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Abstract

A widely-held view is that small firms in developing countries are prevented from
making profitable investments by lack of access to credit and insurance markets. One
solution is to provide repayment flexibility in credit contracts. Repayment flexibility
eases both the credit constraint, as it allows for increased spending during the startup
phase, and offers insurance, in case of fluctuations in income. In a field experiment
among microcredit borrowers in Bangladesh, we randomly assign the option to delay
up to 2 monthly repayments at any point during a 12-month loan cycle. The flexible
contract leads to substantial (0.2 standard deviation) improvements in business out-
comes and socioeconomic status, combined with lower default rates. The results are
driven by an increase in entrepreneurial risk taking, implying that the primary mech-
anism is insurance provision. Repayment flexibility also attracts less risk-averse bor-
rowers interested in business expansion. Our findings suggest that lack of insurance
is an important constraint for small firms but that a simple financial product that in-

creases repayment flexibility can be an effective tool for enabling enterprise growth.
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1 Introduction

Starting or expanding a business often entails undertaking costly and risky investments.
In developing countries, where credit and insurance markets are imperfect, entrepreneurs
face constraints on both fronts. It is well established that small enterprises are severely
credit constrained (de Mel et al., 2008; Banerjee and Duflo, 2014) and operate under high
levels of risk, having to tackle frequent aggregate and idiosyncratic shocks (Samphan-
tharak and Townsend, 2018). While improved availability of credit and insurance ought
to help aspiring entrepreneurs, the existing evidence shows that conventional microcredit
has failed to generate substantial firm growth (Banerjee et al., 2015). In an environment
where business growth requires access to capital and insurance against entrepreneurial
risk, the ideal financial contract should cater to both of these constraints. In line with this,
a large literature in corporate finance highlights the importance of financial flexibility for
businesses (Graham and Harvey, 2001; Gamba and Trianti, 2008), but evidence from de-

veloping countries is scant.

In this article, we study an innovative product that provides liquidity and reduces unin-
sured risk and examine which constraint is more important. To this end, we experimen-
tally alter the debt contract terms by making the repayment obligation more flexible. Im-
proved flexibility eases the credit constraint, as it allows for increased spending during
the startup phase, and provides insurance, in case of fluctuations in income. We conduct
the randomized evaluation of the flexible contract in Bangladesh together with one of the
largest microfinance institutions in the world, BRAC. The regular loan product BRAC of-
fers has a 12-month loan repayment cycle with monthly installments of equal size. By con-
trast, the flexible contract allows borrowers to delay up to 2 monthly repayments at any
point during the loan cycle using repayment vouchers. On the day of their monthly repay-
ment, borrowers can present a voucher, thereby postponing the repayment and extending
the loan cycle. We primarily focus on collateral-free microfinance provided to women
(Dabi), where BRAC reaches four million borrowers in Bangladesh alone. To understand
the effect of repayment flexibility on larger loans, we also study larger collateral-backed

debt (Progoti), available to female and male borrowers. !

Conceptually, repayment flexibility can both ease microentrepreneurs’ credit constraints
and deal with incomplete insurance. By delaying early repayments, the flexible loan al-
lows for a larger investment and larger loan size. We think of this as relaxing borrowers’
credit constraints relative to the standard contract. Alternatively, borrowers can hold onto
the vouchers and use them throughout the loan cycle, in case they face difficulty in making

their payments. We think of this as providing borrowers with insurance, enabling riskier

!Both loans entail individual liability and a flat 22% annual interest rate. In the case of traditional micro-
finance (Dabi), borrowers attend monthly group meetings but are individually liable for their loans.
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input choices, more experimentation, and lower default rates as compared to the standard

contract.

In order to assess the effects of increased flexibility, we collaborated with BRAC to conduct
a field experiment in Bangladesh. BRAC identified borrowers with good credit histories
deemed to be eligible for the new contract in 50 of its branches. Following this, we sur-
veyed a random sample of these borrowers. After our baseline survey, BRAC offered the
flexible loan contract to eligible clients in 25 branches that we randomly selected. The same
respondents were then resurveyed 1 and 2 years after the baseline. The experimental vari-
ation captures the relative benefit of the flexible versus the standard credit contract and

allows us to study the importance of credit and insurance constraints.

We first establish that the flexible contract improves borrowers’” business outcomes and
their socioeconomic status. The results are driven by an increase in entrepreneurial risk
taking, implying that the primary mechanism is insurance provision. We also document
that flexibility attracts less risk-averse clients interested business expansion. Together this
suggests that lack of insurance is an important constraint for small firms but that a simple
tinancial product that increases repayment flexibility can be an effective tool for enabling

enterprise growth.

In particular, we find that repayment flexibility increases business investments and rev-
enues among traditional microfinance (Dabi) clients. The intention-to-treat estimates re-
veal that the value of their business assets is 51% higher relative to the control group.
They generate 87% more revenues, have 25% larger profits, and experience 80% higher
sales volatility. Borrowing from BRAC goes up by 15% compared to the control sample.
At the same time, they extend more loans or transfers to their social networks (74%). In
terms of their socioeconomic status, they end up with higher household income (17%),
more household assets (25%), and own more land (26%). A natural question is whether
these improvements came at a cost to the lender in terms of default rates. We find that
the likelihood of default diminishes among eligible microfinance clients (35%). Moreover,

they are more likely to remain as BRAC borrowers.

When we examine the corresponding impact on larger, collateral-backed (Progoti) debt,
we find no significant effects in terms of business or household outcomes on average, with
the exception of a substantial increase in employment creation (42%).” This average effect
masks important heterogeneity in the response across the skill level of the entrepreneur:
treatment leads to a reduction in revenues and profits for low-skilled entrepreneurs,” while
the impact is positive for business owners with higher skills at baseline. This implies
that when it comes to loans targeting larger firms, repayment flexibility alone may not be

sufficient to improve the effectiveness of the loan in terms of business growth.

2We also do not find any changes in their borrowing or repayment behavior.
3As proxied by their schooling level.



To understand if the gains experienced by traditional microfinance (Dabi) clients are driven
by credit or insurance constraints, we proceed in four steps. First, we study the voucher
use pattern among clients in treated branches. We find that usage is dispersed over the
loan cycle, with a substantial proportion of borrowers not employing any voucher despite
taking up the flexible contract. About 60% spend at least one voucher and of those that
use both, 3.3 months pass between the first and second voucher. Importantly, only 1.6%
employ them in months 1 and 2. This is more in line with state-contingent insurance,
where vouchers are used if needed, rather than easing a credit constraint by exhausting

the vouchers immediately to boost investment and loan size.

Second, we show that treated entrepreneurs increase the variety of inputs they use, and
the unit value of tools and furniture owned by treated businesses is higher. The wider
variety of inputs suggests that the flexible contract allows for more risk taking by enabling
experimentation. To the extent that some of the assets are more illiquid (for example,
machinery or furniture tailored to the specific needs of the business), this could further
increase risk. At the same time, the expanded use of costlier inputs could be indicative of

relaxed credit constraints.

Third, we test for the importance of access to credit by studying the heterogeneity of the
effects with respect to clients” economic status at baseline. If the credit market is a key im-
perfection, the flexible contract should be particularly valuable to the less wealthy. We find
no such evidence, if anything, better-off borrowers seem to benefit more from repayment

flexibility.

Fourth, we investigate if the flexible contract increased risk taking. First, we compare the
distribution of earnings in the treatment and control samples. We observe that treated
households in the left tail of the distribution experience lower revenue and lower income
growth relative to the control group, while they do better in the upper quantiles. This is
consistent with flexibility leading to greater risk taking, causing some entrepreneurs in the

treatment group to lose out (relative to control), while others gain.

To pursue this further, we examine how treated businesses are affected by demand uncer-
tainty. Greater volatility, as captured by expectations or actual shocks, should matter more
for borrowers that take on additional risk. We first show that the effects on revenues and
profits are driven by borrowers in locations where expected demand uncertainty is higher
at baseline.* To pin down the mechanism more directly, we explore quasi-experimental
variation in the form of local demand shocks. In Bangladesh, excessive flooding during
the growing season of the main crop (Boro rice) is particularly harmful and constitutes an

important downturn in local economic activity. We find that average treatment effects are

“To measure average demand uncertainty in a given location, we rely on subjective probability distribu-
tions of expected demand using a representative survey of firms.
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positive, only in locations that experienced favorable rainfall. In locations with flooding,
the treatment impact is indistinguishable from zero. At the same time, in the absence of
floods, business profits and revenues are significantly greater in treatment relative to con-
trol. Together the results imply that the flexible contract induced a shift to activities more

sensitive to aggregate uncertainty.

Overall, while some evidence such as costlier inputs supports the presence of credit con-
straints, most findings, including higher sales volatility without increased default rates,
vouchers used at distinctly different points in time or not at all, experimentation via a
greater variety of assets, and a shift to activities more exposed to demand uncertainty, all

speak to the importance of imperfections in the insurance market for entrepreneurial risk.

Finally, we consider how the new contract affected the selection of individuals into bor-
rowing. In particular, we test if the introduction of the flexible loan attracted different
types of firms in treated branches relative to control. To do this, we conducted a census of
small and medium enterprises (SMEs) operating in the 50 branches at baseline, surveying
a random sample of the SMEs prior to branch randomization. We then compare, within
this representative sample of SMEs, whether those borrowing from BRAC in treatment
branches at follow-up are significantly different in terms of their baseline characteristics.
We find that entrepreneurs who were less risk averse and who expressed a desire to start a
new business were more likely to become BRAC borrowers in the treated branches. While
the new clients were not part of our loan product evaluation, this suggests that the flexible
loan has important selection effects, primarily attracting clients interested in growing their

business activities as opposed to engaging in consumption smoothing.”

In sum, the results imply that repayment flexibility benefits traditional microfinance bor-
rowers mainly through the provision of insurance, enabling riskier investments at lower
default rates. It also draws in entrepreneurs that are less averse to risk and more willing
to expand their business activities. The findings highlight the benefit of a novel product
that simultaneously provides credit and insurance to microfinance clients, contributing to
work examining the overall success of microfinance by focusing on the inframarginal bor-
rowers (Banerjee et al., 2015). At the same time, some caution is warranted as the effects

for larger loans are less transformative and even negative for low-skilled entrepreneurs.

The present paper builds on and adds to three main literatures. To the best of our knowl-
edge, this is the first paper that provides causal evidence on the joint importance of cap-
ital constraints and incomplete insurance on the growth of non-agricultural firms. While

a large literature has studied the role of credit constraints for firms (see e.g. Fafchamps

5To understand the pattern of selection among BRAC borrowers who were offered the flexible loan, we
also study correlates of take up. About half (57%) of the traditional Dabi clients accepted the offer and bor-
rowed under the flexible contract. Less risk-averse clients with a higher entrepreneurship score at baseline,
were more likely to take up the flexible loan, confirming the pattern of selection found in the SME sample.
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etal., 2014), empirical work on insurance have mainly focused on agriculture. Past studies
show that the provision of (subsidized) access to insurance leads to higher farm investment
and take up of new technologies, increasing farm profit through greater risk taking (Cole
et al., 2017; Giné and Yang, 2009; Mobarak and Rosenzweig, 2013; Carter et al., 2016; Cai,
2016).° Our paper is related to Karlan et al. (2014) who evaluate the relative importance of
credit and insurance constraints by providing cash grants and rainfall insurance to farm-
ers in Ghana. They find that the binding constraint is uninsured risk, with farmers making
riskier production choices when offered insurance. Our results complement Karlan et al.
(2014) by highlighting the role of risk taking. Unlike them, we study the incremental effect
of a contractual change rather than access to either credit and/or insurance for small retail
and manufacturing firms, instead of farmers. Another closely connected study is Bianchi
and Bobba (2013) who find that cash transfers in Mexico increased entrepreneurship. Ex-
ploiting variation in the timing of the transfers they show that insurance as opposed to
liquidity constraints drives this effect. While their focus is on entry into entrepreneurship,

we study investments in and the growth of existing businesses.

Second, we link to a small but growing literature that investigates credit contract struc-
ture in microfinance, with the most notable precursor to our work being Field et al. (2013).
They evaluate the effects of giving a two-month grace period to microfinance clients and
find that this leads to an increase in short-term investments and long-run business profits,
but also in default rates. Barboni and Agarwal (2018) is another related study showing
that three-month blocks of repayment holidays chosen in advance attracts financially dis-
ciplined clients and leads to higher repayment rates and higher sales.” Unlike previous
work, borrowers” complete flexibility over their voucher use allows us to evaluate the rel-
ative importance of credit and insurance constraints. As such, the contract we study not
only encompasses an early grace period or planned blocks, but also caters to unexpected

shocks occurring in any given month throughout the loan cycle.®”

®Also, Groh and McKenzie (2016) evaluate an insurance against macroeconomic shocks provided to
microfinance clients in Egypt. While demand was high, there are no effects on investments or firm growth.
Similarly, Lane (2018) studies the impact of an emergency loan following floods in Bangladesh, showing that
it increases consumption and asset levels and reduces default in the event of flooding. By contrast, we focus
on the joint provision of credit and insurance (for both aggregate and idiosyncratic shocks) via repayment
flexibility for a given loan.

’Czura (2015) investigates a loan targeted to dairy farmers that tailored repayments to the period when
cattle produces milk, finding that it increased milk production and income as well as default rates.

8The ability to handle shocks throughout the entire contract also offers an explanation to why default
rates decline with repayment flexibility while it increases under the two-month grace period studied by
Field et al. (2013). If both contracts induce investments more sensitive to uncertainty, the flexible loan covers
outstanding debt at any point during the loan cycle in the event revenues drop unexpectedly. Meanwhile,
this is only viable for the first two months with the grace period, leading to a higher likelihood of default
with the latter contract.

9By providing evidence on the selection effects of introducing a new loan product with greater repay-
ment flexibility, we also contribute to empirical work gauging selection in developing-country credit markets
(see e.g., Karlan and Zinman, 2009; Beaman et al., 2015; Jack et al., 2016; Gulesci et al., 2018).
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Finally, the analysis contributes to research in corporate finance on firms” ability to take
advantage of opportunities and deal with shocks, and how this affects their capital struc-
ture. Work on financial flexibility (Gamba and Trianti, 2008; DeAngelo et al., 2011) and
lines of credit (Holmstrom and Tirole, 1998; Sufi, 2009) emphasizes the capacity to restruc-
ture financing to facilitate unexpected changes in cash flows or investment opportunities,

especially in a volatile business environment. '

We provide causal evidence demonstrat-
ing that such flexibility increases risk taking, and that this is more valuable when firms

face aggregate uncertainty. 1

The next Section presents a conceptual framework that highlights how credit and insur-
ance constraints are alleviated by repayment flexibility and the type of borrowers it at-
tracts. Section 3 describes the context, the implementation of the field experiment, the
dataset, and the baseline characteristics of our sample. Section 4 reports the empirical re-

sults, while Section 5 discusses some implications of the findings and Section 6 concludes.

2 Conceptual Framework

When markets for credit or insurance are missing, flexibility in debt repayment may in-
fluence microentrepreneurs’ input choices and subsequent repayment behavior. In what
follows, we discuss how the flexible loan eases credit and insurance constraints by better
matching repayments to borrowers” cash-flow needs as compared to the standard credit
contract.'” To fit our experimental context, we refer to a loan that requires a regular, con-
stant stream of repayments as the standard contract. By contrast, under the flexible con-
tract, a borrower can access 2 vouchers enabling her to reschedule up to 2 debt repayments

on their due date.

Suppose a microentrepreneur wants to carry out an investment. The investment can be
lumpy, such as acquiring a machine. It may also involve risk because of uncertainty about
realizing the gains from the investment. If the credit market is the main imperfection, the
flexible contract allows the entrepreneur to increase investment (and, possibly, loan size)
above the level permitted by a standard loan. In particular, by using the two vouchers in
the first two months of the repayment cycle, the borrower avoids having to put money

aside to cover the initial loan payments. If the investment is an indivisible input, voucher

19We also link to studies on the timing of repayments in consumer mortgage products, where flexibility
in choosing the monthly payments have been shown to smooth consumption (Cocco, 2013) but also increase
delinquency rates (Garmaise, 2013).

The importance of aggregate risk, and its consequences for asset illiquidity, also rationalizes why busi-
nesses in our setting prefer the flexible over the standard credit contract. Shleifer and Vishny (1992) show
that asset illiquidity resulting from economy-wide shocks lowers firms’ debt capacity. With a flexible con-
tract, borrowers avoid having to sell their assets at the same time as everyone else hit by the aggregate shock
in order to cover the repayment. This may in turn increase firms” willingness to take on risk.

12The ensuing discussion, distinguishing the credit and insurance aspect of the flexible contract, can be
formalized in an agricultural household model that allows for missing credit and insurance markets (see
e.g., Bardhan and Udry, 1999).



usage early on can also boost the amount borrowed compared to the standard contract.
This is because the minimum investment size needed to cover the bulky asset exceeds
what the standard contract allows for, leading the entrepreneur to take a smaller loan, or
not borrow at all, when offered a standard loan. Importantly, both of these effects should

be stronger for more liquidity-constrained entrepreneurs.

With incomplete insurance markets, the flexible contract increases investment in inputs
more sensitive to demand uncertainty or to experimentation in the firm, compared to the
standard contract. It also reduces the need to sell off assets to repay outstanding debt and
lowers default. To see this, suppose the borrower is considering investing in high return
but illiquid inputs. These activities expose the business” overall portfolio to more aggre-
gate uncertainty as illiquid inputs (e.g. tools or machines used for a particular purpose) are
difficult to resell if demand drops.'® Since repayment flexibility helps cover loan payments
in bad times (unlike the standard loan), we expect larger investments in riskier inputs un-
der the flexible contract. Experimenting with the production process, such as using a wider
variety of inputs, also increases the likelihood that repayments cannot be made if produc-
tion is delayed. Again, flexibility makes it more likely that borrowers take on additional
risk compared to the standard loan. The flexible contract also affects firm behavior once
demand or production processes have been realized. Under the standard loan, a negative
demand shock forces the borrower to sell her assets to meet the debt obligation. If inputs
are illiquid, this implies that she defaults on her loan. Failed experimentation and produc-
tion delays also result in default unless inputs can be sold off to cover outstanding debt.
With repayment flexibility, the vouchers allow the borrower to keep the liquid assets and
avoid default in the case of illiquid inputs.'* Summing up, the flexible loan thus induces
riskier business activities with default rates remaining the same or declining as the vouch-
ers offset the increased risk taking. As shocks and production delays can occur across the
loan cycle, we should observe voucher usage throughout the contract period. Moreover, if
the vouchers work strictly as insurance, some borrowers will exploit the option of taking

up the flexible contract offer without actually using the vouchers.

If the financial environment is characterized by imperfections in the credit and insurance
markets, the flexible contract allows for an increase in lumpy investments and in loan size
as well as investments in riskier inputs, experimentation, a greater sensitivity to demand

uncertainty, and improved repayment behavior. The exact prediction depends on which

13Both in the sense of Williamson (1988) and because of the general equilibrium aspect of asset sales as
emphasized by Shleifer and Vishny (1992).

4The use of the flexible contract as state-contingent insurance rationalizes why our results differ from
Field et al. (2013). They find that an initial two-month grace period increased default rates, an outcome
predicted by our conceptual framework if vouchers are spent exclusively in the first two months to boost
investment in illiquid inputs. In this case, the likelihood of default should increase if borrowers experience
a demand shock later in the loan cycle. However, by using the vouchers as insurance, borrowers are able to
circumvent payment difficulties that arise throughout the entire contract.
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constraint is more binding. Analogously, voucher use will reflect which market imperfec-
tion matters the most. If vouchers are predominantly spent in the first two months, this
supports the notion of binding capital constraints. Meanwhile, dispersed use across the
loan cycle or taking up the contract but not employing the vouchers, is more in line with

imperfect risk markets.

In addition to direct treatment effects, the introduction of the new credit product may affect
the type of borrowers attracted by the contract. To the extent the flexible loan primarily
draw microentrepreneurs interested in growing their business, this has implications for
the risk profile of the borrower pool. Following a literature dating back to Cantillon (1755),
Knight (1921), and more recently Kihlstrom and Laffont (1979), entrepreneurs, as business-
owning residual claimants, are less risk averse than the population at large.'” As less risk-
averse individuals are more likely to choose uncertain but high-return projects (see e.g.,
Lybbert et al., 2010), and as flexibility allows for riskier business activities, the contract
could increase the share of borrowers that are less averse to risk and more interested in
business growth. ' By contrast, if the flexible contract is used for consumption-smoothing

purposes it may instead draw borrowers with high risk aversion.'”

3 Experiment

3.1 Context

Our study is set in Bangladesh where our partner, BRAC, is one of the main providers of
microfinance services. BRAC’s microfinance program mainly targets two types of clients.®
The most common microfinance product is the “Dabi loan”, which is offered to finance
small enterprises, typically with no employees except for family workers (e.g. tailoring,

small retail shops, poultry and livestock rearing, and carpentry). The average size of a Dabi

15 Alternatively, the inherent risk involved in entrepreneurship acts as a barrier to new entry rather than
as a necessary selection criterion. In this case, the flexible contract might induce more risk-averse individuals
to borrow (Hombert et al., 2014).

16This prediction is consistent with risk-averse individuals benefiting more from repayment flexibility
for a given risk class of projects. Empirically, the latter is difficult to test as the composition of subsequent
projects will change across treatment and control branches if the flexible contract induces project selection.
That is, if repayment flexibility attracts borrowers less averse to risk that undertake more uncertain projects
there are no counterfactual projects to compare with in the control group.

7There are other aspects of selection, regardless of loan use, that could affect loan performance. First,
the contract might attract opportunistic borrowers that defer payment for as long as possible (using the
two vouchers immediately) only to strategically default in the third month when the first payment is due.
Second, the flexible loan may increase the temptation to default on any given installment for present-biased
borrowers (see e.g., Fischer and Ghatak, 2010; Bauer et al., 2012; Barboni, 2017). The idea is that present-
biased borrowers prefer the standard contract as it entails smaller payments spread throughout the loan
cycle (thereby minimizing the risk of default at any given point). Similarly, the more complex nature of the
contract could impose a cost on financially illiterate borrowers by inducing them to overconsume in the early
stages of the loan cycle. If a large share of new borrowers has time-inconsistent preferences or are financially
illiterate this might also lower the repayment rates.

IBBRAC also has specialized loans for sharecroppers, migrant workers’ households, and students. We do
not study these products.



loan is 275 nominal USD (range between $100-$1, 000). Currently, BRAC has four million
Dabi borrowers in Bangladesh. BRAC also offers “Progoti loans” for small and medium-
sized enterprises. The Progoti loans are intended for working capital in shops, agricultural
businesses, and small-scale manufacturers and have an average loan size of $2,200 (range
between $1,000-$10,000). They require collateral of equal value to the loan and a guaran-
tor. Both types of loan products entail individual liability (with group meetings in the case
of Dabi loans), a flat 22% annual interest rate, and a 12-month loan repayment cycle with

monthly installments of equal size.

We collaborated with BRAC to implement a pilot assessing the viability of a flexible loan
product. The flexible contract allowed borrowers to delay up to two repayments within
their loan cycle through the use of repayment vouchers. BRAC decided to offer the option
to borrow under the flexible contract to Dabi and Progoti clients with good credit histories.
The eligible clients were selected by credit officers at the branch office level on the basis
of having no defaults and few or no arrears. Under the flexible contract, borrowers had
2 vouchers that enabled them to postpone 2 monthly repayments in their loan cycle. On
the day of the repayment, borrowers could present the voucher thereby postponing the
repayment and extending the loan cycle. Specifically, by extending the cycle to 14 instead
of 12 months the borrowers had 2 months during which they were not required to make
any payments to BRAC. For example, if borrowers skipped the first two installments, the
repayments started in month 3 and continued up to month 14 (corresponding to a contract
that provides a 2-month grace period). If clients decided to use their vouchers to avoid
any other installment(s), the repayment in that month would be skipped and the full loan
cycle was extended by an additional month (for example, using the vouchers in months
3 and 7 extended the cycle to 14 months, with repayments occurring in months 1, 2, 4,
5, 6, 8,..13, and 14). Hence, the contract provided the borrowers with full flexibility to
tailor-make their loan cycle according to their expected and unexpected cash-flow needs
(they were still limited to delaying no more than 2 repayments). Moreover, if borrowers
wanted, they could skip 2 repayments and pay up their remaining balance within the 12th
month, thus keeping the length of the loan cycle unchanged. As such, the vouchers offered

considerable payment flexibility. No extra cost was charged for the use of the voucher(s).

3.2 Evaluation and Data

To evaluate the effects of the new loan contract, we randomized the introduction of the
flexible loan at the BRAC branch office level. The typical branch office covers an area of
a roughly 6-km radius with 200 Progoti and nearly 1,200 Dabi borrowers. BRAC selected
tifty branches for the study and credit officers in each branch identified Dabi and Progoti
borrowers that they deemed eligible for the flexible loan. BRAC subsequently provided us

with a list of the eligible clients in each branch. From this list, we randomly sampled 2,717
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eligible borrowers; 1,115 Dabi and 1,602 Progoti clients (the “eligible-borrower sample”).

We also obtained a list of all ineligible clients in the same 50 branches.

In addition to eligible BRAC clients, we collected information on a representative sample
of SMEs (independent of their borrowing status with BRAC). For this, we first conducted
a census within the geographic location of each BRAC branch office by going door-to-
door, capturing a comprehensive listing of all SMEs operating in selected sectors in the
study branches. The objective was to identify microenterprises with fewer than 10 workers
operating in light manufacturing and retail. These characteristics were chosen to make
them comparable with potential BRAC borrowers.'” This provided us with a listing of
7,270 firms. From the census, we randomly sampled and surveyed 3,504 firms at baseline
(the “SME sample”).?"

The baseline survey for our two samples was conducted between January and June 2015.
After the baseline, we randomly selected half of the 50 branches as treatment and the
rest as control. The randomization was stratified by district (15 randomization strata),
each containing 2-5 of the branch offices in our study. Figure 1 shows the location of the
BRAC branches included and their randomization status. The flexible loan product was
launched in mid-August 2015. By the end of September 2015, the intervention had been
introduced in all branches. Immediately following the product launch, we collaborated
with BRAC to implement an information campaign in the treatment branches. Its goal
was to ensure that information regarding the new loan that BRAC was piloting reached
the firms in the SME sample. This was achieved through: (i) phone calls, conducted by
BRAC’s phone call centre, to every business owner in our SME sample. During these
phone calls, the terms of the new loan product were explained; (ii) leaflets, describing the
same information, delivered by BRAC credit officers to the firms in the SME sample and

to firms in the eligible-borrower sample.

Approximately one year after the baseline, between May and July 2016, we implemented
the first follow-up survey (the midline). Since the intervention was launched in August
2015, the effects at midline capture short-run impacts (8 to 10 months after treatment
started). Nearly one year after the midline (and two years after the baseline), we con-
ducted the endline survey.”! At the end of that survey (August 2017), we received BRAC’s
administrative records on its borrowers (eligible and ineligible borrowers at baseline, as
well as the new borrowers that joined BRAC after the launch of the experiment). The

records contain data on the last as well as past loans of current or past borrowers, provid-

YManufacturing includes SMEs active in food processing, carpentry, plumbing, handicraft, and garments
while retail comprises grocery, supermarkets, wholesale shops, clothing, and hardware.

20By construction, the SME sample contains both current BRAC clients (about 10%) and non-client firms
located within each study location.

2I'The mid- and endline surveys were planned to be in the same period of the year in order to appease
concerns about seasonality in profits and other outcomes.
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ing us with detailed reports on borrowers’ repayment behavior.

Finally, to measure local rainfall shocks, we use monthly rainfall data at 0.25-degree res-
olution obtained from the NOAA-maintained PERSIANN-CDR dataset which covers the
period 1983-2017.?> The information on precipitation is used to construct local demand

shocks across the 50 branches under study.

3.3 Descriptives and Validity Checks

Table 1 provides descriptive statistics on the baseline characteristics of eligible Dabi clients
(with the corresponding information for Progoti borrowers presented in the Appendix).
Column (1) reports the mean and standard deviation in the treatment group and column
(2) the equivalent control sample statistics. All monetary values are deflated to 2015 prices,
using CPI figures published by the Central Bank of Bangladesh, and converted to USD PPP
terms using conversion rates published by the World Bank’s International Comparison
Program database (1 USD PPP = 28.25 TAKAs).

The average eligible Dabi client in our sample is 38-39 years old, has 4.5 years of schooling,
and lives in a household with 5 members. Approximately half of them own some land
and the typical household labor income is about 7,000 USD PPP per year, with annual per-
capita consumption around 1,700 USD PPP. In terms of business ownership, 45% of the
microfinance clients reported having a business at baseline. This is similar to the rates of
business ownership among microfinance clients in other studies (Field et al., 2013).?* The
average borrower owns 4,300 USD PPP worth of business assets and employs 0.5 workers
(excluding the owner of the business but including other family workers). On average,
an eligible Dabi client spends about 1,500 hours per year working in the business which
generates 4,200 USD PPP worth of annual profits.”* In order to capture the volatility of
their revenues throughout the year, respondents were asked to report the value of their
sales in the worst and the best months during the past year. The difference between the
highest and the lowest monthly revenue (i.e. the range) is 4,435 USD PPP for the average
respondent. Considering that mean annual revenues in the sample are about 35,000 USD
PPP (i.e. mean monthly revenue level is around 3,000 USD PPP), this highlights the vast

variation in business performance across the year.

The lower part of the table shows that on average, eligible Dabi clients had about 2,000
USD PPP worth of credit from BRAC and only 10% of them borrowed from other sources.

22Gee https://www.ncdc.noaa.gov/cdr/atmospheric/precipitation-persiann-cdr for more details
about the rainfall data.

23 Among eligible Dabi clients in our sample, only 5% reported owning multiple businesses. In the analy-
sis, we focus on the main household business reported by the respondent (the borrower), but the results are
similar if we aggregate all business-related variables at the household level.

24The measures of profits we use is based on a direct question on the level of profits as opposed to sub-
tracting costs from revenues. de Mel et al. (2009) show that for small businesses, this method provides a more
accurate measure of profits compared to calculations based on detailed questions on revenues and costs.
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For all these characteristics, Table 1 also reports balance tests where we compare the sam-
ple means by treatment status. Column 3 shows the standard difference, column 4 the
randomization inference p-values, and column 5 reports the normalized difference. With
the exception of one outcome (BRAC loan value) all characteristics are statistically sim-
ilar across the two groups, and the normalized differences are smaller than 1/4th of the
combined sample variation, suggesting that linear regression methods are unlikely to be
sensitive to specification changes (Imbens and Wooldridge, 2009). Table A.1 in the Ap-
pendix provides additional balance tests for the eligible Dabi sample, including outcome
variables not reported in Table 1 (for brevity) but used in the analysis. Table A.2 does the
same for the sample of eligible Progoti borrowers. The results in these tables show that al-
most none of the basic differences are statistically significant at baseline and all normalized
differences are smaller than 1/4th of the combined sample variation. Hence, we conclude
that the randomization was successful in achieving baseline balancing in key observable

characteristics.

In Appendix Table A.3 we test for differential attrition at the mid- and endline surveys. At
midline, the attrition rate was 5% among eligible Dabi clients, 9% among eligible Progoti
borrowers, and 11% in the SME sample. At endline, the rates were slightly higher (9%
among eligible Dabi clients, 15% among eligible Progoti borrowers, and 17% in the SME
sample). The attrition rates are balanced by treatment status in both followup surveys.
Thus, it is unlikely that differential attrition drives the treatment effects we find in the

empirical analysis.

4 Results

4.1 Estimation

To identify the effects of the flexible loan contract on eligible borrowers, we estimate an
ANCOVA model (McKenzie, 2012) of the form:

15
Vie=PB-Ti+A-vio+E+ Y 7s+ei (1)

s=1
where y;; is the outcome of interest for respondent i at mid- (t=1) or endline (t=2), T; is
a dummy variable equal to 1 if the respondent is located in a treated branch, v, is the
baseline level of the outcome for individual i, E; is a survey-wave fixed effect, and v, are
district (randomization strata) fixed effects. Since our randomization was conducted at
the branch-office level, we cluster standard errors by BRAC branch office (50 clusters). In
addition, we report randomization inference p-values (Fisher’s exact test), estimating the
coefficient of interest in 1,000 alternative assignments chosen randomly with replacement

from the set of possible assignments given our stratified randomization procedure. The
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randomization inference p-values report the percentile of the coefficients found under ac-
tual treatment in the distribution of coefficients identified under the alternative treatment

assignments.”’

The parameter of interest is 3, the average difference between treatment and control obser-
vations at mid- and endline. Under the assumption that the control observations constitute
a valid counterfactual for the treatment sample, this identifies the causal effect of the offer
of the flexible loan contract to eligible client i. In other words, this is the intention to treat
(ITT) estimate.”® We also derive the local average treatment effect (LATE) of actually us-
ing the voucher, by estimating an instrumental variable regression whereby take up of the

flexible loan contract is instrumented by the random treatment status.

4.2 The Effect of Repayment Flexibility

We begin by examining the treatment impact on eligible Dabi clients. Table 2 presents the
effects of estimating specification (1) on a range of business outcomes. Panel A comprises
the ITT estimates, while panel B contains the LATE results, where we instrument for take
up of the flexible loan with the (random) treatment status. On average, 57% of the eligible
Dabi clients accepted the offer and borrowed under the flexible contract.”” Given the take-
up rate, the LATE typically scales up the ITT by a factor of 1.75.

The first column of Table 2 shows that the flexible loan does not lead to a significant change
in business ownership. Eligible Dabi clients in treatment branches are 3 percentage points
more likely to own a business at follow-up relative to control, but this effect is imprecisely
estimated. In terms of inputs, treated borrowers invest significantly more in their busi-
ness assets but not in labor. The treatment effect on business assets (1,881 USD PPP) is
equivalent to a 51% increase relative to the mean in the control group. We do not find any
significant effect in terms of labor inputs (number of workers, business operating hours,
and hours worked by the business owner). Column 6 shows that treatment raised rev-
enues by 28,153 USD PPP (annually) relative to the control sample. This corresponds to a
statistically and economically significant increase of 86%, with a randomization inference
(RI) p-value of 0.002. Eligible clients also had higher costs which is likely related to the
larger investments in their business capital (for example, cost of purchasing inventories or
tools). The ITT estimate on annual business profits (column 8) shows a sizable increase (of

25%) relative to the control group, but this is imprecisely estimated at conventional lev-

This corresponds to “randomization-c” in Young (2018).

26To test if the treatment effect differs across the two follow-up surveys, we also estimate: y;;=8 - T; +
6-Ti-Er + A-yjo + Et +Z£1 s + €ir, where B identifies the treatment effect at midline and ¢ identifies
the difference in the treatment effect at endline relative to midline. As treatment effects for the majority of
outcomes do not differ significantly between surveys, we pool the mid- and endline observations and report
estimates from specification (1) as our main result to gain statistical power.

?/In Section 4.5.1 we examine the borrower characteristics that are correlated with take up of the flexible
loan product to shed light on the type of borrowers that prefer the flexible over the standard contract.
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els (RI p-value=0.169). Column 9 indicates that the effect on monthly profits (during the
month preceding the survey) is precisely estimated at the 10% level (RI p-value=0.143),
equivalent to a 26% effect relative to the control group.”® Column 10 shows that busi-
nesses in the treatment group had more volatile revenues. As a proxy for volatility, we
use the range of monthly revenues. The ITT estimate reveals that the treatment group had
nearly 80% higher sales volatility relative to the control group (RI p-value=0.026). Finally,
the last column of Table 2 presents the effect on an aggregate index that combines the 10 in-
dicators related to the business outcomes of Dabi clients. We find that the aggregate index
is significantly higher by 0.18 standard deviations (5Ds) among the treatment group rela-
tive to control (RI p-value=0.038). Overall, these findings suggest that the flexible contract
not only led to more business activity and greater business investments, but also increased

the volatility of the monthly business revenues.

Table 3 explores the credit market outcomes of eligible Dabi borrowers. Columns 1-3 report
incoming loans and transfers and show that treated clients take larger BRAC loans: the
loan value increases by 15 percent or 305 USD PPP compared to the control group (RI p-
value<0.01).?” While the corresponding effect for loans from other, non-BRAC lenders is
negative, the impactis small and imprecisely estimated (column 2). Eligible borrowers also
receive more informal transfers from their social network (with the point estimate similar
in size to the effect on the BRAC loan), albeit insignificantly so (column 3). Column 4
examines transfers and loans provided to the social network. It shows that the financial
outflow from the average respondent in the treatment group increased by 122 USD PPP
— a 73% boost relative to the control sample (RI p-value<0.01). Overall, net borrowing
and transfers combined is positively but insignificantly affected (RI p-value=0.21). We
conclude that access to the flexible contract led to important changes in the Dabi clients’
credit market outcomes, as demonstrated by the significant increase of 0.19 SDs in the

aggregate index in column 6 (RI p-value<0.01).

While we delay a more thorough discussion of the mechanisms underlying the treatment
effects until Section 4.4, these findings provide some initial evidence of the importance
of credit constraints and uninsured risk. The increase in loan size suggests that the credit
channel could be at work, although the boost in loans and transfers given to others undoes

this effect to a certain extent — ultimately, the impact on net borrowing and transfers is

ZBMicro-enterprise profit is a notoriously noisy outcome and recall bias may affect the measured impact.
This could explain why the treatment effect on monthly profit is somewhat more precisely estimated while
the corresponding effect on annual profit is not. The LATE estimates in Panel B show that among the treated
Dabi borrowers, both annual and monthly profits increase by approximately 45% and both are precisely
estimated at 90% confidence.

2The information on BRAC loan size comes from BRAC’s administrative records. We are not able to
identify all of the eligible borrowers in the baseline sample. The match is less than 100%, possibly because
some clients dropped out of BRAC’s database, or due to measurement error in the borrower ID number
preventing us from merging the two datasets. The match rate is balanced across treatment and control
branches — see Table A.1 in the Appendix.
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positively but imprecisely affected. On the other hand, the higher volatility in business
revenues indicates that treated clients may have invested in riskier projects that exposed

them to more idiosyncratic and aggregate uncertainty.

Next, we examine the effects of the intervention on the socioeconomic status of eligible
clients. Table 4 shows that eligible borrowers in the treatment group had higher household
(labor) income, corresponding to an increase of 16% relative to the control sample. The rest
of the table indicates that, while there was no significant impact on per-capita consump-
tion, the value of non-business assets owned by the respondent’s household increased by
25% compared to control (RI p-value=0.01). Treated clients were also 8 percentage points
more likely to own land (RI p-value<0.01), with land size increasing by 10 decimals (0.04
hectares) or 27% relative to the control group mean.*’ Assessing land use reveals that most
of the new, larger landholdings, were rented out (see Table A.4). Treated borrowers are
twice as likely to rent out land and hold four times as much land for this purpose (RI p-
value<0.01), increasing the land rent received by about 47 USD PPP (RI p-value=0.011) —
nearly a 100% increase relative to the control group. Given that land ownership is a key
indicator of socioeconomic status in rural Bangladesh, this is an important sign that the
status of eligible Dabi clients improved as a result of the intervention. The aggregate index

in column 6 also shows a significant increase of 0.19 SDs (RI p-value=0.011).

Figure 2a provides a summary of the treatment impact on eligible Dabi clients. It plots
the ITT effects on standardized indicators related to the three families of outcomes we
study (business, credit market, and household economic status). All outcomes, with the
exception of non-BRAC loan value and per-capita consumption expenditure, are positively
affected, with a majority of them being statistically significant. In particular, we observe
large effects on business revenues (0.24 SDs), profits (0.13 SDs), and household income
(0.14 SDs). In the Appendix, we present the results of estimating the treatment effects at
mid- and endline separately and test for the differential impact between the two surveys
to shed light on the dynamics. Table A.5 shows this for the ITT estimates. Overall, the
treatment impact does not appear to be significantly different for most outcome variables

across the two surveys. Notably, there is no significant difference in the aggregate indices

0These findings are in line with existing evidence on land ownership and land transactions in
Bangladesh. According to the most recent agricultural census (Bangladesh Bureau of Statistics, 2010), the
average census household holds 79 decimals of land with 53% of the households being landowners, which
is similar to the characteristics of our baseline Dabi borrowers. The changes in land ownership and in the
size of land are also broadly consistent with data on land transactions obtained from the Bangladesh In-
tegrated Household Survey. In the surveys from 2012 and 2015, the average increase in land ownership
over the survey rounds by a representative sample of Bangladeshi households was 12.9%, with the size
of newly acquired land going up by a mean of 4.3 decimals. A simple back-of-the-envelope calculation
implies that the flexible contract allowed treated landless Dabi borrowers to become landowners during a
2-year period at a rate that would normally take the average Bangladeshi household about 4 years. Al-
ternatively, that the contract permitted treated borrowers to acquire as much land as it would take the av-
erage household 7-8 years to obtain. Available from https://doi.org/10.7910/DVN/OR6MHT (2012) and
https://doi.org/10.7910/DVN/BXSYEL (2015).
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for the three families of outcomes across mid- and endline.

The corresponding treatment effects on eligible Progoti clients are summarized in Figure
2b. Overall, we do not find evidence of a significant average impact on the outcomes of
Progoti clients. One business outcome where we do observe a significant treatment effect
is the number of workers employed in Progoti clients” businesses. The borrowers in the
treatment group hire on average 1 additional worker, which implies a 42% increase relative
to the control group (RI p-value=0.04). The LATE estimate indicates that eligible Progoti
clients who took up the flexible loan product hired 2 additional workers relative to the con-
trol sample.®! As hiring and training workers takes time, this may not have yet resulted in
increased revenues or profits for Progoti clients” businesses. Nevertheless, since the effect
is observed on only 1 out of a number of business outcomes, we conclude that repayment
flexibility did not have a transformative impact on Progoti clients” businesses, at least on
average. In Section 5, we provide evidence showing that there is important heterogeneity

in the effectiveness of flexibility by exploring the role of the Progoti borrowers’ skill level.

4.3 Client Retention and Default Rates

To assess the impact on eligible borrowers” repayment behavior, we use BRAC’s admin-
istrative records. In particular, we test if the repayment rates of eligible clients and their

demand for BRAC loans are affected by the introduction of the flexible loan contract.*?

Table 5 reports the effects on client retention and default for the eligible Dabi borrowers
in our sample. Column 1 shows that eligible clients in treated branches are 6.8 percentage
points less likely to have left BRAC by August 2017, 2 years following the start of the

experiment.’

Column 2 presents the treatment effect on default defined as the likelihood
of not having repaid the loan by the end of their loan cycle. We find that the provision
of repayment flexibility leads to a significant reduction in default rates for eligible Dabi
borrowers (RI p-value=0.09). In treatment branches, they are 1.7 percentage points (or 35%

at a mean of 4.8%) less likely to default.**

Columns 3-5 report the effects on the probability
of not having repaid the full loan within 8, 24, and 52 weeks (columns 3, 4, and 5) from the

end of the loan cycle.”> Column 4 shows that eligible Dabi clients are 2 percentage points

31Tables A.10-A.12 present the ITT and LATE estimates on Progoti clients’ outcomes, and Table A.14
shows that the effects are similar at mid- and endline.

32We have information on repayment behavior for a subset of eligible clients, but the rate is balanced
across treatment status — see footnote 29 above.

33We define leaving BRAC as a dummy equal to one if the borrower repaid her loan(s) and had not taken
a new one by August 2017; and equal to zero if the borrower has a current loan or remain in default by
August 2017. As the rate of default decreased, columns 2-5 in Table 5, the probability of remaining with
BRAC is driven by a higher likelihood of taking up a new loan.

34The default indicator in column 2 is based on a classification entered into the system by BRAC’s credit
officers. While the officers were instructed to account for the possibility of extending the loan cycle (up to
2 months) for borrowers with flexible loans, it is possible that they may not have implemented this 100%
correctly. That is why we use an alternative classification in columns 3-5, which yields similar results.

%In columns 3-5, the end of the loan cycle is computed starting two months after the expected last col-

17



less likely not to have repaid the full loan within six months after the end of the loan cycle.
When we examine the corresponding outcomes among Progoti borrowers, we do not find

any significant effects (see Table A.13 in the Appendix).

The results provide further evidence in support of risk over credit constraints. To the extent
that vouchers are used as state-contingent insurance, we expect default rates to remain the
same or decrease as the vouchers counteract the use of riskier inputs or riskier business
activities. The fact that we see a decrease in default broadly confirms that uninsured risk

is a key concern.™

4.4 Credit or Insurance Constraints?

We now explore the mechanisms through which the flexible loan may have enabled Dabi
clients to expand their business activities. As described in Section 2, credit constraints
and uninsured risk can both be at play. By delaying initial payments, flexibility allows
for larger investments and bigger loans (as shown in Section 4.2) which could promote
the use of costlier and bulkier inputs. Through the provision of insurance, flexibility also
facilitates greater risk taking. Sections 4.2 and 4.3 demonstrate that treated clients experi-
enced higher sales volatility without an increase in default rates, indicative of the flexible
contract being used as insurance. Next, we penetrate these questions further, first by ex-
amining the timing of voucher use and the type of assets treated clients invest in. Then we

test for the importance of liquidity constraints and risk taking.

44.1 Voucher Use

According to the conceptual framework, treated clients constrained mainly by liquidity
needs will exhaust both of their vouchers in periods 1 and 2 to boost investment and loan
size. The dotted line denoted “Credit” in Figure 3 shows this prediction. The hypothesis
is that all borrowers will have taken out their vouchers at the end of period 2. By contrast,
if incomplete insurance is the key constraint, clients will use the vouchers throughout
the loan cycle to shield against unexpected fluctuations. To depict this and to make the
difference from the credit channel distinct, we assume that clients face an independent
and identically distributed shock in each of the loan cycle’s 12 months and only spend the
vouchers if a bad outcome is realized. As treated borrowers have exactly two vouchers,

this yields a downward-sloping curve. The slope depends on the likelihood of a shock

lection date for eligible borrowers in treatment branches to take into account that they can extend the loan
cycle by using the vouchers; in control branches, the end of the loan cycle corresponds to the expected last
collection date. As the loan cycle lasted one year, the full loan needed to be repaid by month 14 (12) in the
treatment (control) branches.

36 A complementary reason for the lower default rate could be that treated clients wanted to maintain a
good credit standing to secure similar, flexible loans from BRAC in the future (though it was made clear that
the product was part of a pilot and that there was no guarantee it would be available in the future).
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occurring in a given month. Figure 3 illustrates two different shock distributions, with the
probability of a bad realization, 6, being either 1/12 or 1/4. A higher 6 produces a steeper
slope as a larger share of the borrowers will have used both of their vouchers early on.
However, in both scenarios some clients still remain with unused vouchers at the end of

the cycle. With 6 = 1/12, about 35 percent will not have spent any voucher.

Treated Dabi clients” actual voucher use is depicted by the dashed line where the line
shows the proportion of borrowers using a voucher in a given month (and its associated
confidence interval). Among eligible clients who borrowed under the flexible loan con-
tract, about 3/5 employed at least one voucher. Figure 3 shows that usage is skewed to-
ward the first 7 months, with actual use more closely trailing the insurance distribution(s)
as opposed to the path predicted by the credit channel. Likewise, the fact that about 40%
of the borrowers did not spend any voucher aligns with the insurance mechanism.®” At
the same time, the latter months exhibit lower use than pure insurance would predict al-
though strictly above zero (except for month 12 where the confidence interval intercepts

the x-axis).

To shed more light on the exact channel, we examine individual voucher use in Table 6.
Conditional on spending a voucher, about 40% employed the first one with the remain-
ing 60% using both. Clients that employed both vouchers were much more likely to use
them some months apart. Only 12% spent the two vouchers consecutively, with the mean
time elapsed between using vouchers 1 and 2 being 3.3 months (std. dev.=1.78). Also, 3.5
months pass on average before the first voucher is spent (std. dev.=2.01). Finally, among
those using both vouchers, 1.6% spend them consecutively in periods 1 and 2. Overall
this suggests that treated clients” voucher use behavior resembles the idea of insurance,
with vouchers employed at distinctly different points during the loan cycle and with a

substantial proportion of borrowers not using any vouchers at all.

4.4.2 Types of Business Assets and their Values

Next, we examine if access to the flexible contract translates into different types of invest-
ments. According to Table 2, treatment increased the business assets” value by over 50%
relative to control. We begin by breaking down this effect into 6 different categories: tools
and utensils, furniture, machines, vehicles, inventories, and buildings. While Panel A of
Table 7 shows that treatment and control are as likely to own an asset within each group,
Panel B reveals that the aggregate value increased across the majority of categories. Specif-

ically, treatment increased the ownership of tools and utensils by 73 USD PPP (column 1),

%7 A complementary explanation for borrowers not using the vouchers (in addition to not experiencing a
negative shock) could be that they wanted to appear risk free to obtain a better standing with BRAC. This is
not very likely, however, as BRAC encouraged the active use of the vouchers.
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turniture by 57 USD PPP (column 2), machinery by 148 USD PPP (column 3), and inven-
tories by 1,105 USD PPP (column 5). These effects correspond to a 63% increase in tools
and utensils (RI p-value=0.039), a 45% increase in furniture (RI p-value=0.028), a 154% in-
crease in machines (RI p-value=0.17), and a 41% increase in inventories (RI p-value=0.028)
relative to the mean in the control group. The point estimates for vehicles and buildings

are negative but imprecisely estimated.

Panel C explores the variety of business assets held by the respondents by counting the
number of the different asset types within tools and utensils, furniture, machines, and
vehicles.”® The results show that eligible borrowers in treated branches increased the va-
riety of tools and furniture they own by about 13% compared to the control group (RI
p-values=0.070-0.082). Finally, Panel D of Table 7 reports differences in terms of the unit
value of the business assets held in each category.”” We find that the unit value of tools
and utensils goes up by 25 USD PPP (43%) and that of furniture by 9 USD PPP (14%), but

these effects are somewhat imprecisely estimated as the RI p-values are above 10%.

In sum, the results in this subsection provide evidence supporting both the importance
of liquidity and risk constraints. Clie