least one financial product of the
seven items listed in Table 1 (receive unemployment insurance, re-
mittances at banks, pensions, interest on deposits, housing credit,
financial services, and electronic banking operations); b) Group 2-
added to Group l-households that benefit from social programsin-
volving cash transfers (i.e. payments to the impoverished, pensions,
scholarships), and who are therefore obligated to open an account
at the Banco de la Nacion.

The expansion factorsapplied in the ENAHO allow us to make in-
ferences at the household level, as shown in Table 1. In Group 1, we
can speak of an increase in households that use financial services
from 1.3 millionin 2004 to 2.4 million in 2014, alevel which increa-
ses when considering the social programs that transferred money
to 3.5 million individualsin 2014.

2.4 Evolution of the Indicator and Its Relation
with the Other Variables

Figure 1 illustrates the evolution of the percentage of households
that used financial services in the two groups analyzed.

Despite its positive evolution, the use of financial services on an
individual’s own initiative, as shownin Figure 1, hastended to stag-
nate, which could reflect some restrictions on the entry of new cus-
tomers into the financial system. However, Group 2 experienced
greater dynamism sparked by the growth in the number of social
program beneficiaries. In spite of these advances, as indicated by

? In 2015, ENAHO included four questions about financial inclusion in
its employment module.
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EVOLUTION OF HOUSEHOLDS THAT USE FINANCIAL SERVICES
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Source: INEI, ENAHO.

the figures below, the proportion of households that are unbanked
is high among both those who are in poverty and those with higher
incomes.

The rate of use of financial services in Group 1 rose from 20% of
householdsin 2005 to 29.4% in 2014 (9.4 percentage points), which
indicates a decline compared to the rate of 2010 (31.9%). Group 2,
displayingadifferenttrend, increased continuouslyto 42.8% in 2014
(22 percentage points).

The analysis by income quintiles of Group 1 (Table 2) shows an
increase in the bankarization rates as the income brackets advan-
ce, which also expresses a strong concentration of persons banked
inthe higher-income groups. In 2014, the highestincome groupsin
Group 1, quintile 5 (one million households) and fourth quintile
(673,000 households) reached rates of 61.1 and 41%, respectively.
While at the lower income brackets, the first and second quintiles,
there were nomore than 60,000 and 227,000 households, represen-
ting bankarization levels of 3.6% and 13.8% respectively.

Richer quintilesaccess more financial services, buttheincreasein
the beneficiaries of social transfer programs encouraged the entry
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oflower-income sectorsinto financial markets, helping to attenuate
the differences by income levels. In this scenario, the participation
of the poorest quintile increased from 1.8% in 2005 (in programs
with few beneficiaries) to 40.5% in 2014, and in the second quintile
from 6.6 to 32.4%. Rates are still lower than the richest quintiles, as
can be seen in Table 2.

The evidence shown by ENAHO regarding the continuousincrease
in household incomes (as demonstrated by the fall in poverty) bet-
ween 2004-2014 has influenced a significant increase in household
savings capacity (incomes greater than expenditures). In absolute
terms, these householdsincreased from 2.4 million in 2005 (51.6%
of households) to 5.3 million in 2014 (64.3% of households).

The figures for 2014 also allow us to see a higher percentage of
banked households with savings capacity in Group 1 (79.6%) than
in nonbanked households (57.9%).'"” However, when analyzing the
distribution of services used by the 5.3 million that had savings ca-
pacity in 2014, only 36.4% were banked according to the criterion
of Group 1, and 47.3% in Group 2 (Figure 2).

BANKED HOUSEHOLDS WITH SAVINGS CAPACITY
Percentages of total households with savings capacity

47.3
43.3 44.0 44.6 45.5
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Source: INEI, ENAHO.

' In Group 2, the percentage of banked who were able to save was 71.1%,
while in the unbanked, it increased slightly to 59.2%.
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The existence of nonbanked sectors in households with savings
capacity, even in the richest quintiles, reveals the difficulties of
offering financial services to meet the needs of potential users, be
it because of the high cost of financial transactions, lack of money,
orlack of confidence in the financial sector, assome specialized sur-
veysindicate.

For example, in the GF 2014 survey in Peru, 41.1% of respon-
dents aged 18 and over (912 people) reported having saved in the
last 12 months either to finance their children’s education expen-
ses (b4.9%), for their businesses or farms (33.9%), or to have funds
in their old age (25.3%). Only 32% of them saved using an account
in the financial system, while 68% opted for other systems such as
savings clubs."’ Among the reasons for not saving in the financial
system (multiple answer) were the high cost of having an account
(53.7%), lack of confidence in the financial sector (51.1%), and lack
of money (51.6%).

The need to see the factors that limit access to financial services
has led to a differentiation in the levels of financial services use in
different life conditions. Table 3 shows that in 2014, according to
the criteria of Group 1, only 7.5% of households in poverty'? used fi-
nancialservices compared to 34.3% for nonpoverished households.
These differences are relatively similar to those (10.4%) estimated
to have some basic unsatisfied need (known by the initials NBI in
Spanish) and those who do not have NBI (33.6%). Likewise, house-
hold headswith higher education had a higher bankarization level
(49.8%) than those who did not (12%) or those who studied only to
primary (18.4%) or secondary (29.3%) school level.

Group 2 shows different trends from those of Group 1 accor-
ding to living conditions. For example, among the poor, the use

Although the figures differ, the Financial Capabilities Survey in Peru
(Mejia et al., 2015) indicates a strong presence of informal savings
systems. Of the 556% of respondents who reported having saved in
the last 12 months, only 22% indicated that they had done so in the
financial system, while 42% mentioned other modalities: 26% saved
at home, 9% in informal groups, and the rest by investing in property
or the purchase of goods such as livestock.

The poverty indicator is monetary poverty. The ENAHO defines a house-
hold as being poor when its per capita expenditure is below a poverty
line, and it is considered as extremely poor when the household’s per
capita expenditure is lower than the extreme poverty line.
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of financial services was 44.3%, 1.9 points more than the nonpoor
(42.4%), although in homes with some basic unsatisfied need (NBI),
itwasless (37.4%) than among those with no unsatisfied basic need
(44%). Thelevel rose to 49% among those who had no educationand
was 42.8% among those who attended primary school. However, as
in Group 1, more heads of household with a university level of edu-
cation used financial services (51.4%).'®

In Group 1, the provinces of Lima and Callao, Ica, and Arequipa,
showed the highest levels of banked households (between 35.9
and 47.4 percent in 2014), which contrasts with rates in Apurimac,
Ayacucho, Huancavelica, and Cajamarca Amazonas (no more than
11% of banked households). However, by focusing onsocial programs
inthese provinces, the use of financial servicesincreased markedly
(Group 2),asshownin Figure 3. Thisindicates thatsocial programs
involving conditional money transfers are the main engine of chan-
ge between Group 1 and Group 2.

The panels in Figure 4 also show a positive relation between the
supply of financial services (SBS, 2014), measured by the number
of offices, ATMs, banking correspondents, and total service points
(per 100,000 adults over the age of 18), and the level of banked hou-
seholds (Group 1).

3. DETERMINANTS OF FINANCIAL
SERVICES ACCESS

This section develops the second objective of this paper, whichis to
perform aquantitative approximation of the factors that determine
the probability of household participation in the financial system.
The variable to be explained is the indicator of access to financial
services or financialinclusion proposed in the previous section. To
this end, econometric estimates are made using a standard probit
model of binary choice.

% Distribution according to sex, insofar as only heads of households
are considered, shows no great difference in both groups of banked
households.

Household Access to Financial Services in Peru 259



8°6¥ L09 669 19 669 1 "] 009 ¥'8¥ 966 696 G 0¥
$'66 1'66 I'Tg G966 L'Tg 966 6'Lé 1'¢é V16 961 106
¥'81 961 606 961 ¥6l1 L'81 0°81 04T R g ¢l 0%l
03l 61T §6l 9¢l 971 66l (IR I'TI 8'8 101 6'8
9°¢¢ 8¢ 0°L¢ 1'9¢ $'8¢ 08¢ 866 G'9¢ 866 696 $'66
01 86 811 801 L6 01 901 G0l 8L L'g 9'8
SYe 9¢¢ $'8¢ 9°'L¢ 0°0¥ ¥ o¥ L'8¢ G'8¢ 8°¢¢ 8'1¢ I'vg
gL YL $'8 6L g8 V'L 9L G'L |2 'L L'8
¥°'66 1'0¢ 6'1¢ 9°0¢ 616 I'Tg 068 0°Lé 0°¢s 006 I'T¢
1 dnoin
+r10C £10c croc 110c 010c 600¢ 800¢ £00T 900¢ <00¢ +00T
sadrIuadI9g

SNOILIANOD TAIT OL ONIAHODDV SADIAYAS TVIDONVNIA ONISN STTOHASNOH

[9A9] AyIsIoATU )
[9A9] ATepU0d9g
[9A9] ATRWILI]
[9A9] ON
uouvINPY
P2ISIES
porysnesur)
spaau 01sDg
100d 10N

1004

€00

1m0

260 A. Alfageme, N. Ramirez



"OHVNA ‘TANI :92In0§

‘[9A9]

uoneINPD I0 ‘parysnesun spaau diseq K1roa0d 01 Surproocoe dnosd yoes ur sPoYISNOY JO I9qUINU [BJ0) Y] 0} PIIB[AI 25LIUIIISJ 910N

V19
G'9¢
8¢V
0°6¥

0¥y
VLG

¥'év
Sy

8'¢¥

L19
¥'q¢
9'6%
G'ev

a5

16

L1y
0°6¢

a3
q'ag¢
6°6¢
9'1¢

8'¢¥
696

L1y
706

6’66

0°é¢
g'6e
I'Te
6°¢6

8'0%
L'1é

0°0¥
L'46

L'9¢

¥'va
6'9¢
I'Te
0'9¢

¥'ev
g6l

6'1%
996

0'8¢

6’79
66
¥'68
9'6¢é

¥'ev
a6l

LTy
0%6

L9¢
g dnoag

609
$'0¢
1'8¢
I'1¢

6%
661

966
6’66

I'vs

9'8%
6'9¢
0'¢¢é
L1

AY
691

L'8¢
6¥I1

106

L'6%
6’16
91
0TI

6'0%
6°6

8'¢%
g'6

066

8'9¢
606
SVl
6°0L

9°Lé
¥'9

¥'6%
6L

L°08

G 0%
108
0¥%I
6'8

$'66
9'8

1'v6
L'8

[9A9] AJISI2ATU)
[9A9] A1epU029g
[9A9] ArewrLig
[9A9] ON
uouDINYIY
paysnes
paygsnesun)
spaau 01sDg
100d 10N

100g

(uan0g

miorL

261

Household Access to Financial Services in Peru



Figure 3

LEVEL OF BANCARIZATION BY REGION IN 2014
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3.1 Related Literature

Theanalysis of the factors that explainaccessto the financial system
hasbeen approached from distinct perspectives, either to estimate
the influence of certain macroeconomic variables (GDP, inflation)
and the effect the offering of financial services has on the depth of
the financial services market (Aparicio and Jaramillo, 2012), or to
measure the context and the policies thatinfluence financial system
access (Hopkinsand Charles, 2014). Specialized surveys on this topic
have promoted the analysis of the economic and social factors in-
volved inthe decision touse financial services. Among themare the
works of Cano etal. (2014) in Colombia, Peha et al. (2014) in Mexico,
and Tuestaetal. (2015) in Argentina.

Some studies have addressed the analysis with data from house-
hold surveys. Murcia (2007) used the 2003 Quality of Life Survey by
Colombia’s national statisticsadministration to evaluate the impact
ofincome (summarizedin anindicator of wealth) on the probability
of havingahousingloan. Jaramillo etal. (2013) used the 2007-2011
ENAHO panelsurveyto collectinformationabout theissuing of direct
loansinsome districtsasanindicator of the use of financial services
and its determinants. Cimara et al. (2013) used the ENAHO 2011 to
study the factors that explain the access of households and small bu-
sinesses to the financial system in Peru, and Aurazo (2016) studied
the determinants of the use of credit cards, savings accounts, and
loansaccountsin Peruhouseholds using the Global Findex database.

3.2 The Information Source

As has been mentioned in Section 2.2., this study uses ENAHO data
from the years 2004 to 2014. ENAHO is a survey that is conducted on
aquarterlyand annual basis (with greater coverage) to collect infor-
mation ontherelevantlife conditionvariables of health, education,
employment, income, and access to housing services. In thissense, it
isaveryimportant source for investigating the socioeconomic cha-
racteristics of households.

Thesize oftheannual samples-some 30,000 households peryear—
and the possibility of visiting the same groups each year in the same
monthasthe survey, while selecting distinct households hasallowed
ustomakeyearly Estimations instead of panel data. The level of con-
fidence of the sample results is 95 percent.
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On the other hand, to avoid losing information about all of the
households, (panel surveys are restricted to a limited number of
households extracted from the annual sample and do not include
all question modules) we preferred to make the Estimation sepa-
rately, year by year. This allows a more dynamic approach over the
long term, which is not possible with panel-organized surveys that
are restricted to a maximum of five years of surveys. Currently the
panelsurveys for theyears 2007-2011 and 2011-2015 can be downloa-
ded from the INEI website.

3.3 Dependent and Explanatory Variables

Inordertoexaminethevariablesthat most often occurinthe proba-
bility of using financialservices, adiscrete choice probability probit
model was used, which is standard in studies of this type (Camara
etal. 2013, and Murcia, 2007). It is proposed that the decision by
households to participate in the financial system (dependent varia-
ble) is influenced by some life standard characteristics such as po-
verty, income, expenditures, savings, occupation, education level,
age, sex, and marital status of the head of household. Some of these
variables, such as being of legal age or owning your own home, are
considered requirements for getting a bank loan.

The dependent variable is the proposed indicator of access to fi-
nancial services stated in Section 2, and includes households that
use financial products on their own volition (Group 1). Inthissense,
householdsthatreceive moneytransfersasapartofsocial programs,
and that are required to open accounts at the Banco de la Nacion,
are excluded." The selected explanatory variables have been orga-
nized in a binarian form, taking the value of 1 when the condition
is fulfilled and 0 when itis not fulfilled (see Table 4)."° To see the im-
pact ofincome, households were classified by spending quintiles.

4 Households obligated to have a financial product were not considered
since their inclusion biases the Estimation results. The analysis of
this group in regard to why households do not use financial services
requires a more careful analysis, including variables that act as bar-
riers, for example the indicators found in the Global Findex such as
the lack of trust in the financial sector, low financial education, and
the high cost of transactions.

15 Other explanatory variables can be included in the analysis, such as

the head of household sex (nosignificantresult was seenin the regres-
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3.4 Estimation Results

The results of the Estimation for the years 2004 to 2014 are presen-
ted in Table 5. In general, the coefficients show expected results si-
milar to Cadmara et al. (2013). The analysis of the average marginal
effects'® in Table 6 leads to the general conclusion that income (as
measured by expenditures), age, educational level, and savings ca-
pacity have a greater impact on the probability of a household be-
longing to the financial system, which coincides with the results of
Penia etal. (2014) and Murcia (2007).

Table 6 shows a higher probability of householdsaccessing finan-
cial services where the head of the household is 60 or older, which
may be related to their higher financial education. A second high-
impactvariableiswhen the household belongs to the upper-income
quintile (measured through expenditures), producing results that
are in line with the home having a greater savings capacity, a varia-
ble thatis also positive and significant.

Itis also interesting to see that as the head of household reaches
higher levels of education (primary, secondary, and university le-
vel), the probability of the household accessing the financial system
grows. That is to say that households where the head of household
has higher education are more likely to use financial services than
households with heads that have onlya primary education.

In distinguishing the impact of the possession of some assets,
suchasamobile phone, computer orvehicle, on the use of financial
services, it can be seen that the effect is stronger in homes that own
a computer. This could be explained by the advantages that a com-
puter offers for carrying out banking transactions and for gaining
accesstomore information aboutthe conditions of the banking sys-
tem, which also results in greater financial knowledge.

sions), maritalstatus, region where the householdislocated (including
if the household is in an urban or rural area), or age as a continuous
variable. Thisstudyincludes the mostimportant explanatoryvariables
about the household and it is hoped that other specifications give
results of similar quality.
16 The average marginal effect (AME) is calculated first for each individual
with their observed levels of the covariables. These values are then aver-
aged across all individuals. Since the regressors are indicator variables,
the finite difference method is used. See Cameron and Trivedi (2010)
for more details regarding the method.
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HOUSEHOLD CHARACTERISTICS

Explanatory variables

Description

Extreme poverty

Not extreme
poverty

Housing condition

Householder owns
his /her home

Primary education

Secondary-level
education

University
education

Basic services

Owns a computer

Vehicle ownership

Mobile (cellphone)
services

From 25 to 29 years
of age

From 30 to 59 years
of age

60 years of age and
above

Savings capacity

Quintile 2
expenditures

Quintile 3
expenditures

Quintile 4
expenditures

Quintile 5
expenditures

Rural area

Formal
employment

One if the household is in extreme poverty,
zero if it is not.

One if the household is in poverty that is not
extreme, zero if it is the contrary.

One if the home is inadequate, zero if the home
is adequate.

One if the home is owned by the householder,
zero if not

One if the head of household has a primary-level

education, zero if not.

One if the head of household has a secondary
education, zero if not.

One if the head of household has a university
education, zero if not.

One if the household has water, sewage,
and electricity, zero if not.

One if the household owns a computer, zero if not.
One if the household owns vehicles, zero if not.

One if the household has cell service, zero if not.

One if the head of household is between the ages
of 25 and 29, zero if not.

One if the head of household is between the ages
of 30 and 59, zero if not.

One if the head of household is 60 or older,
zero if not.

One if the household saves, zero if not.

One if the household is in quintile 2 for per capita
expenditures, zero if not.

One if the household is in quintile 3 for per capita
expenditures, zero if not.

One if the household is in quintile 4 for per capita
expenditures, zero if not.

One if the household is in quintile 5 for per capita
expenditures, zero if not.

One if the household is located in a rural area,
zero if not.

One if the head of household has formal
employment, zero if not.
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Among the significant variables related to household characte-
ristics, such as poverty, formal employment, housing conditions, ba-
sic services, and region (rural or urban), the level of probability of
participatingin the financial system shows less variability over time
(with the expected signs).

However, compared to 2004, it is observed that by 2014, house-
holds that are in extreme poverty, those with inadequate housing
conditions, and thoselivinginruralareasarelesslikely to enter the
financial system on their own volition. In contrast, the probabili-
ty increases among those that have higher incomes and access to a
computer.

Itshould be noted that the variable of owning vehicles, which has
lessimpactorisnotsignificantin the Estimationsfrom 2004 to 2007,
becomes significant and more important between 2008 and 2014.
Given the relation of income to vehicle acquisition, it is important
to take into account that the year 2008 represented a period of cut-
backs where real wages were stagnant, followed by a period of high
sustained growth until 2014. An analysis of panel data incorpora-
ting national income measures would make for an interesting hy-
pothesis for evaluation.

Although thisstudy focuses on the analysis of household characte-
risticsinthe determination ofaccessto financial services, the results
allow us toinfer the impact of policy towards financial education for
increasing banking participation in the country. In terms of poli-
cy, the implication points to a communications strategy that would
target information about the financial sector to households where
the head of household isyoung, aswell asto low-income households.

Actions should also be taken to reduce the costs of access to fi-
nancial services, supported by the expansion of infrastructure and
digital technology, since as has been observed, the possession of a
computer hasasignificantimpact on the probability of using the fi-
nancialsystem. Furthermore, theintroduction of the mobile wallet,
which allows people to transfer and receive money from any mobi-
le phone, is expected to boost the use of financial services to larger
segments of the population.

Likewise, economic policy should be more efficiently applied by
other public policiesrelated toimprovingaccess to quality education
and income levels, in order to generate greater access to financial
services. However, the slower growth rate of the Peruvian economy
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since 2016 could affectincomes, which means more proactive beha-

vior by thefinancial system willbe needed toboost entrepreneurship.

Note that the explanatory variables when considering only hou-
sehold characteristics focus on demand for financial services at the
national level. This analysis, however, could be extended to an ap-
proach by provinces incorporating financial services supply varia-
bles (various points of service, number of offices, number of ATMs,
etc.) Although thereisadirectrelation between the greater supply of
services and greater banking (figure 4), the availability of financial
services is also lower in regions of greater poverty. Therefore, this
type of analysis could be useful to analyze the factors that explain
the gaps between regions or provinces, an analysis which would be
very relevant for future research.

Oneimportantissueisthe effect of macroeconomicfactors (GDP,
inflation) and infrastructure variables on the evolution of house-
hold accessto financial services over time, aswell as an analysis that
includes variables that act as barriers to access, such as the lack of
confidence in the financial sector, the lack of a culture of financial
education, and the high transaction costsasindicated by the Global
Findex. This however would require following households over time,
where the houses surveyed are surveyed again each year. Without
doubt, these themes would be interesting for future investigation.

4. CONCLUSIONS

In consideration of the positive impact household access has on the
financial market, the Peruvian government has designed afinancial
inclusion strategyaimed atincreasing the country’slevel of bankari-
zation. Likewise, advancesin the financial environment have given
greater solidity and solvency to the system and facilitated financial
transactions. In this context, banking in Peru has shown a positive
evolution towards greater penetration of financial services, diver-
sity of products and services, and greater use of financial services.
These indicators, however, are lower for other countries such as
Chile, Brazil, or Colombia.

In order to have regular indicators regarding the progress of
household access to financial services and to analyze its determi-
nants, we have worked with information from the ENAHO. We have
proposed a methodology for measuring an indicator of access to
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financial productsand services and looked at this across two house-
hold groupsaccordingto their use of financial products. Group 11is
defined as using banking services and products at the individual’s
ownvolition, and ourresults show that the use of financial products
grew from 20% of these household surveyed in 2005 t0 29.4% in 2014.
When looking at households that received conditional transfer pa-
yments from governmentsocial programs (Juntos, Pension 65, and
Beca18), ourresultsshowthatthe percentage of banked households
grew from 20.7% in 2005 to 42.8% in 2014 (22 percentage points).

The descriptive study shows strong differences in the level of
bankarization according to life conditions regarding variables in-
cluding poverty, basicneeds not met, income level, savings possibili-
ties, and the educationallevel of the head of the household. Despite
theselimitationsto financialinclusion, there are also unbanked sec-
torsintherichest quintilesand amongthose with higher education
and lower needs. This demonstrates the need to complement this
workwith other studies on the barriers thatlimit the use of banking
services in these groups.

The analysis of the savings capacityamong distinctincome quin-
tilesshows that familieswith lowerincomesalso save, although there
are high-income householdswith the ability to save that nonetheless
are unbanked. This shows the need to investigate the difficulties fi-
nancial services providers face in meeting the needs of potential
users. Low levels of education and financial knowledge, and the
high costs of financial transactions act as barriers to entry into the
financial system, according to the results of the Global Findex sur-
vey of 2011 and 2014.

In order to make aquantitative approximation of the factors that
determine the probability of the households participatingin the fi-
nancial system, a standard probit model of binary choice was used,
employing the indicator of the use of financial services as a depen-
dentvariable. Also, the model selected some explanatory variables
that could haveagreaterincidence in the probability of households
using formal financial services.

Theanalysis of marginal effects showsthatbetween 2004and 2014
the probability of using financial services in rural areas declined
amongthe poorandthosewithinadequate housing conditions. The
likelihood of using financial servicesincreased in the higherincome
quintiles householdswith savings capacity, ahead of household with
university-level education, and households with a computer. This
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could make it increasingly difficult for vulnerable groups to enter
the financial system, asituation that works against the concept of fi-
nancialinclusion, and which showsthe need to assesstheimportant
role of these factors in the formation of public policy.
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