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ABSTRACT

This study focused on the determinants of rural households’ access to credit and loan amount. Multistage sampling procedure was used to select a 

their presence in the rural communities.
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1. INTRODUCTION

Provision of credit services to rural households has been considered 
as a powerful instrument to lift the poor rural households out of 

help alleviate poverty and improve development outcomes by 
enabling the poor smoothing consumption, start or expand a 

households has the potential to accelerate the adoption of modern 
agricultural technologies that may increase the income of the small 

the promotion of agricultural production and transformation. 

welfare of households in two ways. First, it alleviates capital 

improve the ability of poor households to procure needed 
agricultural inputs, and will also reduce the opportunity costs of 
capital-intensive assets, encouraging labor-saving technology 
and raising labor productivity. Second, credit access increases the 

strategies. Households with access to credit may be more willing 

strategies.

recent years. The numbers of formal public and private commercial 

informal institutions such as self-help groups, and savings and 

grown. This growth has led to introduction of innovative products 
that have improved the livelihood of poor people, by building their 
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surveyed, 87% of the marginal farmers had no access to formal 
credit and 71% had no access to a savings account in a formal 

Many poor families in the developing world have limited access to 

the poor obtaining a smaller share of their loans. In many developing 

intertemporal transfer of resources. These households use complex 

smooth consumption over their life cycles. Often rural households 
rely on a variety of informal credit such as moneylenders, 

to improve household incomes. However, these credit sources 
are not ideal as they tend to be unreliable and unaffordable. This 

penetration rates by these services providers are extremely low.

It is for these reasons that most governments and donors in 
developing countries’ over the years have set up credit programmes 
aimed at improving rural households’ access to credit. However, 

interest rates, have failed to achieve their objectives to serve the 

poverty in a sustainable way, innovative credit delivery systems 
are being promoted throughout the developing world as a more 

or minimal government involvement. It is the aim of governments 
to create conditions of stability and wellbeing to ensure a minimum 
standard of living consistent with human dignity through economic 

sectors of their economies.

moneylenders and traders who charge exorbitant interest rates. 

of their portfolio for agricultural purposes and the establishment 

payments to cocoa farmers and collect deposits for onward lending 
in urban areas. Provision of credits to rural farmers had not been 

coverage were limited as only 27% of its branches were in rural 
areas, and lending to smallholder farmers made up only about 
15% of its total portfolio.

country is found in the rural areas usually with limited or no access 
to basic infrastructure such as schools, health facilities, sanitary 

revealed that about 82% of the rural households own farms. In the 

the savannah areas, provides seasonal employment and this has 

three regions in the north have seen only marginal decreases. 
Poverty rates in the north are two to three times the national 

the rural households cannot be underestimated. The importance of 
rural credit to the rural economy is well documented. For instance, 

relationship between credit access and households’ welfare in 

output is associated with credit constraints in rural Peru.

and determinants of households’ access to credit is an integral 

of household-level data that enables one to identify the factors 
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household level studies often focus on urban and peri-urban credit 

existing literature particularly on credit access and the demand for 

study aims at exploring rural households’ access to credit in the 

2. LITERATURE REVIEW

The starting point in analysing credit demand and access is the 

argues that consumers inter-temporally reallocate their incomes 

smooth consumption and/or increase utility by accessing credit, 

serves as additional spending power in the present in exchange 
for future repayment in the form of the loan plus interest (Soman 

on expected consumption in the future period. That is consumers 

current consumption to the appropriate fraction of that estimate, 

Determinants of households demand for credit has been explored 
extensively in the literature, however, each of these studies differs 

of these studies focused on borrowers’ personal characteristics 

analysis to identify a set of socio-economic, physical and 

farmers in Bolivia with the view to differentiate between 
borrowers, potential borrowers, and non-borrowers. The results 

greater use of improved technology, larger operating costs and 

costs, less number of cattle, etc. Furthermore, non-potential 

production, lower level of education, limited use of improved 

household characteristics such as gender of household head, age 
of household head, number of household members, education level 

Studies from Vietnam show that characteristics of the rural 

probability of borrowing increases with education and social 

the probability of borrowing, but it has a positive effect on loan 

credit in Malawi. He observed that credit demand was positively 

through an increased probability of borrowing.

head, household income, expenditure, and borrowing transaction 
costs. Using regression analysis, they found out that credit demand 

household head, expenditure and household income, but negatively 

increase in credit demand as a result of more years of schooling 
is associated with more productive jobs and more income, while 
increase of credit demand as a result of higher level of expenditure 
is associated with households’ desire for more income to meet 
their desired consumption.

amount by households in urban Ethiopia. To control for potential 
selectivity bias in identifying factors affecting households’ 

amount, a probit and a tobit models were used. The study found 
geograph

constrained included current household resources, schooling of 
the household head, outstanding debt, and number of dependents. 
The study also found that value of assets, number of dependents, 

of loan amount.

that households’ choices for financial services are strongly 
interconnected. In furtherance of this, they used a multivariate 
probit model to simultaneously determine household demand for 

observed that the use of savings products, loans, and insurance 
depends not only on the socioeconomic status of households, but 
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such credit. To observe the difference between formal and informal 

to estimate the determinants of loan demand by urban households 

of getting a loan is higher for young married persons, employed 

with high income, with own house and higher number of members 

formal loan, but the opposite relationship does not hold in the case 

countervailing impacts of education, number of dependents, assets, 
credit history and secure land rights on the demand for formal and 
informal credit. However, most of the variables mentioned above 

and informal loans. Their analysis suggests that demand for formal 

hence geared towards production purposes and asset management, 

and education, and positively associated with a bad credit history 
and number of dependents. This indicates household’s tendency 
to use informal loans for consumption smoothing rather than 
investment.

3. METHODOLOGY

3.1. Study Design
Data used in this study were obtained from a household survey 

communities in the study. The clusters were constructed based on 
administrative boundaries. It must be mention here that for easy 

selected communities proportional to their populations based 
ures. Finally, a 

to capture major socio-economic characteristics of the rural 

3.2. Econometric Framework

impossible to identify a perfectly random sample of the population 
of interest particularly when observations are selected in a process 
that is not perfectly independent of the outcome of interest. Hence, 

the different outcomes and this may result in inconsistent estimates 

a means of correcting for non-randomly selected samples. The 

The second stage corrects for self-selection by incorporating a 

probit model. The inverse Mills ratio enters as an additional 

Z L ui i i= ′ +

Zi  is a dichotomous 
variable which is not observable but instead we observe the 
decision of the rural household on whether to access credit or not. 
Therefore, Zi = 1 if Zi  and Zi = Zi Li is a vector of 
exogenous variables that affect Zi .

i = 1, Yi represents 

with the assumption that:

Y b X vi i i i= ′ +

Xi is the vector of covariates determining the loan amount. 
ui and vi have bivariate normal 

u v, and 
Zi and Li are 

observed for a random sample of individual households, but Yi is 
observed only when Zi = 1, that is, when the ith rural household 
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 and  are the normal density function and normal 
i u

the inverse Mill’s ratio which is the ratio of the probability 
density function over the cumulative distribution function of 

Yi on Xi, without 
i u bi. If the 

the regression model as an extra explanatory variable, removing 
that part of the error correlated with the explanatory variables and 
avoiding inconsistency. But the error term cannot be estimated, 
and the inverse Mills ratio needs to be estimated and added to 

is estimated. Then, the inverse Mill’s ratio is calculated from the 
linear prediction of this probit model. In the second step, Y is 
regressed on the covariates X and the inverse Mill’s ratio for all 

ratio indicates that selection bias is present.

3.3. Description and Measurement of the Variables

obtained, further investigation was made on loan amount received. 

a dummy variable, if the head of household is married the value 1 

people living with the household head and whose responsibilities 
he/she bears. Education was measured by last educational level 
attained namely no education, primary, junior secondary/middle, 
secondary/vocational/technical, and tertiary. This variable was 

the effects of occupational type on credit access and loan amount 
occupational dummies were created for farming, trading, formal 

credit institution. Using factor analysis we constructed an asset 
index meant to measure household wealth. This index captures 

including bicycle, refrigerator, electric iron, mobile phone, radio, 

such as the use of electricity, building materials, and toilet facilities. 

assigned if the household had past history of demanding credit 

4. EMPIRICAL RESULTS AND DISCUSSION

Table 1 provides summary statistics of variables used in 
the empirical analysis. These descriptive statistics allow for 
exploration of data and explanation to major attributes of the 
respondents.

had access to credit. Furthermore, with regard to those who had 

1

sample are headed by females and the ages of the household heads 

the 53 who had access to credit about 81% of them sourced credit 

2

that household’s decision to access credit does not affect loan 
amount received. This implies that separate estimation procedure 

were employ on credit access and loan amount respectively as 
these estimates are unbiased and consistent.

Table 2 displays results of probit estimation reporting both 

well mainly due to the fact that about 76% of the credit access 

observed between the probabilities of credit access and the set of 
explanatory variables included in the model.

The result shows that probability of rural households accessing 

trading occupations, credit history, and household income. These 
variables showed signs that are in agreement with theoretical 
expectations, with the exception of gender. The gender variable 
had unexpected positive sign. This means that female headed 

from the author.
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counterparts. This findings goes contrary to what is widely 
believed in empirical literature that the female headed households 

not restricted by social identities and that gender segregation is 

in their economic lives.

credit access. The marginal effect suggests that the probability of 
accessing credit goes up by 1.2% points for an additional year of the 

who stated that increase in age is often associated with experience, 
practical and professional wisdom of the household head which 
increase his/her income generating capabilities and hence increase 

Of the four occupational dummies that have been included in 

same way household head engaged in trading activities are more 

occupation were to engage in farming activities their probability 
of accessing credit will increase by 42.5% points.

credit. This result suggests that households who had past history 

Household income has a strong positive impact on the probability 
of households accessing credit and this is achieved at 1% level. 

Table 1: Descriptive statistics of variables used in the models
Variable Observations Mean Standard deviation Minimum Maximum
Dependent variables

1
53 227.4376

Independent variables
1

25 75
Education 4

8.516667 4.352114 1
1
1
1
1
1
1

61.26667
Household income 424.2638 464.7126 2713.65

3.625 1 18
53 1

Table 2: Probit result on determinants of credit access by rural households
Variables Marginal effect

Education

Married 

Farming 
Trading 

Household income 

Pseudo R2
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This implies that rural households with higher incomes are much 

On the contrary, some previous studies indicate that the probability 

amount by rural households. Here households who received a loan 
Table 3 shows regression results for loan amount 

received by rural households conditioned on positive credit access. 

the R2 

the other variables are consistent with the a priori theoretical 
expectation.

headed households receive larger volume of loans than their male 
counterparts. The marginal effect suggests that females receive 

shows that the female gender is not discriminated against in terms 

traditionally males are often favored over females. Plausible reason 
for this phenomenon could be that informal institutions such as 

how successful these institutions are in reaching the disadvantaged 
groups in the society.

education is a good predictor of probability of rural households 

than their least educated counterparts. The probability of rural 
households receiving loan amount increase by 32% point as they 
move to higher educational level.

Households receive larger volume of loans if they are headed by 

and loans may be jointly written in their names. This result goes 

negative impact of being married on loan amount. They observed 
that single and divorced have higher loan amount than married.

Distance has a marginal positive impact on loan amount and this 

nearness credit institution to access credit, loan amount increases 

from credit institutions if they are located farther away. This is 
mainly because both temporal and monetary costs of transaction, 
especially transportation cost increase with lender-borrower 
distance which increases the effective cost of borrowing.

Households receive smaller volume of loans if they source credit 

widely believed in empirical literature that households have a 
positive demand for formal credit as it continues to be the cheaper 

Table 3: Regression results on loan amount received by rural households
Variables OLS log (loan) if access=1 Marginal effect

Education 

Married 

Farming 
Trading 

Household income 
Distance 

Number of observations 53 53
R2 R2
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5. CONCLUSION AND RECOMMENDATIONS

institutions. The results drawn from the probit model concluded 

by gender, age, farming and trading occupations, credit history, 

the determinants of loan amount received by rural households 
conditioned on positive credit access. The results of the regression 
analysis concluded that gender, education, married, trading, formal 

determining loan amount.

Recognising the importance of education of rural households in 

educated households could easily understand the terms and 
conditions of the loan agreement. Finally, efforts should be made 

institutions in the rural communities as they could be used to ease 
the credit constraints often faced by rural households.
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