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Motivation

* The combination of technology, financial
liberalization and public and private
partnerships have brought about a proliferation
of financial products.

* About 2,000 million individuals could enter the
financial system in the next 20 years.

e Yet, it is not clear that individuals are well-
equipped to make sound financial decisions

* Financial consumers may not necessarily choose
the most cost-effective product or the one most
suitable to their needs



Motivation

* From the industry standpoint, consumers fail

to compare and remain misinformed because
financial institutions shroud prices to
maximize profits

* Many governments around the world have

introduced legislation to improve disclosure
and transparency.



Example: Credit Brochure, Mexico
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Example: Credit Brochure, Mexico
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What do we do!?

* Implement two studies to answer the following
questions:

— What is the quality of information provided to low-
income customers interested in savings and credit
products!?

* Do FlIs offer the product that best meets the customer
needs, in terms of cost and intended usage!

* |s the cost information provided sufficient to make
informed decisions?

* Are Fls complying with transparency rules!?

— How effective are current disclosure forms?



Audit Study

* Trained low income “shoppers” interested in credit
and savings products visit financial institutions to
assess the (quality of) information provided by the
staff

* Savings Scripts differed along:

* Specific savings needs: 780 USD in Peru, 350 USD
in Mexico and 215 USD in Ghana in a Checking
account or Fixed Term deposit.

* Credit Scripts differed along:

* Over indebtedness: Asked for a loan representing
20% or 70% of their household income.




Audit Study

* Both Scripts differed along:

* Financial Literacy: Neophytes and Experienced

* Awareness of Competition: Among experienced
shoppers, half mention a previous high interest
rate offer, the other half mentioned a low interest
rate.

* Formal dress: Shoppers were encouraged to dress
formally on alternate interactions with the lender.



Transparency Index

Savings: Transparency Index

B With experience B Without experience
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Compliance with Law

Savings: APY disclosure

B With experience B Without experience
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Summary of Results

* Staff tends to dis-inform potential clients, especially
neophytes

— Staff does not disclose information unless prompted,
resulting in too little voluntary provision of product
information

* Misalignment of incentives between staff and potential
client

— Potential client typically ends up with more expensive
product



Conclusions

* Disclosure and transparency policies are
difficult to implement successfully because Fls
have a strong incentive to undo them

— They are insufficient to de-bias customers

* Basic guidance to consumers on the key
questions to ask should be provided

 More effective disclosure forms could be
developed



How do we |mprove disclosure!?

(1} Nombre come
Tipo de Crédito:
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What do we do!?

 Understand the role of disclosure formats
using a lab experiment where low-income
consumers are incentivized to choose the
financial product that best fits their needs.






Treatments

Each treatment presented 5 or |0 credit or savings
products with information on different terms.

The terms of the products were simulated using
distributions taken from the market and then they
randomly assigned to participants.

None of the participants received the same
combination of products

Participants could win additional money depending
on correct answers.



Treatments

—Marketing brochures
—Simplified format
* Mexico:
—Simple Table (only key terms)
—Complex Table (other terms also included)
* Peru

— Market designed format



Brochure: Credit, Peru

~BANCO I’!IPLEY PRESENTA:
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PIDE TU SUPER EFECTIVO* DE:

s/. 4,000

Y PAGALO EN 36 CUOTAS DE:

S/.
MENSUALES
T.CEA:2836%

CONSULTA POR OTROS MONTOS DE RETIRO

Solicitalo en nuestras Agencias de Banco Ripley
Aprobacién y desembolso al instante**

T.CEA méxima de 79.89% g Afo base de 360 dias. (**) Aplican a la
desde &/, o TCEA: 2836% o menor Las ofertas
Irésamot sujet a buen
Normal” ypag ITF (0005%) Erempio
explca 1,000, pagara 12 des/ 9294, 1529, o de
il el pag- De ser e caso, s cobrard la comsion mensual por envio fisico de
des/ 690 1,000 por

1,500,

En caso de
de, v Siper por importes de hasta de /. 5,000, contarn

paching palizas sesgo por el plazo

wpey /oen

$/.5.001. _ wyor

-

Consulta por tu
incremento de linea

Para mayor informacién lldmanos:

En Lima al 611-5757, en Chimbote al 60-4407 y
en Provincias al 60-5757

0 acércate a una de las Agencias de Banco Ripley.

Incremento de linea sujeto a evaluacién. Mayor informacién de
las condiciones y restricciones visita www.bancoripley.com.pe




Simple format: Credit, Peru

BANCO AZTECA 1

PRODUCTO A

HOJA RESUMEN PARA CREDITO PERSONAL

Variables que deberas utilizar para comparar con otros productos™:
Total a pagar por el credito (sin 1.8298/
TCEA 45.78% morosidadl: - o .
Total a pagar por el credito (con 1,89731.
**Se sugiere comparar con créditos personales con €l mismo monto y plazo de pago.
' Monto calculado asumiendo que el cliente paga una (1) cuota con retraso.
Crédito solicitado 1,5008/. Plazo de pago: 12 meses
Frecuencia de los pagos: Mensual
(+) Total intereses a pagar 32281, Nimero de pagos: 12
Monto de los pagos: 1525S/.
Comisiones
Por envio fisico de EECC 0S/. Usted realizara 12 pagos de 152.42S/.
Penalidad por pago atrasado 905/ al mes
Seguros
Desgravamen* 0.070%
Desempleo e Tasa de lnterds Efectiva 45
(+) Total seguros a pagar 0.070%
Total a pagar por el crédito| 1,829/, fiasa i ehais st oL




Simple format: Savings, Peru

| MIBANCO 1

PRODUCTO A

Cartilla Informativa de Cuenta de Ahorros en Soles

Variables que deberas utilizar para comparar con otras instituciones*

Con un saldo medio de 1000 Si., podra ganar

TREA 10.11% { o perder en un mes:
[Tasade Re:c::um;;?]nto Efectiva Sin activid ad' -8.35S/.

Con Actividad® -32.35S/.

“TREA calculado con un saldo medio de 1000 S¢ a un ano. Debera comparar con cuentas de ahorro con el
mismo monto y plazo.
1.La ganancia sin actividad asume una consulta de saldo, un depdsito y un retiro al mes en cajero automatico

LRIoRIO
2.Laaanancia con actividad asume dos consultas de saldo. dos depdsitos u dos retiros al mes en ventanilla.

Comisiones de Uso de Canales

Caie?mu;gmticos ) =
< < SOICIES 5
TEA et « Retiro de dinero u ttmrencias méRﬂTIS
« Consulta de saldo GRATIS
Aparti Gels X° qrersey ¢ natmes
» Mantenimiento de cuenta » Retiro de dinero y transferencias 3S1.
Con salde superior 3l saldo minimo d 15008/, GRATI » Consulta de saldo 2S1.
Con zaldo inferior al zaldo minimo de  1,5008!. 10S1. Cajeros Automaticos de Otra
= Retiro de dinero y transferencias 551
« Reposicion de Tarjeta por perdida o 1751, « Consulta de saldo 1351
En ¥entanilla:
= Retiro de dinero y transferencias 551
» Consulta de saldo 7St




Format disclosure: pooled

Format disclosure

B Brochure M Simplified format

100%
80% 65,2% *
60%
40%
20%

0%

42,1%

31,9%  33,8%

Credit Savings




Brochures

Simplified format

Credit Savings
All Financial Literacy All Financial Literacy
No Yes No Yes
-2, 1817%F® ] 564%** D 55 %%k 0.048%** (.024*** (.063%**
(0.098) (0.173) (0.125) (0.004) (0.005)  (0.006)
-8.362%** _77.091*** -9.04]%** 0.058***  (0.028  0.074%**
(0.465) (0.814) (0.500) (0.012)  (0.019) (0.016)



Policy Recommendations

* Regulators should mandate not only terms but also
format to facilitate comparison shopping.

* Formats are more effective than financial literacy at
enhancing understanding and transparency

* Timing is important. Information should be provided
before contracting the product.



