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Comments on Collins, D. , J. Morduch, S. Rutherford and O. Ruthven (2009), Portfolios of the Poor. How the World’s Poor Live on $2 a Day, Princeton University Press.
1. This is a timely, important and well documented book. It contrasts with the conventional approaches to poverty and poverty reduction. By these approaches, poverty is essentially addressed as a macroeconomic phenomenon and defined through income thresholds (1.08 dollar per head and per day for extreme poverty, 2 dollars per head and per day for poverty). The authors rightly discuss the relevance of various measures of the dollar exchange rate (current exchange rate or Purchasing power parity exchange rates) and show that no current measure adequately captures what we would like to observe. One could add to their critique that such a monetary definition of poverty does not recognize the many non-monetary aspects of poor people lives and transactions. But this is another story, and this book goes a long way to help understand poverty beyond this rather simplistic monetary definition.
2. The authors’ approach to poverty, rather, consists in an interesting mix of anthropology and economics: they have conducted yearlong studies of the “portfolios of the poor”, based on diaries of their financial transactions. These diaries were written in collaboration with some 300 poor households in three countries: Bangladesh, India and South Africa, between 1999 and 2005.  Households were surveyed every other week during a full year, so that a detailed, periodical and up-to-date report of their financial transactions could be written. Overall, more than 250 financial diaries were successfully completed. They required six rounds of interviews and visits. This is therefore a very detailed, rigorous and documented field study, very much in line with new trends in empirical development economics (such as pioneered by Esther Duflo and others). Esther Duflo’s focus on randomized impact evaluation appears quite complementary to the kind of empirical approaches developed in this book. The French Development Agency is committed to supporting and developing such approaches, notably on subjects quite similar to those addressed in the book since we are dedicated to making finance work for the poor. We are currently engaged, for example, in an impact evaluation of a microfinance project in Morocco (with the Al Amana microfinance institution) in partnership with Esther Duflo’s MIT Poverty Lab and the Paris School of Economics. We are also cooperating with Berkeley University on an impact evaluation of a micro-insurance project in Cambodia. 
3. Contrary to a sort of conventional wisdom according to which the Poor do not need access to financial instruments because they have very little money, the book convincingly argues that money management is central to the livelihood of poor people, precisely because they have little money and need to make the most out of it. One of the early surprises noted by the authors is that the Poor do not live “hand to mouth”, spending all their income through immediate survival consumption. They systematically save and try hard to protect their savings and capacity to save from the short-term pressure to spend their income (thus “protecting their money from themselves”). By looking in detail at how poor people manage their daily lives, the authors document sophisticated financial practices based on savings and borrowing. They discuss what they call the “triple whammy” faced by the Poor: a three-fold plight of low income, irregularity and unpredictability, and lack of adequate instruments to manage their income.
4. This triple whammy translates to specific needs which provide the organization of the various chapters of the book: (1) managing day-to-day basics such as access to food; (2) coping with various risks (health, unemployment, various losses – of property, of crops or of livestock -and robberies, funerals in South Africa, etc.); (3) raising lump sums for specific, large expenses (children’s education, various purchases, etc.). 
5. Some of the central findings reported in the book are that the Poor meet these specific needs by entering a host of financial transactions. Most are “informal”, with various partners such as friends, colleagues or relatives. These transactions provide valuable services that the Poor people are willing and able to pay for. This reality actually changes the perspective about the notion of the interest rate both on borrowing and on savings. 

6. On borrowing, computing an “annual interest rate” on very short-term loans misses the point that these loans provide access to scarce liquidity, which is a service for which the Poor are willing to pay. High interest rates should rather be interpreted as the cost for such a service, a sort of fee (which is often flat and negotiable). The Poor enter many borrowing arrangements, and take many overlapping loans in the course of a year, some of them actually interest-free (notably in the context of reciprocal commitments through which borrowers will later become lenders, or in the context of employers or richer relatives feeling a responsibility to help).
7. Insofar as savings are concerned, the Poor lack basic access to convenient savings instruments and are again willing to pay for saving services (which amounts to paying the banker for keeping one’s money safe). This explains some negative interest rates on savings, such as in Ghanaian Susus, where poor households hand a small fixed amount each day to a sum collector and get the money back at the end of each month less one day’s worth. As the authors argue, this is a “small fee to pay for a service that efficiently bundles a month’s worth of daily savings into a usefully large lump sum”. 
8. There is also an interesting “continuity” between borrowing and savings. Both are quite similar in that they involve steady, incremental pay-ins. This explains why the Poor occasionally constitute savings through borrowing. It comes down to creating powerful incentives or commitments to save, without which the daily pressure might lead to spend all income. 

9. One of the powerful conclusions of this description of how the Poor cope with the triple whammy is that all the available informal instruments that are described in the book, however useful, present a number of shortcomings: they are unreliable (access to needed liquidity is not guaranteed, some savings clubs collapse, etc.), they lack transparency, they involve time, energy and emotional toll, they are a source of stress and shame (turning to family or friends, lack of privacy), they bind the Poor through a moral obligation to reciprocate. 
10.  The authors use their findings to assess the relevance of current microfinance approaches to improve the livelihood of the Poor. They argue that new financial instruments should be developed that are convenient, flexible and adapted to the needs and capacity of the Poor. For example, there is a demand for insurance services, but yearly insurance premiums are too high for the Poor to pay in a lump way. However, they can pay on a weekly basis. Or savings instruments can be created that allow for depositing and withdrawing at any time in any value, and other longer term “compulsory” savings instruments to be prepared for events that call for large expenses (weddings, funerals, situations of urgency, etc.). Some recent innovations have taken place in microfinance that go in these directions, such as the personal passbook savings account introduced by the Grameen bank, or the Grameen Pension Savings, a “contractual” long term savings plan based on regular monthly deposits. These innovations on the savings side were so successful that, as reported in the book, by the end of 2007, Grameen clients collectively owned $1.4 of savings for each $1 in loan.
11.  Hence, there is room for pro-poor financial innovation, and this seems to be a powerful approach to pro-poor growth and to the empowerment of the Poor. Such innovation should aim, as argued in the book, at (i) helping poor households to manage money on a day-to-day basis; (ii) helping them to build savings over the long term; and (iii) helping them to borrow for all uses.
12.  The experience of the French development agency Group broadly validates the approach taken in the book. There was actually an interesting experience, financed in 2000 by Proparco, AFD’s private finance subsidiary, in Kenya. The project consisted in financing an independent start-up, called Triple A, whose activity was to work with big firms to refinance insurance premiums on a monthly basis so that employees could pay them. The success of Triple A invited entry by large commercial banks into that segment. These banks were able to develop and expand the product, and to make it available on a much larger scale. In only a couple of years, the financing of insurance premium, well adapted to local needs, became widely available. However, Kenya still is a country where the insurance sector remains quite marginal compared with South Africa, for example. 
13. The conclusions of the book with respect to microfinance follow nicely from the survey on financial diaries. The diversification of financial services provided by microfinance institutions from microcredit to savings instruments and to micro-insurance is certainly a promising trend. One of the conclusions on the use of microcredit, however, seems to run counter to the current conventional wisdom and “good practices” on microfinance, which recommend making loans to income-generating activities: instead, the authors argue that microcredit should be extended to cover all financing needs (including consumption, or financing savings) beyond only financing microenterprises. This would deserve more discussion and analysis. Easing the borrowing constraint needs to be done very wisely, lest it create incentives towards over-indebtedness which could do a disservice to the Poor. 

14.  Finally, this book also opens a very interesting reflection on how to deal with the informal sector. As is well known, the informal economy often represents 80% or even more of the economic activity in the poorest countries. The traditional approach that recommends a “formalization” of the informal economy largely misses the point. Rather, field studies like that proposed in the book should document how the informal economy works and how it meets the needs of the participating individuals. Understanding these needs may then allow devising formal instruments to address them in a way that will present advantages over existing informal instruments so that individuals will have an incentive to adopt them. In a nutshell, this is “formalization”, but it amounts to reinventing the formal economy so as to meet the needs of the informal one. This is a total change in perspective. At the French Development Agency, we have developed such an approach with respect to vocational training (by conducting field surveys in 7 African countries
), and it proves full of very useful insights.
In conclusion, let me reiterate that this is an important book that should be widely read and that should lead to a broad reassessment of how development assistance traditionally approaches poverty reduction.

� See Walther, R., with E. Filipiak (2007), Vocational Training in the Informal Sector, Notes et Documents No. 33, Agence française de développement. 





