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Executive Summary 
 

 

 

 
KEY INSIGHT 
Inclusive credit is neither a miracle nor a failure. It is a high-variance financial tool whose effects 
depend on who borrows, how the credit is designed and delivered, what it finances (is used for), 
where (in what context) and when (over what time horizon). The question is no longer whether 
inclusive credit works, but whether it can be designed and delivered with greater precision for 
meaningful impact. 
 
 

 

Inclusive credit — credit products designed or adapted to reach low-income borrowers who are 
underserved by conventional financial institutions — remains one of the most celebrated and also 
most contested instruments for promoting development outcomes. Early proponents heralded it as 
transformative for poverty reduction. Rigorous evaluations have since revealed more modest or 
conditional average effects; and case evidence has documented outright harm in overextended 
markets. But these findings conceal as much as they reveal. Behind these aggregate findings lies a 
wide distribution of outcomes, positive for some borrowers, neutral or damaging for others, that 
depend on identifiable factors. 

This Focus Note does not claim to have discovered heterogeneity in credit impacts. The randomized 
controlled trials (RCT) tradition and the Meager (2019, 2022) meta-analyses have documented it for 
several years. The note’s contribution is to organize and operationalize what that accumulated body of 
dispersed conditional findings implies for the financial services providers (FSPs), funders, investors, 
policymakers, regulators, and other sector stakeholders who cannot conveniently and directly navigate 
the underlying literature.  

The note moves the sector’s understanding beyond whether credit “works,” on average, toward the 
more productive question: under what conditions, for which borrowers, and through what product 
designs and delivery modes does inclusive credit generate meaningful benefit rather than harm? The 
five-factor framework presented here — WHO borrows, HOW credit is designed and delivered, WHAT 
it finances (is used for), WHERE (in what context) and WHEN (over what time horizon)— is a 
structured, evidence-grounded synthesis designed to make heterogeneous impact findings actionable 
for FSPs, funders, investors, policymakers, and regulators operating in low- and middle-income 
markets. 

The note draws on findings from published research — 405 studies in CGAP's Impact Pathfinder, aka 
“Pathfinder” (CGAP 2026a) — and also new analysis of institutional-level borrower data through 
Precision Causal Modeling (PCM): a machine learning-enabled framework that identifies which 
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borrower and product characteristics predict positive or negative outcomes within a given lender’s 
portfolio. Annex A provides a detailed description of the methodology underpinning this note. 

Main findings 
Research shows that credit is a high-variance tool. Unlike savings, some forms of digital payments, and 
several insurance products where evidence tends to be more positive on average, its effects are 
fundamentally conditional on five intersecting factors: who borrows, how it is designed and delivered, 
what it finances (is used for), where (in what context) and when (over what time horizon).  

The importance of borrower characteristics stands out in the evidence base. Where conditions align — 
prior business experience, adequate financial capability, genuine control over loan proceeds — the 
gains are real and meaningful: increased enterprise profits, household income, and asset accumulation; 
more effective management of health emergencies, seasonal shortfalls, and livelihood disruptions; and 
stronger investment in children’s education and household welfare. These gains compound across 
successive cycles for borrowers who systematically progress. Risk rises where those conditions are 
absent. Harm concentrates among very low-income groups repeatedly borrowing for consumption 
without a productive base, first-time entrepreneurs taking large loans without complementary 
support, and borrowers facing recurrent shocks under rigid repayment terms. Whether borrowers 
retain genuine control over how loan proceeds are used is a decisive moderator throughout. The 
combination of repayment liability without corresponding control, most documented among women 
borrowers in restrictive social contexts, is one of the starkest risk-without-benefit patterns in the 
literature. 

How credit is structured and delivered can be decisive. It gives FSPs considerable agency over 
outcomes. Product design shapes results independently of who borrows. Repayment schedules 
aligned with actual cash flow cycles, loan sizes calibrated to the productive opportunity (under-
lending is as consequential as over-lending), and digital disbursement into borrower-controlled 
accounts are each associated with stronger outcomes. When credit is structured with complementary 
support — training, insurance, direct-payment mechanisms — it can build borrower capability over 
time and extend meaningful access to groups that would not benefit from credit alone. Institutional 
conduct, including incentive structures, pricing transparency, and collection practices, shapes 
outcomes independently of product features. In fact, the worst market outcomes on record were 
conduct failures before they were anything else. 

What exactly credit finances adds a third dimension. Credit serves borrowers through three distinct 
functions: (i) financing productive investment that generates returns above borrowing costs; (ii) 
smoothing consumption across income gaps, health shocks, and seasonal variation; and (iii) building 
resilience: reducing vulnerability to future shocks before they strike. Productive and consumption 
credit each carry well-documented evidence and distinct risk profiles. Specifically, productive credit 
generates the most consistently documented gains where absorptive capacity exists, while 
consumption credit becomes harmful when repeatedly used to bridge a structural income gap that 
borrowing cannot close. The third function, resilience-building, is the least measured because its 
returns show up in events that do not happen: crises avoided, damage that is less severe, recoveries 
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that are faster, rather than in income gains that are easy to observe and attribute to a single loan 
event.  

Where credit operates modulates the effects of even well-designed products directed at the right 
borrowers. Strong regulatory and supervisory frameworks are associated with safer and more 
beneficial credit markets, while rapid expansion without adequate oversight is the most consistently 
documented precursor to market-level harm. Market structure is a further contextual variable. In well-
regulated markets, competitive dynamics can drive beneficial product innovation. Without adequate 
consumer protection, those same dynamics instead incentivize aggressive over-lending and multiple-
borrower exposure. Social norms, particularly around gender roles, household decision-making, and 
community attitudes toward debt, act as contextual filters that amplify or negate the effects of 
otherwise well-designed products. In addition, climate conditions introduce covariate shock risk, 
where drought, flood, or cyclone can simultaneously convert viable loans into distress events across 
entire borrower populations. 

When credit is deployed, and over what time horizon, shapes what is visible and what accumulates 
unseen. Compounding gains from productive investment credit are often invisible at standard 
evaluation windows of 18 months to three years, while harm from repeated consumption borrowing 
accumulates gradually across cycles — dynamics that point-in-time assessments miss. Two further 
temporal distinctions matter. Episodic borrowing to manage discrete shocks can be protective, yet 
repeated borrowing to bridge a persistent income shortfall compounds obligations without resolving 
the underlying gap. And long-run welfare is shaped as much by how borrowers progress across 
successive cycles as by any single loan event, with gradual, step-by-step increases in loan size 
outperforming both static limits and aggressive early escalation. 

Implications  
For FSPs, the priority is screening clients for absorptive capacity: whether a viable productive 
opportunity exists that can generate returns above the cost of borrowing, not repayment eligibility 
alone. This means drawing on business history, income regularity, transaction records, and household 
composition alongside conventional credit information, and explicitly assessing whether clients, 
particularly women, retain genuine control over loan proceeds. Products should be calibrated to 
borrower cash flows and capability, with repayment flexibility matched to experience, for example, 
structured contracts to protect first-time borrowers and adaptable terms that benefit experienced 
ones.  

Training, insurance, and gender norms programming should be treated as integral to the lending 
proposition where they address the binding constraint. FSPs should build deliberate climate risk 
management capacity, as pausing lending and intensifying collections aftershocks can compound 
client harm and portfolio deterioration where recovery protocols are not already in place. Tracking 
debt-service ratios, rollover rates, and loan size progression across cycles gives a more accurate 
picture of welfare than repayment rates alone. 

For funders and impact investors, the shift is from funding access to funding precision: prioritizing 
providers with strong client screening, appropriate product design, and credible outcome 
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measurement beyond volume metrics. Evaluation horizons should align with the productive logic of 
the credit being financed, and reporting disaggregated by borrower gender, loan size band, and extent 
and type of prior business experience to reveal the heterogeneity that averages conceal. 

For policymakers and regulators, responsible lending standards should treat vulnerability factors such 
as irregular income and high shock exposure as signals calling for adjusted product design rather than 
exclusion. Active supervision should track borrower trajectories and rollover patterns across cycles, 
not only point-in-time portfolio quality. Open finance infrastructure and credit information systems 
serve two distinct purposes: precision lending on one hand and systemic over-indebtedness 
monitoring on the other. Both are necessary. 
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CHAPTER 1 

Why an Evidence Approach Matters More than 
Ever  
 

 

 

A decade ago, the central question in microcredit was whether it worked. A generation of randomized 
controlled trials (RCTs) had delivered a sobering answer: on average and in the short term, not much. 
These findings punctured microcredit’s most ambitious claims but risked a different error: dismissing 
credit as a development tool altogether. 

The problem was not the evidence but the question. Asking whether credit “works” is somewhat like 
asking whether a particular medication works. The useful question is which formulation, for which 
patient, at which dose, and under what circumstances. The analogy holds at the level of the question 
rather than the mechanism. Unlike a medication, whose effects operate through broadly consistent 
biological pathways across patients, credit’s outcomes are inherently context-dependent: the same 

product can generate opposite results for different 
borrowers in different settings. Credit is a high-variance 
instrument. The same loan product can accelerate a capable 
entrepreneur’s growth, leave a subsistence household 
unchanged, or push a vulnerable borrower into a debt spiral. 
That variance is not random; it follows systematic patterns 
that the evidence base can now help identify. 

This Focus Note is organized around that reframing: under what conditions, for which borrowers, and 
through what product configurations does inclusive credit generate meaningful benefit rather than 
harm? Its contribution is to organize and operationalize what a decade of dispersed, conditional 
findings implies for financial services providers (FSPs), funders, investors, policymakers, and regulators 
who cannot conveniently navigate the underlying literature directly. The five-factor framework is a 
structured, evidence-grounded synthesis designed to make hemedicterogeneous impact findings 
actionable. It does not attempt to resolve all contested questions in the credit literature or assess 
aggregate welfare effects across the sector. Its focus is narrower and more tractable: identifying the 
conditions under which credit generates benefit or harm and how those conditions can be improved. 

The note is primarily addressed to FSPs and funders, where the five-factor evidence is most directly 
actionable. Policymakers, regulators, and supervisors will also find it relevant to consumer protection 
frameworks and credit market regulation, as will researchers to the structured identification of 
evidence gaps. 

 

   

Asking whether credit 'works' is 
somewhat like asking whether a 
particular medication works. The 
useful question is which formulation, 
for which patient, at which dose, and 
under what circumstances. 
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Box 1. Inclusive credit 
 
Inclusive credit, for the purposes of this Focus Note, is defined as formal and semi-formal credit 
products designed or adapted to reach low-income borrowers in emerging markets who are 
underserved by conventional financial institutions, including individuals, households, and micro and 
small enterprises (MSEs). 
 

Why now 
Three developments make a synthesis both urgent and timely. 

First, credit operates at a scale where imprecision is costly. The ATLAS financial inclusion data 
platform estimates total outstanding portfolios across the broader inclusive finance sector at 
approximately $1.5 trillion (ATLAS 2024). At this scale, even modest design or governance failures 
affect hundreds of millions of households. Debt crises in Andhra Pradesh, India (most notably in 2010), 
Cambodia (from the 2010s onward), and other markets demonstrated that aggressive, poorly 
governed expansion generates widespread over-indebtedness, forced asset sales, and erosion of trust 
— predictable consequences of deploying credit without adequate attention to context and borrower 
circumstances. Capital scarcity compounds the problem: in most low- and middle-income economies, 
credit is limited relative to demand, so imprecise deployment risks harm to unsuitable borrowers while 
forgoing the developmental returns that better-matched credit would generate. 

Second, the financial inclusion agenda has shifted its emphasis toward outcomes alongside access. 
According to the 2025 Global Findex database (Klapper et al. 2025), 24 percent of adults in low- and 
middle-income economies borrowed formally in 2024 yet large shares of households remain unable to 
manage short-term shocks or pursue longer-term goals. Global policy frameworks, including the G20’s 
financial well-being agenda (GPFI 2025), increasingly treat improved welfare and resilience, not 
outreach alone, as the ultimate objective of financial sector policy and investment. This shift is 
particularly consequential for credit, the financial service that most demands evidence-backed 
precision in deployment. 

Third, measurement and analytics are catching up with policy ambition. CGAP’s Impact Pathfinder 
synthesizes high-quality evidence from over 860 financial inclusion studies, including 405 studies on 
credit. Financial health frameworks, large-scale administrative data, and increasingly sophisticated 
causal methods now allow practitioners to move beyond proxy indicators toward outcome-oriented 
decision-making. CGAP’s Precision Causal Modeling (PCM) research demonstrates that good-quality 
longitudinal administrative data, the kind most providers already hold, can generate operationally 
meaningful findings about what works for whom, substantially lowering the feasibility barrier for 
outcome-oriented analytics (Nielsen and Sirtaine 2025). 

Macroeconomic and climate volatility, rapid digital credit expansion, and tighter opportunity costs on 
investor and donor capital intensify the stakes. These three developments together create both the 
imperative and the opportunity for a more evidence-informed approach to how inclusive credit is 
deployed.  
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Chapter 2 traces how the evidence on inclusive credit has developed — from early optimism through 
the RCT revolution to the current understanding of heterogeneous, context-dependent impact — and 
what that trajectory means for how the evidence should now be read. 
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CHAPTER 2 

How the Evidence Has Evolved: From 
Transformative Claims to Conditional Impact 
 

 

 

The microcredit evidence base has evolved through distinct phases, each building on the limitations of 
the last and progressively sharpening the questions the sector can ask and answer. 

2.1 Early promise and the selection bias problem 
When Muhammad Yunus and the Grameen Bank received the Nobel Peace Prize in 2006, microcredit’s 
promise seemed clear: small loans would enable poor households to start businesses, generate 
income, and lift themselves out of poverty (Norwegian Nobel Committee 2006). From its origins in 
Bangladesh in the 1980s, microcredit had expanded to over 100 countries. 

The early evidence largely relied on observational studies comparing borrowers to non-borrowers, and 
the results looked dramatic: borrowers appeared healthier, wealthier, and more empowered. But critics 
identified a fundamental problem: selection bias. People who choose to borrow may systematically 
differ from non-borrowers in ways that independently shape their outcomes, making it impossible to 
attribute observed differences to the credit itself. 

2.2 The RCT revolution: Testing transformative claims 
Recognition that rigorous evidence was lacking led to the first generation of microcredit RCTs 
(Banerjee 2013). Between 2003 and 2012, the Abdul Latif Jameel Poverty Action Lab (J-PAL) and 
Innovations for Poverty Action (IPA) launched experimental evaluations in seven countries (Bosnia, 
Ethiopia, India, Mexico, Mongolia, Morocco, and the Philippines), randomly assigning access to 
microcredit to isolate causal effects from confounding factors. 

Despite wide variation in program design, specifically group vs. individual liability, interest rates from 
12 percent to 110 percent, and different loan sizes and schedules, the findings were consistent. The 
American Economic Journal: Applied Economics special issue summarizing six trials concluded that 
the studies found no clear evidence of poverty reduction or substantial improvements in living 
standards, and no robust evidence of improvements in social indicators (Banerjee, Karlan, and Zinman 
2015). 

The landmark Hyderabad study illustrates the pattern. Evaluating in the study the group lending model 
that had become microcredit’s global template, Banerjee, Duflo, Glennerster, et al. (2015) found 
increased investment and profits for preexisting businesses but no significant changes in health, 
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education, or women’s empowerment. It also concluded that microcredit did not deliver the 
transformative social change its proponents had claimed. These findings did not mean microcredit was 
harmful, but they definitively challenged the transformative narrative. 

2.3 From averages to distributions: The heterogeneity breakthrough 
Meta-analysis of the accumulated RCT evidence revealed a crucial insight: heterogeneity matters 
more than averages. Rachel Meager’s 2019 Bayesian analysis, pooling seven microcredit RCTs, 
concluded that average effects were “unlikely to be transformative and may be negligible.” Meager’s 
2022 follow-up in the American Economic Review found something more actionable. While most 
borrowers saw no profit effect, gains were concentrated at the top of the distribution, particularly 
among those with prior business experience. This fundamentally reframed the policy question — from 
“Does microcredit work?” to “For whom does it work, and under what conditions?” Heterogeneous 
impacts were not a discovery of the Meager meta-analyses alone. Subgroup analysis had been 
common practice in development economics RCTs for at least a decade. However, they had not 
previously been organized into practitioner-accessible guidance at this level of granularity. 

The reframing exposed the limitations of first-
generation evaluation designs. When a study 
reports a 10 percent average improvement, this 
might mean everyone experiences modest gains or 
that 30 percent of borrowers substantially benefit 
while 70 percent see no change (Nielsen and 

Sirtaine 2025). Most early RCTs compared access to credit against no access, a design appropriate for 
testing whether access mattered but one that abstracted away from the variation in loan terms, 
repayment structures, and bundled services the heterogeneity findings now identify as crucial. 
Standard evaluation windows of 18 months to three years compound this problem, as they are often 
too short to detect compounding returns from productive investment credit and too narrow to 
observe the gradual accumulation of harm from repeated consumption borrowing. A single 
standardized indicator applied uniformly across heterogeneous borrowers will, by construction, 
obscure precisely the variation practitioners most need to understand (Lahaye and Clarke 2025).  

A further structural feature of the evidence base warrants acknowledgment: randomized evaluations 
are feasible at the margin of program expansion when credit is newly introduced to a population but 
not in mature markets where credit is already embedded in local economic and social contexts. The 
accumulated RCT evidence therefore captures expansion-phase dynamics; both the long-run benefits 
that accrue over sustained exposure and the risks of market saturation and over-indebtedness that 
develop in mature markets may be systematically underestimated. 

What the heterogeneity findings established was an agenda rather than a conclusion, the right 
questions without providing tools to answer them at the granularity practitioners require. A new 
generation of RCTs is now directly addressing this issue, testing graduated loan sizes, flexible 
repayment schedules, performance-linked contracts, and digital delivery. These trials are generating 
more actionable findings than earlier designs could resolve (Graney et al. 2024).  

  
 

When a study reports a 10 percent average 
improvement, this might mean everyone 
experiences modest gains — or that 30 percent 
of borrowers substantially benefit while 70 
percent see no change. 
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2.4 When credit goes wrong: Learning from market failures 
While the RCTs suggested microcredit was rarely actively harmful on average, a body of observational, 
qualitative, and case study research documented serious harms in specific markets where rapid 
commercialization outpaced consumer protection (Mader 2013). These studies face their own 
methodological limitations, but the patterns they identify are consistent: aggressive expansion, 
competitive pressure to over-lend, coercive collection, and vulnerable borrowers trapped in debt 
spirals. 

In Andhra Pradesh, India, the 2010 over-indebtedness crisis following SKS Microfinance’s IPO led to 
emergency regulations shutting down operations (Saxena 2014). In Cambodia, loan sizes increased 
sevenfold between 2012 and 2020, to nearly three times the average household income, with Human 
Rights Watch documenting forced land sales, child labor, and debt-driven suicides (Human Rights 
Watch 2025; Finch and Kocieniewski 2022). Similar patterns emerged in Sri Lanka and Jordan (Human 
Rights Watch 2021). 

Muhammad Yunus famously reflected that he never imagined that one day microcredit would give rise 
to its own breed of loan sharks (Yunus 2011). The critique is more precisely directed at governance and 
incentive failures than at the commercial model itself. Commercial capital was instrumental in globally 
scaling financial inclusion, particularly in Latin America, and many commercial microfinance institutions 
(MFIs) have maintained strong client welfare standards. The over-indebtedness crises reflect what 
happens when aggressive growth targets, investor return expectations, and weak governance 
converge without adequate consumer protection or regulatory oversight. 

These cases are not representative of inclusive credit overall, but they establish a critical point: serious 
harm follows identifiable and predictable patterns — aggressive expansion, weak protection, poor 
governance — that can, in principle, be detected and addressed before they become crises. 

Chapter 3 draws on the full evidence base to identify the five factors that most consistently determine 
whether credit generates benefit or harm — and how they interact with one another across different 
borrower profiles and contexts. 
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CHAPTER 3 

Five Factors that Shape Outcomes 
 

 

 

 KEY INSIGHT 
Credit’s effectiveness largely depends on five high-level intersecting factors: who the borrower is, 
how the product is designed and delivered, what the credit finances, where it operates, and over what 
time horizon. Without attention to all these factors, credit tends to reinforce existing trajectories, 
accelerating those who are well equipped and well placed while posing risks to those who are not. 
With attention to these factors and their intersections, credit can be a powerful lever for positive 
outcomes. 
 

3.1 Reading the evidence: The Focus Note’s approach and scope  
This Focus Note primarily synthesizes evidence from CGAP’s Impact Pathfinder, supplemented by 
insights from its PCM research with five financial sector institutions. These two sources do not 
constitute a unified evidence base. The Pathfinder draws on published research while PCM draws on 
proprietary operational data from an institutional sample. Both streams are used across the five-factor 
framework presented in detail in this chapter, and the note is explicit about which stream each claim 
draws on. Where findings from both streams point in the same direction, the convergence adds 
weight. Where they differ, PCM findings should be read with appropriate caution. Where individual 
studies are cited in the text, they serve as illustrations of broader patterns rather than as the sole 
evidentiary basis for the findings they accompany. 

THE IMPACT PATHFINDER 
The analysis in this chapter draws on 405 credit-focused studies in the Impact Pathfinder. The 
Pathfinder is an evidence synthesis platform covering over 860 high-quality studies of inclusive 
financial services. Studies span RCTs, quasi-experimental designs, systematic reviews, and other 
rigorous empirical research, and are assessed on methodology quality, relevance, and actionability to 
produce a confidence rating rather than a simple vote count. The evidence base covers publications 
from 1994 to November 2025, concentrated in South Asia and Sub-Saharan Africa. Annex A provides a 
full description of the Pathfinder’s methodology, inclusion criteria, and the scope boundaries relevant 
to this note’s enabling environment claims. 

The Pathfinder is organized around the uptake and use of specific financial products. Enabling 
environment factors, including regulation, supervisory capacity, data infrastructure, credit information 
systems, market structure and conditions, and social norm regimes, appear in those studies as 
contextual moderators of product-level outcomes, not as independently evaluated interventions. The 
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note’s enabling environment claims therefore rest on a different evidential foundation from its 
product-design and borrower-characteristic claims. The enabling environment recommendations in 
Chapter 4 draw on practitioner consensus, CGAP’s research, regulatory literature, and case evidence 
alongside Pathfinder synthesis, and are offered as indicative rather than evidence-based in the same 
sense as the product-level findings. Saying so does not undermine those recommendations; it 
correctly calibrates the confidence with which they should be held. 

The Pathfinder synthesizes evidence from studies designed by researchers to measure outcomes they 
identified as relevant. This means the evidence base reflects what external observers measured, not 
what borrowers reported experiencing. How borrowers themselves understand credit decisions, 
assess risk, navigate repayment, and weigh the trade-offs involved is a distinct body of evidence 
encompassing financial diary research, qualitative debt stress studies, and work on borrower coping 
strategies, all of which falls outside the scope of this analysis. Findings on agency, harm, and the limits 
of product design should be read with that boundary in view. 

PRECISION CAUSAL MODELING 
The Pathfinder evidence is supplemented by findings from CGAP’s PCM research with five financial 
institutions across 19 countries. PCM is a causal discovery framework that inverts the conventional 
logic of evaluation. Rather than evaluating a pre-specified treatment, it begins with a defined measure 
of client progress and works backward to identify which lending practices are associated with 
stronger outcomes among otherwise comparable borrowers. Its credibility rests on population-level 
selection-on-observables diagnostics rather than experimental assignment. Three limitations apply 
wherever PCM findings are cited: (i) it cannot rule out unobservable confounding; (ii) borrowing 
pathway findings are subject to survivorship bias; and (iii) PCM findings have not yet appeared in peer 
reviewed journals. Within these boundaries, PCM contributes an operationally grounded layer of 
evidence that is directionally informative and actionable. Annex A provides a full methodological 
account. 

A note on terminology and evidence scope. This Focus Note uses “inclusive credit” as its governing 
term: credit extended to low-income individuals, households, and MSEs, including microcredit, 
agricultural credit, and digital credit, but not credit to large firms or the general consumer credit 
market. The evidence base is concentrated in microcredit and digital credit studies. Findings may not 
uniformly transfer to other inclusive credit forms, and the note flags where this caveat is relevant. 
Around 40 percent of the 405 Pathfinder credit studies explicitly used the term “microcredit,” while 
many others examined microcredit without using that label. Microcredit is used where the evidence or 
narrative specifically concerns that segment, notably in the historical account in Chapter 2. Where the 
note refers to “credit” for brevity, inclusive credit is assumed. 

THE FIVE-FACTOR FRAMEWORK 
Analysis of the Pathfinder evidence reveals five high-level factors that consistently shape credit 
outcomes: 

• WHO borrows: User demographics and characteristics 
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• HOW credit is structured and delivered: Product design, delivery channels, and bundling 

• WHAT it finances: Use of funds 

• WHERE it operates: Market, regulatory, and other ecosystem contexts 

• WHEN is it helpful: Time horizon 

These factors do not operate in isolation. They function as part of a broader system where their 
intersections determine the extent to which credit supports or undermines positive outcomes. For 
example, a woman’s ability to benefit from credit depends not only on her own capabilities but on 
whether the product protects her control over funds and whether the social context supports her 
economic participation. Similarly, a low-income borrower’s outcomes may depend on whether credit is 
structured to match their cash flows and whether complementary support is available. This chapter 
examines each factor in turn, keeping this intersectionality in view throughout. Annex B contains 
summary tables for the five high-level factors. 

The concept of precision that runs through this note should be understood in probabilistic rather than 
deterministic terms. The five-factor framework identifies conditions associated with higher or lower 
probabilities of positive outcomes. A borrower with prior business experience, a flexible product, and a 
functioning market is more likely to benefit, but outcomes will still vary within such groups. Precision 
means more evidence-informed and better contextualized decisions. It does not guarantee individual 
outcomes. 

Annexes D through I provide outcome-by-outcome summaries of the Pathfinder evidence base, 
covering women’s economic empowerment, entrepreneurship and jobs, poverty reduction, climate 
adaptation and resilience, health, and energy access — outcomes it analyzes at the level of individuals, 
households, and MSEs. These annexes are structured differently from the main text by design. This 
chapter reads across development outcomes, identifying the cross-cutting factors that consistently 
explain why credit helps some borrowers and puts others at risk. Annex C provides a consolidated 
overview of the influencing factors themselves.  

3.2 Who borrows: User demographics and other characteristics  
Who borrows (i.e., gender, wealth, education, life stage, household composition) shapes how credit is 
used and whether it translates into sustained gains or increased risk. The evidence points to three key 
mechanisms through which borrower characteristics shape outcomes: (i) who controls resources; (ii) 
whether there is a viable income or asset base to absorb the loan; and (iii) whether the borrower has 
the capability and timing to convert credit into productive use. These characteristics do not operate in 
isolation. They consistently interact with other factors to shape outcomes, especially context and 
product design and delivery. A note of caution applies throughout: observed outcome differences 
across borrower groups partly reflect the systematically different products each group accesses 
rather than borrower characteristics alone. The evidence identifies who benefits under current 
conditions rather than who could benefit from well-designed credit. 
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These characteristics change slowly, if at all. Some, like wealth, education, and household structure, 
may shift over a lifetime. Others, like sex at birth, remain constant. What they share is relative stability 
compared to the more dynamic factors explored in later sections. Understanding these characteristics 
is essential for targeting lending, product design, and safeguards. Importantly, identifying these 
characteristics is not about sorting borrowers into “good” or “bad” candidates for exclusion, but about 
understanding how to better support different segments, particularly women and low-income 
households, through more precise design and complementary measures. 

GENDER 
Women remain structurally underserved in inclusive credit markets. They receive fewer and smaller 
loans than men, face higher collateral requirements, and access credit on less favorable terms, despite 
evidence of comparable or lower credit risk (Alonso and Dezso 2024). 

Gender is one of the most consistently important modifiers of credit impact. The central finding is that 
credit directed to women is associated with stronger household welfare gains than credit directed to 
men, but only where women genuinely retain control over loan use. Control is shaped by both product 
design (whether disbursement protects women’s autonomy) and context (whether social norms 
support women’s economic roles). Women borrowers are more likely to allocate resources toward 
household welfare. For example, research on migrant households in India found that directing credit to 
female members generated substantially larger gains in household consumption, income, and savings 
than directing equivalent loans to male household members (Bahure 2023). When loans are nominally 

taken out by women but appropriated by male 
household members, welfare gains disappear while 
repayment liability remains: a risk-without-benefit 
pattern that is among the most harmful 
combinations in the literature. 

A qualification is warranted. Outright capture — where men direct loan proceeds to their own uses 
while women bear repayment liability — differs from voluntary reallocation toward a household 
member with greater absorptive capacity. The welfare-relevant concern is the liability-benefit 
mismatch: whether the woman responsible for repayment shares in the income the loan generates. 

Credit directed to women also generates stronger health and human capital outcomes. Evidence from 
South Asia shows that women’s participation in credit programs is associated with higher spending on 
education and improved maternal and child health, whereas comparable positive effects for men’s 
borrowing is less consistently documented. In Bangladesh, wives’ credit increased education spending 
while husbands’ credit reduced it (Porter 2016). Women-owned enterprises with larger firms, higher 
education, and stronger entrepreneurial identity respond particularly well to appropriately sized credit. 
IPA synthesis work finds sizeable long-run gains in profits, employment, and assets when product 
design fits borrower characteristics (Graney et al. 2024). 

The downside risks are equally gendered. Evidence from Cambodia reveals that women in debt-
stressed rural households experienced compounding psychosocial and health deterioration when 

  

When loans are nominally taken out by women 
but appropriated by male household members, 
welfare gains disappear while repayment 
liability remains. 
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servicing loans taken for basic needs and health shocks, particularly where women were nominal 
borrowers with limited control over proceeds (Iskander et al. 2025). 

A structural dimension beyond individual transactions should be noted. In rural Tamil Nadu, India, 
women increasingly function as their households’ primary debt managers, bearing reputational 
consequences of default even where proceeds have been shared or appropriated by others (Guérin, 
Kumar, and Venkatasubramanian 2023). Longitudinal Observatory of Rural Dynamics and Inequalities in 
South India (ODRIIS) data find households devoting around 30 percent of income to debt servicing 
across all sources, a systemic burden invisible in studies measuring individual loan outcomes in 
isolation. 

Restrictive gender norms do not preclude women from benefiting from credit. Rather, they call for 
product design and delivery approaches — direct disbursement, commitment devices, group 
programming, and engagement with male partners — that can work around or shift those constraints 
(Koning, Ledgerwood, and Singh 2021). 

ECONOMIC STATUS 
A borrower’s economic status shapes whether credit supports income generation or primarily serves 
as short-term liquidity support. Evidence suggests that households with a viable asset base and stable 
earning capacity are more likely to productively deploy credit, while those facing extreme poverty or 
chronic income instability face greater risk of debt accumulation. However, outcomes for lower-
income borrowers are not uniformly negative. They depend significantly on how credit is designed, 
what complementary support is available, and whether the broader context enables productive use. 
The critical question is not whether a household is “poor enough” to be excluded from credit, but 
whether the necessary conditions are in place for credit to generate benefit rather than harm, 
including appropriate product design, delivery mechanisms, and accompanying services.  

Evidence also shows that the distribution of income gains from credit is uneven. Research in Vietnam 
and Bangladesh revealed that income gains from microcredit are concentrated among higher-income 
or better-off rural households while impact for the poorest is often statistically insignificant (Cuong 
2008; Roodman and Morduch 2014). Similarly, household-level panel data from China show that a one 
percent increase in debt reduced wealth accumulation for poor households while increasing it for rich 
households (Wu, Yue, and Zuo 2023). These findings should be interpreted with caution. Economic 
status categories are not standardized across studies and may not be comparable across contexts, 
and there is meaningful variance within income segments.  

Evidence from Ethiopia suggests that very low-income households with few assets and limited labor 
use a large share of credit for consumption and often repay by selling livestock or taking new loans 
(Siyoum, Hilhorst, and Pankhurst 2012). In contrast, better-off households are more likely to use loans 
for productive purposes. Similar patterns are reported in multiple countries; without a viable 
productive opportunity and minimum asset base, credit tends to be used to address immediate needs 
and can, in some cases, contribute to problematic debt over time. 
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For households facing extreme poverty, repeated shocks, or chronic income instability, the evidence 
suggests that other interventions, such as grants, social protection, insurance, or income stabilization, 
may need to precede or complement credit before it can play a productive role. 

PRODUCTIVE CAPACITY: BUSINESS SIZE AND EXPERIENCE, FINANCIAL CAPABILITY, AND EDUCATION  
Business size and experience, financial capability, and education are strong moderators of credit 
impact, tilting it from a coping instrument toward a productive investment tool. RCT evidence shows 
that while microcredit has mostly positive or mixed effects on business outcomes overall, gains 
concentrate among borrowers who already have businesses or larger, more profitable firms. Effects for 
inexperienced or very small entrepreneurs are typically negligible or not positive, including in 
agricultural settings (Banerjee, Karlan, and Zinman 2015; Meager 2019). 

Differences in entrepreneurial experience are among the strongest predictors of who can absorb and 
benefit from credit. An Egyptian RCT offering borrowers loans four times larger than they had 
previously taken found negligible average impacts, but machine learning applied to psychometric data 
revealed striking heterogeneity. “Top performer” borrowers, for example, substantially increased 
profits, while poor performers saw profits fall and were more likely to exit (Bryan, Karlan, and Osman 
2024). Conventional lender criteria (e.g., firm size, track record) led to significant misallocation. 
Psychometric assessment of entrepreneurial type was a more reliable predictor of absorptive capacity, 
suggesting this has a dispositional dimension that experience and firm characteristics alone do not 
capture. Similar patterns appeared in Pakistan, where gains from flexible repayment were 
concentrated among more experienced or disciplined entrepreneurs (Bari et al. 2021). More 
experienced operators can identify profitable investments and effectively manage working capital 
while borrowers with little or no prior experience often redirect credit to household consumption, 
meaning credit rarely kick-starts successful new firms. 

Educational level further differentiates who benefits from credit. The mechanism appears to be that 
borrowers with more years of education are better equipped to evaluate investment opportunities, 
manage financial contracts, and navigate market conditions. For example, one study in Vietnam found 
significant income gains only for borrowers with higher levels of education, while borrowers with less 
education showed no clear income effect (Cuong 2008). In Bangladesh, years of schooling and credit 
utilization were significant predictors of post-credit income for women (Islam 2015). Similarly, a study 
in Nigeria found that farmers with higher education levels were both more likely to access credit and 
more likely to use it to adopt climate-smart agricultural practices (Olutumise 2023). 

Further, limited financial capability can constrain or even erode the benefits of credit. Pay-as-you-go 
(PayGo) solar and microcredit evidence indicates that some low-income households underestimate 
total repayment costs, increase spending more than expected, or struggle with contract terms, 
particularly where literacy and numeracy are low. These findings highlight the interaction between 
borrower characteristics and product design. Complex products with opaque pricing carry greater risk 
for borrowers with limited financial capability while simpler, more transparent products and 
complementary financial education can mitigate these risks. 
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LIFE CYCLE: AGE, LIFE STAGE, AND HOUSEHOLD COMPOSITION 
Age, life stage, and household composition moderate credit impact, although findings are often 
context-specific. What appears to matter is the timing of credit relative to the household life cycle. 
Households in phases of asset accumulation and income growth tend to seek investment-oriented 
credit and are more likely to generate sustained gains from it. Those facing high dependency burdens 
or income volatility tend to seek short-term liquidity support, which is more likely to be absorbed into 
immediate needs without building repayment capacity. The same household at different life stages will 
typically be in the market for a different product, and outcome differences across life stages reflect 
both underlying circumstances and the credit those circumstances call forth. The causal logic here 
runs from circumstances to credit demand, not the reverse. Life stage shapes what credit is sought 
and used for; it does not follow that different credit types determine life stage outcomes. Within this 
broader dynamic, responsiveness to credit-enabled innovation peaks in mid-life and declines among 
older household heads, as shown in rural Ghana (Twumasi et al. 2020). 

The timing of borrowing relative to children’s developmental stages also shapes long-run outcomes. 
Evidence from China shows that early parental access to credit, before schooling gaps emerge, can 
reduce long-term education disparities, while borrowing later in the household life cycle yields no 
detectable schooling benefits (You and Annim 2014). 

Household composition introduces more consistent constraints. Larger households with many school-
age children and few earners face tighter budget and labor trade-offs. Studies from Bangladesh, 
Vietnam, and China report associations between microcredit use and weaker education outcomes in 
larger households, particularly where children are drawn into household enterprises to support loan 
repayment (Islam and Choe 2013; Kondratjeva and Chen 2018; Doan, Gibson, and Holmes 2014). 
Similar pressures appear in energy transitions, where larger households face competing demands that 
can limit adoption of cleaner fuels even when credit is available. 

WHO BENEFITS FROM CREDIT: CONCLUSIONS 
Credit most consistently generates gains among borrowers 
with an existing productive base — assets, stable earning 
capacity, prior business experience, higher education — and 
women who retain meaningful control over loan use. Credit is 
primarily a lever; it amplifies existing capacity rather than 
creating it from nothing. 

This does not mean credit is appropriate only for borrowers who are better off. Structured with 
complementary support — business skills, financial education, insurance, direct-payment 
mechanisms, gender-sensitive design — credit can build borrower capability over time and extend 
benefits to groups that would otherwise face higher risk. 

For households facing extreme poverty, repeated shocks, or chronic income instability, credit alone 
rarely generates sustained gains and may cause harm. Grants, social protection, or income stabilization 
may need to precede or complement credit. Graduation programs (schemes that sequence asset 
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transfers, savings, training, and psychosocial support before introducing credit) — most prominently 
the Bangladesh Rural Advancement Committee (BRAC) model — provide the strongest evidence for 
this, with rigorous long-run results from the Bandhan program in India (Banerjee, Duflo, Goldberg, et al. 
2015; Bandiera et al. 2017). 

Outcomes depend not on borrower characteristics alone but on how those characteristics interact 
with product design, context, and enabling conditions. 

3.3 How credit is structured and delivered 
Product design and delivery are among the most potent and actionable factors determining credit 
outcomes. The evidence consistently shows that how credit is designed matters at least as much as 
whether it is provided at all. FSPs have considerable agency over these features, making this a domain 
where evidence can directly translate into improved practice. Agency is necessary but not sufficient; 
incentive structures, competitive dynamics, and regulatory environments shape whether providers 
exercise that agency in borrower-beneficial ways. 

Design features do not operate in isolation. Their effects depend on who borrows, what the credit is 
used for, and what broader context it operates in. A product that works well for experienced 
entrepreneurs in a well-regulated market may generate harm for first-time borrowers in saturated 
markets with weak supervision. 

REPAYMENT FLEXIBILITY 
Grace periods and more flexible repayment schedules often improve investment and profit outcomes, 
particularly for borrowers pursuing higher-return, more illiquid investments who face short-term 
liquidity pressure. At the same time, grace periods can raise default rates and require careful targeting 
and risk management. Matching repayment to borrowers’ actual cash flows, such as seasonal 
schedules for farmers and monthly cycles for borrowers with regular income, is associated with higher 
investment, higher profits, and reduced default rates. In Pakistan and Bangladesh, flexible repayment 
substantially increased business capital (by up to 80 percent relative to control groups) and profits (by 
25 to 55 percent) (Bari et al. 2024; Battaglia, Gulesci, and Madestam 2024). Rigid weekly schedules 
have been linked in multiple studies to higher repayment stress and, in some contexts, to lower sales, 
profits, and working capital (Field et al. 2013; Banerjee, Karlan, and Zinman 2015). 

“Debt juggling” (i.e., taking new loans to service existing ones) is a related mechanism. When 
repayment schedules do not align with income flows, borrowers take new loans to service existing 
ones, amplifying the real cost of borrowing in ways rarely traced by official interest rates and short-
term evaluations (Guérin, Kumar, and Venkatasubramanian 2023). 

Flexibility is especially critical for women and rural households. Women’s income patterns are often 
more irregular and integrated with household consumption needs, and agricultural households face 
seasonal cash flow mismatches with standard repayment structures. However, flexibility most often 
benefits more experienced, capable borrowers. First-time or lower-capability clients sometimes 
perform better under structured, fixed contracts that limit overborrowing and establish repayment 
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discipline. The optimal repayment structure therefore depends on who is borrowing, not only on 
product design itself. 

How an institution responds to missed payments also shapes outcomes. CGAP’s PCM evidence from 
five diverse financial institutions found that delinquency trajectory — whether a borrower is 
recovering or deteriorating across successive loan cycles — is a stronger predictor of downstream 
outcomes than any individual delinquency event. It also found that rigid zero-tolerance delinquency 
policies were consistently associated with worse client outcomes. Context matters for interpretation. 
For agricultural borrowers with seasonal income, for example, repayment variability is inherent. For 
workers with predictable income, a missed payment carries a different signal. In one group lending 
program, clients with access to late payment recalculation mechanisms achieved progression targets 
at rates 31 to 72 percentage points higher than those on rigid schedules, although as observational 
PCM evidence this cannot rule out underlying differences between the two groups. Repayment 
monitoring and institutional response should be calibrated to income profile and livelihood type, 
distinguishing distress-driven delinquency from cash flow variability rather than enforced through 
uniform rules. 

DIGITAL CHANNELS AND DIGITAL CREDIT 
 “Digital” lending covers a wide spectrum, from fully algorithmic lending with no human touchpoints to 
the use of digital channels within an otherwise conventional model. For clarity, digital delivery refers to 
the use of electronic accounts (e.g., mobile money, bank accounts, digital wallets the borrower 
controls) for disbursement and repayment. Digital credit as a product category refers to 
algorithmically underwritten, typically short-tenor loans disbursed via mobile platforms, often without 
loan officer involvement. The two have different implications for borrowers. 

As a delivery channel, digital disbursement reduces transaction costs, expands geographic reach, and, 
where funds flow into borrower-controlled accounts, enhances the privacy and security of loan 
proceeds. PayGo financing further extends these benefits, combining digital payment collection with 
remote asset control to convert prohibitive upfront costs into manageable periodic payments. These 
models have been especially effective for solar home systems. A Ugandan RCT found that disbursing 
loans into women-controlled digital accounts increased business profits by 15 per cent and capital by 
11 per cent relative to cash disbursement to the same women, with the largest gains for women who 
reported strong sharing pressure at baseline (Riley 2024). This is a finding about channel design since 
the same loan, routed differently, produced materially different outcomes. Evidence from women-

focused fintechs similarly showed that tailoring repayment 
schedules to irregular revenue cycles can expand responsible access 
(Dalberg 2024). Digital accounts are not universally accessible, 
however; exclusion of borrowers without devices or connectivity is a 
real risk. 

Digital credit as a product category introduces a distinct set of risks. Short-tenor, high-cost products 
can trap borrowers in refinancing cycles. The speed and automation of digital disbursement, combined 
with limited human touchpoints, compounds these risks for borrowers with limited financial capability 
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or where consumer protection is weak. Borrowers are frequently unaware of terms, fees, and penalty 
structures, and algorithmic decisioning reduces opportunities to contest or seek recourse against 
lending decisions. Together, these features can allow exploitation and over-indebtedness to rapidly 
scale where regulatory and supervisory safeguards are absent (Duflos et al. 2024; Cassara, Zapanta, 
and Garz 2024).  

The evidence is not uniformly negative. For example, well-governed algorithmic underwriting in a 
Chinese state bank simultaneously increased approval rates and reduced default rates by drawing on 
nontraditional signals (Li et al. 2024). The key distinction is between well-governed systems that can 
more fairly extend credit to previously excluded borrowers and opaque, under-regulated systems — 
often non-bank fintechs — where the absence of transparency and oversight creates conditions for 
exploitation and denial of recourse. Digital credit works best when accompanied by transparent 
pricing, robust consumer protection, adequate supervisory enforcement, and sufficient borrower 
financial capability. 

BUNDLED SERVICES AND COMPLEMENTARY SUPPORT 
Bundling credit with training, insurance, or advisory support has repeatedly been shown to improve 
both who benefits and how credit is used because credit alone is often insufficient to address the 
capability gaps, risk exposure, and information asymmetries that prevent borrowers from converting 
loans into productive gains. Syntheses of randomized and quasi-experimental evaluations find that 
standard microcredit contracts produce modest average effects on profits and virtually no impacts on 
consumption or poverty. However, impacts are substantially larger when credit is combined with 
business management, financial capability, or life skills training that is recurrent, market-oriented, and 
adapted to clients’ time and mobility constraints (Jayachandran 2021; Banerjee, Karlan, and Zinman 
2015). 

In agriculture, bundling credit with climate insurance and advisory support can change both who 
borrows and how loans are used. Risk-contingent credit designs that link repayment obligations to 
weather or yield indices allow insurance payouts to cover part of loan obligations in bad years, 
reducing default risk and making credit accessible to risk-rationed farmers who would otherwise avoid 
borrowing (Ndegwa et al. 2024; Shee, Turvey, and You 2019). A related design — pre-committed 
emergency credit lines that automatically activate after a verifiable shock — achieves similar risk-
reduction effects without requiring up-front insurance purchase. A large-scale RCT with BRAC in 
Bangladesh found that access to a guaranteed, post-flood emergency loan led treated farmers to 
expand cultivated land by 18 percent and crop production by 19 percent, with the product proving 
profitable for the lender — a rare combination of client benefit and institutional viability (Lane 2024). 
However, experience shows that added complexity can hinder uptake and claims as farmers often do 
not know bundled insurance is included or how to trigger payouts. Training and advisory support 
delivered alongside credit increase adoption of climate-smart practices by helping smallholders plan 
investments, interpret climate information, and integrate new technologies. 

For women in restrictive social contexts, credit alone often cannot overcome entrenched norms 
around mobility, decision-making, and asset control, and in some settings has triggered backlash. 
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Stronger and more durable gains in agency occur when economic services are bundled with 
components that explicitly work on norms, such as engaging male partners and community leaders, 
building women-only support groups, and creating opportunities for public participation (Chang et al. 
2020; Jayachandran 2021). 

The history of bundling is, however, mixed. Bundling has been used to force acquisition of add-on 
products, mis-sell insurance, and exploit information asymmetries. There are documented cases where 
expensive and opaque credit-linked insurance was effectively mandatory, and where digital credit 
apps layered fees and “protection” products onto captive users (Cassara, Zapanta, and Garz 2024). 
Patterns like these arise when provider incentives are misaligned and conduct rules are weak. Effective 
bundling therefore depends not only on thoughtful product design but on regulatory and supervisory 
safeguards that prohibit conditioning access to credit on unrelated products and that require clear 
consent and stand-alone value for any bundled element. 

CREDIT PARAMETERS: LOAN SIZING, LOAN STRUCTURE, AND SECURED VS. UNSECURED CREDIT 
Loan size must match both opportunity and capacity. Larger loans can generate sizeable gains for 
screened, higher-ability, or more experienced borrowers but are risky or harmful when broadly given to 
clients without such profiles (Bryan, Karlan, and Osman 2024). “Large but patient” loans tailored to 
business cycles work very differently from large, rigid, short-tenor loans. PCM evidence adds a 
complementary insight: the risk of lending too little may be at least as consequential as the risk of 
lending too much. Insufficient capital relative to the borrower’s productive opportunity was the single 

most consistent predictor of poor outcomes across the five 
partnerships. Progressive scaling of around 30 to 50 percent per 
loan cycle outperformed both flat loan sizes and rapid jumps of 
100 percent or more, and minimum loan floors needed to exceed 

survival-level amounts for credit to serve a developmental rather than merely coping function. 

Whether credit is secured or unsecured has significant implications for outcomes. Secured lending, 
including asset-collateralized loans, leasing, and PayGo finance, can support larger loan sizes and 
strong repayment among borrowers without traditional collateral. For example, an asset-collateralized 
water tank loan in Kenya requiring only a 4 percent cash deposit achieved over 40 percent uptake and 
virtually no repossessions while remaining commercially viable (Jack et al. 2023). Unsecured credit is 
essential for including borrowers without assets but carries higher credit risk and is particularly prone 
to predatory pricing and over-indebtedness when consumer protection is weak, a well-documented 
pattern in algorithmic mobile lending markets. 

INTEREST RATES AND PRICING 
Interest rate levels have received substantial attention in the microcredit debate, but the evidence on 
their consequences for borrower outcomes is more nuanced than typically acknowledged by either 
advocates of rate caps or their opponents. Rate caps risk reducing access. If a ceiling falls below the 
rate at which lenders can profitably serve higher-risk borrowers, those borrowers may be excluded 
from formal credit markets (Alper et al. 2019; Maimbo and Gallegos 2014). Whether that exclusion 
harms or protects them is genuinely contested and varies by context. Barboni and Agarwal (2023) find 
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that loan flexibility — specifically the ability to defer repayment — matters as much as rate level for 
borrower outcomes, suggesting that structural design features interact with price in ways that make 
rate-only analysis incomplete. 

Rates clearly matter when they are predatory. APRs above 200 percent documented in some digital 
credit markets are harmful regardless of other product features. Within the range typically charged by 
responsible institutions, however, rate differences appear less important than structural design, 
borrower capability, and context. What matters more is debt service capacity relative to income; rate 
trajectory over time, including whether declining rates signal institutional recognition of progression; 
and whether the borrower’s overall credit mix is becoming less expensive as the relationship matures. 
PCM evidence across all five partnerships is consistent: interest rate level consistently ranked below 
loan structure, sizing, and growth trajectory as a predictor of client success. These findings should be 
interpreted with caution as they reflect the rate ranges observed among five partners and do not 
address predatory pricing. 

A further interpretive caveat: if these partner institutions were already implementing risk-based 
pricing at the time of data collection, the finding that rate level is a weak predictor of client outcomes 
may partly reflect that rates already incorporated borrower risk, leaving limited independent predictive 
variance for rate level alone to explain. Policy attention narrowly focused on rate reduction may 
therefore be less effective than a broader agenda simultaneously addressing product structure, 
transparency, and the enabling environment. 

LOAN MATURITY AND TENOR 
Matching tenor to the expected return profile of the user is a core design principle. For MSEs with 
short order-to-cash cycles, short tenors may be entirely appropriate. For productive investments with 
longer gestation periods — business equipment, climate-smart agricultural inputs, education — short 
tenor creates mismatches that force premature repayment from income not yet generated. Evidence 
from India shows that when repayment structures better accommodate irregular business cash flows 
through grace periods or flexible schedules, borrowers are more likely to undertake higher-return 
illiquid investments without raising default rates (Barboni and Agarwal 2023). Extending tenor is not a 
free choice on the provider side. Many non-deposit-taking MFIs depend on short-term wholesale 
funding, which creates asset-liability mismatches, and many MSEs genuinely need short-term working 
capital rather than long-dated debt. The appropriate response is to match product to purpose, 
designing maturity and repayment to fit the underlying cash flow pattern rather than assuming longer 
is always better. 

INSTITUTIONAL CONDUCT AND RESPONSIBLE PROVISION 
Product design analysis captures only part of the 'how' dimension. FSP institutional conduct — how 
providers behave toward clients, and the incentive structures behind that behavior — shapes  

outcomes independently of product features. Institutional conduct is addressed last in this section not 
because it is less important than product design but because it is more fundamental. The best 
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designed product in the hands of a provider with misaligned incentives will reliably underdeliver — and 
the worst market outcomes on record were conduct failures before they were anything else. 

Inadequate transparency about credit pricing and terms is associated with higher effective prices and 
poor product choices. The burden disproportionately falls on women, who face systematic 
overcharging where pricing is opaque (Bertrand et al. 2010; Bill & Melinda Gates Foundation 2024). In 
Ghana, a transparency intervention in mobile financial services reduced misconduct by 72 percent, 
with the largest welfare gains accruing to female clients (Annan 2025). Studies in East Africa found 
that digital credit products with opaque fee structures were associated with high rates of late 
repayment and default, while simple improvements to disclosure design materially reduced default 
rates (Kaffenberger and Totolo 2018; Mazer and 
McKee 2017). Aggressive expansion targets, 
commission-based loan officer incentives, and 
coercive collection practices can undermine even 
well-designed products. In fact, the market failures 
documented in Chapter 2 were primarily conduct 
failures, not product design failures. 

A related and underappreciated dimension concerns FSP conduct during climate shocks. The standard 
response — intensifying collections and withdrawing from affected areas — is understandable as a 
short-term balance sheet measure but tends to compound client harm and deepen portfolio 
deterioration. Following the 2022 floods in Pakistan, 40 percent of MFIs reduced or stopped lending to 
climate-affected sectors at the exact moment clients needed capital to recover (Notta and Zetterli 
2025). PCM evidence points toward the positive. In one group lending partner, loan officer tenure of 
nine or more years was associated with improvements in outcomes of up to 44 percentage points for 
the most vulnerable clients (Note: this cannot rule out that longer-serving officers systematically 
differ from shorter-serving ones). In a second partner, customer care quality involving staff 
competence, rapport, and fair treatment emerged as a leading driver of outcomes in nine out of 11 
countries. How services are delivered matters as much as what is delivered. 

HOW CREDIT IS STRUCTURED AND DELIVERED: CONCLUSIONS 
The evidence reinforces a finding that runs throughout this Focus Note: outcomes are shaped by the 
interaction of multiple factors rather than by any single design feature. Repayment flexibility raises 
investment and profits for experienced borrowers but can encourage overborrowing among first-time 
clients. Digital delivery protects women’s autonomy and expands access in some contexts while 
generating refinancing traps in others. Bundled services can multiply credit’s effectiveness but add 
complexity that may depress uptake among borrowers who most need risk mitigation. Larger loans 
generate sizeable gains for screened, higher-ability borrowers and near-equivalent losses for those 
without the profile to absorb them. In each case, a feature that is beneficial under one set of 
conditions becomes neutral or harmful under another. 

The challenge for providers is calibration: matching the full package of product characteristics — 
repayment structure, delivery channel, bundled support, loan size, pricing transparency — to the 

  

In Ghana, a transparency intervention in 
mobile financial services reduced 
misconduct by 72 percent, with the 
largest welfare gains accruing to female 
clients. 
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borrower’s profile, intended use, and operating context. This requires ongoing monitoring to learn what 
works for whom. It also requires an active reading of contextual factors (e.g., regulation, market 
conditions, social norms around women’s use of credit) as variables that shape what any given product 
configuration can achieve, rather than stable “givens” that can be assumed away. 

3.4 What credit finances: Use of funds 
What credit is used for may be the most consistent cross-cutting predictor of outcomes. Across 
contexts, credit tends to generate the strongest positive impacts when it finances investments that 
expand productive capacity, strengthen human capital, increase mobility, and enable the adoption of 
climate-smart practices. A third category deserves explicit recognition: credit used to build resilience, 
in other words, financing investments that reduce vulnerability to shocks and improve recovery 
capacity over time, such as climate-smart inputs, water storage, diversification assets, or the 
restoration of productive equipment after a crisis. Resilience-building credit is conceptually distinct 
from both productive investment, where the return is measured in income, and consumption 
smoothing, where the logic is emergency coping. Its returns are partly counterfactual, measured in 
shocks that do not occur or faster recoveries. Credit for occasional consumption smoothing or 
emergency coping can also serve a legitimate protective function, helping households to avoid 
distress asset sales or maintain children’s schooling during isolated shocks. However, when repeated 
borrowing for consumption or shock-coping substitutes for income growth or social protection over 
time, credit can entrench vulnerability. 

The critical distinction is not between “productive” and “consumption” use as binary categories, but 
between uses that build capacity over time and repeated uses that service immediate needs without 
generating returns to cover borrowing costs. Use of funds also interacts with borrower characteristics, 
product design, and context. A productive investment loan to a capable borrower in a supportive 
market context generates very different outcomes than the same loan in a depressed economy or a 
loan to a borrower without the capability to deploy the capital. 

Lenders can exert greater control over how credit is used when loans are delivered in kind or through 
structured value chains. In cash-based microlending, however, control is much weaker. Although most 
microcredit is formally designated for business or productive purposes, fungibility of money means 
borrowers can, and often do, redirect funds to consumption, household expenses, school fees, or debt 
repayment. In practice, lenders typically have limited visibility into how loans are ultimately used. An 
alternative is to ensure the availability of a sufficiently diverse mix of instruments so borrowers can 
self-select the type of credit that best matches their circumstances rather than use business credit for 
consumption by default. 

PRODUCTIVE INVESTMENT 
When directed toward equipment, inventory, technology, and climate-smart agricultural practices, 
credit often produces positive returns on business outcomes. A randomized evaluation of microcredit 
for small businesses across six countries showed that expanded credit access increased business 
investment, scale, and profits (Banerjee, Karlan, and Zinman 2015). Wider evidence from the Impact 
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Pathfinder shows that asset-collateralized loans for equipment have dramatically increased durable 
asset ownership with strong repayment patterns. These types of productive investments often require 
larger loan sizes because many capital expenditures are invisible and must be paired with sufficient 
working capital.  

Credit can enable purchase of improved inputs and technologies that both raise productivity and 
strengthen resilience to climate variability. Pathfinder evidence from Ethiopia, for example, suggests 
that farmers with access to credit employ significantly more climate adaptation strategies than their 
credit-constrained peers (Negera et al. 2025). The practices supported include improved drought-
tolerant seed varieties, micro-irrigation systems that enable dry season cultivation, soil conservation 
measures, and climate-informed planting schedules. Evidence suggests that use of credit for climate-
smart practices works best when it is timely, appropriately sized, and flexible; paired with climate 
information, agronomic advice, and/or insurance; and delivered through trusted group-based or 
community structures such as village savings and loan associations (VSLAs). A methodological caveat 
applies, however. Not all studies clarify whether credit was specifically directed toward climate-smart 
practices or whether adopting farmers simply had access to general-purpose credit alongside other 
resources, a distinction that matters for replicability. 

Returns from productive investment are strongest for borrowers with the experience and capability to 
effectively deploy capital, and loan sizing is critical. Favorable market conditions, such as demand, 
stable prices, and strong supply chains and market linkages, are clearly important. Even well-structured 
investment credit can fail to generate returns in depressed markets with limited demand or where 
infrastructure is weak.  

HUMAN CAPITAL AND MOBILITY 
Credit used for education and mobility also reflects the gains resulting from forward-looking 
investments. A loan program in Colombia enabled credit-constrained youth to complete tertiary 
education and enter better-paid formal jobs, with beneficiaries earning substantially higher starting 
salaries and having lower dropout rates than similar nonrecipients (Sánchez Torres and Velasco 2014). 
Education loans that directly pay tuition fees significantly raise women’s enrollment and narrow 
gender gaps in tertiary education access, with particularly strong effects among lower-income 
women. This direct payment mechanism shows how the manner in which credit is delivered can enable 
forward-looking investments by ensuring credit finances its intended purpose while reducing diversion 
risk.  

Credit for mobility, particularly vehicular, unlocks new economic and social opportunities for women 
by enabling them to travel outside the home (e.g., to access otherwise unreachable formal labor 
markets). While these investments may not produce immediate income gains, they can generate 
substantial long-term benefits through the empowerment they support. 

CONSUMPTION SMOOTHING AND SHOCK RESPONSE 
The relationship between credit and consumption is nuanced. When households face isolated shocks 
— a single health emergency, a short-term flood, temporary unemployment, business income shortfall 
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— borrowing to maintain consumption can be an appropriate coping strategy that prevents more 
damaging responses such as distress asset sales, reduced nutrition, or pulling children from school. For 
example, evidence from rural Vietnam demonstrates that during illness episodes, households with 
credit access maintained stable non-healthcare consumption by using borrowing to cover immediate 
medical expenses (Thanh and Duong 2017). 

However, risks arise when credit is repeatedly used for consumption or recurrent shock-coping 
without an underlying pathway to income growth or asset accumulation. In Cambodia, evidence 
shows that many smallholders using microcredit as a coping strategy in the face of recurrent shocks 
experience high over-indebtedness, reduced consumption, forced asset sales, and, in some cases, loss 
of land (Green and Bylander 2021; Bylander et al. 2019). The key variable is not the use of funds at any 
single point but the pattern over time. Episodic credit can be protective for a genuine one-off shock 
with a plausible path back to normal income. Structural reliance on credit to bridge a persistent 
shortfall simply accumulates debt while the underlying problem remains unresolved. The Cambodian 
evidence cited is primarily observational and qualitative, documenting the mechanisms through which 
repeated coping credit becomes harmful rather than establishing causal estimates. 

The key distinction is not between productive and consumption uses nor between occasional and 
repeated borrowing, but between credit that is well matched to the borrower’s cash flow cycle and 
capacity to repay and credit that chronically substitutes for income or safety nets. Purpose-linked 
short-tenor credit — instalment financing, revolving working capital, emergency facilities with defined 
repayment paths — is not inherently problematic even when repeatedly used, provided it is sized to 
capacity and does not accumulate net debt. The risk profile deteriorates when credit repeatedly 
bridges a persistent income deficit rather than a bounded shortfall where obligations compound while 
the underlying problem remains unresolved. Risk is even greater for very low income households 
lacking safety nets or facing high-frequency shocks. 

RECOVERY CREDIT: A DISTINCT CHALLENGE 
Credit deployed to rebuild productive assets or working capital after a shock presents distinct design 
challenges. Without careful underwriting, recovery lending compounds harm when borrowers at 
maximum income constraint take on debt they cannot repay — the pattern that ad hoc FSP 
emergency lending tends to produce. Well-designed programs tell a different story. They establish 
underwriting criteria calibrated to the post-shock context: borrower character, track record, and 
opportunities in the new economic landscape rather than past income. Productive use requirements 
and active monitoring complete the package. Crucially, all of this is established before a shock occurs. 
Evidence from more than a decade of structured recovery programs shows repayment rates of 95 to 
99 percent, often above pre-disaster benchmarks. For example, Haiti’s largest microfinance institution, 
Fonkoze, achieved 97 percent repayment on 11,000 recovery loans after the country’s 2010 
earthquake. Similarly, recovery loan recipients in Nepal reported incomes 115 percent higher than 
nonrecipients following the 2015 earthquake (Zetterli et al. 2026). Reactive, ad hoc post-disaster 
lending is the risky response while deliberate recovery products with pre-established criteria can be 
both commercially viable and developmentally effective. 
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WHAT CREDIT FINANCES: CONCLUSIONS 
The evidence shows that what credit is used for is a powerful predictor of outcomes, however not an 
independent one. Productive investment credit generates the strongest and most consistent returns 
but only when borrower capability, loan size, and market conditions align. Human capital and mobility 
credit can transform long-term trajectories, yet its returns depend on functioning labor markets and 
delivery mechanisms that ensure funds reach their intended purpose. Resilience-building credit 
occupies a third position: its returns are protective and partly counterfactual, requiring evaluation 
frameworks that capture avoided shocks and faster recoveries alongside income gains. Consumption 
credit can serve a legitimate protective function when it bridges isolated shocks but becomes harmful 
when it chronically substitutes for income growth or social protection. 

Providers, funders, and regulators should avoid treating the use of funds as a binary 
productive/consumption distinction. The diagnostic question is whether use builds capacity over time 
or primarily services immediate needs without generating returns to cover borrowing costs.  

3.5 Where credit operates: Context 
Wider contexts, such as regulation, institutional infrastructure, market characteristics, climate risks, 
and social norm regimes, influence whether credit expansion supports or undermines development 
outcomes. These factors vary by location and shape whether borrower capacity and product design 
can translate into positive gains. 

Evidence across all outcomes examined shows that even well-structured credit may fail in weak 
regulatory environments or high-shock contexts, or when market conditions and social norms create 
barriers for borrowers. Conversely, strong enabling environments can partially compensate for weaker 
borrower profiles by providing safeguards, information, and complementary support. Context is a 
primary determinant of impact. 

REGULATION, SUPERVISION, AND CREDIT INFRASTRUCTURE 
Consumer protection measures — transparency requirements, responsible lending standards, 
effective supervision, accessible redress mechanisms — can substantially enhance credit’s 
contribution to welfare. Evidence from Ghana shows that mandatory price disclosure reduced 
transaction fees by around 40 percent (Annan 2025). A multi-country review of mobile instant credit 
finds widespread problems of hidden prices, post-contract exploitation, and data-protection risks, 
concluding that robust rules and active supervision are essential as access expands (Cassara, Zapanta, 
and Garz 2024). Price caps are one response to predatory pricing but they carry risks. Caps set too 
low can exclude higher-risk borrowers and displace rather than prevent harm, making disclosure 
requirements and active supervision more reliably effective instruments. 

At the system level, strong prudential regulation amplifies credit’s positive effects on growth and 
stability. In Sub-Saharan Africa, credit uptake improves financial system stability primarily where 
supervisory enforcement is active (Damane and Ho 2024; Ofoeda, Mawutor, and Ohenebeng 2024). 
Where enforcement is weak, rapid expansion enables predatory lending, generates defaults and 
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portfolio deterioration, and ultimately raises borrowing costs for households the inclusive finance 
policies intend to serve (Hua, Bi, and Shi 2023; Siddiki and Bala-Keffi 2024). 

A responsible credit environment also requires clear licensing standards, capital and governance 
requirements, and, critically, gender-disaggregated loan-level data, which many supervisory 
authorities currently lack. Financial literacy is a further component, although standalone programs 
show mixed results. Effects are most consistent when integrated with product delivery. 

Two infrastructure priorities serve distinct functions. First, open finance frameworks — account 
aggregation, interoperability, access to transaction histories — enable cash flow-based underwriting 
for borrowers without formal credit histories. Early evidence from Brazil and India suggest meaningful 
gains in access and cost (Medine and Plaitakis 2023). Second, credit information systems, including 
bureaus, registries, and cross-lender reporting, serve systemic stability, preventing unsustainable 
cross-borrowing from accumulating undetected until market-level crises emerge (McIntosh and 
Wydick 2005; Schicks 2010). Both types of infrastructure are necessary; neither substitutes for the 
other.  

The findings in this subsection are directional rather than definitive. The Impact Pathfinder treats 
regulatory and enabling environment conditions as contextual moderators rather than independently 
evaluated interventions, so the evidence on which specific regulatory choices improve borrower 
outcomes is substantially thinner than the evidence on product design and borrower characteristics. 
Policymakers should hold these findings with appropriate caution. 

MARKET CHARACTERISTICS 
Market characteristics operate on two distinct levels: (i) as structural infrastructure that is largely fixed 
and beyond the reach of individual lenders or borrowers to alter (e.g., output markets, transport links, 
agro-ecological conditions); and (ii) as market conditions that are more fluid and time-varying but 
equally capable of determining whether credit generates returns (e.g., competitive dynamics, 
macroeconomic shocks, climate events). Where structural market infrastructure is absent, credit 
frequently fails to generate gains regardless of product design. In Uganda, microcredit for women 
agricultural borrowers did not increase profits, yields, or commercialization. The binding constraint was 
absent output markets, not credit access; borrowers thus faced surplus crops they could not sell and 
redirected loans to consumption (Namayengo et al. 2023).  

Indonesia’s Kredit Usaha Rakyat (KUR) program illustrates the same dynamic at scale. Households in 
Kalimantan, Sulawesi, and Maluku-Papua showed significant increases in energy use and economic 
activity while those in parts of Java and Bali-Nusa Tenggara showed no or negative effects, reflecting 
differences in infrastructure, economic structures, and market access (Setyawati and Hartono 2025). 
As KUR is a heavily subsidized government guarantee scheme, results should be cautiously applied to 
commercial contexts. In Vietnam and India, returns to credit similarly varied with agro-ecology and 
proximity to markets — structural features individual lenders cannot alter (Luan, Bauer, and Kühl 2016; 
Tran, Wang, and Nguyen 2015). 
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More fluid and time-varying, market conditions affect credit impact through competitive dynamics 
and climate or macroeconomic shocks. In highly competitive markets, rapid credit expansion weakens 
lender screening and is associated with lower systemic stability (Feghali, Mora, and Nassif 2021).  

CLIMATE STRESS AND SHOCK EXPOSURE 
Climate shocks do not simply create demand for credit; they alter what credit does. The same 
instrument that reliably supports productive investment under moderate climate variability can 
become a source of harm under severe or repeated stress. How climate context shapes credit’s impact 
is best understood across three phases. 

First, before a shock, credit strongly amplifies adaptation. Farmers with access to formal credit in 
Kenya were approximately three times more likely than non-borrowers to adopt multiple climate-smart 
practices such as intercropping, rainwater harvesting, and terracing (Waaswa et al. 2024). FSPs that 
develop deliberate climate risk assessment and product adaptation approaches are commercially and 
developmentally better positioned than those that withdraw when conditions deteriorate. CGAP 
research in Pakistan found that 40 percent of MFIs reduced or stopped lending to climate-affected 
sectors, a reactive response that compounds client hardship while eroding the institution’s own 
addressable market (Notta and Zetterli 2025). 

Second, during a climate shock, credit can help households maintain production and avoid negative 
coping strategies such as distress asset sales, but as shocks become more covariate and severe, debt 
accumulates faster than income recovers. Contingent credit instruments, where repayment 
obligations are tied to a climate or price index, can protect borrowers and lender portfolios in bad 
years (Shee, Turvey, and You 2019), although they typically require some subsidy to remain affordable.  

Third, after a shock, recovery credit deployed without adequate underwriting risks compounding harm. 
Structured programs with preestablished criteria and productive use requirements show repayment 
rates of 95 to 99 percent in the evidence (Zetterli et al. 2026). 

In high-frequency shock environments, credit alone is insufficient. Grants, safety nets, community risk 
pooling, and risk layering with index insurance all become increasingly necessary as climate severity 
rises. The practical implication is that climate context warrants the same analytical attention as 
borrower characteristics and product design. 

SOCIAL NORMS 
Social norms heavily impact women. Credit produces its strongest gains for women where these 
norms already support women’s economic roles and is weakest or potentially harmful where norms are 
most restrictive. Evidence from rural India illustrates the stakes: women who were able to safeguard 
control over loan proceeds saw significant improvements in assets and income while those unable to 
shield funds experienced limited or negative impacts. The difference was driven not by individual 
characteristics but by the normative and household environment (Garikipati 2013). Product design can 
partially offset restrictive norms. Direct disbursement into women’s own accounts, commitment 
devices, and group lending that expands mobility and public participation have each been shown to 
improve outcomes where norms would otherwise redirect the benefit (Garikipati 2013; Vaessen et al. 
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2014). Well-designed credit can also contribute to shifting norms over time, particularly when 
combined with gender-norms programming and community engagement (Ashraf, Karlan, and Yin 
2010). 

Gender norms are the most extensively documented social dimension, but caste, ethnicity, religion, 
and loan officer attitudes and implicit bias also shape who accesses credit and on what terms. The 
evidence on these factors is limited, reflecting a gap in the literature rather than evidence of their 
irrelevance. 

WHERE CREDIT OPERATES: CONCLUSIONS 
Context is not a residual but one of the primary determinants of impact, as evidenced in Uganda, 
where credit failed women agricultural borrowers due to absent output markets; in Cambodia, where 
repeated climate shocks converted productive credit into a debt trap; and in South Asia, where 
restrictive gender norms determined whether women could capture any benefit. PCM evidence adds a 
further dimension, as context does not merely shift the level of outcomes but reshapes which factors 
carry the greatest marginal impact for a given population. The same institution applying the same 
product suite can find that delinquency tolerance is the critical lever for one client segment while loan 
sizing is the critical lever for another. The five factors cannot be applied as a universal checklist; their 
relative importance must be diagnosed for each client segment and context. 

A strong enabling environment can partially compensate for weaker borrower profiles — through 
disclosure regimes, safety nets, group-based approaches, and norms-shifting programs — shaping 
not only whether credit generates returns, but who captures them and who bears the risks. Where 
shocks are frequent and credit repeatedly used for coping rather than investment, grants, safety nets, 
and community risk pooling may need to precede credit. 

Where complementary interventions are absent and the enabling environment cannot reasonably be 
improved in the near term, deploying credit to vulnerable borrowers is, by definition, not precision-led. 
The responsible course may be to sequence other instruments first or to invest in building enabling 
conditions before scaling credit access. 

3.6 When credit helps: Time horizon 
Time horizon is one of the most important and most commonly neglected dimensions of credit impact 
assessment. Time operates through three distinct mechanisms. The first is accumulation of outcomes: 
the same credit product that appears neutral at 18 months can reveal benefit or harm at three years or 
six years. The second is the time profile of credit use: whether credit finances a purpose that 
generates returns within or beyond the loan period. Here, contrast matters. Productive investment 
gradually builds returns, rewarding longer horizons; repeated coping credit compounds obligations 
without resolving the underlying gap. The third mechanism is the borrower’s multicycle trajectory: 
long-run welfare shaped by how borrowers progress or deteriorate across repeated cycles, not by any 
single loan event, a dimension invisible in cross-sectional studies. Each mechanism has distinct 
implications for product design, evaluation, and supervision. 
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THE TEMPORAL ASYMMETRY 
Unlike insurance or social protection, credit generates a financial obligation that must be serviced 
regardless of whether the purpose for which it was taken succeeds. Time therefore operates 
asymmetrically. When credit finances productive investment, returns gradually accumulate and time 
works in the borrower’s favor. When repeatedly used to cover a persistent income shortfall or recurrent 
shocks, obligations accumulate while the underlying problem remains unresolved (Duvendack et al. 
2011; Duvendack and Mader 2019). 

The key distinction is between episodic and structural use. The relevant question is not short vs. long 
tenor but whether credit is matched to a purpose that generates the capacity to repay. Credit used for 
a one-off shock can be protective, preventing distress responses that would otherwise deplete 
productive assets. The same product repeatedly used to bridge a persistent income shortfall creates a 
different dynamic. Repayment obligations compound while the underlying gap remains, and the 
borrower moves from managing liquidity to servicing debt. In rural India, households using credit for 
health shocks had significantly higher debt a year later and were five times more likely to have taken 
on additional debt (Dhanaraj 2016). Systematic reviews find that the longer clients remain in debt 
purely for coping, the more likely benefits diminish and eventually turn negative (Stewart et al. 2010; 
Duvendack and Mader 2019). 

The Hyderabad microcredit experiment illustrates the positive side of the asymmetry. At 18 months 
and at three years, treatment effects were near zero for most households. At the six-year follow-up, 
households with preexisting businesses owned firms with 35 percent more assets and twice the 
revenues of the control group (Banerjee et al. 2019). Meta-analytical work confirms the pattern: 
average effects on income and consumption are modest, but gains are concentrated among 
borrowers at the upper end of the performance distribution and among borrowers with an existing 
productive base, emerging only over longer horizons (Meager 2022; Hou 2023). Apparent neutrality at 
18 months should not be treated as evidence of no effect. 

BORROWING TRAJECTORIES 
CGAP’s PCM pilots find that clients who achieved positive outcomes, particularly improved financial 
health or increased income, were not those who received a single optimal loan but those who 
progressed along structured borrowing pathways over time. Progressive loan size increases of roughly 
30 to 50 percent per cycle outperform both flat loan sizes and rapid scaling across capacity segments. 
Larger follow-on loans can generate strong returns for higher-ability borrowers, while over-rapid 
scaling for others increases risk without commensurate gains (Bari et al. 2024; Bryan, Karlan, and 
Osman 2024). 

Most MFIs fund their portfolios through short-term wholesale credit lines, limiting their capacity for 
longer-tenor products. The design imperative is therefore not necessarily longer individual loans but 
better-sequenced products: structured renewal and graduation mechanisms that support progression 
within standard tenors. The BRAC graduation model is one template that sequences asset transfers, 
savings, and livelihood support before introducing credit. A six-country evaluation found lasting 
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income and asset gains among ultra-poor households who completed the full sequence (Banerjee, 
Duflo, Goldberg, et al. 2015). 

WHEN CREDIT HELPS: CONCLUSIONS 
The “when” analysis yields three operationally distinct findings. 

1. On evaluation windows: The six-year Hyderabad follow-up, revealing compounding gains 
invisible at 18 months, illustrates a structural problem in standard evaluation practice. Apparent 
neutrality at short follow-up windows is not evidence of no effect but of a window too narrow 
to observe outcomes whose logic plays out over years. 

2. On product design and borrower progression: Positive long-run outcomes are associated not 
with a single optimally designed loan but with structured progression across cycles: loan sizes 
scaling at roughly 30 to 50 percent per cycle and product features graduating with evolving 
borrower capacity. Since most MFIs rely on short-term wholesale funding, the design 
implication is better-sequenced products within standard tenors rather than longer individual 
loans. 

3. On supervision: Point-in-time monitoring is structurally mismatched to how credit outcomes 
unfold. Repayment rates at any single point capture neither the accumulation of harm from 
repeated consumption borrowing nor the compounding of gains from productive investment. 
Trajectory-based indicators — debt-service ratios across cycles, repeat and rollover borrowing 
rates, portfolio delinquency patterns — are more analytically appropriate. 

3.7 Which factors matter most? 
The evidence reviewed in this chapter identifies a considerable number of influencing factors (e.g., 
borrower economic status, market conditions, regulation, social norms) that bear on credit outcomes. 
However, no published studies systematically compare their relative strength across contexts. A 
precise ranking is not currently possible. 

Although current evidence does not allow a precise ranking, the frequency with which factors appear 
across studies provides a rough indication of relative influence. By that measure, Annex C shows that 
product design and delivery features are most frequently cited, closely followed by borrower and 
community socioeconomic characteristics, reflecting where evaluation designs have concentrated 
attention. 

Product design and delivery is meaningful precisely because it is adjustable in the relatively short term. 
A caveat applies to financial capability where evidence on financial education programs is mixed, as 
effects are typically modest, short-lived, and difficult to sustain at scale. The more robust pathway is 
indirect: designing simpler, more transparent products that reduce the capability demands placed on 
borrowers rather than attempting to raise capability to meet complex product requirements. 
Ecosystem factors (e.g., economic conditions, climate exposure, gender norms, regulatory 
frameworks) are equally important but evolve slowly and require coordinated action across multiple 
stakeholders. 
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These findings should be interpreted with caution. The Impact Pathfinder can only analyze factors 
identified in published studies, and frequency in the literature reflects research attention as much as 
true influence. This caveat that applies with particular force to regulatory and enabling environment 
factors, which the Pathfinder codes as contextual moderators rather than primary influencing 
variables. Annex C also provides a directional indication, not a definitive ranking. 

No single actor controls all five factors. FSPs have the most leverage over product design and delivery; 
funders and impact investors over incentives and analytics; and governments and regulators over the 
regulatory frameworks and market infrastructure that make precision lending possible at scale. Civil 
society and development organizations have the most leverage over social norms through gender and 
community programming. 

3.8 A diagnostic framework 
Figure 1 translates the five-factor framework into a set of structured diagnostic questions. For each 
factor, it poses the questions a practitioner would need to answer to assess whether the conditions 
associated with positive outcomes are present for a given borrower and credit situation. The five sets 
of questions converge on a single operational test at the center of the figure: does this credit match 
the conditions that generate benefit rather than harm? 

The diagnostic questions in Figure 1 have practical implications. Answering them well and acting on 
the answers requires different inputs from different actors. FSPs control product design and 
underwriting. Funders and investors set incentives and performance expectations. Policymakers and 
regulators shape the enabling conditions that determine whether precision lending is even possible at 
scale. Chapter 4 takes up what each of these stakeholder groups can do — and how far different 
institutions can realistically go given their current data infrastructure and institutional capacity.  
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CHAPTER 4 

Making It Work: From Evidence to Precision-led 
Impact  
 

 

 

Whether a loan improves livelihoods or deepens financial distress depends on who receives it, how it is 
structured, what it finances, where it is deployed, and when it is deployed relative to borrowers’ 
capacity and context. The evidence in this Focus Note consistently points toward what might be 
called precision credit: the deliberate matching of product design, complementary support, and 
evaluation approach to the specific circumstances of the borrower and the market. Access barriers 
remain significant in many markets and this note does not treat the access problem as resolved. But 
expanding access without attending to these conditions is as likely to cause harm as to generate 
impact. This chapter translates that evidence into recommendations for the stakeholders best placed 
to act on it. Chapter 3 identified five factors that consistently shape whether credit generates benefit 
or harm: who borrows, how it is designed and delivered, what it finances (is used for), where (in what 
context) and when (over what time horizon). These factors do not equally translate into action for all 
actors, as the following examples illustrate. FSPs have the most direct control over HOW credit is 
designed and delivered — the factor most frequently cited in the Pathfinder evidence — and over the 
way they assess WHO is likely to benefit from a given product. Funders and impact investors shape 
the incentives and evaluation horizons that determine whether providers exercise that agency in 
borrower-beneficial ways. They also decide WHERE to deploy capital. Policymakers and regulators are 
primarily responsible for the WHERE conditions under which lending occurs, in particular, the 
regulatory frameworks, market infrastructure, and data systems that determine whether precision 
lending is even possible at scale. This mapping shapes how the following recommendations are 
organized. 

A NOTE ON THE EVIDENTIARY BASIS OF THE RECOMMENDATIONS  
The Impact Pathfinder synthesizes studies of the impact of financial services on clients. Regulatory 
and enabling environment factors appear in those studies as contextual moderators, not as 
independently evaluated interventions. The Pathfinder therefore provides strong evidence on what 
FSPs and funders can do to improve outcomes and considerably thinner evidence on which specific 
regulatory choices produce better borrower outcomes. The recommendations for policymakers and 
regulators consequently rest on a more mixed evidentiary foundation and should be read with that 
calibration in mind. 
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4.1 Recommendations by stakeholder group 
The recommendations that follow are organized by stakeholder group. They are not of equal weight or 
feasibility. Some can be acted on within existing institutional capacity by adjusting repayment 
schedules, improving pricing disclosure, or incorporating trajectory monitoring into existing data 
systems. Others require meaningful investment in new capabilities, whether in data infrastructure, 
analytical tools, or complementary service provision. A few depend on coordinated action across 
institutions and cannot be meaningfully advanced by any single actor. Some recommendations codify 
principles already familiar to well-run institutions. The contribution of the evidence is in specifying how 
recommendations should be applied, for which borrower segments, and with what calibration. Readers 
should treat the list as a menu to be prioritized against current capacity rather than a checklist to be 
adopted wholesale. 

FINANCIAL SERVICES PROVIDERS 
Several of the actions below reflect practices that many FSPs already apply in some form (e.g., flexible 
repayment, screening for absorptive capacity, appropriate bundling). The evidence’s contribution is in 
the specificity of application. Which actions matter most depends on borrower segment, product 
type, and operating context. A substantial gap exists between institutions that acknowledge these 
principles and those that consistently apply them at the right level of granularity. Actions that appear 
later in the list require more deliberate investment in new data systems or analytical capabilities. FSPs 
can: 

• Screen for absorptive capacity, not just repayment eligibility.  
Conventional credit scoring measures whether income or assets exist to service a loan, not 
whether a viable productive opportunity exists that will generate returns above the cost of 
borrowing. The WHO analysis in Chapter 3 shows prior business experience to be one of the 
strongest predictors of positive outcomes while inexperience and over-optimism are 
consistently associated with higher risk. FSPs can use business history, income regularity, 
transaction history, existing debt exposure, and household composition alongside conventional 
credit information (Fernandez Vidal and Caire 2024). They can explicitly assess whether clients, 
particularly women, retain genuine control over loan proceeds, as the WHO evidence shows that 
welfare gains disappear while repayment liability remains when loans are nominally taken out by 
women but appropriated by male household members,. Note that demographic portfolio 
analysis requires considerable data system investment. 

• Design products around borrower cash flows and capabilities.  
The HOW analysis identifies repayment flexibility, appropriate loan sizing, disbursement 
mechanism, and complementary services as the most actionable design variables. FSPs can align 
repayment schedules with income patterns, using grace periods for investment loans and 
harvest-linked loan structures for smallholders. They can right size loan amounts through 
graduated approaches (PCM evidence shows progressive scaling of around 30 to 50 percent per 
cycle outperforms both flat loan sizes and rapid jumps). Digitized disbursement into borrower-
controlled accounts, particularly for women, also protects control over loan proceeds. FSPs can 
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calibrate flexibility to borrower experience, as structured contracts protect first-time or lower-
capability borrowers while more experienced borrowers benefit from adaptable terms. In 
practice, this means actively differentiating product features by borrower type. 

• Strategically bundle and ensure transparency.  
The HOW evidence shows that credit alone is often insufficient, with business training, 
insurance, and gender norms programming each addressing capability gaps and social 
constraints that credit cannot overcome on its own. The appropriate complement depends on 
the binding constraint for the relevant borrower segment: training for first-time entrepreneurs, 
insurance for climate-exposed borrowers, plus gender norms and privacy-enhancing features in 
restrictive contexts. Transparency is a precondition; the evidence shows that how loan terms are 
framed shapes borrowing decisions. FSPs should ensure clear disclosure of effective interest 
rates and all fees. Bundling also carries conduct risks, and explicit consumer consent and 
regulatory safeguards against forced product acquisition are essential accompaniments to any 
paired services strategy. 

• Graduate based on demonstrated capacity and build institutional pathways.  
Rapid graduation without adequate screening is a consistent risk factor. PCM piloting shows 
clients regularly outgrowing products without clear transition pathways, which leads to 
stagnation or exit. FSPs can build structured progression pathways with loan sizes, product 
features, and complementary support calibrated to the client’s evolving capacity. Most financial 
institutions rely on short-term wholesale funding, limiting capacity for longer-tenor products. 
The answer is smarter sequencing, with successive loan cycles that together achieve what a 
single longer loan would, incrementally building borrower capacity within tenors the institution 
can fund. 

• Make the internal commercial case for precision investment.  
Building the data systems, screening capacity, and analytical infrastructure that precision 
lending requires involves real upfront cost. The commercial logic runs in its favor, as product 
configurations associated with better client trajectories consistently coincide with lower default 
rates and higher retention. The costs of imprecision in portfolio write-offs, regulatory 
intervention, and reputational damage also repeatedly exceed the costs of better screening. 
FSPs should internally make this case on commercial grounds, not only on impact grounds, and 
accordingly plan the investment horizon. 

• Measure financial health and borrower trajectories, not just repayment.  
High repayment rates can coexist with deteriorating household welfare as a borrower may 
continue to pay on time while their debt-service ratio rises, liquid buffers deplete, and reliance 
on rollover borrowing deepens. FSPs should track metrics that reveal trajectory, such as debt-
service ratios, repeat borrowing rates, rollover frequency, and indicators of growing liquidity 
strain. PCM evidence shows that progression velocity — the rate at which borrowers move 
through loan cycles with improving trajectories — is a more meaningful indicator of long-term 
welfare than repayment rates alone. 
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• Build institutional capacity to maintain lending through climate shocks.  
The standard FSP response to climate shocks — pausing lending, intensifying collections, 
withdrawing from climate-affected areas — can compound client harm and portfolio 
deterioration where recovery protocols are not already in place. The WHERE analysis shows that 
CGAP research in Pakistan found 40 percent of MFIs reduced or stopped lending to climate-
affected sectors at the exact moment clients needed capital to recover (Notta and Zetterli 
2025). FSPs should instead build deliberate climate risk management, such as physical climate 
risk assessments of the lending portfolio; contingent funding facilities triggerable by climate 
events; and recovery lending programs with pre-established underwriting criteria, productive 
use requirements, and deployment protocols — all designed before a shock occurs rather than 
in response to one. 

FUNDERS AND IMPACT INVESTORS 
Several of the actions below can be incorporated into existing portfolio assessment and reporting 
processes with modest adaptation. A number of leading impact investors already apply elements of 
them. Others require investment in evaluation infrastructure or longer-term capital commitments. In 
both cases, the challenge is often less recognition of the principle than consistent application across 
the portfolio. Funders and impact investors can: 

• Fund precision, not volume.  
Portfolio growth is a weak proxy for impact. The five-factor framework shows that the same 
product generates strongly positive outcomes for some borrowers and mixed outcomes for 
others, depending on borrower characteristics, product calibration, and context. Funders and 
impact investors can prioritize providers that demonstrate strong client screening, appropriate 
product design, and credible outcome measurement beyond outreach metrics. They can treat 
repayment rates as necessary but insufficient evidence, ask what the institution knows about 
which clients benefit, and ask how it uses that knowledge. 

• Recognize that precision and sustainability are aligned, and help FSPs make the investment.  
Precision in credit deployment is not in tension with institutional sustainability; it is a condition 
for it. The market failures documented in several places in the note were commercial as well as 
developmental. Episodes of over-indebtedness in markets such as Cambodia and Bosnia each 
triggered portfolio deterioration, regulatory tightening, and investor withdrawal. CGAP’s 
responsible finance work has long argued that doing right by clients and operating sustainably 
are compatible in the long run, even if short-run tensions arise (McKee, Lahaye, and Koning 
2011). Although not tested at scale or independently verified, CGAP’s early PCM findings suggest 
that in the five partner institutions studied, product configurations associated with better client 
trajectories also coincided with lower default rates and higher retention. FSPs face a real short-
run barrier, though. The cost of building data and analytics capacity falls before returns arrive, 
and many institutions, particularly smaller ones, lack the balance sheet to bridge that gap 
unaided. But funders are well-placed to help bridge the gap by providing patient capital and 
technical assistance for precision infrastructure, and by not penalizing the investment period 
with return expectations calibrated to a volume growth model. 
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• Assess context before financing expansion.  
The WHERE analysis shows context to be one of the primary determinants of impact. The same 
product and institution can generate systematically different outcomes depending on 
contextual features such as market characteristics, regulatory depth and supervisory quality, 
climate exposure, and social norms. Before supporting scale, funders should assess the enabling 
environment. Where enabling conditions are weak, the appropriate response depends on the 
funder’s mandate. DFIs and donors with technical assistance capacity should consider directing 
resources toward strengthening enabling conditions through regulatory support, credit 
information infrastructure, or consumer protection frameworks — before or alongside portfolio 
investment. Commercial impact investors should, at minimum, price enabling environment risk 
into their underwriting and set explicit thresholds below which expansion is not supported. 

• Support complementary services as integral to the financing proposition.  
The HOW and WHAT findings show that credit alone is often insufficient, and this is predictable 
from borrower characteristics and context. Business training, insurance, gender norms 
programming, and advisory support are not peripheral enhancements. They are the mechanisms 
through which credit can reach borrowers who would face higher risk under standard products. 
Funders and impact investors can finance bundled approaches where borrower characteristics 
and context indicate credit alone is unlikely to generate positive outcomes, and treat the cost of 
complementary services as part of the cost of responsible deployment. They should monitor 
against conduct risks as the history of bundling includes episodes of forced product acquisition 
and mis-selling that required conduct regulation. 

• Clarify use cases before specifying metrics.  
Investment impact measurement and management (IMM) design often begins with indicator 
selection rather than with a clear articulation of the decision it is meant to inform. Investors and 
fund managers should establish the specific purpose that outcome evidence will serve: 
informing portfolio construction, triggering a follow-on commitment, managing impact risk, or 
enabling learning and product iteration. Each purpose implies a different measurement 
approach, frequency, and allocation of responsibility across the capital value chain (Lahaye and 
Clarke 2025). Shared clarity on use cases — between DFIs, fund managers, and FSPs — is a 
precondition for right-fit IMM and for avoiding measurement that is either too burdensome to 
sustain or too shallow to inform decisions (Nierakkal, Lahaye, and Clarke 2025). 

• Align evaluation horizons with the productive logic of the credit being financed.  
The WHEN analysis shows that evaluation windows of 18 months to three years are often 
structurally too short to detect compounding gains from productive investment credit. Equally, 
they miss the slow accumulation of harm from repeated consumption borrowing. The practical 
response is to improve what shorter windows can reveal: borrowing trajectory indicators, such 
as debt-service ratios across successive cycles, repeat and rollover borrowing rates, and loan 
size progression, can signal whether a portfolio is building or eroding borrower capacity without 
requiring multi-year outcome studies. Where longer follow-up is feasible, funders and impact 
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investors should prioritize investment-oriented credit — business assets, agricultural inputs, 
equipment, education — where returns materialize beyond the standard evaluation window. 

• Require distributional reporting.  
Average effects conceal the heterogeneity that Chapter 3 identifies as the central analytical 
finding of the accumulated evidence: the same product generates large gains for some 
borrowers and near equivalent losses for others. Funders and impact investors should require 
reporting disaggregated by borrower gender, loan size band, and where available, prior business 
experience and household income tier. Alongside portfolio metrics, they should monitor early 
warning indicators of deteriorating trajectories, including rollover rates, repeat borrowing 
frequency, loan size trends within a cohort, and rising delinquency. These signals are observable 
in standard FSP administrative data without borrower surveys. Where FSPs have invested in 
financial health measurement, that data should be incorporated into supervisory reporting 
frameworks as it matures. 

POLICYMAKERS AND REGULATORS 
The recommendations below draw on consumer protection evidence (strong in the Pathfinder), 
documented consequences of rapid expansion without supervisory capacity, and logical inference 
from product-level findings alongside CGAP’s research. They should be applied with appropriate 
recognition that the evidence base on which specific regulatory choices generate better borrower 
outcomes is thinner than the evidence on product design and borrower characteristics. The 
recommendations move from enabling infrastructure, the foundation without which precision lending 
and stable markets cannot emerge, through near-term supervisory practice to actions requiring 
system-level coordination that no single institution can advance alone. Policymakers and regulators 
can: 

• Build the enabling infrastructure for precision lending and credit stability.  
The most important contribution policymakers can make is to build infrastructure that makes 
better inclusive finance possible. Three priorities serve distinct functions. First and 
foundationally comes instant payment system (IPS) reforms. Fully interoperable IPS, with open 
participation rules, third-party initiation rights, and real-time settlement generate the transaction 
data trails that enable cash flow-based precision lending (Cook, Lennox, and Sbeih 2021; 
Fernandez Vidal and Sirtaine 2024). Interoperability must extend across institution types on 
proportionate terms. Without it, open finance and credit analytics cannot reach the borrowers 
who need them most.  
 
Second, open finance and data-sharing frameworks extend the IPS data layer to credit 
underwriting, enabling cash flow-based lending over collateral or bureau history (Jeník, Mazer, 
and Fernandez Vidal 2024; Sirtaine and Gill 2024). These frameworks must be built with active 
oversight from the outset, not treated as an afterthought (Dias, Mazer, and Jeník 2026). The 
longer-term objective should be open data — extending access to agricultural, utility, and other 
nonfinancial records — which substantially improves precision for borrowers with thin financial 
histories.  
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Third, credit information systems (e.g., bureaus, registries, reporting mandates) remain essential 
for systemic stability, monitoring aggregate exposure, detecting multiple borrowing, and 
preventing market-wide over-indebtedness. This function becomes more critical as lending 
diversifies across non-banks and real-time ecosystems.  
 
Cutting across all three, the most consequential regulatory reform is creating licensing avenues 
and proportional frameworks for non-bank financial institutions, including fintechs. Without 
accessible licensing, the providers best positioned to deploy precision lending infrastructure are 
either excluded from the formal system or face compliance costs that neutralize their reach 
advantages. Closing that gap requires deliberate public investment and the prior decisions on 
IPS interoperability (AfricaNenda Foundation, World Bank Group, and United Nations Economic 
Commission for Africa 2024) and non-bank financial intermediation licensing that determine 
who gets to participate. 

• Enforce transparency and consumer protection as a foundation.  
Policymakers and regulators should require clear disclosure of effective interest rates and all 
associated fees, ensure accessible grievance and dispute resolution mechanisms, and enforce 
penalties for abusive practices. However, disclosure alone is often insufficient to protect 
borrowers, especially when products are complex or short-term. Effective consumer protection 
therefore requires a broader ecosystem approach that combines transparent pricing with 
product governance requirements, suitability standards, and enforcement capacity, specifically, 
the framework set out in the G20/OECD High-Level Principles on Financial Consumer Protection 
(OECD 2022) and elaborated upon for digital credit contexts by Izaguirre et al. (2025). 

• Actively monitor market conditions and product risk and intervene before harm accumulates.  
The WHEN and WHERE analyses show that the costs of repeated consumption credit and the 
benefits of productive investment credit accumulate gradually, dynamics missed by cross-
sectional snapshots. Monitoring only aggregate non-performing loan (NPL) rates will not detect 
the slow deterioration that precedes crisis. Policymakers and regulators should track credit 
penetration and borrowing intensity at the market level, rollover rates and refinancing patterns at 
the product level, and debt-service ratio trends at the borrower segment level. Product features 
associated with harm, such as rollover mechanics, unsuitable loan tenors, and opaque fee 
structures, should be subject to regular product review (Kumaraswamy and Beer Kremnitzer 
2025). 

• Establish responsible lending standards that frame vulnerability as a product design 
challenge.  
Responsible lending standards typically require lenders to assess ability to repay. The WHO and 
WHAT analyses in Chapter 3 support a more demanding standard: assessing not only whether 
income exists to service a loan but whether the product design is appropriate to the borrower’s 
circumstances and risk exposure. Vulnerability factors are contextual signals that call for closer 
scrutiny of whether credit is the appropriate instrument at all. When it is, it is important to assess 
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what adapted design (e.g., flexible repayment, smaller initial loan sizes, bundled risk mitigation) is 
needed for responsible provision (Zetterli 2023).  

• Integrate financial health measurement into supervisory frameworks.  
Current supervisory frameworks are organized around financial stability and portfolio quality, 
which is necessary but insufficient for assessing whether credit is generating positive outcomes 
for borrowers. As financial health measurement frameworks develop, policymakers and 
regulators should incorporate outcome indicators into monitoring requirements, including 
measurement of over-indebtedness across formal and informal debt sources.   

• Publish system-level disaggregated data to enable segmented analysis.  
The heterogeneity finding that runs through Chapter 3 cannot be acted on without the data to 
see it. Policymakers and regulators should require and publish system-level data, disaggregated 
at minimum by borrower gender, loan size band, collateral type, sector, and lender type. Gender 
disaggregation, in particular, is analytically essential since the mechanisms through which credit 
affects women are systematically different from those for men, and average effects mask these 
differences in ways that matter for both equity and impact. 

• Coordinate credit policy with social protection and establish debt relief mechanisms.  
In climate- and shock-prone contexts, credit is not a substitute for safety nets. The poorest 
households often require a sequenced package of support (e.g., consumption transfers, asset 
building, savings) before credit can play a productive role. Credit taken without adequate safety 
net coverage tends to accumulate net debt in ways that social protection could prevent. In fact, 
well-sequenced transfers can build the productive base from which credit generates positive 
returns (Roest, Gordin, and Sawhney 2025).   
 
Policymakers should also create regulatory space for structured recovery lending. Evidence 
shows that well-designed post-shock programs outperform reactive emergency disbursement 
on both repayment and welfare outcomes (Zetterli et al. 2026), yet most FSPs default to pausing 
lending aftershocks. Pre-shock coordination between disaster risk management and financial 
sector authorities to establish enabling conditions for recovery lending offers a faster and safer 
post-shock response. Finally, in many LMICs, borrowers facing over-indebtedness have no 
formal exit short of asset loss. Therefore, accessible debt relief mechanisms are a necessary 
complement to prevention-oriented regulation. 

4.2 Evidence gaps and priorities  
The evidence base synthesized in this Focus Note 
reveals significant gaps in understanding the 
heterogeneity of credit’s effects — the conditions 
under which the same product generates gains for 
some borrowers and harm for others. This is the nexus 
addressed by the five-factor framework and is where 
the gaps are most consequential for practice. 

 
 

 

Borrowers in low-income contexts 
rarely engage with a single credit 
relationship — yet debt juggling across 
formal credit, informal borrowing, 
rotating savings groups, and in-kind 
obligations is largely unobserved in 
impact studies. 
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The most pressing methodological gap is the near invisibility of the borrower’s full financial life in 
standard credit evaluations. Rigorous studies observe the formal loan under study, but borrowers in 
low-income contexts rarely engage with a single credit relationship. Debt juggling balancing formal 
credit against informal borrowing, rotating savings groups, in-kind obligations, and informal credit from 
employers, landlords, and moneylenders all shape whether a formal loan generates benefit or harm yet 
are largely unobserved in impact studies. Financial diary research and longitudinal ethnographic work 
documents informal debt constituting the majority of household credit and debt-service ratios that 
would be alarming if standard metrics captured them. This invisible ecology of borrowing means that 
study designs measuring a single product's effects are, in many cases, measuring effects on a 
borrower already managing multiple overlapping obligations. 

Understanding heterogeneity requires understanding the full portfolio. CGAP’s Financial Inclusion 2.0 
initiative is actively developing financial health as a holistic measurement construct, capturing day-to-
day financial management, resilience, and opportunity-taking as dimensions of financial wellbeing 
(CGAP 2026b). Applied to credit evaluation, the approach could reveal the cumulative borrower 
experience that single-product impact studies miss (Nielsen, Sirtaine, and Spaven 2026). 

A second gap concerns how findings on the five factors translate across credit types. Most of the 
evidence base comes from microcredit. Whether the framework’s findings transfer to digital credit, 
PayGo financing, education lending, or supply chain finance — and where they need to be adapted — 
remains largely untested. This is particularly consequential as digital credit has rapidly expanded into 
contexts where supervisory capacity is limited and product features substantially differ from 
traditional microcredit. 

A third gap or weakness, most evaluations follow borrowers for 18 months to three years, 
systematically underestimating compounding gains from productive investment credit and missing 
the slow accumulation of harm from repeated consumption borrowing. Longer follow-up and 
trajectory-based measurement that tracks successive borrowing cycles rather than single loan events 
would substantially sharpen the evidence on heterogeneity over time. 

There are significant evidence gaps beyond this heterogeneity nexus. Three of these further gaps are 
well-acknowledged but lie outside the scope of this note. The enabling environment evidence base is 
almost entirely absent, particularly the causal effects of specific regulatory interventions on borrowers 
(e.g., consumer protection rules, digital lending guidelines, credit information systems). Natural 
experiments around policy changes represent an underexploited opportunity. Community-level 
spillovers, intergenerational effects, and market-level dynamics from credit expansion are similarly thin. 
And global household debt measurement is constrained by the near-total invisibility of informal and 
multi-source debt in official statistics. These are important gaps, but the Pathfinder’s architecture and 
PCM’s institutional focus are not well-positioned to address them. Doing them justice would require a 
separate evidence synthesis. 

4.3 Credit as a lever, not a ladder 
Credit appears to function more as a lever than a ladder. It amplifies existing capacity among 
borrowers who already have viable opportunities and capabilities, but on its own does relatively little 
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to create capacity where it is absent. Credit can accelerate progress where households have business 
experience, stable or predictive cash flows, and genuine investment opportunities. Where these 
foundations are missing, credit alone may add financial burden without benefits.  

However, this framing should not be seen as fixed. When credit is paired with complementary support 
(e.g., training, insurance, gender-sensitive design, appropriate product structure), it can help build 
capability over time, expanding the group of borrowers for whom it functions as an effective lever. 

The evidence now helps clarify when credit 
functions as a lever and when it risks becoming a 
liability. The five factors highlighted throughout — 
who borrows, how the credit is designed and 
delivered, what it finances (is used for), where (in 
what context) and when (over what time horizon — 

provide a structured diagnostic basis for more evidence-informed deployment decisions. The sector 
has long recognized that access alone is insufficient, a fact made clear by the over-indebtedness 
crises of the 2010s. What has been slower to follow is the analytical infrastructure to act on that 
recognition at the level of individual borrowers and products. An evidence-informed precision 
approach now makes that possible. 

Doing so requires several important transitions: from volume to outcomes, from access as an end in 
itself to precision in how credit reaches and serves those who can benefit from it, from average 
effects to understanding heterogeneity, and from credit in isolation to credit embedded in protective 
and opportunity-building ecosystems with complementary services. This is not a case against 
expanding access. Significant barriers remain in many markets, from documentation requirements and 
infrastructure gaps to regulatory constraints that entirely exclude large populations from formal credit. 
It is a case for ensuring that where access is extended, it is extended with attention to the conditions 
that determine whether it generates benefit or harm. The evidence shows what works for whom and 
under what circumstances. The remaining challenge is not only analytical but operational: whether 
providers, funders, regulators, and policymakers are willing and able to translate the evidence into how 
credit is designed, delivered, and governed.  

  

 
 

 

The sector has long recognized that access 
alone is insufficient. What has been slower to 
follow is the analytical infrastructure to act on 
that recognition at the level of individual 
borrowers and products. 
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ANNEX A 
The Impact Pathfinder and Precision Causal 
Modeling 
 

 

 

The CGAP Impact Pathfinder 
CGAP’s Impact Pathfinder is an evidence synthesis platform drawing on over 860 high-quality studies 
of the impact of inclusive financial services: credit, savings, digital payments and insurance. It 
synthesizes findings from RCTs, quasi-experimental studies, and other rigorous empirical research to 
assess the direction of evidence — positive, mixed, or not positive — across development outcomes 
and population segments, and identifies the borrower, product, and contextual factors that shape 
those outcomes.  

The development outcomes covered by the Impact Pathfinder are: women’s economic empowerment; 
jobs and entrepreneurship; climate resilience, adaptation and change mitigation; poverty reduction; 
health; access to energy; inclusive economic growth; financial stability . These development outcomes 
share three intermediate outcomes: agency, resilience and opportunity. 

Evidence base for Chapter 3 and the Focus Note. The analysis draws on the 405 credit-focused 
studies in the Pathfinder database. Of these, 29 were experimental and 78 quasi-experimental; a 
further 33 were systematic reviews or meta-analyses. The remainder are non-experimental studies 
meeting the quality criteria set out in the Pathfinder Methodology Note (Nielsen 2026). 

Methodological Notes 
• Study design and weighting. Study designs are not treated as equivalent but are not weighted 

through a fixed multiplier. Each study is scored on methodology quality, relevance, publication 
quality, and actionability; these scores combine into a confidence rating that determines an 
evidence strength category (Indicative, Moderate, or Strong). Experimental designs tend to 
score higher on methodology quality and therefore carry greater influence, though a rigorous 
non-experimental study can outweigh a weaker experimental one. 

• Duplication. Some of the 33 systematic reviews and meta-analyses incorporate primary studies 
that also appear as separate records in the database, so the count of 405 does not represent 
405 fully independent observations. However, evidence aggregation is qualitative and curated 
rather than a mechanical count: coders apply expert judgement to the overlap between primary 
studies and reviews when assigning direction and strength tags, limiting — though not 
eliminating — the risk of double-counting inflating apparent confidence in a finding. 
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• Timeframe and language. The evidence base covers publications from 1994 to April 2024 in 
English. Coverage is therefore concentrated in South Asia and Sub-Saharan Africa; Latin 
American studies are not excluded but are underrepresented 

• Inclusion criteria. Studies were selected and rated on five criteria: 

o Economy focus: low- and middle-income countries only. 

o Population match: evidence is mapped to the relevant user group (low-income urban 
individuals and households, women, micro and small enterprises, rural households and 
smallholder farmers). 

o Intervention match: studies must evaluate the impact of a financial service on a focus 
population segment. 

o Research question match: studies must directly address the specific outcome under 
investigation. 

o Scope: credit, savings, insurance, and digital payments (excluding investment and 
wealth management services and decentralized finance). 

The Pathfinder evidence base is supplemented throughout this chapter by CGAP’s Precision Causal 
Modeling research. References to “the evidence” refer to Impact Pathfinder findings unless otherwise 
indicated. 

Precision Causal Modeling 
Precision Causal Modeling (PCM) is an evaluative methodology CGAP tested with five financial 
institutions through pilots spanning 19 countries. The methodology is designed to identify the factors 
behind variations in the impact of financial services, particularly microcredit, across different customer 
segments within institutional portfolios. 

PCM is a causal discovery framework that inverts the conventional logic of evaluation. Where 
conventional evaluation begins with a pre-specified treatment and asks what its effect is, PCM begins 
with a transformational target, a defined measure of client progress, and works backward to discover 
which patterns of lending practice are associated with stronger progress among borrowers who are 
otherwise comparable. Effective practice patterns are identified within comparable subgroups 
through machine learning-enabled analysis of longitudinal administrative and, where available, survey 
data. Population-level credibility checks then test whether the patterns uncovered can plausibly be 
attributed to those practices, or whether they simply reflect preexisting differences between the 
borrowers being compared. 

This structural logic distinguishes PCM from both simple pattern analysis, which makes no systematic 
attempt to address confounding, and from quasi-experimental designs in the econometric sense, 
which begin with a known treatment and exploit structural features of the assignment mechanism to 
establish causal identification. PCM’s credibility claim rests on the strength of its selection-on-
observables diagnostics rather than on the elimination of all unobservable confounding. 
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Three limitations apply wherever PCM findings are cited in this note. First, as a selection-on-
observables methodology, PCM cannot rule out bias from unobservable confounders; its population-
level propensity diagnostics maximize the power of the observables check without eliminating the 
underlying constraint. This is a shared limitation of all observational approaches that do not exploit 
exogenous assignment, and it means PCM findings should not be treated as equivalent in causal 
credibility to experimental results from well-executed studies. Second, borrowing-pathway findings 
are subject to survivorship bias: clients identified as following structured progressive pathways are by 
definition those who continued borrowing over time. In episode-based analyses, borrowers who 
dropped out or experienced distress may be absent from the data; in window-based analyses, clients 
who exit after the study window closes are similarly not captured in longer-run outcomes. Either way, 
these findings should be read as patterns among continuing borrowers, not as evidence that 
progressive pathways cause positive outcomes for all who begin them. Third, PCM findings have not 
yet been published in peer-reviewed journals, which may limit the confidence readers independently 
attach to its claims. 

Within these boundaries, PCM contributes a substantive and operationally grounded layer of evidence 
to this note. Its application across five diverse institutional partners demonstrates that granular 
heterogeneous patterns, identifying which product features are associated with better developmental 
trajectories for which client segments, can be detected in the kind of longitudinal administrative data 
most FSPs already hold. Where PCM and Pathfinder findings point in the same direction, convergence 
across methodologically distinct evidence streams adds meaningful confidence. Where PCM findings 
appear without corroboration from published research, they should be read as observational evidence: 
directionally informative and actionable, but not equivalent to experimental causal identification. 
Throughout the note, claims are attributed to their evidential source so readers can calibrate 
accordingly. 
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ANNEX B  
Summary Tables for the Five High-Level Factors that Shape 
Credit Outcomes: Who, How, What For, Where, When?  
 

 

 

Who borrows; How credit is structured; What it finances; Where it operates; When it helps 
Table 1: Who borrows: borrower characteristics 
Borrower characteristics shape how credit is used and whether it generates sustained gains or increased risk. Three mechanisms 
are decisive: whether a viable productive opportunity and income base exists to generate returns above the cost of debt; who 
controls how the loan is used; and whether the borrower has the capability to convert credit into productive use. No single 
characteristic is determinative: outcomes depend on how characteristics interact with product design, context, and enabling 
conditions. The causal logic runs from borrower circumstances to credit demand, not the reverse: different life situations 
generate different credit needs, and the product configurations those situations call forth are a central part of what determines 
outcomes. 
Borrower characteristic How it shapes impact Conditions associated with 

stronger outcomes 
Conditions associated with 
higher risk 

Gender Gender shapes impact 
primarily through control over 
loan use, not through inherent 
differences between men and 
women as borrowers. Women 
remain structurally 
underserved — receiving 
fewer and smaller loans, facing 
higher collateral requirements, 
and accessing credit on less 
favorable terms — which sets 
the baseline from which 
gender effects are observed. 

• Women retain 
meaningful control over 
loan use; direct 
disbursement into 
women’s own accounts 
where sharing pressure 
is high. 

• Growth-oriented women 
entrepreneurs with 
larger firms and higher 
education. 

• Men appropriate loan 
proceeds while women 
bear repayment liability, 
gains disappear entirely 
while risk remains. 

• Women as nominal 
borrowers used 
instrumentally; debt-
stressed households 
compounding caregiving 
and income pressures. 

• Restrictive gender 
norms without 
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When women genuinely 
control disbursement and 
deployment, credit generates 
household welfare gains; 
when proceeds are captured 
by male household members 
while women retain 
repayment liability, gains 
disappear. The welfare-
relevant concern is the 
liability–benefit mismatch, not 
resource flows per se. 

• Moderately enabling or 
improving gender 
norms. 

• Product design explicitly 
addressing restrictive 
norms through gender 
norm programming and 
male partner 
engagement.  

compensating product 
design or delivery 
safeguards. 

• Women positioned as 
household debt 
managers across 
overlapping formal and 
informal credit 
relationships, bearing 
liability for the full 
portfolio. 

Economic status Economic status shapes 
impact by determining 
whether a household has the 
productive assets, income 
stability, and debt-service 
capacity needed to generate 
returns above the cost of 
debt. Where these conditions 
exist, credit supports income 
generation; where they do 
not, it functions primarily as 
short-term liquidity, with 
greater risk of debt 
accumulation. Existing debt 
burden and repayment 
capacity relative to income 
are equally important 
dimensions. The question is 
not whether low-income 
households should access 
credit but whether the 
enabling conditions for 
productive use are in place. 

• Viable asset and income 
base with stable earning 
capacity. 

• Manageable existing 
debt and demonstrated 
repayment capacity 
relative to income. 

• Complementary support 
available — skills 
development, insurance, 
social protection. 

• Isolated temporary 
shocks where 
consumption smoothing 
is appropriate. • 
Repeated borrowing 
substituting for income 
growth without building 
repayment capacity. 

• High existing debt-
service ratios relative to 
income. 

• Extreme poverty, 
chronic income 
instability, or very few 
productive assets. 

• Absence of grants, 
insurance, or social 
protection that may 
need to precede credit 
for the poorest 
households. 

Productive capacity Productive capacity — 
encompassing business 
experience, firm size, 

• Prior business 
experience and larger, 
established firms: the 

• New or inexperienced 
entrepreneurs: credit 
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business experience, firm size, 
financial capability, education
   

entrepreneurial disposition, 
and financial capability — 
determines whether 
borrowers can absorb credit 
and convert it into returns 
above the cost of debt. Gains 
concentrate among 
experienced operators with 
larger firms; effects for 
inexperienced or very small 
entrepreneurs are typically 
negligible. Standard 
creditworthiness criteria may 
misidentify absorptive 
capacity: psychometric 
evidence suggests that 
dispositional traits are 
stronger predictors of 
productive loan use than firm 
size or repayment track record 
alone. 

strongest predictor of 
positive outcomes. 

• Strong entrepreneurial 
capability and financial 
literacy, including the 
dispositional traits that 
psychometric evidence 
identifies. 

• Flexible repayment 
terms matched to 
borrower capacity and 
experience. 

rarely kick-starts 
successful new firms. 

• Low-psychometric-
score borrowers who 
appear creditworthy on 
conventional criteria but 
lack absorptive capacity 
for larger loans. 

• Low literacy or 
numeracy combined 
with complex or opaque 
product terms. 

  
Life cycle  
age, life stage, and household 
composition 

Life stage shapes both the 
type of credit households 
seek and their capacity to 
deploy it productively. The 
causal logic runs from 
circumstances to credit 
demand, not the reverse: 
households in phases of asset 
accumulation and income 
growth tend to seek 
investment-oriented credit, 
while those facing high 
dependency burdens or 
income volatility tend to seek 
liquidity support. Age shapes 
investment horizons 
independently, with 

• Credit accessed during 
asset accumulation and 
income growth phases 
with fewer dependents. 

• Mid-life household 
heads most open to 
productive innovation 
and longer-horizon 
investment. 

• Early access to credit 
before schooling gaps 
emerge; timing relative 
to children’s 
developmental stages 
shapes long-term 
education outcomes. 

• High dependency ratios 
— many school-age 
children, few earners — 
directing credit toward 
immediate needs. 

• Larger households 
where children may be 
drawn into enterprises 
to service loans, 
compromising 
education outcomes. 

• Older household heads 
with diminishing 
openness to longer-
horizon investment and 
innovation. 
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responsiveness declining 
among older household heads. 
Household composition 
introduces further constraints: 
larger households with high 
dependency ratios face 
tighter budget and labor 
trade-offs that compress the 
space for productive 
investment. 

 

Table 2: How credit is structured and delivered 
Product design and delivery are among the most potent and most actionable determinants of credit outcomes. No design feature 
operates universally: each is beneficial under some conditions and neutral or harmful under others, depending on who the 
borrower is and the context. Pricing transparency is not a calibratable design feature, it is a baseline requirement for any 
responsible product, necessary but not sufficient. The practical challenge is calibrating the full package of design features — 
repayment structure, loan size, tenor, disbursement mechanism, and complementary support — to the borrower’s profile, the 
intended use of funds, and the operating context. 
Design or delivery feature How it shapes impact Conditions associated with 

stronger outcomes 
Conditions associated with 
higher risk 

Repayment flexibility Repayment schedules shape 
impact by determining 
whether debt service 
obligations can be met 
without disrupting the 
investment financed. 
Misalignment between 
schedule and income cycle 
forces premature asset 
liquidation or working capital 
diversion, eroding loan value 
regardless of purpose. The 
effect is not uniform: flexibility 
benefits experienced 
borrowers who can manage 
variable terms, while first-time 
clients tend to perform better 

• Schedules matched to 
actual cash flow cycles 
— seasonal for farmers, 
monthly for salaried 
workers. 

• Grace periods for 
investment-oriented 
borrowers; experienced 
borrowers who can 
manage flexible terms. 

• Delinquency responses 
calibrated to income 
profile, distinguishing 
distress-driven missed 
payments from cash 
flow variability. 

• Rigid weekly schedules 
misaligned with income 
cycles, linked to higher 
repayment stress and 
lower working capital. 

• Flexible terms for first-
time or less experienced 
borrowers, who benefit 
more from structured 
contracts. 

• Debt juggling dynamics 
where schedule 
misalignment drives 
informal borrowing to 
service formal debt. 
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under structured contracts. 
Schedule misalignment that 
compels new borrowing to 
service existing debt amplifies 
real borrowing costs in ways 
that official interest rates and 
short-term evaluations rarely 
trace. 

Loan maturity and tenor Tenor shapes impact by 
determining whether 
sufficient time exists for 
investment returns to 
materialize before repayment 
falls due. Mismatches — short 
loans financing longer-horizon 
investments — force 
premature asset liquidation, 
eroding loan value regardless 
of borrower capability. The 
appropriate tenor is not 
always long: many 
microenterprises have short 
order-to-cash cycles where 
short-tenor credit is entirely 
appropriate, and many non-
deposit-taking MFIs rely on 
short-term wholesale funding, 
structurally constraining 
longer-tenor products. The 
design imperative is to match 
product to purpose, not to 
assume longer is always 
better. 

• Tenor matched to the 
productive cycle — 
agricultural loans aligned 
with harvests, 
equipment loans with 
asset productive life. 

• Structured renewal 
mechanisms supporting 
borrower progression 
within standard 
individual loan tenors. 

• Recognition that short 
tenors serve legitimate 
purposes for MSEs with 
genuinely short revenue 
cycles. 

• Short-term loans 
financing longer-term 
investments, forcing 
premature asset 
liquidation or working 
capital diversion. 

• Provider asset-liability 
mismatches structurally 
constraining longer-
tenor products for 
borrowers who need 
them. 

 

Credit parameters 
loan sizing, loan structure, and 
secured vs. unsecured credit  

Loan size shapes impact by 
determining whether the 
amount disbursed can 
generate productive returns 
above repayment obligations 

• Loan size calibrated to a 
screened, experienced 
borrower with a clearly 
productive investment 
opportunity. 

• Large loans disbursed 
broadly without 
screening, associated 
with profit declines and  
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without exceeding absorptive 
capacity. Both under-lending 
and over-lending carry distinct 
costs: amounts too small lock 
borrowers into a coping 
function; amounts that exceed 
absorptive capacity amplify 
losses. The optimal size is 
borrower-specific, not set at 
product level. Collateral 
structure shapes impact 
through a related channel: 
secured lending enables larger 
amounts and stronger 
repayment incentives for 
borrowers without credit 
histories; unsecured credit 
broadens access but elevates 
default risk and, without 
adequate consumer 
protection, creates scope for 
predatory pricing — a risk that 
algorithmic digital lending has 
amplified at scale. Formal 
collateral requirements are a 
documented mechanism of 
structural underservice for 
women borrowers who lack 
property rights. 

• Minimum loan floors set 
above survival-level 
amounts so productive 
returns exceed 
repayment obligations. 

• Progressive scaling of 
around 30 to 50 percent 
per cycle outperforming 
both flat sizes and rapid 
jumps. 

• Asset-collateralized or 
PayGo structures 
aligning credit 
availability with 
continued use of the 
financed asset. 

• Alternative-data scoring 
enabling responsible 
unsecured access for 
borrowers without 
traditional credit history. 

• Survival-level amounts 
generating no surplus 
above repayment, 
locking borrowers into a 
coping function. 

• Rapid loan size jumps of 
100 percent or more, 
consistently worse 
progression outcomes 
than calibrated gradual 
increases. 

• No-collateral algorithmic 
digital lending 
combining rapid scaling 
with limited oversight in 
weak regulatory 
environments. 

• Unsecured credit 
markets with weak 
consumer protection, 
enabling predatory 
pricing and debt traps. 

Interest rates and pricing Rate level shapes impact 
primarily at the extremes: 
predatory APRs impose direct 
harm regardless of other 
product features, while within 
the range charged by 
responsible institutions, 
structure, sizing, and 
trajectory are stronger 

• Transparent, 
standardized total cost 
disclosure enabling 
informed comparison. 

• Declining rates over 
successive cycles 
signaling recognition of 
borrower progression. 

• Predatory APRs, harmful 
regardless of other 
product features. 

• Opaque fee structures 
making true borrowing 
costs impossible to 
assess. 
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predictors of outcomes than 
rate level alone. The operative 
mechanism is debt service 
capacity relative to income 
across successive cycles. 
Policy focused narrowly on 
rate reduction may be less 
effective than a broader 
agenda addressing structure, 
transparency, and conduct. 

• Debt service capacity 
maintained at a 
manageable share of 
income throughout the 
relationship. 

• Policy attention narrowly 
focused on rate 
reduction at the 
expense of structure, 
transparency, and 
conduct. 

 

Digital channels and digital 
credit 

Digital delivery and digital 
credit operate through 
distinct mechanisms. As a 
channel, digital disbursement 
reduces transaction costs and, 
where funds flow into 
borrower-controlled accounts, 
protects loan autonomy. 
Evidence that digital 
disbursement improves 
outcomes reflects the 
disbursement mechanism, not 
a gender effect per se: the 
relevant comparison is 
between disbursement 
channels, not between women 
and men borrowers. As a 
product category, 
algorithmically-underwritten 
short-tenor credit introduces 
opacity, rapid disbursement, 
and scalability that can 
amplify harm quickly where 
consumer protection is 
absent. 

• Disbursement into 
borrower-controlled 
accounts where sharing 
pressure is high: the 
mechanism through 
which digital channels 
improve outcomes. 

• PayGo models 
converting large upfront 
costs into manageable 
periodic payments. 

• Well-governed 
algorithmic underwriting 
with transparent pricing, 
robust consumer 
protection, and 
adequate supervision. 

• • Short-tenor, high-cost 
products creating 
refinancing traps; APRs 
above 200 percent likely 
to be harmful regardless 
of other features. 

• • Algorithmic 
decisioning with limited 
transparency, denying 
borrowers the ability to 
understand or contest 
decisions. 

• Weak consumer 
protection enabling 
exploitation and over-
indebtedness to scale 
rapidly. 

•  

Bundled services and 
complementary support 

Bundled services shape 
impact by addressing the 
specific constraints — 

• Recurrent, market-
oriented training 

• Credit without 
complementary support 
where capability or 
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capability gaps, risk exposure, 
or social barriers — that 
prevent productive credit use. 
The mechanism depends on 
accurately identifying the 
binding constraint for each 
borrower segment: well-
targeted bundles improve 
outcomes; generic bundling 
adds cost without 
proportionate benefit. 
Conduct supervision is an 
essential accompaniment: the 
history of bundling includes 
mis-selling, forced product 
acquisition, and lack of explicit 
consent, particularly where 
provider incentives are 
misaligned. 

adapted to clients’ time 
and mobility constraints. 

• Climate or parametric 
insurance for risk-
rationed farmers 
reducing default risk and 
enabling higher-return 
practices. 

• Gender norm programs 
engaging male partners 
and community leaders 
alongside women 
clients. 

social constraints are 
the binding limitation on 
productive use. 

• Bundled insurance 
adding complexity that 
reduces uptake among 
those who most need 
risk mitigation. 

• Forced product 
acquisition or mis-selling 
exploiting credit 
dependency. 

 

Institutional conduct and 
responsible provision 

Provider behavior shapes 
outcomes through the 
decisions that determine 
whether lending is 
responsible, transparent, and 
oriented toward client welfare, 
independently of product 
features. The market-level 
harms documented in Andhra 
Pradesh, Cambodia, Jordan, 
and Sri Lanka were conduct 
failures — aggressive 
expansion, coercive collection, 
absent or captured regulation 
— not product design failures. 
Changing institutional 
conduct requires more than 
presenting evidence: investor 
benchmarks, regulatory 

• Experienced loan 
officers with sustained 
client relationships. 

• Transparent pricing and 
quality customer 
service: competence, 
responsiveness, and fair 
treatment. 

• Institutional incentives 
aligned with client 
outcomes rather than 
loan volume or 
disbursement targets.  

• Aggressive expansion 
targets and 
commission-based 
incentives driving over-
lending. 

• Coercive collection 
practices: physical, 
moral, or cyber-
harassment of 
defaulters. 

• Opaque pricing falling 
disproportionately on 
women and less 
financially capable 
borrowers. 
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enforcement, certification 
frameworks, and competitive 
dynamics in markets with 
strong client protection norms 
are the levers that shift 
institutional incentives. 

   

Table 3: What credit finances: use of funds 
Use of funds is a powerful predictor of outcomes, but not an independent one. In cash-based microlending, money is fungible 
and end-use verification is prohibitively expensive at small loan sizes. A more practical framing is to ensure that a sufficiently 
diverse mix of financial instruments exists so borrowers can self-select into what best matches their circumstances, rather than 
using business credit for consumption by default. Use of funds is best understood as one diagnostic lens among several, not a 
sufficient basis for screening or product design on its own. 
Use of funds How it shapes impact  Conditions associated with 

stronger outcomes 
Conditions associated with 
higher risk 

Productive investment Productive investment 
generates the strongest and 
most sustained returns from 
credit, but only when 
borrower capability, loan 
sizing, and market conditions 
align. The mechanism runs 
from credit through inputs, 
equipment, or technology to 
incremental revenue above 
the cost of debt; where 
market conditions are absent 
or dysfunctional, this pathway 
fails regardless of product 
design or borrower capability. 
Returns are conditional on the 
full configuration, not 
averages across it. 

• Experienced borrowers 
with capability, 
networks, and market 
access to generate 
returns above the cost 
of borrowing. 

• Appropriately sized 
loans matching the 
investment opportunity 
and necessary working 
capital. 

• Functioning demand, 
supply chains, and 
stable prices. 

• Credit paired with 
climate information, 
agronomic advice, or 
insurance for agricultural 
investment. 

• Borrowers without 
experience or capability; 
credit rarely kick-starts 
successful new 
enterprises. 

• Depressed or poorly 
functioning markets 
where even well-
designed credit to 
capable borrowers fails 
to generate returns. 

• Loan size mismatched 
with opportunity or 
investment cycle; both 
under- and over-lending 
carry distinct costs. 

Human capital and mobility  Education and mobility credit 
generates gains through 
access to higher-paid work 

• Education loans 
disbursed directly to 

• Cash disbursement for 
education without 
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and greater autonomy rather 
than immediate income 
returns. The pathway is 
indirect — running through 
credential acquisition or 
geographic access to labor 
markets — making returns 
conditional on functioning 
labor markets and realized 
over longer horizons than 
investment credit. Direct-
payment mechanisms reduce 
diversion risk but do not 
guarantee returns where labor 
market conditions are weak. 
The risks of education credit 
deserve acknowledgement: 
aggressive marketing of short-
duration courses through 
high-cost loans has been 
documented in several edtech 
markets, leaving borrowers 
with debt exceeding any 
return on the credential. 

institutions, narrowing 
gender gaps in tertiary 
enrolment; strongest 
effects are for lower-
income women. 

• Youth credit leading to 
formal employment with 
substantially higher 
starting salaries. 

• Mobility financing 
enabling women to 
access previously 
unreachable labor 
markets. 

• Functioning labor 
markets where returns 
to credentials are 
meaningful. • Weak 
labor markets where 
returns to education or 
formal employment are 
low. 

direct-payment 
mechanisms, increasing 
diversion risk. 

• Debt burdens from 
education loans where 
employment outcomes 
are uncertain or delayed. 

• Aggressive edtech 
marketing of expensive 
short-duration courses 
with limited 
employment returns. 

Consumption smoothing and 
shock response 

Consumption smoothing 
prevents damaging coping 
responses — distress asset 
sales, reduced nutrition, 
school withdrawal — when 
households face genuine 
temporary shortfalls. The 
shaping mechanism is pattern, 
not purpose: occasional 
smoothing of non-recurrent 
shocks can protect household 
stability, while repeated 
borrowing for recurrent needs 
without income growth 

• Isolated, nonrecurrent 
shocks where borrowing 
bridges a genuine 
temporary shortfall with 
a plausible path back to 
normal income. 

• Households with 
sufficient income and 
assets to repay without 
entering further distress. 

• Flexible repayment 
accommodating income 

• Repeated borrowing for 
recurrent consumption 
without income growth, 
documented to produce 
over-indebtedness,  

• Very low-income 
households in high-
frequency shock 
environments without 
alternative safety nets. 

• Credit substituting for 
social protection rather 
than complementing it. 
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entrenches vulnerability over 
time. The operative distinction 
is not between productive and 
consumption uses as binary 
categories, but between 
episodic use that addresses a 
bounded shortfall and 
structural reliance that 
services a persistent income 
deficit. 

volatility during the 
shock period. 

• Complementary safety 
nets reducing structural 
reliance on repeat credit. 

 

Recovery credit Credit deployed to rebuild 
productive assets or working 
capital after a shock presents 
distinct design challenges 
from ordinary consumption 
smoothing. Borrowers at 
maximum income constraint 
are at highest risk: reactive, ad 
hoc post-disaster lending 
tends to compound harm. 
Structured recovery lending 
— with underwriting criteria 
calibrated to post-shock 
circumstances, productive use 
requirements, and active 
monitoring, all established 
before a shock occurs — 
operates on a different risk 
profile. Evidence across 
structured recovery programs 
shows repayment rates of 95 
to 99 percent, often above 
pre-disaster benchmarks. 

• Pre-established 
underwriting criteria 
calibrated to post-shock 
context — based on 
character, track record, 
and future opportunity 
rather than pre-shock 
income. 

• Productive use 
requirements and active 
monitoring built into the 
product design. 

• Recovery credit 
combined with grants or 
insurance payouts to 
provide non-debt 
resources alongside 
borrowed funds. 

• Reactive, ad hoc post-
disaster lending without 
established criteria risks 
compounding harm at 
the point of maximum 
income constraint. 

• Recovery credit as the 
sole response without 
complementary non-
debt resources. 

• Absence of pre-
designed recovery 
products, meaning FSPs 
default to pausing 
lending or intensifying 
collections at exactly 
the moment clients 
need capital. 

 

 

Table 4: Where credit operates: context 
Context is not background noise, it is one of the primary determinants of credit impact. A strong enabling environment can 
partially compensate for weaker borrower profiles; weak environments with rapid expansion and inadequate supervision have 
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been linked repeatedly to market-level harm. PCM evidence shows that context does not merely shift the level of outcomes but 
reshapes which design factors have the greatest marginal impact. This means that the five factors cannot be applied as a 
universal checklist but must be diagnosed for each specific client segment and context. The evidence base on enabling 
environment factors is thinner than on product design and borrower characteristics, reflecting how the research community has 
invested; findings in this section rest partly on practitioner consensus and case evidence alongside Pathfinder synthesis. 
Context domain How it shapes impact Conditions associated with 

stronger outcomes 
Conditions associated with 
higher risk 

Regulatory and institutional 
environment 

The regulatory environment 
shapes impact by setting the 
conditions under which credit 
is priced, allocated, and 
overseen. Effective consumer 
protection narrows the gap 
between credit’s productive 
potential and its actual welfare 
contribution; absent or under-
resourced regulation enables 
harm at scale. Two distinct 
infrastructure priorities serve 
different functions: open 
finance and data-sharing 
frameworks enable cash flow-
based precision lending; credit 
registries and mandatory 
reporting maintain regulatory 
visibility of aggregate market 
exposure and over-
indebtedness risk. Financial 
literacy programs are a further 
enabling component, though 
evidence on standalone 
provision is mixed; effects are 
most consistent when 
financial education is 
integrated with product 
delivery rather than offered 
separately.  

• Transparent disclosure 
requirements and 
responsible lending 
standards enforced in 
practice, not merely on 
paper. 

• Credible complaint and 
redress mechanisms 
genuinely accessible to 
low-income borrowers. 

• Open finance 
frameworks enabling 
cash flow-based 
precision lending, 
account aggregation, 
interoperability 
standards. 

• Credit registries and 
mandatory lender 
reporting maintaining 
regulatory visibility of 
aggregate market 
exposure.  

• Weak or absent 
consumer protection: 
predatory pricing, 
opaque terms, limited 
recourse. 

• Rapid credit expansion 
without prudential 
oversight: the pattern 
most consistently 
preceding market-level 
harm. 

• Regulatory frameworks 
legally sound but under-
resourced in 
implementation, offering 
limited protection in 
practice. 
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Market characteristics  
Market characteristics shape 
impact by determining 
whether viable returns exist 
for credit to activate. Where 
output markets, infrastructure, 
and supply chains function, 
well-structured credit can 
unlock productive investment; 
where these conditions are 
absent, credit cannot 
generate returns regardless of 
product quality or borrower 
capability. Very rapid credit 
market expansion itself alters 
this environment by 
weakening underwriting 
standards and introducing 
systemic instability. 

• Functioning input and 
output markets with 
stable price signals 
enabling investment 
returns. 

• Adequate transport, 
energy, and connectivity 
infrastructure enabling 
market access. 

• Moderate credit market 
depth; evidence 
suggests an inverted-U 
relationship between 
private credit expansion 
and outcomes. 

• Absent output markets: 
credit fails regardless of 
product  

• Very rapid private credit 
expansion correlated 
with weakened 
underwriting, instability, 
and household harm. 

• Geographic isolation 
without compensating 
digital infrastructure, 
widening inequality in 
credit impact. 

Climate stress and shock 
exposure  

Climate stress reshapes what 
credit can do across three 
phases, each with a distinct 
mechanism. Before shocks, 
preparedness financing 
generates positive returns by 
reducing future exposure. 
During moderate or localized 
shocks, credit can help 
households maintain 
production, but as shocks 
become more covariate and 
severe, this positive effect is 
increasingly offset by 
medium-term debt 
accumulation. After severe or 
repeated crises, new credit is 
more likely to service existing 
debt than rebuild assets, 

• Preparedness financing 
— drought-tolerant 
inputs, micro-irrigation, 
soil conservation — 
reducing future shock 
exposure. 

• Flexible repayment 
aligned with post-shock 
income recovery 
timelines. 

• Contingent credit 
instruments tying 
repayment to a climate 
or price index, 
protecting lender 
portfolios in bad years. 

• High-frequency shock 
environments where 
repeated post-shock 
borrowing substitutes 
for income growth, 
documented to produce 
widespread over-
indebtedness and land 
loss. 

• Rigid repayment 
structures unable to 
accommodate climate-
induced income 
volatility. 

• Covariate shocks 
affecting entire 
communities 
simultaneously, 
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making structured recovery 
lending with pre-established 
criteria the appropriate 
instrument rather than 
reactive emergency 
disbursement. 

• Products bundled with 
weather-index or 
parametric insurance. 

undermining group 
lending solidarity. 

 

Social norms Social norms shape impact by 
determining whether loan 
proceeds reach, remain with, 
and are deployed by the 
intended borrower. Gender 
norms are the most 
extensively documented 
dimension, but caste, 
ethnicity, religion, and loan 
officer attitudes and implicit 
bias also shape who accesses 
credit and on what terms — 
the limited evidence on these 
factors reflects a research gap 
rather than evidence of their 
irrelevance. Where norms 
support women’s economic 
roles, credit strengthens both 
income and decision-making; 
where norms redirect 
proceeds to male household 
members, the borrower bears 
repayment liability without 
capturing benefit. 

• Contexts where norms 
already support 
women’s economic 
roles. 

• Direct disbursement into 
women’s own accounts 
protecting resource 
control against sharing 
pressure. 

• Group-based programs 
and gender norm 
interventions expanding 
women’s mobility and 
agency alongside credit. 

• Community 
engagement with male 
partners and leaders 
addressing underlying 
social constraints.  

• Strongly restrictive 
norms with product 
designs giving women 
no protected control 
channel: funds diverted, 
women bearing full 
repayment liability. 

• Credit delivery without 
gender norm 
programming where 
backlash is likely. 

• Nominal borrowing 
arrangements where 
women are listed as 
clients but exercise no 
real control. 

  

Table 5: When credit helps: time horizon 
Time horizon is one of the most important and most neglected dimensions of credit impact. Most evaluations follow borrowers 
for 18 months to three years, structurally underestimating both the compounding gains from productive investment credit and 
the cumulative harms from repeated consumption credit. The appropriate horizon is not always long: short-tenor credit for 
working capital serves legitimate purposes where returns materialize within the loan period. Unlike insurance or social protection, 
credit generates a financial obligation that must be serviced regardless of whether the purpose for which it was taken succeeds. 
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This is the mechanism that makes temporal accumulation of harm possible and that makes time horizon analytically distinct from 
the other four factors. 
Time dimension  How it shapes impact  Conditions associated with 

stronger outcomes 
Conditions associated with 
higher risk 

Temporal asymmetry  Time shapes impact 
asymmetrically depending on 
what credit finances. 
Investment credit benefits 
from longer horizons as 
returns accumulate gradually; 
the Hyderabad experiment 
found near-zero effects at 18 
months and at three years, 
and decisive firm-level gains 
at six years for borrowers with 
preexisting businesses. 
Coping or consumption credit 
accumulates obligations while 
the underlying income gap 
persists. These trajectories are 
indistinguishable at a single 
measurement point, which is 
why short evaluation windows 
systematically misread both 
the gains from productive 
credit and the harms from 
repeated consumption 
borrowing. The key distinction 
is between episodic use — 
addressing a bounded, 
specific shortfall — and 
structural reliance to bridge a 
persistent income deficit. 

• Credit financing 
productive investment 
where long horizons 
allow returns to 
accumulate; gains may 
be invisible at 18 months 
and decisive at six years. 

• Occasional, 
nonrecurrent use for 
genuine one-off 
shortfalls with a 
plausible path back to 
normal income. 

• Loan structure matched 
to the time profile of 
expected returns, not 
operational or funder 
convenience. 

• Repeated borrowing for 
recurrent consumption 
or shock-coping; over-
indebtedness, debt 
cycling, and asset 
depletion that manifest 
only over years. 

• Short follow-up 
evaluations recording 
apparent neutrality while 
masking cumulative 
harm; neutral short-run 
findings on investment 
credit should be treated 
with caution. 

• Loan structures 
misaligned with return 
profiles: short-tenor 
rigid products financing 
long-gestation 
investments. 

Borrowing trajectories Borrowing trajectories shape 
long-run outcomes by 
determining whether 
successive credit cycles build 
productive capacity 

• Progressive lending with 
30 to 50 percent loan 
size increases per 
cycle— consistently 

• Stagnant loan sizes 
failing to match growing 
capacity, or rapid jumps 
exceeding absorptive 
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incrementally or stagnate. 
PCM evidence finds that 
clients who achieved positive 
outcomes were not those who 
received a single optimal loan 
but those who progressed 
along structured borrowing 
pathways over time. The 
mechanism operates across 
both loan sizing and 
institutional progression: 
calibrated increases allow 
borrowers to grow into larger 
amounts; stagnation or over-
rapid scaling disrupts this 
pathway. A survivorship 
caveat applies: clients 
identified as following 
successful pathways are by 
definition those who 
continued borrowing: 
borrowers who dropped out or 
experienced distress are 
absent from the data. 

associated with better 
progression outcomes 
across PCM partners. 

• Structured renewal and 
graduation mechanisms 
supporting progression 
within standard tenors. 

• Monitoring of borrower 
trajectories across 
multiple cycles — 
progression velocity and 
debt-service trends — 
rather than single-point 
repayment rates.  

capacity: both 
associated with worse 
outcomes than 
calibrated progression. 

• Absence of institutional 
transition pathways 
leaving clients who have 
outgrown products 
without formal credit 
options. 

• Monitoring limited to 
single-point repayment 
rates, missing 
cumulative trajectory 
dynamics and early 
distress signals. 
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ANNEX C 
Influencing factors  
 

 

 

This Annex lists how the Impact Pathfinder evidence ranks various credit influencing factors by 
“power” – approximated by how frequently each factor is tagged across credit studies. As analysts 
identified factors in the studies they reviewed for the Pathfinder database, the factors were coded or 
“tagged”. 

• Demographics (Customer & Community) – 37 tags 
Includes gender, age, education, household status, etc. These characteristics strongly shape 
who accesses microcredit and who can turn it into income, technology adoption, or resilience. 

• Pricing, financial terms and benefits (Design & Delivery) – 30 tags 
Interest rates, fees, installment size, grace periods, and perceived benefits heavily determine 
both uptake and whether borrowing is growth-enhancing or leads to distress. 

• Delivery mechanism (Design & Delivery) – 29 tags 
Channel and modality (e.g., group vs. individual lending, digital vs. in-person, PayGo, asset-based 
lending) are critical for both inclusion and repayment performance. 

• Distribution channels (Design & Delivery) – 13 tags 
Agent networks, MFIs, banks, cooperatives, fintech platforms, and their reach into rural/low-
income segments shape who is actually served. 

• Financial capability (Customer & Community) – 12 tags 
Clients’ financial literacy, planning skills, and ability to understand terms and manage cash flows 
significantly affect whether loans translate into better outcomes. 

• Complementary services or programs (Design & Delivery) – 12 tags 
Training, extension services, business development support, or bundled insurance frequently act 
as multipliers for the impact of credit. 

• History (Customer & Community) – 10 tags 
Prior credit use, repayment history, and past experiences with lenders influence both access 
(screening) and impacts (how clients deploy new loans). 

• Social influence (Customer & Community) – 7 tags 
Peers, groups, cooperatives, and social networks affect uptake, repayment discipline, and how 
loans are used (e.g., for productive vs. consumption purposes). 
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• Business characteristics (Customer & Community) – 6 tags 
Sector, size, profitability, and risk profile of the enterprise mediate how strongly credit affects 
jobs, income, and resilience. 

• Financial policy and regulation (Ecosystem) – 5 tags 
Consumer protection, prudential rules, and broader credit policies shape whether expansion of 
microcredit supports inclusive growth or fuels over-indebtedness. 

• Location (Customer & Community) – 4 tags 
Urban vs. rural, remoteness, and regional differences often explain heterogeneity in both access 
to microcredit and realized impacts. 

• Economic development level (Ecosystem) – 3 tags 
Country/region income level and stage of financial sector development influence whether more 
credit supports growth or has neutral/negative effects. 

• Farm characteristics (Customer & Community) – 3 tags 
Land size, crop mix, and asset base matter for agricultural borrowers’ ability to transform credit 
into higher productivity and income. 

• Technology capacity (Customer & Community) – 2 tags 
Borrowers’ ability to use digital tools or new technologies can be decisive in digital credit or 
technology-linked lending models. 

• Accessibility (Design & Delivery) – 2 tags 
Physical and procedural ease of accessing the loan (KYC requirements, documentation, travel 
distance) still appears but is referenced less than the factors above. 

• Health (Customer & Community) – 1 tag 
Borrower health status shapes both need for credit (e.g., medical expenses) and capacity to 
repay but is explicitly tagged less often. 

• Economic sector (Ecosystem) – 1 tag 
Sectoral composition of the local economy can moderate credit impacts but appears 
infrequently as a coded factor. 

• Infrastructure (Ecosystem) – 1 tag 
Physical and digital infrastructure (roads, connectivity, payment rails) underpins credit delivery 
but is seldom coded as a standalone factor in the microcredit evidence underpinning the Impact 
Pathfinder. 
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ANNEX D 
Impact of Credit on Women’s Economic 
Empowerment 
 

 

 

Overall assessment: Credit consistently strengthens women’s income, savings, and asset ownership 
where women retain genuine control over loan use. Effects on household decision-making authority 
and broader agency are more context-dependent and harder to sustain without complementary 
programming. 

 

The Impact Pathfinder gave the following ratings of the evidence for two pathways from credit to 
Women’s Economic Empowerment (through opportunities and through agency): 
 
Strength and direction of evidence for Women’s Economic Empowerment 
Development Outcome Pathway Strength Direction 
Women’s Economic Empowerment Credit > Opportunities Strong Mixed 

Credit > Agency Strong Mostly Positive 
    

 

When effects are positive: 

• Women retain meaningful control over loan use throughout the credit cycle. 

• Direct disbursement into women’s own accounts: the intervention with the strongest causal 
evidence for protecting autonomy, particularly where sharing pressure is high. 

• Growth-oriented women entrepreneurs with larger firms, higher education, and genuine 
absorptive capacity for above-standard loan sizes. 

• Moderately enabling gender norms, or program design explicitly addressing restrictive norms 
through gender norm programming, male partner engagement, and community leadership 
involvement. 

• Longer time horizons: productive investment credit, education loans, and mobility financing all 
generate empowerment gains that may be invisible at standard evaluation windows. 
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When effects are neutral or negative: 

• Men appropriate loan proceeds while women bear repayment liability: the risk-without-benefit 
pattern that most consistently produces negative outcomes across multiple contexts and study 
designs. 

• Women as nominal borrowers used instrumentally to access credit for other household 
members; debt-stressed households where credit becomes a source of compounded caregiving 
and psychological burden rather than economic opportunity. 

• Restrictive gender norms without compensating product design: contexts where credit can 
trigger backlash, increase household conflict, and generate harm rather than empowerment. 

• Small, rigid microloans with tight weekly repayment schedules: structurally mismatched with 
women’s income patterns and constraining rather than enabling productive use. 

• Women managing multiple overlapping formal and informal credit relationships on behalf of the 
household, bearing reputational and social consequences of default across the full portfolio, a 
systemic burden that is invisible in individual-loan impact studies and not mitigated by loan-level 
design fixes alone. 

Critical design features:  

• Protected disbursement mechanisms. 

• Loan sizing matched to genuine absorptive capacity. 

• Flexible repayment aligned with women’s income patterns. 

• Complementary gender norm programming. 

• Financial and business capability support as a design element, not an add-on. 

• Transparency in product offering. 

Link to the five-factor framework: 

Women’s economic empowerment outcomes are shaped by all five factors, with WHO and HOW as 
the most frequently decisive. WHAT also matters: education and mobility credit — forward-looking 
uses whose returns accumulate over longer horizons — are among the configurations with the 
strongest evidence for sustained empowerment gains, particularly for women with lower initial 
income. The appropriation risk (WHO) is the single most consistent determinant of whether positive 
empowerment outcomes materialize; disbursement design (HOW) is the most actionable lever for 
addressing it. WHERE, particularly gender norms operating at household and community level, 
determines the baseline from which product design must work. WHEN matters because 
empowerment gains from education and mobility credit unfold over years, not months.  
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The five factors interact: a woman with genuine absorptive capacity (WHO) who receives 
appropriately sized, flexibly structured credit (HOW) in a context with moderately enabling norms 
(WHERE) and sufficient time (WHEN) is substantially more likely to experience sustained gains than 
the same credit product deployed across any single factor in isolation. 
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ANNEX E 
Impact of Credit on Jobs and Entrepreneurship  
 

 

 

Overall assessment: Impact is mostly positive for existing businesses, with pronounced heterogeneity. 
Effects on new firm creation are weak; effects on job generation beyond the owner are modest. 
Experienced entrepreneurs capture substantially larger gains than first-time borrowers, and this gap is 
wider than conventional screening criteria would predict. 

 

The Impact Pathfinder gave the following ratings of the evidence for two pathways from credit to Jobs 
and Entrepreneurship (through opportunities and through resilience): 
 
Strength and direction of evidence for Jobs and Entrepreneurship 
Development Outcome Pathway Strength Direction 
Jobs and Entrepreneurship Credit > Opportunities Moderate Mixed 

Credit > Resilience Indicative Mostly Positive 
    

 
When effects are positive: 

• Borrowers with prior business experience and larger, more established firms: the strongest and 
most consistent predictor of positive credit outcomes across the entrepreneurship evidence 
base. 

• Borrowers identified through psychometric or behavioral assessment as having high 
entrepreneurial capability, a stronger predictor than firm-level characteristics for larger loan 
sizes. 

• Flexible repayment schedules aligned with business cash flows, enabling productive investment 
without the working capital disruption of rigid weekly repayment. 

• Loan sizes matched to genuine productive opportunity, including working capital needs, not only 
capital investment, with both under-lending and over-lending carrying distinct costs. 

• Longer time horizons: gains from productive business credit compound over multiple loan cycles 
and are largely invisible at standard evaluation windows of 18 months to three years. 

When effects are neutral or negative: 

• First-time entrepreneurs with no operating history; credit rarely kick-starts successful new firms; 
the risk of diversion to consumption or default is substantially higher. 
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• Borrowers with low psychometric scores or high over-optimism; large loans to this group have 
been associated with profit declines and higher exit rates, with losses near-equivalent in 
magnitude to the gains for high-ability borrowers. 

• Depressed or poorly functioning markets; even well-designed credit to capable borrowers fails 
to generate returns where market conditions are absent. 

• Credit supply contraction at exactly the moment enterprises most need capital: over-
indebtedness crises and financial instability tend to tighten credit precisely when shock-
affected businesses most require liquidity for recovery. 

Critical design features:  

• Screening for absorptive capacity, not only creditworthiness. 

• Loan sizing matched to productive opportunity. 

• Repayment schedules aligned with business cash flows. 

• Bundled business development support for first-time entrepreneurs. 

• Digital disbursement for women entrepreneurs. 

Link to the five-factor framework: 

The entrepreneurship evidence is the clearest illustration of the WHO × HOW interaction: borrower 
capability determines whether product features generate gains or harm. The heterogeneity finding — 
that the same loan product produces large gains for some borrowers and near-equivalent losses for 
others — is the central analytical result, and it directly motivates precision deployment. WHEN is 
equally important: compounding business gains are structurally invisible within standard evaluation 
windows. WHERE shapes outcomes primarily through market conditions: credit cannot generate 
business returns where output markets, supply chains, or infrastructure are absent. 
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ANNEX F 
Impact of Credit on Poverty Reduction 
 

 

 

Overall assessment: Impact is fundamentally heterogeneous. Credit can serve as either a catalyst for 
progress or a trap that deepens vulnerability: the difference depends on who uses it, how it is 
structured, what it finances, and whether time works for or against the borrower. Average effects 
across populations conceal outcomes that are strongly positive for some and harmful for others.  

 

The Impact Pathfinder gave the following ratings of the evidence for two pathways from credit to 
Poverty Reduction (through opportunities and through resilience): 
 
Strength and direction of evidence for Poverty Reduction 
Development Outcome Pathway Strength Direction 
Poverty Reduction Credit > Opportunities Strong Mixed 

Credit > Resilience Moderate Mixed 
    

 
When effects are positive: 

• Productive investment by capable borrowers with prior experience, viable opportunities, and a 
functional market context, the configuration most consistently associated with sustained 
income gains. 

• Isolated, non-recurrent shocks where consumption credit bridges a genuine temporary shortfall 
and the household has the income and assets to repay without entering further distress. 

• Longer time horizons: productive investment credit generates compounding gains that standard 
evaluation windows systematically miss. 

• Progressive loan trajectories aligned with growing borrower capacity: gains accumulate across 
multiple cycles, not from any single loan. 

When effects are neutral or negative: 

• Repeated consumption borrowing without income growth: the most documented pathway from 
credit to deepened poverty, with over-indebtedness, forced asset sales, and land loss as 
documented outcomes. 
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• Credit for low-income households in extreme poverty or chronic income instability, where the 
absence of a productive base means credit addresses immediate needs rather than enables 
accumulation. 

• Large loans to borrowers without absorptive capacity: near-equivalent losses to the gains high-
ability borrowers achieve, with profit declines and higher exit rates. 

• Credit increases wealth accumulation for richer households while reducing it for poorer ones, a 
distributional dynamic that aggregate poverty measures and average treatment effects conceal. 

• Chronically indebted households where borrowing is a structural response to income 
insufficiency, rising essential costs, and absent social protection — not a temporary liquidity 
gap. For this population, credit at any design quality cannot be a poverty-reduction instrument 
until upstream conditions change; it is more likely to extend and deepen the debt cycle than to 
build capacity to escape it. 

Critical design features:  

• The graduation approach: combining consumption support, asset transfers, training, savings, and 
credit in sequence.  

• Monitoring trajectories rather than snapshots.  

• Loan sizing to match productive opportunity.  

• Evaluation windows aligned with credit purpose. 

Link to the five-factor framework: 

Poverty reduction is the outcome most directly shaped by the WHAT × WHEN interaction. Whether 
credit generates accumulation or deepens vulnerability depends above all on what it finances 
(productive investment vs. repeated consumption) and how that use plays out across time 
(compounding gains vs. compounding debt). The WHO dimension, particularly economic status, 
shapes which function credit serves in practice: for households without a productive base, even well-
intentioned investment credit will tend to flow toward immediate consumption needs, making the 
sequencing of instruments as important as the design of the credit product itself. WHERE — 
specifically the enabling environment and social protection infrastructure — determines whether 
credit is the appropriate lead instrument or whether other instruments should precede it. 
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ANNEX G 
Impact of Credit on Climate Adaptation and 
Resilience 
 

 

 

Overall assessment: Impact is highly context-dependent and phase-specific. Credit is an effective 
tool for proactive climate adaptation investments and can support short-term shock absorption, but 
becomes a fragility amplifier under repeated or severe shocks. The same instrument that builds 
resilience before a shock can deepen vulnerability when used as the primary coping mechanism after 
one. 

 

The Impact Pathfinder gave the following ratings of the evidence for two pathways from credit to 
Climate Adaptation and Resilience: 
 
Strength and direction of evidence for Climate Adaptation and Resilience 
Development Outcome Pathway Strength Direction 
Climate Adaptation and Resilience Credit > Resilience Strong Mixed 

Credit > Opportunities 
(Adaptation) 

Strong Mixed 

    

 
When effects are positive: 

• Proactive adaptation financing for climate-smart agricultural practices, energy efficiency, and 
income diversification — before shocks occur, when productive investment logic applies. 

• Credit paired with agronomic advisory support, weather information, and input supply access: 
the combination that most consistently enables climate-smart technology adoption. 

• Flexible repayment schedules aligned with post-shock income recovery timelines, preventing 
temporary income disruption from becoming permanent debt distress. 

• Contingent credit instruments tying repayment obligations to climate or price indices, 
protecting borrowers and lenders in bad years, with growing evidence of adoption and portfolio 
protection benefits. 

• Risk-layering approaches combining credit with index insurance or savings, increasingly 
necessary as climate severity and variability rise. 



Opening the Black Box on the Impact of Inclusive Credit 84 
 

 
When effects are neutral or negative: 

• High-frequency shock environments where repeated post-shock borrowing substitutes for 
income growth, accumulating debt without building resilience, documented in Cambodia to 
produce widespread over-indebtedness and land loss. 

• Rigid repayment structures unable to accommodate the income volatility that climate shocks 
generate, converting short-term distress into compounding debt burden. 

• Covariate shocks affecting entire communities simultaneously, undermining group lending 
solidarity mechanisms and creating systemic default risk. 

• Recovery credit deployed as a primary response without grants, insurance payouts, or debt 
restructuring: risks compounding harm rather than enabling rebuilding at the point of maximum 
income constraint. 

• Credit as the sole shock-coping instrument in environments where shock frequency exceeds the 
borrower base’s repayment capacity. 

Critical design features: 

• Phase-matching between credit function and climate risk profile. 

• Flexible repayment and contingent repayment structures. 

• Risk-layering with insurance or savings. 

• Recovery credit only with complementary instruments. 

Link to the five-factor framework: 

Climate adaptation and resilience outcomes are dominated by the WHERE × WHAT interaction. The 
context — specifically climate shock frequency, severity, and covariance — is the primary 
determinant of whether credit builds or undermines resilience; and what credit finances (proactive 
adaptation vs. shock response vs. recovery) is the second. HOW, particularly repayment flexibility and 
risk-layering through insurance bundling, is the most actionable design variable for improving credit’s 
performance in high-risk environments. WHEN is structurally important: the distinction between 
episodic protective use and structural coping use is invisible at single measurement points, and 
cumulative harm from repeated climate-related borrowing unfolds over years in ways that standard 
evaluation windows miss. 
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ANNEX H 
Impact of Credit on Health 
 

 

 

Overall assessment: Impact has a paradoxical pattern across two distinct functions. Credit 
consistently and reliably helps households absorb the immediate financial impact of health shocks, 
protecting consumption and averting distress coping strategies. Its effects on actual health outcomes 
and service utilization are decidedly mixed and highly conditional. These are different questions with 
different evidence bases and conflating them produces misleading conclusions about credit’s role in 
health. 

 

The Impact Pathfinder gave the following ratings of the evidence for two pathways from credit to 
Health (through resilience): 
 
Strength and direction of evidence for Health 
Development Outcome Pathway Strength Direction 
Health Credit > Resilience Moderate Mixed 
    

 

When effects are positive: 

• Isolated health shocks where credit enables consumption maintenance and avoidance of 
distress coping strategies: the most consistently documented positive health-related credit 
effect. 

• Women’s credit participation in contexts where women control loan proceeds and allocate 
resources toward household health; maternal and child health associations are more consistent 
than those for men’s borrowing. 

• Credit integrated with microinsurance, health facility partnerships, or direct health payment 
mechanisms: the product configurations that address the financial barrier without requiring 
credit to also solve non-financial access constraints. 

• Households with sufficient income and asset base to service health-related debt without 
entering further distress; the financial stabilization function depends on the underlying income 
base. 
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When effects are neutral or negative: 

• Repeated health-related borrowing in households with chronic income instability; the short-term 
stabilization effect becomes a medium-term debt burden, with households five times more likely 
to take on additional debt following health-shock credit. 

• Women in debt-stressed households bearing the dual burden of loan repayment and intensified 
caregiving — documented to produce psychosocial stress and health deterioration, particularly 
where loans were taken for basic needs or health shocks rather than productive investment. 

Critical design features: 

• Sequencing credit with health system strengthening. 

• Microinsurance linkage. 

• Flexible repayment for health-shock borrowers. 

• Gender-sensitive delivery protecting women’s control over health expenditures. 

Link to the five-factor framework: 

Health outcomes illustrate the importance of distinguishing the outcome being measured from the 
function credit serves. Credit’s financial shock-absorption function — a resilience dimension of the 
WHAT factor — operates relatively reliably; its contribution to improved health outcomes, an 
opportunity dimension, is much more conditional. WHO (particularly economic status and gender) 
shapes both the likelihood of health shock exposure and the household’s capacity to service health-
related debt. WHEN matters because the short-term financial protection function and the medium-
term debt accumulation dynamic play out over different time horizons and require different evidence 
windows to detect. 
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ANNEX I 
Impact of Credit on Energy Access 
 

 

 

Overall assessment: Impact is predominantly positive and among the most concrete success stories 
in inclusive finance, particularly for solar electricity access through PayGo models. Credit solves a 
specific, well-defined problem: the gap between households that can afford the total cost of a clean 
energy system over time but cannot mobilize the lump-sum required to purchase it. Where this is the 
binding constraint, credit works reliably. Where fundamental affordability or supply are the constraints, 
it does not. 

 

The Impact Pathfinder gave the following ratings of the evidence for two pathways from credit to 
Energy Access (through opportunities): 
 
Strength and direction of evidence for Health 
Development Outcome Pathway Strength Direction 
Energy Access Credit > Opportunities Strong Mostly Positive 
    

 

When effects are positive: 

• Liquidity-constrained households that can afford total cost over time but cannot mobilize the 
lump-sum upfront: the cleanest and most consistent case for energy credit. 

• PayGo models combining digital payment collection with remote asset control, the product 
configuration with the strongest evidence across solar electricity access contexts. 

• Asset-collateralized loans for larger solar systems reaching borrowers with higher income bases 
and greater productive use needs. 

• Flexible payment scheduling matched to household income patterns; technology-enabled 
repayment aligned with income flows reduces default risk while expanding access. 

• Mid-life household heads: the segment showing the strongest responsiveness to clean energy 
adoption facilitated by credit. 

When effects are neutral or negative: 

• Fundamental affordability constraint rather than liquidity gap; credit cannot make recurring fuel 
costs affordable; households financed into clean cooking may revert to traditional fuels when 
fuel costs cannot be sustained. 
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• Absence of supply infrastructure; credit cannot create supply where clean energy products, 
maintenance services, or reliable distribution networks are absent. 

• Older household heads with diminishing responsiveness to innovation and longer-payback 
investments, requiring differentiated product and communication strategies. 

• Lower-income, more remote later-adopter segments, where the models that worked for earlier 
adopters require meaningful adaptation in pricing, product sizing, and subsidy integration. 

Critical design features: 

• Digital payment collection and remote disable technology, enabling underserved populations to 
be served without conventional collateral.  

• Payment scheduling matched to income patterns. 

• Modular product design that enables entry at appropriate system sizes. 

• Match the instrument to the actual barrier to access. 

Link to the five-factor framework: 

Energy access is the outcome where the five-factor framework applies most directly and reliably, 
because the mechanism is specific and the boundary conditions are relatively clear. WHO matters 
through income level and age; the liquidity gap that credit addresses exists across income levels, but 
the shape of the gap and the absorptive capacity for recurring fuel costs vary systematically. HOW is 
decisive: PayGo structure, flexible payment scheduling, and asset-linked design are the features that 
make energy credit work; standard unsecured microloan terms for energy appliances produce weaker 
outcomes. WHAT is relatively fixed; this is a specific-purpose credit instrument with a defined use 
case. WHERE shapes deployment through the presence or absence of distribution infrastructure and 
regulatory frameworks for fintech. WHEN is less analytically central here than in other outcome 
domains, because energy access credit tends to have clearer short-term outcomes that align with the 
loan cycle; though the medium-term question of sustainable fuel costs and system maintenance is a 
genuine longer-run concern. 
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