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1. Executive Summary 

Many factors influence the multifaceted marginalization of indigenous populations in the 

highlands of Peru.  One of the effects of this disparity is unequal access to financial services 

between urban populations and rural, mostly indigenous inhabitants. Financial exclusion poses 

challenges to saving money for emergencies or times of need; and without access to credit many 

people lack the resources to invest in the wellbeing of their families and communities. We 

conducted this research in order to learn about the perceptions of rural inhabitants, and the 

financial culture in the highlands of the Cusco and Lares districts in Peru- an area that has faced 

some of the most extreme ramifications of a history of conflict and prolonged systemic 

violence.1 

Our research sought to learn if there was a locally identified need for financial services, namely 

credit and savings opportunities, that was being unmet among our target population. We 

recognize that in unbanked populations it is not uncommon for alternative methods of meeting 

this need to arise outside of formal banking systems.2 For this reason we asked about both formal 

and informal strategies for receiving credit and savings, and weather the existing methods were 

adequate to meet the needs of the community. 

Additionally, we recognized a link between Peru’s government cash transfer programs and 

expanding financial inclusion. For this reason we also investigated the level access to this form 

of financial support. Our assumption, based on previous research, was that many people who 

would benefit from government cash transfers were not able to receive them, and the lack of 

financial resources available to them hindered their ability to engage with formal financial 

markets. Additionally, inclusion in these government social programs brings people into the 

banking system, as benefits are disbursed through bank accounts. As part of our inquiry into 

                                                
1 “Peru: The Struggle for Accountability: Civil War Atrocities.” The Center for Justice and Accountability. 
http://www.cja.org/article.php?list=type&type=255 accessed 08/13/2015 
2 Jain, Amit (2015), “With the unbanked’s financial product needs, one size does not fit all”, 
PYMNTS.com. Web: http://www.pymnts.com/news/2015/breaking-down-the-myths-of-the-
unbanked/#.VdacD_lViko. accessed 8/20/2015 

http://www.cja.org/article.php?list=type&type=255
http://www.cja.org/article.php?list=type&type=255
http://www.pymnts.com/news/2015/breaking-down-the-myths-of-the-unbanked/#.VdacD_lViko
http://www.pymnts.com/news/2015/breaking-down-the-myths-of-the-unbanked/#.VdacD_lViko
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barriers that prevent people from accessing banking products, we included a line of questions 

about access to these monetary resources.  

We used a mixed methods approach to data collection that was comprised of household surveys, 

semi-structured interviews, key informant interviews, and focus groups. The quantitative data we 

collected was analyzed using R to run statistical analysis tests. These testes were informed by 

and corroborated using the qualitative data we collected. The qualitative data was also 

instrumental for capturing perceptions and feeling that were deeper than the information gleaned 

from the survey.  

Through our data collection and subsequent analysis we had many interesting findings. We 

organized these findings into the categories loans, savings, and government cash transfers. One 

of our primary findings concerned the issue of trust in financial providers. Many indigenous 

community members expressed distrust in banks. This was manifest both as a hesitancy to take 

out a loan, and reluctance to open and contribute to a savings account. While it is conceivable 

that opposition to assuming a debt burden can be healthy for those who lack strong money 

management skills or knowledge, we posit that these traits can be acquired through guided 

interaction with the banking system and financial education.  

Another barrier to accessing loans is lack of collateral and consistent income. Many rural farmers 

lack land titles, and do not have a dependable cash flow throughout the year. Both of these 

deficiencies discourage banks from lending to them. Strategies to address these challenges have 

been developed by nongovernmental organizations (NGOs) that work in the area. Some of these 

solutions include flexible loan terms that are sensitive to the agricultural or other market cycles, 

and diminishing collateral requirements or finding alternative methods of ensuring repayment.  

One of the reasons that NGOs and other microfinance institutions have sought to adapt their 

lending terms to respond to the needs of rural income earners is that they have begun to expand 

their portfolios to include greater representation from rural farmers and women; both of which 

are traditionally excluded demographic populations. Agricultural loans are increasingly 

important aspects of the microfinance program in the country, as well as lending to women who 

wish to invest in microenterprises.  
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As previously mentioned, one of the greatest barriers to savings is lack of trust in banks and 

other nonbanking financial institutions. A second barrier is the belief that in order to save one 

must be capable of making large deposits into a savings account. We recommend financial 

education to overcome both of these barriers and create greater understanding of positive saving 

strategies. This is important because our research found that many people find it challenging to 

save money in the house, and frequently find it necessary to spend their cash when it is close at 

hand.  

To overcome this challenge of saving money in the home many families have adopted alternative 

savings methods. These methods include participating in formal or informal savings and credit 

groups, or investing in semiliquid assets. These strategies allow them to have resources to fall 

back on in times of emergencies or when they have less income coming in. However, both of 

these savings methods are vulnerable to risks that make them less secure than saving in a bank or 

other financial service provider. 

In terms of access to government cash transfers, we found that many people lack access to the 

social program Juntos and Pension 65. Challenges with collecting benefits, inefficiencies in the 

targeting method, and corruption were cited as the primary reasons people were excluded. We 

postulate that increasing access to these services would bring more people into the formal 

financial system by providing them with bank accounts and knowledge of how to use them, as 

well as giving them the resources to engage in banking practices.  

We conclude from our research that there is an unmet demand for financial services in the rural 

communities of the highlands of Peru. However, this demand is mitigated by fear, which 

prevents people from seeking to take out loans or open savings accounts. Strategies which seek 

to involve communities in creating solutions that are sensitive to their unique needs and 

challenges would build trust and create programs which are relevant in the given context.  

The following paper is outlined as follows: section two provides a brief history of factors that 

contribute to the inequality and marginalization of indigenous communities and that have led to 

lack of financial inclusion for vulnerable populations. This literature review continues to present 

a synopsis of current challenges and other relevant contextual information. Following the 
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literature review, in section three we present our research focus. Section four outlines our core 

assumptions and a summary of relevant literature research to support them.  Sections 5 details 

our methodology and section 6 our findings. After this we make recommendations based on 

analysis of our research findings and concluding remarks.  

2. Literature Review 

2.1. Historical context 

Rural indigenous populations in the highlands of the Andes Mountains face a legacy of 

inequality and marginalization, in part due to of a history of violence in which these communities 

suffered atrocious human rights violations, as they were caught between the guerrilla forces of 

the Sendero Luminoso (Shining Path) and the forces of the Peruvian government. Of the half 

million inhabitants displaced in the war that lasted from 1980 until the late 1990s, and the 70,000 

systematically eliminated or “disappeared”, the majority were indigenous.3  Many displaced 

people returned home to conditions of extreme poverty and hardship.  

Disproportionate targeting during the civil war was based largely on socioeconomic status. The 

Sendero Luminoso used terror and intimidation to “recruit” indigenous populations, and some of 

the urban poor, to their ranks. The “Senderistas” supported a Maoist doctrine and sought to 

overthrow the “Spanish speaking elite.”4  Retaliation by the Peruvian government was brutal and 

directed at the most vulnerable target- the rural indigenous communities.5 This targeting based 

on socioeconomic status still influences the economic opportunities of rural populations today. It 

has created an inequitable dichotomy between those in the urban centers who have access to 

government support and tools for economic development, and the rural poor who largely do not. 

In its 2003 recommendations, the Truth and Reconciliation Commission in Peru called for a 

process “that would better distribute power and provide equal opportunities for development to 

all Peruvians… [as] the problem of exclusion continues to generate inequality throughout 

                                                
3 “Peru: The Struggle for Accountability: Civil War Atrocities.” The Center for Justice and Accountability. 

http://www.cja.org/article.php?list=type&type=255 accessed 01/15/2015 
4 “Shining Path”, Encyclopedia Britanica. Web: http://www.britanica.com/topic/Shining-Path. accessed 
8/08/2015 
5 Hudson, Rex A., (1992), “Shining Path and its impact”, Peru: A Country Study, Library of Congress. 
Web: http://www.countrystudies.us/peru/48.html. accessed 8/08/2015 

http://www.cja.org/article.php?list=type&type=255
http://www.cja.org/article.php?list=type&type=255
http://www.cja.org/article.php?list=type&type=255
http://www.britanica.com/topic/Shining-Path
http://www.countrystudies.us/peru/48.html
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Peruvian society.”6 Unfortunately, the challenges posed by financial exclusion persist and many 

impoverished communities lack the resources to develop at the same rate as their urban 

counterparts.7 

A second factor, which is both historical and contemporary and perpetuates economic inequality 

and financial exclusion in Peru, is the quality of education available to rural and urban 

populations. According to a World Bank study, the greatest predictor of income inequality is 

differences in educational quality. 8 In Peru, the difference in educational quality between urban 

and rural settings is significant. As stated in the Stanford Journal of International Relations,“most 

of the existing research correlates educational inequality with regional economic inequality. In 

poorer regions within Peru, the educational system is of a lower quality than in regions where the 

wealth of the populace is greater.”9 The paper finds that allocation of national educational 

resources in Peru favors non- rural, non-indigenous populations, and that this is highly correlated 

with a lower socio-economic status in indigenous communities. Furthermore, in a 2014 study, 

the Center for Global Development found that in Latin America, more than non-Latin American 

comparison countries, attaining a secondary education level is highly significant in determining 

the likelihood of being financially included. This same study determined that, “institutional 

deficiencies and income inequality are the most important obstacles behind Latin America’s 

financial inclusion gap…[and] there is a Latin America- specific effect of education and 

income.”10 From this research we conclude that the link between income inequality and 

educational inequality is a contributing factor to lack of financial inclusion in rural indigenous 

populations.  

The historic context of this challenge can be examined through many lenses: historical violence, 

the influence of educational differences, or national economic and political policy, to name just a 

                                                
6 Baraybar, José P.  and Peña, Jesús. “Forensics, Memory, and Development: a Peruvian perspective.” 
Hemispheric Institute: e-misférica.  http://hemisphericinstitute.org/hemi/en/e72-putis-essay   
7 “Banking on change”, Barclays. Web: 
http://www.home.barclays/content/dam/barclayspublic/docs/Citizenship/banking-on-change.pdf  
8 Lopez, Humberto; and Perry, Guillermo (2008), “Inequality in Latin America: determinants and 

consequences”, World Bank, World Bank Policy Research Working Paper 4058. PDF 
9 Snyder, Sara (2008), “The Roots and repercussions of educational inequality on the indigenous 
populations of Peru”, Stanford Journal of International Relations, Vol.10, No. 1 (p. 52-59) 
10 Suarez-Rojas, Liliana; and Alejandra Amado, Maria (2014), “Understanding Latin America’s financial 
inclusion gap”, Center for Global Development, Center for Global Development Working Paper 367. PDF 

http://hemisphericinstitute.org/hemi/
http://hemisphericinstitute.org/hemi/
http://hemisphericinstitute.org/hemi/
http://hemisphericinstitute.org/hemi/en/e72-putis-essay
http://hemisphericinstitute.org/hemi/
http://hemisphericinstitute.org/hemi/
http://www.home.barclays/content/dam/barclayspublic/docs/Citizenship/banking-on-change.pdf
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few. While understanding this history is crucial for recognizing how we have come to this point, 

is perhaps even more important to examine the current situation and what can be done to 

improve it.  

2.2.Current challenges: Credit and Savings 

 

In September 2013 a set of key indicators of financial inclusion was developed by the Global 

Partnership for Financial Inclusion (GPFI). These indicators build upon the G20 Basic Set of 

Indicators endorsed in 2012, and represent a comprehensive platform to measure financial 

inclusion within a country. The indicators measure the three dimensions of financial inclusion: 

access to financial services, usage of financial services, and quality of service delivery and 

education; and include percentage of residents with formal individual bank accounts, percent 

who have taken out a loan, percent of small and medium enterprises (SME) with a bank account, 

percent of SMEs that have taken out a loan, and bank penetration (including formal commercial 

branches, ATMs, and Point of Sale (POS) terminals).11 It is important to note that this data is 

collected at the country level, and is not regionally disaggregated. Country level data can be 

misleading when there is great disparity between urban and rural populations, as in Peru. These 

populations may experience vastly different realities which are not represented in the statistics.  

 

For our research, we focused primarily on individual access to loans and savings. We did include 

questions to determine if credit was used to finance SMEs, but this was intended to provide us 

information about individual access and uses of credit. We chose this lense for our research 

based on personal interest as well as previous research in the Andean highlands that led us to 

believe this would provide the most relevant and rich data for our research agenda. Through 

experience in this area we were aware that in the rural communities where we were conducting 

research, loans for businesses were given to individuals, so differentiating between business 

loans and personal loans was a less useful distinction.   

 

According to the United Nations Secretary-General’s Special Advocate for Inclusive Finance for 

Development Report, “financial inclusion is an enabler and accelerator of economic growth, job 

                                                
11 Global Partnership for Financial Inclusion, “G20 Financial inclusion indicators”. Web: 
http://datatopics.worldbank.org/g20fidata. accessed 8/08/2015   

http://datatopics.worldbank.org/g20fidata
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creation, and development.”12  Although Peru is touted as a country which is focusing 

development efforts on financial inclusion, only 20% of Peruvians have bank accounts.  

Comparatively, 40% of Chileans and Venezuelans have bank accounts, and 50% of Brazilians.13  

Moreover, a large part of the people with access to credit and savings are centralized in Lima, the 

capital, which tends to skew country-wide data. Additionally, throughout the whole of Peru, only 

12.7% of adult residents had taken out a loan in the year between 2010 and 2011.   

Without access to financial resources, many Peruvians lack the means to invest in businesses, 

education, and the wellbeing of their families. According to the World Bank, “extending access 

to finance is the first building block for people to be able to build a better life.”14 Gaining access 

to credit and savings not only provides the opportunity for people to invest in their families and 

communities, it provides them security in times of economic downturn and makes them more 

resilient to shocks. In Peru, rural populations are largely excluded from accessing these services, 

making them more vulnerable and hindering their ability to develop and reach their full 

capacity.15 For example, with access to stabilizing financial resources, children can receive 

consistent education, improved nutrition, and decreased stress in their home environment, which 

positions them for greater success and positive opportunities in the future.  

2.3.Current challenges: Government Cash Transfers 

 

In an effort to reduce economic hardship, the government of Peru has implemented social 

programs to support those living in extreme poverty.  These programs include the cash transfer 

programs Juntos, which targets mothers and children, and Pension 65, which targets the elderly. 

Previous research in the area shows that ineffective targeting of these government programs has 

led to the exclusion of the most vulnerable populations. We were interested in learning what 

barriers prevent rural communities from accessing these cash transfer services, as well as the 

explicit cost and opportunity cost associated with obtaining them. Through this inquiry we hoped 

                                                
12 “The imperative of financial inclusion.” United Nations Secretary General’s Special Advocate for 
Inclusive Finance for Development Report. http://www.unsgsa.org/about/financial-inclusion   
13 The World Bank. (2014). “Peru, where the population lives largely without banks”. 

http://www.worldbank.org/en/news/feature/2014/08/25/peru-donde-la-gente-vive-sin-bancos  
14 The World Bank. (April, 2015). “Achieving Universal Financial Access by 2020.” 
http://www.worldbank.org/en/topic/financialinclusion/brief/achieving-universal-financial-access-by-2020 
15 “Banking on change”, Barclays. Web: 
http://www.home.barclays/content/dam/barclayspublic/docs/Citizenship/banking-on-change.pdf  

http://www.unsgsa.org/about/financial-inclusion
http://www.worldbank.org/en/news/feature/2014/08/25/peru-donde-la-gente-vive-sin-bancos
http://www.worldbank.org/en/topic/financialinclusion/brief/achieving-universal-financial-access-by-2020
http://www.worldbank.org/en/topic/financialinclusion/brief/achieving-universal-financial-access-by-2020
http://www.home.barclays/content/dam/barclayspublic/docs/Citizenship/banking-on-change.pdf
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to determine the level of inclusivity and factors that contribute to exclusion from these programs. 

This was of interest to us because we have made the assumption that a link exists between 

government cash transfers and financial inclusion, and that by increasing access to cash transfers, 

access to financial programs can be expanded as well.  

 

2.3.1. Juntos 

Juntos is a conditional cash transfer program that is intended to break cycles of intergenerational 

poverty by giving children tools to promote health and success in their adult lives. In this 

program, mothers and pregnant women who live in poverty receive cash transfers from the 

government, provided they meet specific conditions. These conditions include insuring their 

children attend school, vaccinating their children, and bringing their children to the clinic for 

regular health checks.16  

The initial Juntos targeting strategy included three stages. The first stage was community 

selection. In this phase, five criteria were employed to identify the poorest districts, and those 

most affected by the violence of Sendero Luminoso. In the second stage, household surveys were 

used in conjunction with an algorithm to determine who within these communities was eligible 

to receive government support. In the final stage, the results of the first two stages were validated 

by community members and officials who attempted to insure that families were not excluded, 

and that those who were selected to receive benefits actually needed them.17 This initial targeting 

method was criticized by policy analysts. Problems with the algorithm used, lack of knowledge 

of local realities on the part of surveyors, and reluctance of community members to participate in 

the selection process due to power dynamics, meant that approximately 20% of those who should 

have qualified for Juntos were excluded.18 Reports suggest that the targeting method has been 

altered to prevent this type of exclusion.  One of the dimensions we were interested in exploring 

further was the effect this had on the inclusivity of these government cash transfers- if more 

people are indeed benefiting as a result of these changes. This is relevant because there is 

                                                
16 Perova, Elizaveta; and Vakis Renos (2009), “Welfare impacts of the “Juntos” program in Peru: 

evidence from a non-experimental evaluation”, World Bank. PDF 
17 Vargus, Rosana (2010), “Gendered risks, poverty and vulnerability in peru a case of the Juntos 
Programme”, ODI. PDF 
18 Jones, Nicola; Vargas, Rosana; and Villar, Eliana (2008), “Conditional cash transfers in Peru: tackling 
the multi-dimensionality of poverty and vulnerability”, UNICEF. PDF 
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evidence that as people gain access to government financial support the increased cash flow 

enables them to participate in the formal financial market by providing the means to make loan 

repayments and contribute to savings accounts.19  

2.3.2. Pension 65 

Pension 65 was implemented by the Peruvian government to allow the elderly living in extreme 

poverty the opportunity to retire from the labor market with a secure means to support 

themselves, and in this way improve the quality of life for retirees. While this is a national 

program, the Peruvian government places special emphasis on underprivileged areas of the 

country, which are primarily rural indigenous communities.20 However, fault has been found 

with the targeting system of Pension 65, resulting in only 25.1% of eligible people over 65 

receiving benefits. Of these recipients, 1.8% belong to the poorest income quintile, while 58.4% 

belong to the richest quintile of qualified individuals (while this is the richest category, these 

participants still meet the poverty requirement).21 Because so few of the poorest eligible 

community members have access to these resources, many elderly face extreme hardship, and 

can be a burden for their families to support. 

While Pension 65 was intended to provide a more comfortable life for the elderly and allow their 

families to dedicate resources to the education and development of the family, rather than caring 

for older relatives, ineffective targeting has hindered the successful accomplishment of this goal. 

We were interested in learning about the barriers that prevent people from accessing Pension 65, 

and the effect this may have on family resource allocation. The assumption behind this line of 

inquiry was similar to with Juntos- if the elderly receive government benefits their family will 

not have to bear the financial burden of supporting them and will have more income available to 

contribute to a savings account or make repayments on a loan.  Thus, allowing them to engage 

                                                
19 Bold, Chris; Porteous, David; and Rotman, Sarah (2012), “Social cash transfers and financial inclusion: 
evidence from four countries”, CGAP. PDF 
20 “Peru: social program pension 65 expands nationwide”, Andina 7/27/2015. Web: 
http://www.andina.com.pe/ingles/noticia-peru-social-program-pension-65-expnads-nationwide-
567597.aspx. accessed 8/08/2015 
21 Rofman, R. y M.L. Oliveri (2011), “La cobertura de los sistemas previsionales en América Latina: 
conceptos e indicadores”, Serie de Documentos de Trabajo sobre Políticas Sociales Nº 7, Oficina 
Regional para América Latina del Banco Mundial. 

http://www.andina.com.pe/ingles/noticia-peru-social-program-pension-65-expnads-nationwide-567597.aspx
http://www.andina.com.pe/ingles/noticia-peru-social-program-pension-65-expnads-nationwide-567597.aspx
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with the financial system. Conversely, if elder support is draining family resources they may not 

have the ability to take out loans or save.  

3. Research focus 

Our overarching research focus was to learn if local populations in our area of focus perceived 

an unmet demand for financial services. We defined “unmet demand” as a need or desire for 

services that could not be addressed through either formal banks or banking institutions, or 

through informal means within the community or family. To discover local perceptions about the 

level of demand and the adequacy of services available to meet this demand, we examined the 

following aspects of local financial culture:  

● Current level of demand for credit, savings, and other banking services 

● Challenges people face trying to access said services  

● Level of trust in formal service providers 

● If informal mechanisms had developed in the communities to address the difficulty in 

accessing services in these areas, such as informal lenders, family borrowing, and 

alternative savings methods.  

 

An additional facet to this question is that the information we sought was specific to our 

geographic area of focus. While there is much information available about financial inclusion in 

Peru, there is very little that is specific to the financial culture and strategies of the rural poor in 

the highlands of the Sacred Valley, Peru. By learning information distinct to this unique region, 

we hoped to contribute to the knowledge of local NGOs.  

Finally, a literature review and previous research in the area suggested a gap in targeting of 

government social programs in rural, hard to reach communities. We saw a potential link 

between accessing government cash transfers and increased financial inclusion. Through this 

research, we hoped to gain a clearer understanding of the challenges associated with receiving 

these benefits.  

4. Principal Core Assumptions and Supporting Literature Review 

Prior to beginning data collection and throughout our research, we conducted a comprehensive 

literature review to learn about the context and climate surrounding financial inclusion in Peru. 

We learned about current measures and activities in this thematic area, however, data was not 

disaggregated by region or focused in the rural highlands. Through our study of existing research 
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we developed informed expectations about our area of interest which were based on general 

knowledge rather than region specific information. These assumptions framed the survey 

questions and paths of inquiry that were pursued during data collection, and provided the lens 

through which the data was analyzed. The following is pertinent background information which 

influenced our expectations and assumptions going into the data collection phase of this project.  

One of the primary assumptions underpinning the research framework was that Non-

Governmental Organizations (NGOs) would be key actors in the financial sector of the Peruvian 

highlands. With widespread attention given to microfinance models in rural communities, and 

the known prevalence of NGOs in the Sacred Valley, we anticipated we would encounter a high 

level of micro lending and NGO driven financial education in the communities they included in 

the study. There were many subsequent expectations that stemmed from the belief that NGOs 

would be highly active in the region, as well as our knowledge about the current political and 

social climate. These assumptions fell into the categories of loans, savings, and government cash 

transfers. 

4.1.Loans 

4.1.1. Urban Lending- Opportunities for Business Creation  
 

One of the primary mechanisms through which microfinance supports the economic 

development of families and communities is to enable innovative entrepreneurs to pursue 

business opportunities.  From its inception microfinance was designed to support the creation of 

business.22 The commonly stated belief is if people have the opportunity to create a business they 

can increase their household income, which in turn allows them to invest in the health and 

education of their families.  Moreover, increased financial resources create more resilience to 

economic shocks which inevitably occur and can unexpectedly burden families.23 

For many reasons, low income borrowers do not have the ability to take out loans from 

traditional banks, so they turn to microfinance institutions to fill this gap and provide them with 

the needed capital. As explained by researchers from the Marriott School of Management, 

                                                
22 Rosenberg, Richard (2009), “Does microcredit really help poor people?”, CGAP.  
23 The Grameen Foundation. Web: http://www.grameenfoundation.org/what-we-do/financial-services. 
accessed 8/08/2015  

http://www.grameenfoundation.org/what-we-do/financial-services
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“micro entrepreneurs use the seed capital of microfinance to run simple businesses for a lifetime 

designed to feed the family, allow children to go to school, and to provide adequate housing.”24 

Given this understanding, we expected to find a significant number of loans made by 

microfinance institutions for the purpose of supporting business creation. However, as rural areas 

are primarily agrarian and spread out, it was our assumption that business financing loans 

would be more prevalent in urban areas with higher population densities, and in rural areas 

loans would be used to support agricultural activities.  

4.1.2. Rural Farmer Investment in Agriculture   

Traditionally, due to the unpredictable nature of farming, investors and micro lenders have been 

reluctant to make loans for agricultural purposes.25 Because crops and animals are susceptible to 

disease, weather patterns, and market shocks, the majority of loans have been targeted towards 

business creation, which is primarily localized in urban centers.26 However, in recent years the 

focus has begun to shift to providing more loans to rural populations, for purposes that benefit 

the rural poor. This shift in lending practices can be seen both at the local level, and in 

international development policies as well.  

Congruent with the large scale and international focus on agricultural investment, literature 

suggests that, increasingly, microfinance institutions are making small scale loans for 

agricultural purposes. This is in response to a large majority of rural poor depend, at least in part, 

on agricultural outputs for their subsistence and livelihoods. As stated in a joint report by the 

International Fund for Agriculture Development (IFAD) and the Consultative Group to Assist 

the Poor (CGAP), “As the [microfinance] industry matures, however, practitioners are 

increasingly turning to the vast and largely underserved rural frontier and to the thorny 

                                                
24 Brau, James; Cardell, Sunshine; and Woodworth, Warner (2015), “Does microfinance fill the funding 

gap for microentrepreneurs? A conceptual analysis of entrepreneurship seeding in impoverished nations”,  

International Business Research Vol. 8, No. 5.  
25 Mees, Mark and Destrait, Freddy (2015), “Guarantee funds- a response to agricultural credit risk: the 
Latin American Guarantee Fund.”  
26Ibid.  



 

Hayes/Martinis 13 
 

challenges of financing small-scale agriculture.”27 This quote illustrates the willingness of more 

organization to focus on rural agriculture lending.   

In the early part of 2015, the Inter-American Development Bank (IDB) provided a loan of $40 

million to the Ministry of Agriculture in Peru to stimulate a project begun in 1996. The goal of 

this project was to improve land tenure through the provision of formal land titles and land rights 

to 220,000 small farmers in 380 rural communities in the Andes and amazon regions of Peru.28 

This project specifically targeted “rural properties, and communal indigenous and campesino 

communities.”29  The effort to strengthen the land rights of rural community members was 

intended to promote investment in agriculture by providing security to landowners by insuring 

that they will reap the short and long term benefits of any investment in their land, as well as 

providing them with collateral to take out loans.  

This action by the IDB and the Peruvian Ministry of Agriculture highlights the importance of 

agriculture investment by small landholders in rural communities. Additionally, IFAD has made 

improving access to financial services for smallholder farmers and rural women one of its main 

strategic objectives for achieving food security in Peru.30  This draws a clear picture of the 

emphasis that international actors have placed on the link between financial inclusion and small 

scale agriculture investment in rural Peru in recent years.  

This focus on providing loans to rural farmers for the purpose of investing in agriculture holds 

true in the region of this study, where at least two microfinance institutions, Financiera Edyficar 

and Caja Arequipa, actively pursued lending strategies targeting rural farmers. Together these 

financial institutions created some of the first microloan products for smallholder farmers, 

developed a methodology for assessing agri-loans, and trained loan officers in agri-lending. 

Between 2012 and August of 2013.  They made over 2,700 loans to rural farmers, a portfolio in 

                                                
27 CGAP and IFAD (2006), “Emerging lessons in agricultural microfinance”.  
28 Inter-American Development Bank. “Peru to Improve Rural Land Registration and Titling with an IDB 

Loan.” Web:  http://www.iadb.org/en/news/news-releases/2014-12-04/rural-land-registration-and-titling-in-

peru,11007.html. accessed 7/10/2015 
29 http://www.iadb.org/en/projects/project-description-title,1303.html?id=PE-L1026 
30IFAD. “IFAD’s Strategy in Peru.” Web: 

http://operations.ifad.org/web/ifad/operations/country/home/tags/peru. accessed 7/10/2015 

http://www.iadb.org/en/news/news-releases/2014-12-04/rural-land-registration-and-titling-in-peru,11007.html
http://www.iadb.org/en/news/news-releases/2014-12-04/rural-land-registration-and-titling-in-peru,11007.html
http://www.iadb.org/en/projects/project-description-title,1303.html?id=PE-L1026
http://www.iadb.org/en/projects/project-description-title,1303.html?id=PE-L1026
http://operations.ifad.org/web/ifad/operations/country/home/tags/peru
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excess of $4 million. Following this success, Edyficar made plans to scale this model into four 

new regions, and Caja Arequipa began expanding into other Andean regions as well.31  

The priority placed on agri-loans, both internationally and locally, led us to predict that many of 

the loans made to rural populations in the region of focus would be used to support agricultural 

activities. We believed that lending institutions would demonstrate a preference for making 

loans to farmers, and would pursue strategies to target them. Additionally, we expected to find 

a greater demand from consumers in rural communities for loans intended to support 

purchasing agricultural inputs, such as machinery, fertilizers and seeds, and land 

improvement.  

4.1.3. Gender-Based Microfinance 

Literature shows that increasingly microfinance institutions (MFIs) support agricultural 

activities. It is important to note however, that other marginalized group are also targeted. The 

majority of NGOs have mandates centered on supporting women's micro enterprises and savings 

efforts. There are many reasons why investing in women is seen as a sound business practice. 

Women are generally seen as more responsible about repaying their loans, as well as being more 

responsible in their investments. Additionally, “women are generally poorer than men and hence 

form the overwhelming majority of the target group for poverty-targeted microfinance.”32 NGOs 

and MFIs both recognize the value of targeting their services to historically excluded 

demographics. Women are increasingly creating micro enterprises and investing businesses with 

the support of local NGOs, as well as participating in savings groups and other financial 

activities. In addition to encountering loans targeting rural agriculture families, we expected to 

find significant engagement of women by microfinance NGOs.  

4.1.4. Microloans and Education  

Both in rural and urban centers, micro loans are intended to increase the financial security of the 

family by increasing income. One of the assumptions behind this model is that with greater 

                                                
31 International Finance Corporation (2013), “Making microcredit available to the poor in rural peru”.  
32 Mayoux, Linda and Hartl, Maria (2009), “Gender and rural microfinance: reaching and empowering 

women”, IFAD. 
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income coming into the family from business or agriculture, the family will be less dependent on 

the earning potential of children.  In turn, they will be better able to afford the opportunity cost of 

sending their children to school. As stated in the Journal of Microfinance, “decisions regarding 

children’s schooling result predominantly from an implicit cost-benefit analysis made within the 

household. Costs include direct financial costs, indirect or opportunity costs which result from 

income foregone, and possibly also non pecuniary costs.”33 The article goes on to explain that 

access to financial resources through microfinance institutions has an indirect influence on 

children's education by making families better able to invest in their children's schooling.  

While the indirect influence of micro loans on children's education has been studied, there is less 

evidence in the literature of families taking out loans specifically for the schooling costs for their 

children. Our previous research in the area demonstrated that education is one of the primary 

expenditures of many families. This is especially true of families that have older children, who 

frequently attend higher education in larger cities, and have associated rent, transportation and 

maintenance costs, in addition to tuition. As observed in a 2012 Acción International research 

report on the saving and investment behavior of rural residents in Latin America, “investments 

were most frequently made in education, purchase of machinery or equipment, and home and 

business improvement.”34 This supports the previous research that identifies education as a major 

household expense for families.   

The high priority given to education expenditures by families in both rural communities and 

larger towns led us to hypothesize that there would be loans taken out directly for education in 

both contexts. This hypothesis is further supported by data that shows that women are more 

likely to invest in their children.  As summarized in one microfinance report, “experience has 

shown that while men tend to spend disproportionately on themselves, women are more likely to 

spend on improving the standards of living of their family and children, on health and education, 

and on household needs.”35 It follows from the assumption that NGOs invest heavily in women, 

                                                
33 Holvoet, Nathalie, “Impact of microfinance programs on children’s education”, Journal of Microfinance, 

Vol. 6, No. 2 (p. 27- 49) 
34  Urquizo, Jacqueline (2012), “The financial behavior of rural residents in Latin America”, Acción 

International.  
35 Mathew, Ruben (2007), “The promise of microfinance for poverty relief in the developing world”, 

Proquest Discovery Guides.  



 

Hayes/Martinis 16 
 

that this would enable them to dedicate financial resources to their children's education. We 

concluded from this assumption that it is reasonable to expect loans to be taken out specifically 

for the purpose of education, in both rural and urban settings.   

4.1.5. Barriers to Receiving Loans and Alternative Credit Methods 

Because this research follows up a study conducted in 2014, in which we participated, some of 

the hypotheses initially formed were based on data that was collected previously. In the original 

research study, we heard a great deal about the challenges presented by lack of proper 

documentation. Historically, many women gave birth in their homes due to the remoteness of the 

communities where they live and the distance to the nearest hospital. Because of this, many 

children were not registered, and did not receive a National Identification Document (DNI). This 

presents a problem later in life when they seek to take out loans, which require borrowers be 

registered and have the appropriate paperwork. There is now a law requiring hospital births, and 

children must be registered for the family to be eligible for government social programs.  

Although, we found in the previous study that distance between hospitals and the communities 

still presents a significant challenge, and to this day some children are never registered. 

Lack of required documentation was reported to be prevalent in the specific area where we were 

conducting the research. Due to the high levels of NGO activity, and the emphasis placed on 

micro lending by the government, we expected to find a high demand for loans in rural 

communities. However, we anticipated finding significant barriers to accessing loans, and that 

many people would be denied due to lack of documentation, among other reasons.  

Given the assumption that there would be significant barriers to accessing loans, we predicted 

that other methods of accessing resources would have developed in the communities to fill this 

gap. Specifically, we anticipated that community lending, in the form of high interest, high risk 

lending, and family lending would be prevalent. We surmised that people would turn to family 

for support as there are inevitable emergencies where people need access to financial resources 

and loans prove burdensome for families.  However, in the event that their family did not have 

the resources to lend, borrowers would be forced to turn to others in the community to borrow 

money.  
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4.2.Savings 

The previously mentioned 2012 study conducted by Acción International, on behalf of the Center 

for Financial Inclusion (CFI) and the Inter-American Development Bank (IDB), showed that, in 

the five countries where the study took place (including Peru), half of survey respondents saved 

money in the form of cash.36 We were interested in learning if people saved more in banks, or in 

their homes, and what motivated these decisions. They hypothesized that in larger towns, with 

close proximity to banks, people would be more likely to utilize formal savings accounts at these 

banks. Conversely, we expected to find distance and transportation challenges would cause a 

higher prevalence of saving in the home, or other alternative methods, in rural communities. We 

were also interested in the role that trust played in the decision to use banks or alternative saving 

methods. 

4.2.1. How Do People Save 

A 2010 study in Coporaque, a community in the Cusco district of Peru, found that 88% of 

women interviewed believed that saving in a bank was preferable to saving in the home, 

primarily because it is more secure (71%), it allows them to withdraw only a small amount for 

important expenditures (59%), and because it prevents them from spending money unwisely 

(28%). While many of these women had been exposed to some form of financial education, this 

supports findings from other studies conducted in the area.37 

Prior to beginning this research, we anticipated that we would discover an aversion to saving 

money in the house, specifically because easy access to saved money encourages spending it, 

either personally or lending to family members. In the 2012 Acción International study, many 

participants reported a preference for savings accounts that limit their access to their saved 

money, to reduce temptation to spend it, and to prevent friends and family from seeing these 

assets as easily accessible when they need a loan.38 For this reason, in areas where banks are 

                                                
36  Urquizo, Jacqueline (2012), “The financial behavior of rural residents in Latin America”, Acción 

International.  
37 Rosen, Barbara (2010), “The experience of participants in both an incentivised savings and CCT 

program in rural peru”, Proyecto Capital and Instituto de Estudios Peruanos.  
38 Urquizo, Jacqueline (2012), “The financial behavior of rural residents in Latin America”, Acción 

International.  
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easier to access, we anticipated encountering fairly high utilization of the saving products 

offered by banks and financial institutions.  

While we expected to find high banking activity in some areas, we did not believe this would be 

uniform across all areas. We expected that in rural communities, which are far from banks, the 

financial culture would be different than in urban areas, which have robust banking systems. We 

predicted that there would be less trust in banks, due to lack of exposure and understanding of 

the services offered. This, combined with distance barriers and lower incomes, would create 

lower demand for savings accounts in rural communities than in urban centers. We believed that 

the NGO presence in the area would increase awareness of available savings products, such as 

savings groups, but that this would not have the necessary influence to overcome barriers and 

cause rural families to save in banks to the degree that urban residents do.  

We believed that rural residents would not utilize banking services to a great degree, however, 

we believed that they would experience the same discomfort with keeping money in the house as 

urban families. For this reason, we expected that rural community members would utilize 

alternative means of storing wealth, perhaps that do not depend on saving cash. As outlined in 

the book Poor Economics by development economists Abhijit Banerjee and Esther Duflo, 

despite the many barriers to saving that the poor must overcome, they do, in fact, exhibit saving 

behavior. However, poor people, especially in rural communities, have severely limited access to 

formal cash saving services at banks, and so must devise alternative methods of preserving 

financial resources. Just as more financially secure people give in to temptation, people living in 

poverty face many enticements that threaten their ability to save cash, so they will invest their 

money in semiliquid assets. The authors coined the term “saving brick by brick” to characterize 

this strategy, as one common investment the poor use to hold their wealth is purchasing building 

materials. By purchasing agricultural inputs for later use directly following a harvest, buying 

assets that can be sold in emergencies, and investing in building materials piece by piece, people 

avoid storing money in the home. Poor people use tangible goods as stores of wealth because 

they are more difficult to liquidate than cash that is kept on hand.39 

                                                
39 Banerjee, A., & Duflo, E. (2011). Ch. 8: Saving Brick by Brick. In Poor economics: a radical rethinking 

of the way to fight global poverty. New York: PublicAffairs. 
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4.2.2. Why Do People Save 

Studies have shown that a primary reason that people save is to have resources to fall back on in 

times of emergencies. A common example given is that in a health crisis, families must rely 

either on other family members, or stored resources, due to the absence of any form of health 

insurance in the communities. One study finds that “savings for emergencies (backup savings) is 

overwhelmingly associated with the need to protect the health of the family.”40  

A second use commonly cited for maintaining a savings balance is to smooth consumption 

throughout the year. This is especially true for agricultural income earners and others with 

inconsistent cash flows. The high prevalence of agricultural based livelihoods in the Andean 

regions may explain the findings of a 2005 study conducted by the Center for Economic and 

Social Studies in Columbia, which concluded that “smoothing by saving is significant in every 

case but it is more relevant for Andean countries and significantly larger than in the whole 

region.”41 By saving, either formally or informally, families are able to use money earned in 

times of high earning to help them maintain equal consumption levels in times when there is less 

money coming in, or following an economic shock.  

Given these studies, we expected consumptions smoothing and emergency preparedness to be 

the primary reasons participants would put forth to explain their saving activities. Other 

reasons cited in the literature, which we expected to find to a lesser degree, include saving for a 

goal, such as a large purchase, saving to invest in business, and saving for children's education.  

4.2.3. Government Cash Transfers 

In previous research we learned of significant barriers for rural residents to receive government 

cash transfers through the social programs Juntos and Pension 65. These include the distance and 

difficulty of travel required to pick up benefits, the opportunity cost associated with spending an 

entire day in this endeavor, lack of necessary documentation to register, and problems with 

targeting that resulted in many people not being surveyed for inclusion in the programs. Because 

                                                
40 Urquizo, Jacqueline (2012), “The financial behavior of rural residents in Latin America”, Acción 

International.  
41 Arreaza Coll, Adriana (2005), “Income and consumption in latin america: the role of transfers, fiscal 

policy, and indebtedness”. 
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we had previously spoken extensively with community members about these issues, we 

anticipated that a large number of rural residents would be excluded from receiving government 

support for these reasons. We were most interested in the perceptions of participants about the 

opportunity cost associated with traveling to pick up benefits. It was our conjecture that 

increasing access to government cash transfers could lead to greater financial inclusion in rural 

communities. 

There are several mechanisms through which accessing government cash transfers can impact 

financial inclusion. At a most basic level, because these benefits are transferred through a bank 

account and accessed with a card, all program participants are introduced to the formal banking 

system. The shift to electronic based financial systems has proved influential for increasing 

financial inclusion in many countries around the world.42 Additionally, by providing people with 

liquid assets, cash transfers enable them to engage with the financial sector, which in turn builds 

financial inclusion.  

However, simply providing people with bank accounts and small financial assets does not imply 

that they will understand or trust the formal banking system, or have the means to save or invest 

a portion of the cash they receive. One of the barriers to financial engagement frequently cited is 

the perception that any transactions must involve large sums of money. Frequently, the poor do 

not believe that they qualify to deposit money due to the small amount of money they are able to 

spare for this purpose.43 A pilot study in which conditional cash transfer recipients were 

encouraged to deposit a small amount of their benefit into their savings account found that 

education is key for building the link between withdrawing from a bank and using the account as 

a savings mechanism.44 This highlights the importance of financial education for promoting 

financial inclusion, but also demonstrates how government benefits can be used to increase the 

inclusivity of the formal banking sector.  

                                                
42 Sridharan, Vishnu (2012), “Cash transfers and financial inclusion: natural bedfellows?”, Center for 

Financial Inclusion. 
43 Urquizo, Jacqueline (2012), “The financial behavior of rural residents in Latin America”, Acción 

International. 
44 Rosen, Barbara (2010), “The experience of participants in both an incentivised savings and CCT 

program in rural peru”, Proyecto Capital and Instituto de Estudios Peruanos. 
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5. Methodology  

The goal in conducting this research was twofold. First, we intended to contribute valuable 

knowledge specific to the geographic area of interest. There are many NGO’s active in the 

Sacred Valley, but very little available research is disaggregated by region. We believed that this 

project would yield information that would be highly relevant to organizations working in the 

area. Second, the research endeavored to learn the challenges that prevent people from accessing 

financial services, for the purpose of suggesting methods to overcome these barriers and 

strengthening existing support systems.   

Given these objectives, several sub questions were developed. These questions were formulated 

within the framework of determining the level of demand for financial services, and, should an 

unmet demand be identified, how best to address this access gap. The research questions were: 

 Who do people trust to provide financial services? 

 Do people have positive or negative perceptions of financial services? What 

influences these perceptions? 

 Who has access to formal and informal services? (How do they access these 

services?) 

 What are the gaps and how are they overcome? (How do people define/perceive 

gaps?) 

 Who has access to social programs? How? Who does not have access to social 

programs? Why? 
 

Through seeking answers to these questions, we intended to learn about the financial cultural, 

perceptions, and challenges in rural communities in the Sacred Valley.  

5.1.Overall approach  

 

In order to explore our core question, we carried out a series of data collection activities which 

yielded both qualitative and quantitative data.  Quantitative data collection was done through 

means of a survey.  Qualitative information was collected through semi-structured interviews, 

key informant interviews, and focus groups. The interviews and focus groups were conducted by 

a pair of researchers; one asking questions and the other taking notes. Interviews and focus 

groups were conducted in Spanish, utilizing a Quechua to Spanish interpreter when necessary.  

Following each interview or focus group, we debriefed and recorded any relevant information 

that emerged. No identifying information linking participants with their responses were recorded, 
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and there is no list of who participated in focus groups or semi-structured interviews. Questions 

for this phase of data collection followed up on information that emerged in the surveys, with a 

broad focus on perceptions of formal and informal financial services, and levels of trust in 

various service providers. In order for information obtained from the surveys to inform interview 

and focus group topics, the semi-structured interview portion of data collection commenced one 

week after surveys began.   

 

Prior to beginning research, we had concerns that personal financial information may prove to be 

a sensitive topic for some participants. Local informants expressed doubt that this would affect 

results. However, because greater rapport with subjects is built through the interview and focus 

group process, qualitative lines of inquiry provided the opportunity to confirm the information 

received through surveys. Triangulation of information through several data collection methods 

(surveys, semi-structured interviews, focus groups, and key informant interviews) was used to 

insure the accuracy and improve the validity of information received.                                                                                    

We felt a mixed methods research design was the most comprehensive method of obtaining the 

desired information, allowing us as researchers to make evidence-based recommendations to 

local stakeholders. The main research activities we carried out were: surveys, semi-structured 

interviews, key informant interviews, and focus groups.  The following section describes each in 

more detail. 

 

5.2.Data Collection 
 

5.2.1. Quantitative Household Level Survey 

Quantitative data collection was done through means of a 35 question survey. The survey was 

broken into five sections: demographics, loans, savings, remittances, and government programs. 

Surveys were conducted by the pair of researchers; one person asked questions and the second 

recorded answers on an answer sheet, as well as noted contextual observations. Surveys were 

conducted in Spanish, utilizing a Quechua to Spanish interpreter when necessary. Surveying took 

place in several rural communities, with 183 surveys conducted in 10 communities. By 

surveying a wide range of participants, the ability to compare responses to gauge accuracy was 

achieved. We based the number of surveys completed in each community on a rough estimate of 

the population, completing more surveys in communities with larger populations. In this way, the 
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input of members of smaller communities did not bear more weight in the overall population 

sample and compromise the generalizability of the findings.   

 

To insure randomization, we intended to roll a dice, and count that many houses up on the right 

or left (again determined by a dice roll), which would have dictated at which houses to attempt a 

survey.  Due to a variety of reasons, in the more remote communities the randomization method 

was failing.  We found that by rolling a dice and counting up that many houses, willing 

participants were passed, and many of the houses selected in this manner were empty. In small 

communities, following this method resulted in a small sample size, and loss of information from 

willing contributors. In such communities, we began to exclude empty houses from the 

population pool, and only include houses where someone was present in their count. By 

following this method not every potential house was surveyed, but the success rate was greatly 

heightened, and efficiency was increased.  

In larger communities, the randomization strategy was again modified to better fit the layout of 

the community. In these communities, we rolled dice to determine which street to survey, and 

proceeded to go to every house on that street. At corners, each street was assigned a number, a 

die was rolled, and the street was picked based on the aforementioned assigned number.  This 

allowed us to attempt surveys at more houses than the original method, resulting in a greater 

participation rate. In all cases, outlying houses that did not fall on a clear street were included or 

excluded based on an individual role of the dice, with even or odd roles determining whether or 

not a survey was attempted.  

An additional modification that was made to the randomization method was to attempt surveys in 

weekly markets, as well as including businesses in the count in large towns where people tend to 

live above or behind their business. To insure the representativeness of the surveys, when 

surveying at markets vendors were split into categories based on the products they offer for sale. 

The dice was used to randomize within these categories. This stratification method insured that 

people representing each occupation were included in the sample.  
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Following each survey, we debriefed to go over any relevant information learned and key points.  

Also, we debriefed with the Quechua to Spanish interpreter to make sure all information that was 

relayed to the team was accurate and understood correctly. To insure anonymity, no identifying 

information was recorded on the survey, answer sheet, or notes. There was no way to link 

surveys with specific participants. 

5.2.2. Qualitative Semi-structured Interviews 

 

We did not feel it was advantageous to compose precise interview questions at the outset of the 

research, so as to allow semi-structured interviews (SSIs) to be guided by the information 

learned during the survey phase. The SSIs were intended to follow up on interesting themes or 

paths of inquiry that emerged during surveying, but which could not be investigated at the time 

they presented themselves due to the structured nature of surveys. This opportunity was also 

used to deepen understandings of less concrete concepts such as community and individual 

perceptions, trust, and contextual definitions. While the overall research was framed around the 

question of the level of demand for financial services in the communities of the Sacred Valley, 

there are many factors that influence people's desire to participate in the financial system. Some 

of the themes explored during interviews included: 

● Probing deeper into the concept of trust: who do communities trust in times of financial 

need 
● How do communities conceptualize formal and informal financial services; are their 

financial needs being effectively met through one of these avenues 
○ Who does and who does not have access to these services and in what 

circumstances 

○ What are people’s perceptions about these avenues (positive or negative) 

■ Would it benefit the community if more people had access to financial 

services 

● In what form do people repay their loans? How do they repay them (over how long, 

where)? 
● What motivates people to save money, what do they save for 
● Do people feel excluded from financial services or government programs, do they feel 

that there is unequal access 
● What do community members do in times of emergency if they need money 
● If there was a safe place to save money that was located closer to the communities, would 

people use it, would this increase traditional saving practices (and if so is this perceived 

as beneficial) 
● What is the opportunity cost of traveling to the nearest location to receive government 

benefits 
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● Do people want government cash transfers/remittances available locally 
 

Initially, a goal was set of conducting 30 interviews throughout several communities. However, 

once surveying commenced it was deemed beneficial to pursue in-depth questioning following 

each survey. In allocating time and resources between surveys and SSIs, it was decided that the 

strength of information gleaned from surveys and follow up questions was of high value, causing 

us to de-emphasize engaging community members specifically for SSIs and pursue a strategy of 

asking SSI type questions of every participant. In this way the depth of knowledge obtained from 

each survey was greatly increased.  

In the spirit of gaining as much information as possible, we engaged in many informal 

conversations to further their understanding of the topic. While these dialogues were not treated 

as interviews, valuable information was gained from being flexible and open to opportunities that 

presented themselves. Informal information collection methods made invaluable contributions to 

qualitative data and enriched the information obtained.    

5.2.3. Qualitative Key Informant Interviews  

 

Key informant interviews were scheduled with local NGOs, government officials, and savings 

group participants. In all, 8 key informant interviews were conducted.  Interviews with people 

who work for NGO’s yielded information about current and past efforts to expand financial 

inclusion, challenges they have faced working in rural communities, and credit/savings behavior 

of local populations. Government workers provided knowledge about challenges in providing 

social programs in the rural communities, as well as bank policies and target demographics. 

Savings group participants shared valuable information about different types of savings 

programs, both formal and informal, the rules the guiding them, and their motivation and 

personal experience working with these groups. These informants were a valuable source for 

insight about local financial culture and practices. We waited until a great portion of the surveys, 

interviews, and focus group data was collected to begin key informant interviews.  This was to 

ensure the most relevant and pertinent information was taken from these interviews. In addition 

to gaining insight, the key informant interviews were based on specific information requirements 
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and the level of triangulation necessary to confirm knowledge obtained from earlier data 

collection. 

5.2.4. Qualitative Focus Groups 

 

Focus groups were conducted when and where it is deemed an appropriate and valuable source 

of information, based on the presence of savings groups or other community collectives, or when 

it was apparent that it was the best method for reaching a wider range of participants. Initially, 

we intended for focus groups to be organized in advance, with participants formally invited. 

However, during data collection, focus groups occurred with little preplanning.  There were 

instances where focus groups organically arose when participants were eager to speak of their 

life experiences pertaining to the research question, or when researchers approached a group and 

asked for their participation. Four focus groups were conducted: one with a women's savings 

group in the Calca market (all female), one with a group of construction workers (all male), one 

with a group of elderly pension 65 recipients (all female), and one with a mixed group of 

participants.  The purpose of this data gathering method was to gain a wider range of 

perspectives, and to provide a format that may be more comfortable for some participants to 

share their views.                   

5.3.Data Analysis 

 

Following the data collection phase, data was entered into a spreadsheet and processed using R 

to analyze statistical models for an analytics driven exploration of the quantitative data. An 

initial, high level analysis of qualitative data was conducted to identify trends and key 

information. These first pass observations were used to inform quantitative analysis by 

suggesting potentially valuable statistical tests to run.  

The qualitative data was analyzed to identify key trends and patterns that emerged both within 

and across communities. This data was highly informative, both for directing the quantitative 

data analysis, and for gaining a deeper understanding of contextual realities, local perceptions 

and challenges, and the workings of the financial system in the area of study.    

5.4.Methodological Challenges 

 



 

Hayes/Martinis 27 
 

There are many challenges associated with conducting field research in small, rural communities. 

To confront these issues, we had to be adaptive and flexible. This approach allowed us to find 

solutions which did not compromise the integrity of the research, and aided us to maximize the 

quantity of information.  

5.4.1. Sampling 

We had two challenges related to sampling. First, due to the fact that we were composed of all 

females, including our interpreter, men in the communities were reluctant to talk to us, deferring 

surveys and interviews to their wives. This resulted in a sample that was heavily skewed toward 

female responses. The second, and perhaps larger challenge, was that due to the small size of the 

communities, encountering potential participants while maintaining a randomization scheme was 

very difficult.   

Addressing the first sampling hurdle, in the quantitative data phase 68% of respondents were 

female, and 32% were male. Women tended to be in the home more often and thus were more 

available to participate in a survey. Additionally, even when men were present in the home, they 

frequently referred team members to the woman in the house to survey. The reluctance of men to 

participate in the surveying phase could not be adequately addressed without abandoning 

randomization to target only men. Due to the quality of the information we were receiving from 

women, and the threat to the generalizability of information received should this this path be 

pursued, we made the decision not to seek out men to rectify this disparity. Since all respondents, 

regardless of gender, responded to survey questions from the household perspective, rather than 

at an individual level, the information received was deemed to pertain to the household as a 

whole, and gender was less of a focus.  

A greater threat to the generalizability of findings was the impossibility of faithfully adhering to 

the original randomization strategy. As previously discussed, rolling dice and including every 

house as a potential survey proved ineffective. While modifying this method may have 

compromised the randomization scheme, these alterations were deemed necessary to allow the 

research team to obtain the breadth of information necessary to develop credible findings.  

5.4.2. Logistics 
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At the outset of the data collection phase we had ambitious targets for number of surveys and 

interviews. We had targets based on estimated population sizes in each community that we 

planned to visit.  We obtained this information from various sources such as previous research 

documents, public records, and with talking to our host organization.  However, due to logistical 

challenges, these targets were not met. The greatest barrier to accomplishing these goals was 

transportation, and some very remote communities had to be excluded from the research due to 

lack of available transportation.  However, even in communities with limited accessibility, fewer 

surveys and interviews than desired were conducted due to the time consuming nature of travel, 

and our reliance on public transportation schedules.  

Our targets were based on reaching about 15% of the population in each community as this is a 

percentage deemed a suitable size to generalize our findings to the population at large.  This 

would have given us about 200 surveys for our overall sample size.  At the end of the research, 

we had 182 surveys, which is still deemed an acceptable response rate to be able to generalize to 

the population.  This equated to about 2 less surveys in each community than anticipated.   

6. Findings 
 

Through this methodology, we collected qualitative and quantitative data to support or oppose 

our assumptions in the thematic areas in which we chose to focus.  The following section 

outlines how this data filled our gaps in knowledge and created a picture of the financial system 

we were exploring.  We lacked data specific to this micro region and were interested in learning 

if the trends in the highlands of Peru were similar or different to what we had learned about Peru 

as a whole. While some of our knowledge based assumptions were supported by our findings, we 

also discovered unanticipated financial strategies. While many of these practices were adaptive 

and had positive ramifications for families, some had potential drawbacks and associated risks.  

 

6.1.Loans 
 

6.1.1. Urban Lending: Opportunities for Business Creation  
 

In order to analyze the difference between urban and rural areas, we disaggregated the data on 

loan behavior.  The research revealed that, congruent with the previously stated assumptions, the 

majority of people that took out loans in more urban areas did so for business, at 38%, and 
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education, at 14%. Borrowing for agriculture and/or animals was almost non-existent, with just 

over 3% reporting taking out a loan for this reason.  One urban respondent reported that, while 

she had taken out a loan for agriculture, it was many years ago.  Her family thought it more 

advantageous to move out of agriculture and into a more urban area where they could start a 

business and make a more reliable source of income.   

However, not all of the assumptions were supported by the research. The research did not 

support the hypothesis that people in urban areas take out traditional loans for emergencies.  We 

found that an insignificant number of people, both in urban and rural areas, took out loans from 

either banks or MFIs to cover these costs.  When urban residents were asked in interviews what 

people typically do in case of an emergency when they need quick cash, most people reported 

that they would seek employment somewhere or sell household goods.  In rural areas, interviews 

revealed that many people reported selling their small animals, such as chickens and pigs, or 

borrowing from family members in the event they were experiencing an economic shock.  

   
Graph 1 

 

6.1.2. Rural Farmer Investment in Agriculture 

In key informant interviews, it was found that many microfinance institutions were specifically 

targeting rural farmers while more of the non-governmental organizations, such as Arariwa and 
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ProMujer, were targeting women.  The key informant interviews revealed that the microfinance 

institutions, such as the Municipal Cajas, specifically target rural families that have historically 

been left out of the formal financial sector.  They reported that rural, and mostly agricultural, 

families are targeted through lower loan amounts and less loan prerequisites.  While interviews 

with the NGOs revealed that working with women and within women’s empowerment is their 

main focus.  Outreach by these NGOs included going to rural community meetings and word of 

mouth.   

Many of the NGOs focus on women's solidarity groups for accountability and monitoring of 

payments.  In a focus group, it was revealed that all of the women in group were responsible for 

each other’s payments. If one person did not pay on time, it was the obligation of the “sponsor” 

to get the payment or pay it herself.  Although, interviews with an NGO showed a slight shift 

away from this model.  The regional director of Arariwa Calca Region reported that sometimes 

this can exclude the most vulnerable populations, as their social capital may not be as high as 

other women in the community.  For this reason, they have started making more individual loans 

from when they first started in 1994. 

The quantitative numbers support both our assumptions as well as the qualitative data we 

collected.  In rural communities we found that 36% of respondents said agriculture and 

investment in livestock/small animals was the reason in which they had ever taken out a loan.  

This directly supports the assumption that we would find in rural areas people mainly taking out 

loans for agricultural purposes.  In rural areas, as opposed to more urban centers, the demand for 

agriculture loans is much higher.   
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Moreover, it was found that 26% of the people living in rural communities that had taken out a 

loan, took it out for business investment.  The qualitative data shows that businesses were mostly 

defined as small stores in the communities or, more commonly, women took out loans to support 

their textile businesses.  It was reported that 16% of all respondents defined making and selling 

textiles as part of their household income. This is supporting our assumption that while we 

thought agriculture would be the largest reason for people to be taking out loans, small 

businesses are also starting as well.  The small corner stores, and the textile businesses are 

mostly run by women as supplemental income to support their families.    

 
Graph 2 

6.1.3. Micro loans and Education  

We found that education and the expenses that are associated with it are a high priority for 

families in both rural and urban families.   What is different between the two is urban residence 

had access to loans to cover educational expenses whereas many of the urban families had to 

dedicate many of the familial resources to these expenditures.  Out of all respondents, 11% had 

taken out a loan for educational purposes.  When disaggregated by rural and urban respondents, 

one can see a large gap.  Of rural respondents, only 4% reported they had ever taken out a loan 

for educational purposes, while 14% of urban respondents reported taking out loans for 
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education. Although, when asked when the household has more money, what they do with it, 

educational expenses was high on the list with 15% of respondents reported spending extra 

money on this.  This was second only to basic household expenses (25%).  

6.1.4. Barriers to Receiving Loans and Alternative Credit Methods  

We hypothesized that there would be significant barriers for both rural and urban participants in 

obtaining loans.  People were asked if they had ever wanted a loan and were unable to obtain 

one.  The data shows that 24% of respondents had at one time wanted a loan and did not receive 

it.  The other 76% had either never wanted to take out a loan or had always received it if they had 

applied.   Although the early hypothesis was that the reason for denial would center on lack of 

documentation, it was found that the lack of collateral was the most significant reason at 27%.  

Lack of documents did have a response rate of 14%.  This does still play a significant role in 

whether or not people are able to take out loans.  Lack of formal income and/or not earning 

enough money was reported by 21% of people that had wanted to take out a loan and couldn’t.  

Other significant reasons cited by participants for not being able to take out loans were they 

didn’t know where or how and no credit history.   

 
Graph 3 

In conjunction with this question, we asked in SSIs what people would do if they needed money 

and could not borrow from traditional lending institutions.  It was reported that they would 

borrow money from family members or friends.  This is an interesting contrast to the survey 
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question and gives a glimpse of perceptions of lending in the area.  It is seen by the researchers 

that people are bridging a gap by turning to family and other community lenders, but do not 

report this when asked “have you ever taken out a loan?”.  Moreover, when asked if there were 

people that lend to others in the community, 36% of respondents said yes.   

Lack of trust in financial systems was frequently cited as a reason people avoid taking out loans. 

When looking at the demand for loans, we were not only interested in people who had wanted to 

take out loans and could not, but also in whether there was a significant portion of the population 

that did not want loans. This information was easier to obtain through qualitative data collection, 

where a large number of people expressed fear of being in debt, losing their collateral, or being 

unable to payback their loans. Of the respondents in the communities (Calca excluded) who 

reported that they have never tried to take out a loan, 16% cited fear as the reason they do not 

want them. Responses to the question “have you ever wanted to take out a loan and been unable 

to?” elicited such responses as:  

“I would have to sell my children to pay it back!” 

“To take one out is easy, but there is no way to get the money to pay it back.” 

 “I don’t want to know anything about them because I don’t want to think about 

[re]payment.”  

“When you take out a loan they can take your house and other things.” 

These responses demonstrate that fear is a strong reason people avoid engaging with the financial 

system. Additionally, as there were no questions specifically addressing fear as a demotivator on 

the survey, we suspect that more people share this sentiment then was captured by this question. 

6.2.Savings 

6.2.1. How Do People Save  

The research related to savings found that, while most people believe saving is important, very 

few people actually engage in formal saving behavior. Those that do save, tend to do so through 

alternative methods, such as buying animals when they have money, and selling them when they 

need money. The exception to this is people who participate in group saving, generally facilitated 

through an NGO.  
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6.2.1.1.Banks 

The data shows that 85% of people believe that saving money is moderately important or very 

important. When asked to expand on this belief, many people express that saving money is 

important because it provides resources to respond to unforeseen events and emergencies. 

However, while the majority of respondents believe saving is important, only 4% report that they 

save in a bank, and 5% report that they save money in their house.  The remaining 91% invest in 

their families, businesses, and homes when, if any small surplus of money exists.  Researchers 

used interviews to gain insight into this discrepancy. Participants reported that very few people 

have the means to save, despite recognizing its value. Additionally, widespread distrust in banks 

was also cited as a reason so few people formally save, with researchers hearing such responses 

as: “Once I put my money in a bank and they lost it.”  

 
Graph 4 



 

Hayes/Martinis 35 
 

 
Graph 5 

6.2.1.2.Savings Groups 

While many people are unable or unwilling to deposit money into a bank, some do participate in 

savings groups. This is especially true in larger towns, such as Calca. We encountered two types 

of savings groups: formal savings groups that were formed through an NGO; or informal, short 

term savings groups that formed between sellers in local markets. Both forms of savings group 

were more prevalent in Calca than in the more rural communities.  

Formal savings groups tended to be intentionally formed with the purpose of collaborating with 

an NGO. The groups that the researchers spoke with had from five to twenty eight members, 

who met monthly to contribute money to the collective account. Then one representative would 

travel to the NGO to deposit the money for the whole group.  With some of the groups, we 

encountered a learning component. With one focus group conducted among a savings group, it 

was expected that everyone came to a monthly meeting where there was a representative from 

the NGO who would facilitate workshops. Amounts varied in these savings groups, but were 

generally below 20 soles ($6.40) per month, with one group reporting that members contributed 

50 soles ($15.87) per month.  

Informal savings groups were reported to exist in some of the markets, however we were only 

able to locate and interview members of the Calca market savings group. These informal groups 

are known as “panderas,” and considered more of a game than a financial solvency strategy. In 
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the Calca pandera, members contribute 5-10 soles ($1.60- $3.17) daily, with the entire sum given 

to a different member of the group on an alternating basis. In this way, each member contributes 

a small amount of money every day, with the knowledge that they will get their entire 

contribution back on the day of their turn.  However, there was some distrust reported within 

these groups.  Some participants reported that the group would start out strong and everyone 

would participate. Overtime, people would drop out of the group, leaving some people at a 

disadvantage if their turn came later than others’.    

6.2.1.3. Informal Saving 

One of the most commonly reported forms of savings was the purchase of animals in times of 

plenty, which could then be sold in lean times.  Again, this insight was gained through the SSIs 

done at the end of most surveys.  When asked “what do you do if you need quick cash?”, some 

respondents would discuss how they sell their animals in times of need.  When probed further, 

people reported that they bought these animals with this intention.  This type of savings did not 

seem to be financially beneficial as people had to travel far to sell their animals and would only 

make very little profit.  They would have to sell in “bulk” to make any significant profit. The 

researchers also asked participants if they ever experienced disease throughout their animal 

populations.  It was reported that this does happen with some frequency.    

6.2.2. Why Do People Save 

Many respondents reported that they would rather buy goods for the household, or spend money 

on school necessities for their children, than save money for future emergencies or times of need. 

The purchase of household goods or investment in children's education were reported more than 

the reasons that were previously hypothesized for saving.  Home improvements as savings was 

reported at a rate of only 3%.  Savings in agriculture, small animals, and business improvement 

was reported at only 12%. The majority of participants (54%) claimed they never had any money 

to save or they only bought goods for family consumption if they did happen to have extra cash 

on hand.       

6.2.3. Government Cash Transfers 

6.2.3.1.Challenges and Opportunity Costs  
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Although 48% of participants either participate in the Juntos or Pensión 65 program, 17% would 

like to participate, but are unsure why they are not included.  People cite faults in the system, 

corruption, and distance as barriers to receiving needed government support.  Just 13% of all 

participants reported that the reason they were not participating in these programs was due to 

financial security.   

A challenge that was identified through SSIs was poor targeting of social programs. It was found 

that many people apply to the program, and for unknown reasons, their benefits never come.   

Widespread frustration was expressed by people who had applied to receive benefits and never 

received them. Even people who did receive the cash transfer reported that many people who 

need them do not get it. According to the data 77% of people report that there are families in the 

community who need Juntos, but do not receive it.  

 
Graph 6 

The lost opportunity costs of receiving cash transfers is large.  It was reported by more than 55% 

of respondents who receive cash transfers have to spend 12-48 hours in travel and wait time to 

obtain them.  It was frequently discussed with us the time, as well as cost, to travel to urban 
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centers.  What is more, people which live closer to urban centers still cited wait times at the bank 

as a drain on family resources and time.   

7. Analysis and Recommendations 

7.1. Loans 

7.1.1. Financial Education 

We identified fear of taking out loans as a primary barrier to participating in formal financial 

systems, especially in rural communities. In order to increase financial inclusion, we recommend 

exploring methods of overcoming this trust issue through financial education in rural 

communities. A notable exception to this finding was in the community of Choquecancha, where 

there is a strong NGO presence. In this instance, the MFI Chuspa regularly sends agents to 

provide loan support, financial education, and enroll new members. In this area the distrust in 

financial institutions that is found in other communities is not present, and a significantly larger 

percentage of the population participates in borrowing and saving. 

7.1.2. Land Titles and Alternative Guarantees  

Another common challenge to obtaining loans is lack of collateral. As learned in key informant 

interviews, many NGOs have begun to address this problem by using group lending methods in 

place of requiring collateral. Additionally, the government has attempted to address this by 

implementing programs to title land and provide people with formal land rights to use as 

collateral. We recognize the challenge posed by lack of guarantees, but believe that more 

research and exploration of different methods to address this should be conducted before making 

recommendations in this area. 

7.2. Savings 

7.2.1. Saving by Degrees 

Because people find it challenging to keep money on hand without spending it, expressing that 

they would rather buy consumption goods than keep money idle in their house, there is very little 

saving in the home in the target population. Additionally, they do not deposit money into the 

bank, frequently stating that they do not have enough money to maintain a savings account. 

Currently, they work around these challenges by purchasing animals and other goods, though 
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they frequently do not identify this as saving. Despite these sentiments, rural residents do believe 

that saving money is important.  

In order to promote saving we recommend facilitating utilization of bank accounts, where people 

will not be tempted to spend their reserve financial assets. As one barrier to using savings 

accounts is the perception that one must have a large amount of money to warrant use of a 

savings account, it is our belief that it would be beneficial to explore ways of encouraging 

residents to deposits small amounts. As NGOs who work with savings groups have found, people 

are more likely to deposit small amounts of money, whether it be daily, weekly, or monthly, than 

large lump sums. Financial education, as well as an incentivized program or other strategy to 

promote the idea of piecemeal saving would be an effective method for overcoming the bias that 

prevents low income savers from utilizing bank accounts. Education to promote saving in small 

amounts also has the added benefit of potentially overcoming the distrust people feel towards 

banks.   

7.3. Government Cash Transfers 

The largest challenges to accessing government cash transfers were reported to be ineffective 

targeting, and the opportunity cost associated with picking them up. We feel that significant 

research focused on the targeting mechanisms and challenges would be necessary to make 

concrete recommendations in this area, and do not believe we possess the requisite knowledge. 

However, to address the travel distance and great time requirements necessary to pick up these 

benefits, we recommend exploring mechanisms for creating more locations, which are closer to 

rural populations. This would cut down on both travel time, and the number of people at each 

dispersal location. 

The obvious challenges associated with this proposal is the human resource requirements of 

creating more dispersal sites, and the difficulty of transporting money to these locations. An 

increasingly common solution to this difficulty is to install branchless banking machines with 

local agents. In this way, people are able to access the accounts where their benefits are 

deposited without the necessity of traveling great distances and waiting with other beneficiaries 

from all the communities in the region. This would alleviate the burdens and opportunity costs 

currently associated with receiving cash benefits from the government.  
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By facilitating ease of access to government financial support, we believe that more people will 

be able to participate in these social programs. Through their participation, increased people will 

gain access to bank accounts, and will have greater financial assets with which to interact with 

the financial system. We recommend an education program for recipients of Juntos to encourage 

them to save small amounts every month when they receive their benefits. By building their 

savings bit by bit, families can increase their financial security and have greater resources 

available to them in times of need. Furthermore, by demonstrating their capacity to save they are 

also showing an ability to make regular payments on a loan. If this history were able to serve in 

place of collateral on small loans, the capacity of the family to access financial services would be 

greatly increased. Through this channel, increasing access to government cash transfers has the 

potential to increase the inclusiveness of the financial system.  

8. Conclusion  

This research was intended to learn about the financial culture and perceptions in rural 

communities in the Cusco and Lares districts. The framework adopted was centered on 

discovering if local populations perceived an unmet demand for financial services. Through this 

research we learned that a demand for these services does exist from people who are unable to 

take out a formal loan and do not have access to financial support through their family or 

community. However, more common is residents who acknowledge that financial support would 

be beneficial, but do not desire access to these services because of their fear of potential 

consequences from engaging with the banking system. There is evidence that people recognize 

the benefits of savings and loans, but their mistrust outweighs their desire to access these 

benefits.  

In communities where greater financial education has been available, less fear of utilizing 

financial service providers exists, and there is more positive perception of these actors and the 

benefits they can bring to the individual and the community. Given this evidence, we believe that 
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the demand would be greater if the obstacle of fear was removed. Additionally, the benefits 

witnessed in communities that have greater access and utilization of savings and loan services 

suggest that there is a reason to encourage further outreach into communities. Education of these 

positive outcomes may encourage people to explore these options for themselves.  

In the absence of formal banking services, alternative means of smoothing consumption and 

protecting against shocks have arisen. These include short term savings and credit groups, 

purchasing semi-liquid assets, and saving in the home. To varying degrees these methods 

provide the intended benefits, but they also present inherent risks. People recognize these 

hazards, and we believe they would be receptive to an alternative that mitigates them, provided 

they understood and trusted the process and if it was relatively easy to access.  

Organization strategies have been implemented that address these challenges. Some NGOs in the 

Sacred Valley have attempted to facilitate ease of access by traveling to communities on a 

monthly basis. Another practice has been to design payment plans in collaboration with 

community members that are sensitive to their unique cash flow cycles. This makes it less 

challenging to make loan payments or contribute to a savings account. Strategies such as these 

which are sensitive to community needs and developed in conjunction with community members 

have proved effective at building trust. We encourage further exploration of participatory 

methods for overcoming obstacles in order to promote a higher rate of service utilization, and 

positive perceptions of service providers.   If communities are brought into the conversation 

about how to best serve their needs, financial inclusion programs should prove more relevant and 

trustworthy to stakeholders.      
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9. Appendices 

9.1.1. Appendix A  

Demographics 
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9.1.2. Appendix B 

Survey 
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Acronyms 

GPFI - Global Partnership for Financial Inclusion 

SME - Small and Medium Enterprises 

MFI - Micro Finance Institutions 

NGO -  Non-Governmental Organization 

IFAD - International Fund for Agriculture Development 

IDB - Inter-American Development Bank 

CGAP - Consultative Group to Assist the Poor 

CFI - Center for Financial Inclusion 

DNI -National Identification Document (Peruvian) 

SSI - Semi-Structured Interview 

ATM- Automated Teller Machine 

POS- Point of Sale  
 
 

 

 


