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Why do the poor in loweincome countries consistently eschew programmatic
politics in favor of political clientelism? Considerable emphasis is placed upon the
nefarious role bclientelism and its persistence in poor countries, whehes mode of
political mobilization is most commonamong the least wealthy, and thus most
marginalized, voterslt is a widely accepted that clienteligetreatsas sociges develop
economical). However, the mechanism by which this transformation unfolds is still up
for debate. Some scholars point out that poor voters are OcheaperO to sway through
clientelistic strategies, and thus as incomes rise, thebeosffit calculus for leaders
swingsin favor of programmatic strategie®éitz-Shapiro 2013; Susan Stokes, Thad
Dunning, Marcelo Nazareno, and Valerie Brusco 20¥8ternatively, othersargue that
poor voters are mor@mbiguityaverse, and thustionally prefer the immediatbenefits
from local brokersover promises for abstract, programmatic polici&alflwin 2013;
Thachil 2014. Whether one accepts the demamd supplyside view of political
clientelismOs demise, in either scenario income is the integral driver of cBangehat
if there were another explanation tbis connection; one unrelated to material wealth
altogether?

In this article, | argudahat poverty and political clientelisnare connected via
institutional informality; and furthermore, that along with economic agraeknt comes
a greater degree of formaljtand thus the idsolution of such clientelism. Exerting
political control in this manner requeés expansive informal nebrks capable of
gatheringand processing informatigrand characterized byaceto-face comact. Much
of the QvorkOof clientelism takes place in the informal economy, where both economic
and political transactions rely upon affective, personalized and reciprocal relations. The
sociapolitical environmenthat is most amendable snuch a procesdaes not crucially
depend upon poverty, but informalityl.o test this claimi utilize a field experiment that
alters just a single aspect of economic developféme formalization of financ®while
holding income constantWhat | find is that stillpoor voters are less enmeshed in
informal financial networks, and consequently pull away from politks.a result othe
greater market formalitythey have become more skeptical of political institutions, and
are therefore less viable targets for chéelistic power brokers. This finding, that
formalizing market institutions alone has this effées important ramifications for the
study of political clientelism and democracy promotigve may not need to wait for
economic development to run its ceeyand for incomes to rise above some nwagi
thresholdto break thecyclesof political patronage

To test the hypothesis that market formality alone can dampen political
clientelism, | piggyback upon Dean Karlan and Jonathan ZinmanOs economic
developmenexperiment devoted to expanding access to formal cir experiment
involved 1,978 lowincome residents of the pariban slums communities of ManilaOs
capital periphery; all of whom hadho prior formal banking experience. The treatment
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group recaied a loan and signed a formal contract with a metropolitan bank. The control
group was left to continue informal, and often politically embedded, financial practices.
The results of the economic experiment were that the expanding access was sustainable
in terms of bank default and profit structuring, but that there was no tangible income
effect for participants (Karlan and Zinman 2009). Thus, the ancillary experiment
afforded aunique opportunity to test whether market formality, as a component of
econonic development, has an independent influence on political behavior of these
informal business peopleRyears later Resultsfrom my surveyinstrumentindicate that

the individuals who were experimentally brought into more formal economic
circumstancesdrame less engaged in politid$e intenion to treat effect (IT) for the

study is that people become less interested in electoral andetastoral political
activities,lessinclined to discusgolitical issues, are more skeptical of state institutions
and display lower political efficacy.

I revisit the experimental findings in further depth to tease out the mechanism
behind the Odisengagement effect.O This work combines qualitative evidence with spatial
and financial data to verify theechanism byvhich formal financeleads to changing
political orientation First, | geereference individual data for home neighborhoods,
businesses, and financial service centers linked to 1,371 out of the 1,978 original
experiment participants. Second, by combirimfgrmation collected from the financial
diaries and field analyses @#3 barangay economies, | rank communities according to
how politically charged informal finance is there, based uagolitical typology of
informal lending practices that | devetmpthrough field observation Sincefinancial
diary data was collected at the outset of treatment, | was ahisetdheir financial
portfolios to determine which localities were clientelism Ohot $pofhese Ohot spotsO
are localitis wherein informal ihance wasmediated throughpower brokers. This
enabled me to test a more robust hypoth&economic formality leads to political
disengagement in localities where clientelism dominafBistough aspatial mediation
analysis, | show that it is not sinypthe movement towards formal finance that results in
lessenedgolitical engagement; the nature of frasting politicized financial networks
within the barangays is also critical.

These ancillary results further support my thebis demonstrating thgteople
who gain access to greater economic formality, and opt out of lending arrangements that
areembeddedvithin clientelism are most effectedrhis suggests that access to formal
financial services is most likely to negatively influence political iagaient in societies
where political patronage prevails.

The remainder of the article is organized as follows: The following section

nationOs capital Manila. This area spans aum from eastto west,as well asnorthto south There are
four provinces covered by this studiManila, Cavite,Laguna andRizal. The population of Manila
province, sometimes referred to as the National Capital Region (NCR), is estimated to b abitlidriL
(National Statistics Office of the Republic of the PhilippirRstrieved 6 April 2012)Yet, population
estimates of the contiguous urban area tend to be higher than 20 million.



provides an overview of the politics of economic informality in the context of the
Philippines case study. Interviews withet original project participants, local political
elites and various informal moneylenders indicate that informal debts and political
relationships are intimately bound up with one another, and that informal finance is often
co-opted by politicians who entgy debts for political ends. | introducket termOlocal
money politics® the phenomenon wheby patronage politics dominates informal
markets. Theextsection introduces the ancillary experimental design utilized to test the
relationship between inforality and political clientelism. Here¢he spatial and survey
data ae introduced, along witlihe fieldwork methodologyused tolocate and geo
reference the home neighborhoods, businesses and financial service centers of 1371 out
of the 1978 participantsThe Olntention To Treag@ctioncoversthe main resultthat
treatment assignment resulted in less engagement in politics. The key interpretation of
these results is that as informal and traditional banking practices are replaced by modern
banking, peple have less fae®-face interaction andessincentive to engage with
clientelistic politics. The mechanism underlying the Odisengagement efféattheis
demonstrated tbugh a gesstatistical analysjswhich showsthat people who replace
loans thawere especiallyolitically embeddedlisplay the greatest treatment effect. In
other words, the peopho becomemost removed from politicized, informal lending
practices become the most politically disengadr@aially, the concluding section recaps
the findings and considers a set of broader implications for the dynamic between
economic informality and clientelism in the developing world.
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Informal Markets and Political Clientelism

In an informal economy like the one studied h@explelead dynant lives fraught
with risk and uncertainty. Lifevithin informal markets translates into low income, few
assets, antttle savings (Collins 2009; Armendariz and Morduch 2010). This is mainly
because these markets do not secure property rights and fadvide safe means to
save, borrow, or invest money. Clientelism thriweishin suchinformal markets, as
people must rely upon local political ties to mee&conomicneeds that the informal
market does nofThe greater thdegree oinformality for both tre market and system of
governance, the greater the capacity of power brokers to leverage these needs as a
medium to traffic votes.

The connection between poverty and clientelistic practices relies crucially upon
informal institutions. From the favelasfdrazil to the wards of Bangladesthe cells of
Uganda and barangays of the Philippines, local power structures tend to gain strength
when informal finance is ubiquitous. This is because access to money is integral to
everyday survival, and when peopledot have formal means of banking they nrast
uponpersonal relatiosps Such nformal financial markets provide ample opportunity



for power brokers to attract, monitor, reward and punish clients. What makes people
susceptible to clientelisims not recessarily a deficiency of incormien,but exposure to
and dependence uptimeseinformal ties.

Conventionalviews of Philippine political economyfocus on its weak institutions,
which thwart economicgrowth and exacerbatenequalities.Termslike cronyism, booty
capitalism? plunder, dynastic politics,® machine politics, and clientelisn* are all
employedby variousscholargo explainhow the Philippine€political systemhasveered
awayfrom the socialcontract’ Theideathat personaties overridestructuredobligations
is fundamentato all of this academiadiscourse. As long as politicians, strongmerand
bureaucratare conditionedand/orsanctionedo placethe personabverthe public good,
socialandeconomicprogresswill bestifled.

To undertand the wedding of informality to political clientelism in the
Philippines and other developing societies, we must begin with an analysis of the local
political context.In the Philippines,mostinformal marketactivity is carriedout within
the local village, known as a barangaywhich is the nexusnot only for markets but
politics, it is often the gatekeeperfor all formal, legal and financial institutions.
Barangaysserveasthe locus ofcommunityparticipationfor mostpeople,sincethey are
far more accessiblelocally than higher levels of government. Most peoplein the
Philippinessurviveon very low levelsof incomeandwork informally in activitiesbased
predominatelywithin their barangayandthusrarely venturefurtherthanfive milesfrom
their homes.

The barangay arrived at its current legal status as the smallest official
administrativeunit in the Philippines,uponthe passag®f the Local GovernmenCodeof
1991. After the PeoplePowerRevolutionand reinstatemenof political democracyin
1986,the Philippinegovernmengrantedconstitutionalstatusto nearly42,000barangays
relinquisting considerablefiscal responsibility and power® The barangayreceives
transfersfrom the centralgovernmentand proceeddrom local taxes,licensesard fines.
It is requiredto provide basic public servicessuch as health care, streetmaintenance
policing, informal bankingandwastemanagementin practice,unpaidlocal residentsare
compelledby local socialnetworksto undertakemostof theseservces.

Although someof the barangaysverecreatedn 1991,the majority of themhave
historicalroots.Whenthe Spanishcolonistsarrivedin the 16th century,they found many
independenvillages known as Cbarangay@ Underwhat is known as the Obarangac!'
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2 Booty capnahsm(Hutdwcroft 1998 Hutchcroft 1991 2008, 2000; Hutchcroft and Rocamora 2003)
3 Dynasticpolitics: (McCoy 1993; Guzman 2003 eloza 1997; Simbulan 2005(Trocki 1998; Saduan
2007; Junker 1999;

4 Clientelism:(Nowak and Snyder 1974; Scott 1969; Scott 1972; Keefer 2002)

5 TheseworksdescribePhilippinepolitics usingthe following terms:cronyism(Luyt 2007) (Sidel 2000)
patronage (; Kasuya 2005; Sidel 2004, 1997) (Tria Kerkvliet 1995;Pinches 199 Mossism (Sidel 2004)
pork barrelpolitics(Kawanaka 2007, 200 utierrez 1998; Parre—o 199&)poty capitalisn{Hutchcroft
199®8); particularistic(Candler 2014; Hodder 2007; Dumont 2007)

6 see(Republic Act No. 7160, Local Government Code of the Philippines 1991)




system,tribal chieftains already governed indigenous tribes throughout thousands of
islands’ The Spanishappointedfriars to eachbarangayin an effort to conquerand
Christianizethe people renamingeachbarangayafterthe priestwho hadChristianzedit.
Sincethesecommunitieswere organizedby the Spanishcolonial administrationthrough

local parishespolitical activitieswerealsolocal, andthe Griars werethe stat®(Hodder.
2000p. 67). Overtime, the Spanishextendedheir authoritybeyad the CatholicChurch,
appointingBarangaychiefs Gtabezade barangaydto governthe units andform a loyal

elite undercolonialrule. This blendingof church,stateandeconomyat the local level is

still very muchalive. To this day, eachbarangayholds a fiestain honor of their patron
saint,whichis typically oneof the biggesteventsof theyear.

After colonization, the barangaymaintainedits organizationalstructure while
gaining a greater degree oflegal recognition. During the American occupation,
municipalitieswere defined more clearly, but the barangay'sstructureand role as the
smallest administrative unit remained unchanged.Throughoutthe 20th century the
Philippinespopulationgrew, and many poor agricultural barangaysecameperiurban
slums.

Onthefirst anniversaryof Martial Law on SeptembeR1, 1974,authoritariarruler
FerdinandMarcos issueda decreeestablishingthe barangayas the smallestform of
governmentmaking it a focal point D ironically -- for Qparticipatorydemocracyd The
barangayswere pressedto mobilize voter participation in elections held by the
dictatorship.A decaddater, opposition supporters whoined forceso end the Marcos
Regime dubbed whatad once beencalled the OBarangay DayO the ONatap of
SorrowO(Ayson 1998) With the People Power revolution in 1986 the Philippines
becamea democracyonceagain,andthe baranga role wasofficially recognizedn the
constitutionfive yearslater.

In a continuationof the pre-colonial and Marcos era, an electedofficial, known
asthe barangaycaptain,headsthe modernbarangay This is typically someonewvho is
relativelywell off andhaspersonatiesto peoplein higherpositionsof government.The
BarangayHall, the structurewhere barangayrelatedbusinesss carriedout, is usually
both physically prominent and the hub of social life. Although all barangaysare
guaranteea sizablebudgetunderthe Local Governmentode the quality andsizeof the
hall itself varies widely dependingupon the captair@ unofficial allegianceto certain
political parties,and the districtOswn accountabilitywhen it comes tspending.The
halls vary from very large,first-ratefacilities to makeshiftshackswith dirt floors andno
running water. This enormous variation does not appear to correlate with the
socioeconomiconditions of the barangaycitizens,who areconsistentlywery poor.

Barangayshroughouthe Philippinessharethe sameexecutiveandadministrative
organizationalstructure. In addition to the captain,the hall has a legislative council
consistingof sevencouwncilors and one youth councilor. The council people,known as
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OKagawad®,are responsiblefor helping the captainrun the Hall and deliver public
servicesto the community? The Kagawadsand the captain together have nearly
completecontrol over public sevicesthat include policing, maintainingthe streetsand
infrastructure providing health services wastemanagementiocal businesgegistration
and finance, and education.In most communities,the BarangayHall carriesout these
functionswith the help of multiple unpaidvolunteergroups.

All barangaysare governedby an informal, yet very comprehensivgustice
system. Theyare policed by Oranods,&oluntary watchmenwith the authorityto arrest
peoplefor petty crimesand mediatedisputes. The legal bodyQ upon Tagapamayap@
consistof a council choserby the captainandofficiated undermartial law. The creation
of this justice system has effectively transferredpower from traditional landholding
patrons to the captain, whoin turn often forms patronagebonds with municipal
governmentuthorities(Silliman 1985) All disputesn the barangayarefirst broughtto
the captain,who may electto have the dispute settledby the membersof the Lupon
Tagapamayapd.his village-level mediationprocesss a mandatorypreconditionfor any
formallegalarbitration.

Such aninformal arrangemengives the barangaycaptainsubstantiappower,and
providespeoplewith considerablencentiveto be on goodtermswith him. It hasbeen
suggestedhatthis systemOreducethe political significanceof local elitesby channeling
disputeprocessinghroughonly the barangaycaptain®©(Silliman 1985) Unfortunately,
its ultimateeffed is not to loosenthe grip of patronagepolitics, but simply to conferthe
role of patrononto the captainandhis chosensuccessorsThe passingof the torch from
traditional landholdingpatronsto barangayofficials is particularly pronouncedn areas
that havetransformedrom agrarianeconomiedo semturbanslums,in tandemwith the
accelerateeconomicdevelopmenbf recentdecadesOften power was transferrefiom
theright handto theleft, or to abrotheror son.

The barangay captair@@ social influence over everyday life parallels his
considerablefficial authority. Known asthe paternoto the people,he visits personally
with nearlyeveryonewho lives in the barangay.The @ptainandothersgreatlyinvolved
with the local political structurearetypically from the more socially prominentfamilies,
andoftentied to thelocal church.Onecaptainin the city of Quezondisclosedhathe has
over 400 godchildren.In anotherbarangay the captainis an active memberof three
churchesrepresentingdistinct branchesof Christianity. The intervieweds explanation
wasthathavingadditionalreligiousaffiliations increasesis socialcircle. Suchablurring
of churchandstateis unsurprisinggiventhatbarangaysvereformedunderSpanishrule
in orderto bothgovernandChristianizethe people.
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8Typically, Kagawadsarepeoplewho havethemselveseachedhethreeterm limit for barangaychairman,
or have aspirationgo run for chairmanwhenthe currentchairmanmeetshis threetermlimit. Sometimesa
Kagawads placedto maintainorderin a Opurok," @mallsubsectiorof thevillage. For more on
organization of Philippine villages s@€ajisa 2007; Rogers 1985; Durlauf 2002)



The barangaysocial circle is highly effective at mobilizing Ovolunteers'to
perform public servicesat no cost. The most prominentvolunteergroupsare health
workers,neighborhoogolice andstreet cleaners.Peopleareexpectedo give backto the
community accordingto their ability. Most of thosewho volunteerextensivelylack
formal employment they find that their participation provides both insuranceand
material reward. Many whom | interviewed have beenworking either officially or
unofficially for their local barangayfor manyyears. Whendiscussingheir motives, they
often describéenefitsas beingboth socialand material. One personinterviewedsaid
that sheplansto run as a Kagawvad, so that she can havea latrine built outsideof her
home. Often people explainedto me that the very poor seek out local political
connectiongor QloryQ interestfree loansand gifts. Thosein more fortunatepositions
may themselvedbecomepoliticiansin order to emphasiziieir high financial and social
status.This culture of personalistigpolitics functionsto redistributewealthin a highly
discriminatoryandarbitrarymanner.

The precarioudiving circumstancescrosshe Philippinesoften mandatehatthe
poor moveto new barangayswherethey lack socialconnectionsThis is commonwhen
typhoonshavedestroyedsquattercommunitiesor a provincial governordeclaresan area
to be eminentdomainfor developmenprojects.Many otherpeoplemoveto the outskirts
of Manila from morerural provinces due to economichardship.Yet anotherreasonis
thattraditionally, womenwho marryinto a new clan mustoften moveto new barangays.
Thus,therearemanystructuralandculturalreasonsvhy a personmay not havehistorical
rootsin her particularbarangay eventhoughthe barangayitself predateshe Colonial
era. The lack of such roots and connectionswill significantly circumscribepeoplé3
social,political andinformal economigorospecs.
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Figure 1. Local non-electoral political participation is prevalent. Fromupperleft: 1. Local, uniformed
volunteerscleaningstreetsin their barangay2. Two prize roostersemployedfor barangaycockfighting
event. 3. BarangayFiestacelebratons. 4. City-level political demonstrations. Posterannouncingcity

boxing tournamentto be held throughthe BarangayAffairs office. 6. A womer(3 group demonstrating
againstPresidentArroyo's proposedconstitutionalamendment.7. Two barangayvolunteerssweeping,
while a citizen patrol volunteerfrom the adjacentbarangaypasseson bike. 8. Group photo of Barangay
Captain, staff and volunteers.9 Local residentsplay basketballat the basketballcourt in front of the

barangayheadquarters.

The majaoity of people living in thesedrangaysare poor, which is both a cause
and effect of their sociopolitical marginalization Their position on the peripheryis
essentiallyequivalentto a Gpovertytrap O which effectivelgxcludes themfrom the elite
positions in local politicsas well as theeconomy Suchreinforcementof low personal
andmaterialstatusoften spirals,leading many of thosen the losing endto feelwary of
Qoolitics.O For thesepeople the informal marketwithin the barangayprovidesvery little
economicopportunity sincelocal elitescontrolthe marketsandpublic servicesFarfrom
beingconsideredenevolenarbitratorsthesepower brokersareoftenfearedandsecretly
loathed by poor businessowners. Individuals often expressthat they feel inclined to
remainon goodtermswith Kagawadsandotherpolitical elites,who controllokal na pera
politika (Qocal moneypoliticsQ.

The tension betweenlocal vendas and the barangayestablishmentis well
illustrated by the lessonl learnedone day when trying to locate one individualin a
barangayin Paranaquea municipality southof Manila. | erredby acceptinghe helpof a
Kagawad who easily locatedthe homesof three peoplel neededto interview. Being
introducd by the Kagawadresuled in disastersincenot a singlepersonwaswilling to



speakio me; oneevenescapedrom a backwindow to avoid confrontation. The problem

was not my intrusion into the community per se, but the conviction of local business
peoplethat a visit from a Kagawadsignifies bad news. This experiencellustratesthe

coercivenatureof barangaypolitics, andthe necessityof locatingpeoplewithin the slums
without the assistancef elites, no matter how difficult that may be. It is also worth

highlighting that this particular reception contrastsdrastically with all of the other

interviews,wherepeopleenthusiasticallyandgenerouslynvited meinto their dwellings.

Community involvement can also take less coercive forms while remaining
politically relevant;manypeopleparticipatein socialactivitiesdirectedby the barangay.
As mentionedearlier, the BarangayHall and local churchare usually the social focal
points for theseevents.The biggestof theseis the BarangayFiesta, which is held
annuallyin honor of the baranga(d patronsaint. The entirecommunityis decoratedand
all local activity and businessis directed towardsthe event. The fiesta is akin to a
localized Carnival. The celebrationsoften consist of parades,prize raffles, beauty
pageantandsportstournamentskigure 1providesa few typical snapshot®f barangay
socialandpolitical life. From voluntary streetcleaningto athletictournamentsthere are
plentiful opportunitiesfor local political engagementhat can be both materially and
sociallyappealing.

For many people,economicsurvival is determinedby both local economyand
politics of the barangaywhich areinterdependentThe lack of clearpropertyrights and
opportunitieswithin theseinformal marketsreinforcesthe authoriy of elites, who are
notoriousfor meddlingin the local economyandLupon Tagamayapa/Nhenpeoplelack
formally sanctionedpropertyrights over the meansof acquiringcapital, they live in the
Ghadowof the state@ndfacegreatuncertaintyandvulnerablity. My argumeniexpands
uponHernandode Sotd3 1989thesis which argiesthat accesgo propertyrightsis key
to transformingpeople'spolitical lives and improving stateinstitutions. The particular
property right most crucial to small businessowners who do not havefixed assetsjs
theirright to borrow, saveandinvesttheirincomein accordanceavith the law.

Like poverty, informality is selfreinforcing. When peoplehave neitherformal
title to the placewheretheylive, nor official employmentnor anyassetstheyareusually
unableto opena bankaccount. Yet, bankaccountsarevital in enablingpeopleto save,
investandbuild enoughcapitalto acquireformal propertyin thefirst place.Peoplewho
areinformally employeddo not havethe sane assurancesandareunlikely to be deemed
Obankable'by formal financial institutions. Thus, when such people need money
immediatelyor want to invest, they are requiredto do so informally, leading them to
remaindependenbn thesefinancial relationslips. Often describedasa OpovertyrapO
this compkex cycle of informal economicdependencyand lack of formal opportunityis
mutually reinforcing anddifficult to disentangleln this context, m studyexamineshow
onesuchaspectof informality, banking practicescanbe transformedoy outsideforces,
andhowthis mayhelpto overcomehe povertyclientelism dynamic
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In a recent World Bank studipemirgucKunt and Klapper (2012how that in most
developing countrieonly 25 to 50 percent of the pdption have bank accountsret
these estimates have risen consideraldyer the last decaden the wakeof the
Omicrofinance revolutigd andare expected to continue as billions more pegpi@
access to formal services.The people studied in thibankng experiment are
paradigmaticof the billions of people whose political and economic lives are changing
The question at hand is hpand to what degreeloes suchncreased markdgbrmality
crowd outthe preexistingjnformal institutionsof local mong politics and political
brokerage?As Cleary and Stokes aptly point out/i€ntelism only functions when both
voters and political brokers are tightly enmeshed in personal networks, networks that
allow the brokers to punish individual voters who defemin their implicit contracbto
hold them Operversely acctalleO for their vot€s(Cleary and Stokes 2006, p..10)

Ancillary Experiment

To test the hypothesis thaodern banking may erode the grip of local brokleusilize a
randomized contrtéd experiment, jointly designed and carried out by Dean Karlan of
Yale University and Jonathan Zinman of Dartmouth Colfegehe iea behind the
experiment is simpl€rom 2004 to 200,/nine commercial bank branches implemented a
revised underwriting se@me to randomly accept bank applicants who watlarwise
traditionally be rejected for loang.he purpose othe economic development project was
to test the viability of bankingpr the Ounbankab{@® Over the course of three years of
regular operatiosy the banking partners recruited 1,978 individuals; 1,382 received a
substantial loan (treatment group), and 507 were not offered a loan (control group). The
people in our samplepuch like voters targeted by lg@al machines elsewhere, héav
to no &sets, spotty paperwqrind zero experience with formal banking. The study is
doubleblind, since neither the bank officers nor the clients were made aware that they
were part of a subsidized experimé&ht

As described in their paper, OExpanding Micraenge Credit Access: Using
Randomized Supply Decisions to Estimate the Impacts in Manila® (20€0%tiginal
experiment was designed to teghether individuals assigned to receive formal bank
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° Dean Karlan is PreS|dent and Founder of IPA, Innovauons for Poverty Action;profitresearch

organization dedicated to generating knowledge through randomized evaluations of how to reduce poverty.
Jonathan Zinman is a research affiliate of IRAp focuses on inter temporal choice and household

finance.

OThe experiment was conducted without the explicit knowledge of either the bank employees or bank applicants. The
underwriting software was altered, enabling both parties to remain unawaaegitiah applicant was to be tracked as

part of the study. After the micttmanking program was completed, participants of treatment and control were

contacted for a followup interview. They were not informed at this time of their status as treatmeoritooslcThe

follow-up interview was approximateB/hours long, and asked mostly about household economic factors (nutrition,

bills, loans). My survey questions on political engagement were inserted in the middle of the survey.
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loans were made economically better off than those whom@diinformal banking
practices. Their overall finding is that access to formal banking does not shiasoae

effect but does correspond to marked improvements in money management. The absence
of any wealth effect offers amxtraordinary opportunity to identify the role of
institutionalchange inmpeding clientelism.

The study sampleconsists of informally employed people, referretb in the
economics literature as Omiawotrepreneur®whose livelihooddependsupon informal
credit relationships.These OunbankableO applicants live in pstdal and informal
settlements throughout the urban periphatyliving standardsabove what would be
considered subsistence level, but still below whahyn@gard as the poverty level
The average size of Ina presented to those assigned to treatment was 250 USD, which
might equala householdO8-month salary. The loanrepresents a lifehangingcash
advanceor individuals whose savings are close to zarw who generally must rely on
informal financial arangements involving two or three dollars at a timehe formal
capital accountenabledpeopleto invest in their existinghome businessegbuying
consumer durables such as stoves, or groceses) new businessé@®r example, street
vending) or paydown informal debt$to local money lenders)The people in the study
arerepresentative of Filipino society; the wealthy elites (top 10 percent) and poorest of
the poor (bottom 10 percent) have been excldfed.

The aim of thisancillary experiments to illuminate how and why people respond
politically to market modernization. In order to accomplish this, the field experiment
needed to actually change the treatment groupOs orientation to the market while leaving
the control group with the status quo. iSTrequired that the people randomly assigioed
receiveformal bank loans (treatment) become more heavily engaged in formal market
activities™® In other words, to validate the experimental treatmanust firstaddress
how assignment to treatment affepeople inboth a directand indirectfinancial sense
Directly speaking assignment tdreatmentbenefited froma 100% take.up rate since
every persorin that group vas immediatelyffered aloan. The experiment can thus be
thought of as a comparison thfe lives of 1,610 people who walked home from one of
2888 EEEREEEERBEBEEREEE L EELEEEESE
! Statistics, compansonand deflnltlons of OpovertyO are highly contentious (cite Manchester paper): the
average family monthly expenditure of just 1,315 pBisamighly 27 USIN is considered to be the
subsistence level. Household size in the Philippines is particularly largeed@the number of income

earners, which can distort the interpretation of household consumption rate. Another popular metric for
poverty comparisons is the dollar or two dollar per day/per person consumption rate.
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the 9 bank branches with a liéhanging loan, veus 367 individuals that went home
emptyhanded. The survey on political engagement was implemented three years after
this event sufficient time to djust to new economic circumstancéihe more important
questionhowever,is exactly how treatment influenced the level of economic formality

the key determining factor of my study.

The movement towards economic development, either at a societal devel
specifically for the individuals in this study, is not necessarily binary. Each person in the
study, regardless of treatment assignment, had a financial portfminprisedof varying
informal financial arrangementsPrior to assignment, the averagdividual had seven
informal financial agreements and zero formal agreements (the latter being the original
selection criteria) At day one of the experiment, the average person in the treatment
group has the exact same number of informal liabilitegh the key addition of one
considerably larger formal bank lakh From this point on, the treatment group shifts
towards greater formality through two mechanisrkést, the assignment to treatment,
by definition, means people have formal loans for ttst fime® Secondthe influx of
cash enables the treatment group to pay dioformal debts thus reducing interaction
with informal creditors.

The analysis presented Trable lindicates how experimental treatment resulted in a
movement towards modemarkets in each of the ways just described. The financial
activities of both treatment and control groups were tabulated to determine whether
assignment to treatment was associated with greater formal market expsswedl as
lower informal market expose. The probit analysis depicted in Takleemonstrates
the strong relationship between treatment and a shifartts formal transactions.
OFormal Bank LoansQaifrequencyindex for the number of bank accourttsat people
have at the time of the folv-up survey (3 years after treatment assignniénijhe
index was compiled at the individual level; each formal account opened results in a one
point increase in that individual's formal market behavior index. As a counterpart, | also
created individuaindices to measure the frequency of loans obkthifrom informal
sources. Olnformabroup LoarsOrepresents the summation of ldamsed activities
conducted withlocal lending networks, such as Olocal ,6g@credit cooperativeO or
Opaluwaga®'’ The regresmn results displayed in Table 1 indicate that assignment to

S EEEE 888 8&8&&EEEEE

14 For example, prior to the study, Carmen Santos was a member of two local lending groups and had borrowed money
from her neighbor, an employer and her basgnthairman. She was randomly selected into treatment and received a
credit balance of 250 USD, using some of this money to immediately pay off her debts to those creditors. Now in good
standing with the bank, she had her loan account extended, ampaisd a savings account at another bank with the

help of her newly established formal credit

BThe neaperfect compliance rate (percent) of the treatment group indicates that they took up formal loans.

5 As mentioned, only the treatment group had ssde formal loans at the beginning of the study. It must be noted

that the number of transactions is not weighted by the size of the loan, but it can be assumed with much confidence that
informal transactions are typically much smaller. Furthermorefptineal loan accounts tend to be uniform in size.

1" Note that the diaries did not ask if the loan was mediated through the barangay directly. In interviews, individuals
indicated that they would probably say that their baramgaegiiated loan was through maluwagon, NGO or
cooperative. A paluwagon is a joint lending group that often meets in the barangay hall. The assignment to treatment is
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treatment is strongly and positively predictive of formal market activity, and strongly but
negatively predictive of informdending practices mediated through informal and local
financial netvorks

Dependent Mean Mean Beta Diff Treatment vs.
Variable (Treatment) (Control)  Coefficient Control
Formal Bank
Loans 1.107 0.402 0.658 () ***
Informal Group
Loans 0.181 0.448 -0.221 (-) ***

0k <0.005, ** p<0.01, *p<0.05

Table 1: Analysis of Formal Market Exposure. The analysis shows the difference across financial
portfolios for treatment and control participants two years after individuals received their respective
experimental condition. Assignment to treatment corresponddisagrly to greater active participation in
formal loans and lower participation in informal group loans.

The followrup survey commenced in 2007, approximately 3 years after treatment
assignmentand included a broad range of economic indicators asasetly instrument
for assessingpolitical engagementTo determine the impact of increasing microcredit
access to microenterprises, Karlan and Zinman examined differences in means across
both treatment and control-or the purposes of this study, two fings are key. First,
their empirical tests of the economic data indicate that people were more likely to use the
seed capital to pay down informal debts, evidenced by the fact that the rate of
indebtedness decreasedenin the absence of marked differengesnvestments made
on the business itséif. This comports with the analysis Fable 1 above. They also
showthat people offered formal accounts with the banks (treatment) were less likely to
borrow from informal sources, although they were more indlite say that in a
hypothetical situation they would be able to receive loans from informal sources if
needed® | interpret the treatment groupOs improved confidence in attaining the
hypothetical loan as reflecting their improved autonomy wss the irformal lending
markets, since they are more Ilkely to have paldam’t/ preeX|st|ng|nformaI Ioans

regressed upon the |nd|ces for formal and |nformal Ioan transactions, respectlvely, in the previous 12 months The
positive relationship between formal index measures and treatment, and the negative relationship between informal
index measures and treatment, support the claim that treatment is associated with a higher level of financial formality.
The people who werassigned to treatment were far less likely to take out informal loans, and far more likely to take
out formal ones (not too surprising, since the tageate isLO0percent).

18] calculated these economic outcome statistics independently, in orderfiorgriesearch. However, these data

are officially tested and represented in Karlan and ZinmanOs(g8pej My analysis matches the findings in their
paperOs appendix tharesents the empirical findings, shown in Tables 4 through 11. The difference in means tests
supports the conclusion that improved access influenced how people financed their businesses. In Table 4, note that
people assigned to treatment are far mdely than the control group to have formal outstanding loans from the
original bank partners (FMB) or a similar, formal lender. Table 1 describes the significant finding that the treatment
group borrowed less from the informal sector over the 12 mongiegging the survey.

19 (Table9) of KarlanZinman paper
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(particularly those that are most onerous and embedded in local money politics).
second, and more importarinding is actually an impressiveull-finding. Karlan and
Zinman do not find any empirical evidence of a wealth effect coming from the sizable
formal financial loan. In other words, three years after the fact, people were more
financially autonomous, less tied to informal lending networks, aack rtikely to be
involved in other formal financial transactionbut crucially, they did not have higher
income or assets.

The economicexperiment in short,provides a crucialpicture ofhow formalizing
markes influencespoor votersin terms of theirembeddedelationships withpolitical
power brokersSince thewealth effect of economic modernizatieheld constantmy
research design allows usftecus entirely on the influence of the modernization process
itself. This means that the findings onlitioal behavior can be correctly attributed to the
change innstitutions and not be confused with the wealth effect. Such a separation of
the sociological and economic components of developra@ntinintended consequence
of the original experiment, tns out to be highly beneficial understanding the enduring
poverty-clientelism relationship Can greater institutional formality disrupt clientelistic
networks? Will lessoning peopleOs reliance upon informal lending services reduce
patronage politiceeven when incomes stay the same?

Survey and GIS Data

To test the impact of modernizing banking upaiitical institutions, Icombine a
survey data set (n= 1978) with spatially codified, demographic informdkian I
gathered betweeR007 and 201Q Combiring surveyand spatial data providea more
comprehensive account of howiglprocess of formalation translates toa reduced
presence opolitical clientelism.Survey measures golitical engagemenwere selected
to cover both behavioral and attitudiredpects of civic interaction and commitment.
Thesefourteenquestions were adjusted from weBtablished and general survey banks
such as the World Value Survey, and translated into Tag&log

&E&E £&EE & BEEREBREEREEREEL & EEEEEEEEES
?The surveys were conducted in e|ther Enghsh or Tagalog, depending upon the recipient's preference.
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Survey Measures of Political Engagement
Attitudinal
Interest in OpoliticsO

Trust in political institutions Police
Courts
NatOl government
Political parties
Charitable groups

Political skepticism Blind trust
Complete pessimism
Moderate skepticism

Political efficacy Internalbpersonal
InternalBinformational
InternalBgroup based
Externalbservice delivery
ExternalPelections

Behavioral
Electoral behavior Voting Past

Anticipated (future)
Informal political activities Discussion groups Past

Signing petitions Anticipated (future)
Joining boycott
Attending demonsation

Table 2: Survey Constructs

The survey battery on political engagement includessudey questions An
obvious starting point for assessing a groupOs engagement in the political sphere is to

&&&&&&ELEEE

<A&he empirical survey was purposely designed with minimalist measures for political engagenheat f
reasons. First, the nature of lafgesurvey analysis is such that it relies upon consistently understood
reference points and, accordingly, does not allow for subtle delineation of concepts arehagen
responses. The experimental treatmentnffd financial inclusion) is binary, and the survey questions
were similarly purposefully designed to be mathematically simplistic in order to help increase the reliability
of responses across a diverse sample frame. This was done not because polagaengis easily
understood, but rather to increase the empirical utility of the survey research. Most of the questions
required simple OyesO or OnoO answers, or asked respondents to rank general concepts on an implicitly
nominal scale. The second motiwet for measuring political engagement in a broad sense was for external
comparison. What is lost in terms of nuance and depth in-Mrgervey work is made up in fecundity. It

is, of course, very interesting to learn about political engagement asbaesby Filipinos themselves;
information tallied from responses to such simple questions belies a much deeper story about the
respondents® actual perceptions of the political sphere. This is exactly why ethnographic field interviews
are also essential:ghprocess of getting to know people and having them explain their stories and attitudes
firsthand provides a much richer, yet complementary, analysis. Nevertheless the focus of this research was
to uncover the globally relevant phenomenon of market forai#din, and to test empirical hypotheses on
clientelism that will resonate in societies at a similar stage of development. This is why | utilized-broadly
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simply ask themhow interested they actually are in politics. The survey battery on
political engagement begins by asking the respondent directly ditgauprior and future
participation in elections, as well as theiterest in politics.Thesequestionsare then
followed byquestions abouheir attitudes towards political institutigrendtheir level of
skepticism

In addition to the survey panel of 1978 participants, | was able to verify the home
address, location of business and bank braonchl369 people in thesurvey panel.
Figure 2 The Arc GIS Map of Study Coverage showsthe geographidocation of each
persongecoreferencedn the study coveragearea. Home addresseare plotted on the
mapaccordingto thelocationof their barangayas well as the 9 bankdations Thereare
over 30,000barangaysn the country,andthe study areacoversroughly 2000 of them.
The peoplewho participatedn the downstreamexperimentwere matchedo 273 unique
barangays27 municipalitiesandfour provinces. This informationwas verified over the
course of field interviews (over 260 opended interviews in th&our provinces) and
through the relentless dedication and 13twp assistance of my assistarvifiying Yu.
Thefinal productof three years ofaboris a geocodeddatbasehat containsindividual,
temporalandlocality-specificinformation.

derived survey instruments that had been previously tested in numerous contexts. Parsimony was thus
paramount in the design of quantitative survey questions, both for external comparison and for empirical
utility.
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Figure 2: Map of experiment participants and participating nine bank branches.This figure is an
ARC GIS Generatedot plot of Codified StudyParticipantsThe maprepresentshe spatialand
administrativeclusteringof individualsin the downstreanexperimentaktudy.Eachdot representan
individual whosebarangayaddresdiasbeenverified andGIS codedfor the spatialanalysisof the study.
Thepeoplein the studyresidein four provinces:Metro Manila, Cavite,LagunaandRizal. Thenumber
codedis (n=1,576). Thosecodedin themaparefrom 273 uniquebarangays27 municipalitiesand4
provinces.

These additionalemporal,spatialandcharacteristidoaseddata are usefubf balance
and robustness checkss well as exploring conditional hypotheses later on. Notice, for
example, the tiny dots are clustetiedhe 27 municipalities depicted on the map. This
of course sparks some curiosity about which of the 273 Baranghgse survey
participantsnhabit,and how many other people in their immediate community share the
experience of beingart ofthe banking expansion projedthis question is answered by
measuring Ocluster sizeO through multiple stages of Fistk.| organizedoriginal bank
applications according to Ohome addressesO into a database. Since these are people who
live in predominately serformal or squatter communities, street addresses are mostly
useless for organizational purposes. Instead, | codifiedaddresses that could be
verified by barangay, the smallest administrative unit recognized by the state. Second,
once the barangay was identified and verified as being in the appropriate municipality
and province, the individual address was assignedn#roid designating its latitudinal
and longitudinal coordinates. Additionally, | created centroids for the exact locations of
each of thenine bank branches. Theiitd step was to acquire digitized maps of the
Philippines, its provinces, the municigas, and barangaygalled Oshape files@nd
layer theseinto one balanced mapping system. Fourth,atthdressand banking location
centroids,now coded by latitudinal and longitudinal coordinate®re mergedinto the
threelayer map system. Rally, the survey response dbtsewas appended to the
address centroids using unique values for each participant. The result is a fully integrated
spatial databasevhich allowed me tawommand ArcGIS to generate Ocluster sizeO by
performing an algorithm to cotithe number of individual centroids fiald) into each of
the barangay shapies.

To ensure préreatment balance, and thus successful randomization, | include tests of
treatment orthogonality upon key individtalel characteristics (see Tablg. 2 The
variables employed here were collected either directly from the survey, during fieldwork,
or extrapolated with ArcGIS analysis. The essential point is that both leading up to and
including the experimental sampling window, the two groups were roughlyadejut.

The only thing that changed was the nature of their interactions with financial
institutions. For exampleé)cluster sizeO is the measure of how many peers a particular
survey participant has within his/her local community. We can see in thecbalheck

that people assigned to treatment or control were equally likely to live in a barangay with
at least one other person who was also in the studyOs sample frame.
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Individual Covariates: Tests of Orthogonal Treatment

Control Treatment diff
variable coding definition (mean) (mean) ALL test
female (0- male, 1-female) gender 0.801 0.823 0.819 0.023
married (0- no, 1-yes) marriage status 0.705 0.756 0.746  0.045*

age In
age years years 41.536 41.207 41.268 -0.014
branch (1-9) the bank branch applicant visited 4.913 5.261 5.197 0.059*
number of other participants In
cluster_slize (1-53) barangay 9.429 9.933 9.840 0.004
no_travel_work (0- no, 1-yes) work Is In the home 0.342 0.361 0.357 0.016
b_In_barangay (0- no, 1-yes) the business Is In the barangay 0.880 0.855 0.859 -0.028
the business moved once In term of
b_moved_once (0- no, 1-yes) study 0.071 0.069 0.069 -0.003
whole_life_ocne_pla the person llved In same barangay
ce (0- no, 1-yes) for life 0.112 0.139 0.134 0.031
longtime_address (0- no, 1-yes) > 40% of life In current barangay 0.358 0.350 0.351 -0.007
address_tenure (.016 - 1) percentage of life at current address 0.361 0.375 0.372 0.016
short_b_tenure (0: >3 yrs; 1:<3 yrs,) business less than three years 0.254 0.215 0.222 -0.037
born In same province they
same_birth_prov (0- no, 1-yes) currently reside 0.407 0.408 0.408 0.001
the distance travelled to apply bank
distance_geo (0-29 miles) loan 2.868 3.236 3.167 0.006
distance_manlla (9-52 miles) distance from Manlla clty center 23.879 26.573 26.063 0.116*

the home residence has unfinished/
bad_floor (0- no, 1-yes) dirt floor 0.968 0.960 0.962 -0.017

above medium Income at time of
above_medi~p (0- no, 1-yes) application 0.473 0.506 0.500  0.027

Table 2: Randomization Check.Orthogonality tests of individual covariates indic#ttat assignment to
treatment does not correspond significantly in most cases. The exceptions are marriage status and distance
to Manila.

Experimental Results: Intention-To-Treat Analysis

The impact of banking access is calculated by estimatig Intent-to-Treat Effect
(ITE).?* The ITE is an estimation of the causal influence that being assigned to treatment
has had upon individuagésponses to survey questions
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<<&he ITE is an estimation of the causal influence that being assigned to treatment has had upon individual
political attitude. Let T {0,1} be a random variable, where 1 indicates that the subject is assigned to treatment. As
mentioned earlier, the credit applicants in the treatment group are offered a loan of roughly 250 dollars; those in the
control group do not receive money. Letréfer b the outcome variable, the vector of responses to the survey
questions, which are presented in the appendik. (¥4 E,Y ), where i indexes individuals and j =1, E, N are
outcome measures. The aim of this calculation is to determine what effecemeats on Y. If we define Y_{ij1} to
be the random variable representing the outcome j for individual i if treated, jarid We the random variable
representing the outcome j for individual i if not treated, then we seek the average treatmerit;effet[ Y- Yol
= #. Here, expectations are applied over individuals, #4nid the average marginal impact of being assigned to
receive an FMB loan. Of course, we cannot compare the impact of treatment within individuals, but we can simplify
this equation to allow us to determine the average impact of treatment. Due to the random assignment of individuals to
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Y = I4+" 1 X1 +#
The dependent variable, Y, represents the survey questions on political responses to
treatment. X is the time variable indicating whether the bank applicant was assigned to
treatment or contrd[X; -1 Treated; X-0 Control) three yearsnor to follow-up survey.
"1, our key coefficientis theintentto-treateffect the effecthattreatment assignment has
upon political affect.

As a result of greater inclusion in formal market institutions, participants assigned to
treatment shifted mikedly away from politics. This is evident by comparing differences
in average survey responses to questiaating to both attitudinal and behavioral
political engagement. People wihad beenrandomly given access to formal credit
(treatment group) exxessed, on average, less commitment to political life.

Political disconnection is evident in both informal and forpwditical activities. The
results for voting behavior are presented in Figurédere, we see that the treated group
reportedbeingless engaged in the electoral process. The difference between treatment
and control in terms of whether they had voted in the last election is not significant. This
is expected, since the prior national election was hefdrethe experiment took place.
What is noteworthyis that those in the formal finance treatment group responded that
they were less willing to vote in upcoming elections. This finding holds true to a high
degree of statistical significance (p>.01). For the control group who did nioijeete in
the FMB bank loan program, nearly everyone (99.6 percent) indicated that they planned
to vote in the following election, whereas nearly 3 percent of the treated group indicated
that they did not.

intention is:

# = E[Yyl Ty=1] - E[Yy Ty=0]= Yj|Ti=1-Y||Ti=0,

where#; represents the average effect of treatment upon each j outcome variable. This basic model estimates the
impact on political preferences of receiving a loan from the bankistgution, as revealed in the folleup survey
detailed above.
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Figure 3: Experimental Individual -Level Treatment Results: Voting Behavior

Voting in Prior Election

cenied approved
Voted in Prior Election Control Treatment Beta. Coeff. Std. Err.
"Yes" 91.77% 89.46% -0.0231 -0.0199
"No" 8.23% 10.54%

Plan to Vote in Next Election

cenied approved
Planto Vote in Next Election  Control  Treatment Beta. Coeff. Std. Err.
"Yes" 99.59% 97.05%-0.0254%*** -0.00661
"No" 0.41% 2.95%

N No N Yes

Graphs by Step1 Loas Decision

Robust Standard Errors in Parentheses *** p<0.01, ** p<0.05, * p<0.1

The empirical finding that access to formal finance led to lower electoral
engagement is strongly complemented by conversations with the patsdipamselves. |
do not interpret the decline in willingness to vote as an indication that people are actually
less in favor of democratic processes. What these results show, instead, is a shift in
thinking about oneOs obligations. Numerous accoumts femple in both treatment and
control conditions paint a very clear picture that democracy is not working for them. In
interviews, it is actually quite rare that someone will express a conceptualization of politics
beyond the immediate patronage systenthieir barangay.While this has happened on
occasion, the vast majority of accounts follow two themes. The first involves spelling out
the various ways in which they utilize Olocal elites to get things doneO when necessary.
The second relates to theays in which they are socially and materially tied to the
barangay, and therefore obligated sometimes to help Oget thingodde@lf of elites to
remain on good termsBoth groups tend to tend to express an overwhelming support for
OdemocracyO in abstract sense. Here, Opoliticséxjerienced aa thorn that becomes
more apparent to people who conduct their banking with the formal bank. The key
difference for this latter groupis that the treatment provides a material buffer from
patronage polits. Therefore, these people are more apt to Ocheck outO when democracy in
practice is not working, and clearly a waste of their time.

Table 3 Experimental Individual -Level Treatment Results: Civic Engagement
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Treatment Beta.
Variable Control  Treatment Effect Coeff Std. Err
Meet with a group to

discuss politics. 57% 54.38% -0.0262 -0.0388
(no=0, yes=1)

Sign a petition. 66.52% 59.40% ) -0.0713**  -0.0345
(no=0, yes=1)
Attend peaceful

demonstrations 54.31% 43.37% (-) -0.109*** -0.0361

The three questions on informal political engagement are markers for the strength of
civil society. If people are averse to signing a petition, discussing politics or attending
peaceful demonstrations, they are also unlikely to be politicallilined. The survey
results indicate thatssignment to treatmespurs lowerengagement in informal political
activities. This difference is consistent across all three forms of activities surveyed, and
statistically significant in two. The treatment gpo expressed significantly less
willingness to sign a hypothetical petition or attend a peaceful demonstration. This
highlights the widereaching effect that formalizing finance has on political behavior: as a

result of havinghadtreatment, people are k#ikely to voteandless likely to engage in
local activities.

Figure 4. Experimental Individual -Level Treatment Results:Interestin Politics

Interest in Politics

Control Group Treatment Group

I ot at all Interested =1 [l Not Very =2

Somewhat = 3 Very Interested = 4

Graphs by Step1 Loan Decision

Treatment Beta.
Variable ALL Control  Treatment Effect Coeff Std. Err
Interest 2.408 2.500 2.388 () -0.112* (-0.0646)

Robust Standard Errors in Parentheses *** p<0.01, ** p<0.05, * p<0.1

The empirical finding that a movement towards economic formality leads to peopleOs
disconnecting from the political sphere is consistent across both behavioral and
psychologial indicators of political engagement. The varidlierest which measured
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responses for the questjgddHow interested would you say you are in politics?O produced
a clear outcome: the treatment group became lessstadren politics (See Figure).4

This is robust statistical evidence that entrepreneurs express less interest in political
participation once thegain access to modern finance, and the finding holds true at a
significance level of (p>.10). Notice also that a clear majority of particGpanthe
control groupexpressed that they were very interested or somewhat interested in politics,
whereas considerably fewer in the treated group reported feeling as engaged.

Figure 5: Experimental Treatment Estimation: Trust in Political Institutions

Treatment Effects: Confidence in State Institutions w Treatment Effects: Confidence in Groups

© | >‘_-\>\o = ‘—‘M—‘M_‘¥_‘*‘——-—~___,
" Control Group Treatment Group 0 1

——e— (mean) confidence in police “ (mean) confidence in courts Control Group Treatment Group

- (mean) confidence in national government ———— (Mean) confidence in poltical pates ——8——{mesn) conBdance N Chantes
Beta.

Variable Control Treatment Difference Coeff. Std. Err.
Confidence in police 2.183 2.245 ) -0.0616* -0.0323
Confidence in courts 2.088 2.145 ) -0.0569* -0.0317
Confidence in national
government 2.170 2.246 ) -0.0763** -0.0352
Confidence irpolitical parties 2.116 2.236 ) -0.119%** -0.035
Confidence in charities 1.485 1.614 () -0.130*** -0.0449

Robust Standard Errors in Parentheses *** p<0.01, ** p<0.05, * pRibfe to self) need to change the
averages that | reported, these are invses.]

The experimenalsoresulted in a marked decrease in trust among those who gained
access to formal market institois. The results in Figure show that as a response to
the experimental treatment, people are significantly less trusting ofcablitstitutions.

This relationship holds for all survey questions on political confidence-g&R2People
assigned to treatment are particularly less confidéxen it comes tpolitical parties, the
national government and charitable organizationscbnfidence also drops significantly
for police and courts.
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Why would confidence in political institutions drop when someone engages more
with formal market institutions? This is a fair question, since one would not expect
confidence in government vers the market to be a zesam game. In fact, it isnOt,
exactly?®It is rather that the experience of banking outside of the informal economy
liberates people from social binds, leading to more skeptical and autonomous thinking;
people with a greater sensé autonomyare in turn, simply more likely to express
contrarian viewpoints. In other words, reducing economic insecurity makes people more
comfortable, and thus more outspoken. The degree to which the courts, police, national
government, etc. are actlyafailing people whareceivetreatment versus control is likely
to be constant. What is different is peopleOs thinking about those political institutions.
Formalizing finance provides an avenue for securing livelihood that lies outsioeabf
money patics B one less vital resource under the control of political patronage. This
enables citizens to experience themselves as more autonomous, and take a more critical
stance towards the political environment.

Figure 6: Experimental Individual -Level Treatment Results: PoliticalSkepticism

Culture of Skepticism
denied approved

I  Under watch of courts, congress, I Bccause they are good and commit
I  Governments never provide good s

Graphs by Treatment Group

Rationale for effective Difference Across
service delivery Control Treatment Groups

i.) Under Watch of Courts 49.59% 51.81% )

ii. Good People 38.93% 35.30% )

iii. Never Provide Good

Services 11.48% 12.89% +)
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% could cite some other stat|st|cs from the economic impact evaluation that show that people are more
confident in their ability to get loans (from banks or informal markets), but thefarecessarily more
confident in banks as an effective institution than the control. The latter survey result came from a
survey question that | designed, but have since left for Karlan and Zinman to use in their paper.
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Autonomous people do not blindly continue to engage in politics when the system
fails them, but instead become more skeptical of the world around them and are more
inclined to embrace Osecutational values® The question illustrated in Figuré asks
respondents to choose from among three rationales explainin@gyernments provide
good services to the peopde.Althoughthis question is impossible to delineate for
differencein-means testing, the construct designed by Stokes and Boix is an interesting
one. What we see here is that people assigned to treatment are more inclined to say this
happens whe@hey are under the watch of the courts, Congress, or the pressO (Rational
Legal Value), or that Ogovernments never provide good servicesO (Political
Disillusionment). Both of these responses reflect a more skeptical viewpointhéhan
statementQbecause they are good, committed peopleO (Blind Faith).

The final questions on the survey battery for political engagement focused on political
efficacy. Thes included three questions gagefficacy in an external sense, and one
question addresy) internal effcacy. The findings in Figure $how that on average,
people in the treatment group expressed lower political efficacy for all four .fatety
tendal to respond less enthusiastically to the following statem@rtkere are plenty of
ways for people like me to have a say in what the government doesO and Ol feel like |
have a pretty good understanding of the political issues that confront our sodibgyO
also tended to agree more with the idea that Olocal elections are not important enough to
bother with.O These all point to dwered psychological engagement with politics.
However, only the fourth question addressing internal political efficaeyds a
significant difference in means across treatment and control groups (** p<0.05), Also
there is a very slight uptick in agreement with the statement, Opoliticians pay attention to
people like me,O but this difference is negligible in terms of atatistference.

EEREBEBRERERE &EEEEEEEEES
2 Maybe | should clarlfy whdtmean by cmng the term from the Inglehardt Welzel OModernization ,
Cultural Change and Democracy. The Human Development SequenceO.
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Figure 7: Experimental Individual -Level Treatment Results: PoliticalEfficacy

Treatment Effects: Political Efficacy

Ps

Control Group

Treatment Group

—=—— self-importance
——— importance of local elections

——— personal influence
——=—— political understanding

Significant Beta. Std.

Variable Control Treatment Difference  Coeff. Err.
Politicians pay attentior 4.838 4.906 0.068 -0.204
Personal influence 7.470 7.288 -0.181  -0.199
Elections matter 7.421 7.208 -0.213 -0.21
Political Understanding 7.789 7.362 () -0.428**  -0.209

Robust Standard Errors in Parentheses *** p<0.01, ** p<0.05, * p<0.1

It may be worth noting that the decline in internal political efficagys more
pronounced than that for external political efficadyhis suggests thah¢ experimental
treatmentjn subsidizing formal financial accef® a randomized group of entrepreneurs
who were previously deemed Ounbank@blaffects people at an widual level. In
other words, it is hitting the demand side of the political participation equation. What
shows up in conversations with these individuals is that they are less interested in
participating and less willing to make an effort. So, theemmial aspect of political
efficacy Dthe belief that one understands polii2may shiftevenfurther than external
measures.Of course, lte two are closely related, since people who believe that political
engagement does not make a tangible differerealao likely to be less interested and
not seek out political information. Furthermore, external political efficacy is closely
related to trust in govement, as presented in Figurewhere we see that peopleOs
confidence in the efficacy of political stitutions declines dramatically. Although the
supply side of the equatiddaccountability and quality of governanBas not directly
manipulated by the experiment, it is clear that peopleOs faith in government drops
anyway. In conclusion, it may bebi of a foolOs errand to dissect the relative magnitude
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of changes reflected in individual survey questions. What is important to take away from
all of this is that political efficacy, and thus motivation to engage in political life, has
decreased as asult of the experimental treatment.

To summarize, the treatment assignment in this downstream experiment on
expanding financial access corresponds to less enthusiastic responses on questions about
both political attitudes and behaviors. People who @pédied in treatment were less
interested in politics, and responded that they were less likely to participate in both
electoral and noselectoral political activities. The results of the experiment also indicate
that attitudes towards politics e moe negative as people lmase more involved in
formal markets. Finally, experiences with modern finance correspond to increased
skepticism about state institutions. Interestingly, people avbanore integrated into the
formal economy express significantgss confidence in various government institutions.

Market Formality and the ODisengagemen€ffect@D

To evaluate the extent to which Olocal money politics@sdthisdisengagement
effect, | provide two additional empirical tests. The mechanismrss testedby an
analysis of spatial heterogeneity in treatment effects. The idea here is that if diminishing
reliance on entrenchedientelisticfinance istruly driving the effect then the treatment
should be most pronounced whesach informal finanl arrangements arenost
manifest. Additionally, | test for downstreanseconebrdereffectsby usingassignment
to treatments an instrument for lending practices. Together, these additional analyses
help to confirm the empirical results and theienpretation that the shift from politics
reflectsa shiftaway fromclientelism.

Spatial heterogeneity

The overlapbetweenpolitical clientelism and informal finance varies over g3
barangaycommunities studied. As described in the previous sectidhebarangays all
share certai characteristicssuch as informal markets, low incomesoor public
infrastructureand the same style of local government. However, for reasons outside the
scope of this papethe level of machine politics anthe particular tactics usedary; not
every form of informal finance was directly mediated by local politiEer example, in
many communities ll forms of informal banking aremediated through the local
barangay. In others, the presence of autonomous loan shkadksn as OBombay 5
6ersOaretolerated™

BEERREEREEREEEEEEEEEESEESE
®The barangaychalrman(the mostsemorelectedofﬂual) will often organizelocal businessowners
throughlocal meetngs and capitalschemes.Frequently he will visit household®f local shopkeepers
to invite themto participatein meetingsanddiscussssuespertainingto local entrepreneurshipThere,
the chairmanoften endorsesa private moneylenderor even provides loansto constituentsdirectly.
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During field interviews, | began to hypothesibhat the manner in whigbeoplereact
to formal financehasa lot to do with the type of informal financial arrangementshey
were accustomedo prior to treatmen Upon discovering that Bbmbay 56ersO were
listed as a form of finance in the financial diariesaminedat the outset of the
experiment, it dawned upon nbat this could be used as a means to tease out the
Odisengagement effectO mechaniamather words, if my intuition about clientelism
mediated lending is correcthen the availability of Bombay loans relative to the
Barangaymediatedloans could shedlight on why some peopleare more sensitiveto
treatmentthan others.When only barangaymediatedloans are prevalent,one would
expecta morepronouncedolitical influence(i.e., disengagement effedtpm treatment,
sinceformal loans are specifically replacingthe financial arrangementsuilt into local
politics; in effect, pulling people's materianterestawayfrom thosepolitics.

To test for spatial heterogeneity treatment effects, | first organized thieepteent
portfoliosaccording to hrangay. Recall, the variable Obarangay clusterQtfeearlier
description. There weranywhere fra 1 to 53 peoplefrom thestudy sample living in
each of the communities. Recall also from the prior section that the averagevpgeoson
applied to the bank (either treatment or control) hsellen informal banking
arrangemenisand zero formal bank arraggents (agairthe latter being the intention of
the study design). Using the codified banking information, | generated two count
variables. OLocallnformal LoansO represents the summation of-t@esed activities
conducted with local tding networks, sut as Olocal NG@credit cooperativeO or
ORluwagar® as well amformal loans from people living in the community, such as
OfriendsO and Oemploy@rsAll OLocalinformal LoansO share the characteristic ttnet
arrangementnight possibly bepolitically charged. The second count variable, OBombay
LoanO denotes the number of arrangements that the individual had with a Be6dray 5
Finally, | used these two measures to calculate a OBombayQnaiich is the loan ratio
for eachbarangay cluster.

Although the mixing of local informal financeand politics is ubiquitous,the degreeto which informal
finance is embeddedin local politics varies acrossbarangays. In some barangaysnearly every
moneylendeis tied to the local political elites,whereasn someneighborhoodsoan sharksknown as
Bombay5-6ers, whooffer loansthatdo not entail politics, arecommon.
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Data: Informal Loan Sources by Locality
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Figure 8. Bombay Index by Locality. Informal lending portfolios are indexedacrossthe
barangayshowing highest to lowes$bd percentagef informal lendingdedicatedo Bombay
lendingsources.

Figure 8 above, the OBombay Ingéxshows us where prreament usage of Bombay
5-6er loansversuspolitically mediated forms of lending immost common. The&73
barangays are listed on theayis, in order of their average lending practices. The dots
on the yaxis are barangayshere absolutely no one had agaments with a Bombay- 5
6er. Those on the far right are the barangays where all informal arrangements were with
a Bombay S6er. Because the cluster size of some of these groups is small, (for gxample
if only 2 people are tabulated in a given barangaypg®sed to 50), it is not viable to test
for spatial heterogeneity at the barangay level. However, there is a strong case to be
made for doing so at the municipal level. To provide a conservative test of the Bombay
effect, | compare only those living the tail end of the distribution. The barangays of
Damarioas, Pasic, Tanay and Patdravean extremely high prevalence of Bombay 5
6ers while thesdending practices are least common in tenicipalities of Las Pinas,
Makati, Teresa, Muntilupa. The 8 municipalitieshus lieat the polar ends in regards to
the acceptance and frequency of 4patitically embedded lending practices. Indeed, the
empirical index is further confirmed by anecdotal observation in the’field

KECRECEBEEEEREL 8 EEEEEELEEELEEE
°| have about 40 pages of descrlptlon on th|s in the book, but have taken great pains to cbisdense t
the article. Conference readeptease give me feedback on whether you find this to be incomplete or if
you have any suggestions on what information | should include, or what may be extraneous.
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Table 4 Split Analysis by Prevalenceof (BombayOLoans - Spatially HeterogenousTreatment Effects

Dependent Variable Full Sample High Bombay Low Bombay
Interest in Politics -0.112* -0.0373 -0.243**
0.0646 0.185 0.119
Confidence in -0.512*** -0.742 -0.341
Political Institutions 0.122 0.496 0.271
Political Efficacy -0.447** 0.235 -0.806**
0.205 0.65 0.348
Political Behavior -0.456*** 0.173 -0.901***
0.175 0.498 0.331
N 1354 192 288

Robust Standard Errors in Parentheses *** p<0.01, ** p<O:@&0.1

Split Analysis by Prevalenceof CBombayOLoans - The original experimental test statistics are listed in

the first column, The test statistics for only those individuals who live in OHigh BombayO and OLow
BombayO areas are in the middle andeffircolumns, respectively. The results are in accordance with the
hypothesis that the treatment effect would be more pronounced in the OLow BombayO areas, and absent in
the OHigh BombayO areas.

The results in Table,&bove, indicate thdhe nature oflending practicesitilized in
local political economies is a determinant of the experiaiér@atmenieffect Here, the
sample is essentially OsplitO by observations in high lowBombay municipalities.
OHigh_BombayO is a binary variable for whetmeindividual participant lives in a
municipality where Bombayype lending is most commoiThe other variable, LOW
Bombay,O indicatethat the individual resides in a municipality where Bomisayle
lending is absent.The original ITT findings are listednder OFull Sampt@ Here, we
see bycompaing across thesamplesubgroupg@igh BombayOv. Q.ow Bombay), that
the treatment effect is pronounced and significant only in the OLow BombayO. ctilumn
appeardhatin the areaswherepeoplesubstituteout informal lending practicesthat are
politically charged(Q.ow Bombay)) thereare strongtreatmenteffects In contrast, in
subsampléMHigh BombayO none of thereatmenestimatesare statisticallysignificantat
the 95%confidencdevel.

Downstream Aalysis
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The preceding analysis provides evidence of a link betwssz lending practices
and the experimentaloutcome. Another wayo investigatethe relationshipbetween
informal financial behaviors and political clientelism is to test for the dtvwam impact
of treatment assignmentiere, banking practices are treated as an endogenous variable
that is instrumented by treatment assignmBuiwnstream estimain strategyinvolves
first estimaing the effect of treatment assignment upon an intendattome (here
informal banking practicespnd thenin the second stageneasuing the instrumented
effect of this outcome upon political engagement. This diffese intentto-treat
analysissince it essentially is not measuring the direct effetteatmentssignment.

The mechanism being explored is whether treatment influences peopleOs lending
practiceswhich in turn influences their political affect. There are three variables treated
separately as endogeno@Formal Bank Loay@ Olnformal @up LoansO and OFormal
Informal Loan DifferentialO. Again, the first two were already explicated in the previous
section. TheOFormal Bank Loans@riable is the number of bank accountghat
individuals have at the time of the followp survey Olnforma Group LoansGs a
measure of informal loans. OForrdbrmal Loan DifferentialO is the measure of
formal loans minus informal loans. The hypothesis for thedidér treatment effect is
thatpeople assigned to treatmewitl have fewer informal trasactionsand more formal
transactions. Indeed, thigasalready made evident in Table 1 above. The downstream
hypothesis is that formal loansilwhave a negative impact on political engagemand
informal loans Wl have a positive impact.

Table 5: Instrumental Variables AnalysisBDOnN Lending Behavior

Dependent Variable ITT - Full IV - Formal IV - Informal IV - Differential
Interest in Politics -0.112* -0.395** 1.323** -0.317***
0.0646 0.158 0.579 0.116
Confidence in -0.512*** -0.789** 2.629* -0.595**
Political Institutions 0.122 0.34 1.396 0.257
Political Efficacy -0.447** -0.66 1.77 -0.393
0.205 0.456 1.468 0.333
Political Behavior -0.456*** -1.273%** 3.800** -0.891***
0.175 0.44 1.617 0.309
N 1354 602 531 529

Robust Standard Errors in Parentheses *** p<0.01, ** p<0.05, * p<0.1

Instrumental Variables Analysis on Loan behavior- The original experimental test statisten® listed in
the first column. IVFormal aretest statisticsfrom TSLS, treating formal heing as endogenous and
instrumenting with random treatment assignment.-Iriférmal is the instrumental variables results for
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informal lending behavior and 1V Differential refers to the difference between informal and formal take up
as the first stage ozme variable.

The results from the downstream analysis, uswmgstage least squares (TSLS),
comport with the interpretation dhe Odisengagement effectd. Tablab®ve, the
original ITT findings are compared to estimates farmal Bank Loan® Olfiormal
Group LoansO and OFornirdbrmal Loan Differentia®  The estimates faolitical
interestare significantand the magnitude of the effect size is considerably largéth
the IV estimatiorfor OFormalO and ODifferen@athe beta coefficienain be interpreted
as indicating that when people take out more formal lending relative to informal as a
result of treatment, they become less interested in polihicge that the direction of the
effect for OlnformalO positive. | interpret this to ean that informal lending, brought
about by random assignment, corresponds to higher political engagerentesultgor
the other political responses follow the same pattern. Formal finance leads to less
political engagemeninformal finance leads tmore. Notice, however that the Political
Efficacy measure is not significant for any of the IV estimations. Furthermore, the
standard errors are considerably larger due to small sample size. The data collection for
the financial diaries is considergdess complete than the follewp survey. At the time
of the followrup survey, the average number of fmissing responses for a given survey
question on political engagement wad44people answered questions over 70% of the
time. However, the finanal diaries were only capturing completed responses regarding
lending practices roughly 30% of the time. As a result, the TSLS analysis depicted above
has considerably less power. Nevertheless, these findings still lend sepp@tthey
are remarkablgtrong given the small sample.

Conclusion

Financial modernization is often studied in development economics, but it is
overlooked as a force in global sogolitical change. In this article, | attempt to bridge
thetwo complementary research agendashef micreconomics of development and the
study of political clientelism. Greater emphasis on the formarables us tdissect the
povertyclientelism connection in new and exciting ways. My thesis is that economic
informality undergirds political clietelism. As local political economies modernize,
people become less reliant upon informal financial and political networks and thus the
costbenefit calculus for political clientelisshifts

This experimental case stydgn expandingmodern finacial sevices to poor
citizens in the perurban slums of Manila Philippingkighlights how greater economic
formality, not necessarily income, can reduce peopleOs engagement with local power
brokers.| find that people opt out of political relationships whereyhhave greater
financial autonomy. Evidence from both oral survey research and statistical analysis
contradicts the common assumption that improved economic status leads to greater
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political participation and inclusioninstead, mymulti-method researchreveals that
entrepreneurs who have traditionally made use of politically embedded financial
agreements express less interest in political participation once modern finance is made
available to them. This work challenges the hypothesis that economicatiiag
strengthens democratic inclusion, at least in the short term.

This research furthaluminates how and why economic and political development
may occurin tandem,but not necessarilin harmony As formally structured financial
services move intpoor communities and disrupt preexisting local and informal financial
networks, one observes an initial disengagement from politics amongresdents. |
argue that thiglisengagement actually reflects political empowerment since only those
who were pdicipating in local politics for instrumental purposes become less active.
The introduction of formal financial property rights reduces political and economic
dependency at the local level. Therefore, a movement toward modern markgioveay
to be areffective force in reducingolitical clientelism
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