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Development Challenge 

It is widely accepted that geographical distance from public and private financial services 

prevents people from accessing these services. In the Sacred Valley of Peru, we found from 

household surveys, semi-structured interviews, and site surveys that people were routinely left 

out of participating in formal financial markets as well as governmental cash transfers. Our 

research suggests that this conspicuous disparity in access to the benefits of financial services is 

driven in part by distance from formal banking services. From this we conjecture that providing 

an alternative means to overcome barriers of distance and facilitate rural community access to 

these services will allow people greater opportunities to engage in financial markets, and to 

invest in the creation of business and the health and education of their families. Increased 

access to banking services would give people the means to diversify and strengthen the 

economy, as well as contributing to the health and strength of communities. 

Through our research in the communities we observed a notable lack of financial service 

providers in all the sites outside of Calca. Given the reported infrequency of travel from many 

of the remote communities to Calca, this scarcity of financial services is a barrier to accessing 

loans, savings, and bank transfers for those living in rural areas. Our data shows that access to 

financial services is considerably higher in Calca, where there is a bank, than it is in the rural 

areas we surveyed. As illustrated in figure 1.1, of the 79 respondents surveyed in Calca, 51 

report that they have access to some form of financial service (65%). Comparatively, of the 149 

respondents in all the other communities combined, only 26 report having access to financial 

services (17.45%). The relative robustness of the Calca economy and variety of goods and 

services offered appears to be correlated to the presence of formal banking services.  This 



 

suggests a potential virtuous cycle whereby ease of access to financial markets facilitates 

investment and innovation through affording the people in Calca greater opportunities for 

opening businesses. This in turn makes it more lucrative for banking institutions to move to the 

area, further increasing economic opportunity.  

We accept that increased access to financial services will not guarantee complete participation 

rates.  Although Calca does have a bank branch, only 62% of men and 39% of women report 

having the ability to obtain bank credit.  However, these are much higher rates than any other 

community or annex that was surveyed.  Combined, the other 3 communities and 15 annexes 

reported just over 11% access rate. In a t-test with a 95% confidence interval, we can reject the 

null hypothesis that location is not related to ability to access credit, and conclude that there is 

a relationship between these two variables. This suggests that finding a way to overcome 

distance barriers would improve access to credit for those living a great distance from a bank 

branch. It is important to remember that our aim is not to guarantee compete participation, but 

to provide the option for those that want to utilize these services.  

To address the challenges to accessing financial services imposed by distance, we recommend a 

two pronged strategy.  The first part combines aspects of microfinance and large government 

transfer programs. This strategy aims to benefit from the advantages of these approaches, 

while mitigating some of the common pitfalls. The aim of this method is to increase the 

resources available to the rural poor and to encourage savings and other positive financial 

behaviors. The second prong will address distance barriers, and will also provide participants in 

governmental cash transfer programs a more efficient means in obtaining them. Together, 

these recommendations will provide a comprehensive strategy to increase cash flow to poor 



 

areas, help vulnerable populations weather times of economic downturn as well as encourage 

investment in communities.   

The mechanisms through which this strategy will achieve its objectives are well documented. 

Studies suggest that increasing access to credit and other financial services facilitates domestic 

investment and encourages innovation and entrepreneurship.1 This increased economic activity 

creates a more robust, participatory financial culture. The ability to receive a loan allows 

enterprising citizens to invest in their livelihoods, create new businesses, advance their 

education, and actively engage in formal markets. Similarly, access to savings allows citizens to 

store wealth in times of prosperity for use in lean times, smoothing consumption and creating 

more stability in the economy. Bank transfers facilitate bringing remittances into the 

community, which increases the local money supply. Access to these services spurs activities 

which stimulate economic growth.  As explained in the economist, “access to banking and 

savings accounts, credit and insurance are essential for enabling economic activity… in both 

high and low income countries, not having access to savings accounts and loans stifles business 

and exacerbates hardship”.2 Improving access in turn contributes to the health and prosperity 

of the country as a whole.  

 

                                                           
1 "Bill & Melinda Gates foundation." Financial Services for the Poor. http://www.gatesfoundation.org/What-We-

Do/Global-Development/Financial-Services-for-the-Poor (accessed May 10, 2014) 

2 The Economist Group (April 13, 2012), “Banking for Billions: Increasing Access to Financial Services,” 

http://www.slideshare.net/Management-Thinking/banking-for-billions-increasing-access-to-financial-services 
(accessed May 9, 2014). 

http://www.slideshare.net/Management-Thinking/banking-for-billions-increasing-access-to-financial-services
http://www.slideshare.net/Management-Thinking/banking-for-billions-increasing-access-to-financial-services


 

 

Remittances 

Remittances are an important factor to consider in Latin American economic development. 

According to the World Bank, “remittance transactions have grown in importance over the past 

decade. In a number of developing economies, receipts of remittances have become an 

important and stable source of funds that exceeds receipts from exports of goods and services 

or from financial inflows in foreign direct investment”.3 Data from the IMF shows that between 

2000 and 2012, the personal remittances received by families in Peru grew by more than a 

quarter to reach US$2.8 billion (see figure 1.2).4 While we did not ask questions specifically 

pertaining to the receipt of remittances in our survey, qualitative data obtained through semi 

structured interviews suggests that community members do receive cash transfers from family 

working outside the community. Facilitating access to remittances by rural families would result 

in increased cash flows to the communities. Of the 228 respondents surveyed, only 26 (11%) 

reported having access to bank transfers. Similarly, only 25% of respondents reported access to 

credit, and 18% reported access to savings. The limited services available to rural families in 

Peru hinder their ability to engage in formal financial markets in ways that would benefit the 

stability and health of the economy. 

                                                           
3 "World DataBank." The World Bank DataBank. http://databank.worldbank.org/data/views/reports/chart.aspx 

(accessed May 14, 2014). 

4 Ibid. 

 



 

 

 

Figure 1.1 

 

Figure 1.2 Personal Remittances Received From Abroad  



 

 

 

Linked Cash Transfer Savings Program 

The first branch of the program we have developed to address barriers to access for the rural 

poor is a hybrid system combining aspects of large government cash transfer programs with 

components of microfinance programs. The aim of this project is to capitalize on the benefits of 

both public and private economic development strategies, while mitigating detriments of each.  

How it Works: 

Initially, participants deposit money into a savings account, where a cash transfer program will 

contribute an additional deposit equal to a percentage of the original deposited total. By 

receiving an instant reward for their deposit in the form of additional funds, participants will 

have an added incentive to put money into their savings account. The savings will accrue, 



 

without interest, with each deposit from the participant and the subsequent program 

contribution until specified benchmarks are met. These benchmarks will be set both in terms of 

amount, and/ or time. Until the benchmarks are reached, participants will not have access to 

the money in the savings account, except in cases of extreme emergencies. The purpose behind 

allowing people to withdraw from their savings upon proof of extreme need is to use these 

reserves as a form of informal insurance, given the absence of insurance in the rural highlands 

of Peru.  

Once participants have reached the targeted benchmarks, either in amount saved or time in the 

program, they will have the option to withdraw money from their savings. They will have access 

to the full amount they have contributed, plus the program contribution. At this point, account 

holders are free to continue participating in the program or to close their savings account and 

cease participation. If they continue to add to their savings they will have access to only the 

benchmark amount until they have reached the next tier, indicated by the next designated 

benchmark.  

A third option for participants is to withdraw their savings, including the program contribution, 

plus an additional percentage above this amount in the form of a low interest loan. If they 

withdraw only the savings amount and program contribution when they leave the program, 

without the additional loan, they will have no further need of contact with the program. If they 

accept any portion of the loan they will be obligated to repay their loan, at a low interest rate.  

Built into this program will be caps both on the amount that the program contributes to the 

savings account, and the size of the loan participants are able to withdraw. This will mitigate 



 

the potential for corruption and money laundering. Family members will be able to contribute 

remittances into the account, to facilitate ease of access to remittances in the communities, 

however, the same caps will apply.  

Additionally, there will be an option for group savings accounts. Groups must meet specified 

standards of formalization, and will have an assigned identification number that links to their 

account. There will be different benchmarks and caps for formal group savings, to reflect the 

increased saving capacity of multiple members. Loans to groups will require a proven group 

benefit.  

Finally, to increase the long term sustainability and overall impact, financial literacy classes will 

be necessary for participants in the savings program. We envision partnering with local NGOs 

already present in the area to offer these classes. This will help to address identified areas for 

capacity development at many levels: for the individual participant, the NGO partnership, and 

potentially for the local government as well.  

The second function of this savings and loans program is to increase access to existing 

government cash transfer programs, such as Juntos and Pension 65. Many people in this region 

rely these social programs for financial solvency. Recipients of Juntos and Pension 65 receive 

savings accounts in which the national government deposits monthly transfers. Combining 

these savings accounts with the Linked Cash Transfer Savings (LCTS) account will facilitate 

access for those who are currently excluded due to distance and time constraints. If 

government transfers are deposited into LCTS accounts, this money will not be subject to the 

program contribution that follows independent deposits by individuals. The second aspect of 



 

this program, Branchless Banking, provides the mechanism whereby the rural poor can access 

the account without the hardship of traveling to the nearest bank, which is usually in an urban 

center.   

Branchless Banking 

In the Sacred Valley of Peru, many of the households do not have access to formal financial 

markets or products that would allow them save and manage their budgets in a way that is 

conducive to rural life. Governmental cash transfers benefit many people, yet the distance that 

participants have to travel to receive them is prohibitive in many different ways. One is that 

participants usually choose to withdraw the amount in its entirety for many different reasons, 

but the cost of travel to a bank branch or ATM to access the cash is one of the main reasons for 

this action. 

 It was also noted on several occasions that families were excluded from participating in social 

programs due to distance. The burden of travel, time, and cost is so prohibitive that they were 

excluded from government programs all together.  Being able to access accounts in rural 

communities would open possibilities to access not only governmental cash transfers, but other 

financial services as well such as credit, savings accounts, and bank transfers. Not only will the 

participants of the program have access to these formal financial services, but will have the 

extra incentive and autonomy of having their own savings account with the extra percentage at 

their disposal as well, without the extra burden of travel and time away from responsibilities in 

their communities.    



 

We propose introducing branchless banking systems that would drastically cut down on travel 

time and money spent in collecting the cash transfers.  A benefit of portable credit card 

machines is they do not require users to travel great distances to deposit or withdraw funds. 

Distance and difficulty of travel are frequently sighted as a barrier that prevents rural families 

from receiving vital government financial support. Our data shows that after employment and 

social visits, banking is indeed a significant factor for which people travel (See Figure 2.1).   

In order to mitigate the travel away from communities, there would be local agents in rural 

communities that would serve as a place to withdraw cash as needed instead of taking out all 

the cash at once by necessity.  These local agents would be existing store keepers that are 

established in the communities.  The participants will be able to take out smaller and more 

frequent withdraws with a debit card that corresponds with their governmental accounts.  It is 

suggested that being able to take out less cash at a time will encourage people to save more.5 

We conjecture, when coupled with financial literacy and budgeting classes, the propensity to 

save will continue to grow.  Also, recipients of the programs do not have to spend a portion of 

the money, sometimes up to 10% of the cash received, for travel costs.6 

Portable credit card terminals have the ability to function in rural areas that do not have cell 

phone towers through the use of a phone line. Not only will people in these areas be able to 

                                                           
5 Lewis, S. and  Messy, F (2012), “Financial Education, Savings and Investments: An Overview”, OECD Working 

Papers on Finance, Insurance and Private Pensions, No. 22, OECD Publishing. 
http://dx.doi.org/10.1787/5k94gxrw760v-en 

6 Gertler, Paul (2013), “Financial Inclusion for the Rural Poor in Peru”, University of California: Center for Effective 

Global Action http://cega.berkeley.edu/research/financial-inclusion-for-the-rural-poor-in-peru/ (Accessed on April 
28, 2014). 

http://cega.berkeley.edu/research/financial-inclusion-for-the-rural-poor-in-peru/


 

gain access to government transfer, but they will have easier access to savings and bank 

transfers. This program can be incorporated anywhere there is access to a phone line and a 

credit card machine. Furthermore, there is new technology that would give access to 

storekeepers with a cell phone tower signal the ability to use the credit card machine with only 

cell phone signal. The Lares District government can provide subsidies to retailers to obtain the 

credit card machines for the cost associated with initial startup.   Moreover, the local 

government can train and support technicians which will increase jobs and opportunities in the 

Sacred Valley, in turn increasing the human capital. This can increase human capital in the areas 

as more people are trained to use the technology that is coming into their communities. 

To monitor and evaluate the effectiveness of the branchless banking outlets, we propose 

baseline data be collected before the start of the project.  The Lares District government will 

have to assess how many individuals are being excluded from cash transfers in the Sacred 

Valley that would otherwise be included due to travel costs.  We propose a study that covers all 

communities and annexes as many of the people that are being excluded are people residing in 

the most rural areas.  Since the objective of the programs is to alleviate poverty, it is imperative 

that all who qualify are able to participate in the governmental programs they qualify for.  To 

be able to quantify how many more people are benefiting, the government must know the 

number of potential beneficiaries that are excluded now. 

In the same study that will create baseline data on how many people are excluded from 

receiving governmental cash transfers, we propose gathering data on exactly how much 

participants are spending on travel to receive their benefits.   Although there is secondary 

information that is available on how much rural households spend on obtaining their cash 



 

transfers, these numbers could be drastically different in the Sacred Valley.  Not only should it 

concentrate on the monetary amount, but on the lost opportunity cost of the individual not 

able to work for the time in which it takes to travel.  There are other ways in which participants 

are losing in distance such as delayed access to funds because of agricultural demands, 

inclement weather, and other transportation issues.   

After knowing how many people are being excluded due to travel costs as well as lost 

opportunity cost, the third part of the study is to addresses is the amount drawn by recipients 

at one time.  It is suggested that if there is an option for the participants not draw out the 

entirety of their cash transfer, they will be able to save more by taking out only the amount 

needed instead of all at once.  This drastically cuts back on thenpropensity to spend on other 

goods that do not directly to purchasing the essentials for the family.7  

 

 

Alternative Solution: E-Money 

The Peruvian government has sought to address the lack of financial inclusion in rural areas.  It 

recognizes the need to improve ease of access to financial services, but has yet to address 

barriers of participation in distant communities. In an effort to address the access gap 

experienced by those living outside major market hubs, the government has been exploring the 

                                                           
7 Dolphin, Tony (April 2011), “Designing a Life-Course Savings Account: How to Help Low to Middle Class Families 

Save More”, Institute for Public Policy Research. 
http://www.ippr.org/assets/media/images/media/files/publication/2011/05/Lifecourse%20Savings%20Accounts%
20Apr2011_1839.pdf (accessed May 9, 2014). 

http://www.ippr.org/assets/media/images/media/files/publication/2011/05/Lifecourse%20Savings%20Accounts%20Apr2011_1839.pdf
http://www.ippr.org/assets/media/images/media/files/publication/2011/05/Lifecourse%20Savings%20Accounts%20Apr2011_1839.pdf


 

intricacies of regulating and implementing a platform for mobile electronic money. The first 

legislation dealing with this concept was introduced in 2010, but was vetoed by congress. In 

January 2013 a law was passed to facilitate and regulate the basic characteristics and uses of e- 

money as a tool to promote wider financial inclusion.8 

E-money functions much as a prepaid credit card that can be accessed on a user’s cell phone. It 

requires that users travel to a branch office to convert money into electronic format. The law 

provides that existing banks and financial institutions, which are regulated by the Banking and 

Insurance Superintendency, can provide e-money services.  However, it also creates Electronic 

Money Issuing Companies (EEDS) in order to encourage competition in this sector.  Once 

money has been added to a user’s electronic balance it can be used to make purchases at third 

party establishments. 

This method of increasing inclusion in financial markets has merit; however there are many 

challenges that we have identified which detract from its applicability in rural areas. First and 

foremost, while cell phone penetration has reached 75% in Peru9, this is concentrated in large 

cities densely populated areas. These regions already have more complete access to banking 

services, so this technology does not target those segments of the population that are currently 

most excluded.  As seen in Figure 2.1, in the larger city of Calca, 86 percent of respondents 

report higher than average cell phone use penetration, but in all other areas surveyed, the 

average is much lower. While many rural respondents report cell phone ownership, some of 

                                                           
8 Tuesta, David, and Rosario Sanchez (September 9, 2013) "The Regulatory Framework for Electronic Money in 

Peru and Financial Inclusion." BBVA Economic Analysis. 

9 Ibid. 



 

the communities in which they live lack cell phone access, limiting the extent to which e-money 

can benefit these populations. Since access to dedicated phone lines is far more complete in 

the Sacred Valley than cell phone use, technology utilizing this infrastructure is more relevant 

to the target population. 

While portable credit terminals may be superior for meeting the needs of rural Peruvian 

communities, there are some inevitable concerns to be addressed.  Some of the challenges of 

implementing this program are of course access to reliable phone lines.  Some of the 

communities in the Sacred Valley still lack access to this basic service.  They could still benefit 

by potentially cutting back on the distance traveled by not having to go all the way into major 

central hubs, such as Calca, to obtain their cash transfer.  Even having this service available in 

Lares, where there are dedicated phone lines, would drastically cut back on the distance that 

individuals from surrounding communities have to travel. 

Another foreseen challenge is storekeepers keeping enough cash on hand to handle higher 

volumes of cash transactions.  To keep up with demand, they will have to have more cash in the 

store then would be considered normal for smaller communities in outlying areas.  We 

recognize that this is a problem, and would like to have more data on the cash flow system. 

Unfortunately, we did not collect this type of information in our study in the Sacred Valley.   

Common sense leads us to believe that an increase in the fluidity in the market due to greater 

access to cash in the economic system will, over time, allow supply to match demand.  As a 

possible positive externality, we hypothesize that the shopkeepers will increase their inventory 

as people will buy more of their staples in the communities in which they live, further 



 

stimulating and strengthening the local economy. Also, because more people are buying their 

staples in the communities, the small stores will be able to buy in larger quantities, resulting in 

lower prices for both shop owners and consumers. 

Inherent in this proposal is high levels of infrastructure and human capacity requirements; 

however we do not see this as an insurmountable obstacle.  Given the high levels of landline 

prevalence, growing cell phone availability, and the low cost of expanding communication 

infrastructure, increasing access to financial services utilizing this technology decreases the 

burden of providing and accessing banking opportunities to rural areas.   

Another challenge that we anticipate is the challenge of training local populations to use the 

machines and maintain the systems. Although the companies that supply the machines will 

usually provide people to train shopkeepers, distance and language could be an obstacle.  We 

recommend the Lares District Government train a team that can be dedicated to going out to 

all communities to install and train the shopkeepers that will be working with the branchless 

banking systems. 

Finally, we acknowledge the fact that this is a top down approach to mitigating a detrimental 

situation. The proposed method is intended to facilitate access to government cash transfer 

programs and encourage positive money management practices, such as keeping smaller 

amounts of money on hand to dedicate to only necessary purchases. However, it is important 

to consider that without local buy in and understanding of the program there is no guarantee 

that these goals will be attained.  Community level consultation is critical to insure that 



 

branchless banking will serve a community recognized need and to insure the local buy in that 

is necessary for the success of this proposal. 

Figure 2.1 

 

 

 

 

 

Figure 2.2 



 

 

Conclusion  

Through analysis of the information gathered in Peru we have determined that distance to the 

nearest bank branch is an important indicator for inclusion in financial markets. Review of 

available literature on the topic maintains that increasing financial participation creates diverse 

opportunities and promotes the overall health of the economy. Our strategy aims to provide a 

holistic approach for overcoming the challenges of exclusion from financial markets and 

governmental programs resulting from distance. 


