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Abstract
Like is most developing countries, Uganda'’s finahsector is largely underdeveloped and concemntiaterban areas,
leaving the majority of the agricultural producénsrural population with no access. However, adtice forms a
significant part of the lives of the rural houselmlwho constitute about 85% of the populationth®& macro level,
agriculture accounts for about 30 of Gross Domédataduct.This study uses the Uganda household surveys ctediuc
in 1992/93 and 1999/2000 to shed some light onsact® and the characteristics of demand for ceadiing the rural
population. We employ the probit, tobit and multimial logit model estimations on we analyse demamcfedit. We
find that Uganda’s credit market is highly segmédnfehe rural peasant producers are largely seryadlatives/friends
and self-help credit associations and their logilieations are less likely to succeed, and of thba¢ do, smaller loans
are granted. The educated and the young are nkefg to demand credit while women are less likelyand to apply
for smaller loans. Therefore, while government'siadtural modernisation policy considers credit ars important
input to its success and as the Government plar@ltout its programme of Wealth-For-All, more seto be done to
get credit flowing to the sector and to ensure thaan be usefully utilised. Skills and vocatiotining to enhance
production and training in appropriate use of dradé needed.
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1. Background

1.1 Introduction

This papers concerns itself with the policy optidos growth and development, seeking to tackle the
constraints to peasant’'s access and demand foit anecural Uganda.Financial markets in developing
countries and particularly the sub-Saharan Afri€BBA) region are largely underdeveloped, lacking in
depth, highly inefficient, concentrated in the urb@eas and dominated by a few, often foreign-owned
commercial banks. Credit, savings and insurancéetgin the rural areas are generally non-existant,of
those that do, many work imperfectly (Morduch, 199%et, given the agricultural dependence of thalru
economies, the importance of financial markets theét the peculiar requirements of the rural pdpmria
cannot be over-emphasised. For example, agriculoaluction exhibits a great deal of correlatiamoss
farms such that bad weather may leave an entiageilor group of villages clamouring for an inswepay
out (Ray, 1998).

The importance of rural credit services can be bederstood by examining their potential contribntio
the development of the agricultural sector. Agtietd forms a significant part of the lives of theal
households, who in the case of Uganda constitutete6% of the population (Republic of Uganda, 2002
Many of the agricultural activities are spread otiene (Ray, 1998), for example, adoption of a new
technique or a new crop requires investment inctiveent period with payoffs in the future. In adufit,
productive activities require inputs in advancéafvest and sales.

Previous government policy and most of the existiteyature on provision of rural credit has foadise
largely on the scarcity of providers of these smsi(or the supply side), with little attempt tplexe the
household demand for the services (the demand. diae) example, the targeted and highly subsidised
government credit schemes of the 1970s and 198ilshwere based on the supply-leading approach, are
thought to be among the principal causes of thenftral crisis in Africa (Adams, 1984). These goveent-
provided credit schemes have been plagued withtarewf default and the presence of political iest,
which limit their efficacy even if, as in the caskthe entandikwd, they were well intended (Republic of
Uganda, 2000b). One of the reasons for their faitur at least poor performance is their non adiaptao

the demand for the service by the rural househdits paper tries to fill this gap in the literaguand to
provide empirical evidence on the determinantsevhand for credit in the rural areas of Uganda an h
this credit is important for agricultural developme

This study is key to Uganda, where the poor remaibanked with their welfare worsened by the exggti
informal financial services in the rural areasisltalso an important study at this time when thigge
financial institutions attempt to venture in theallareas.

2. Overview of demand for financial services in Ugada

The economy of Uganda is highly dominated by thecatjural sector, which accounts for about 41% of
gross domestic product (GDP) and employs over 7D®eopopulation (Republic of Uganda, 2000a). Such
smallholder agriculture, on which the bulk of agtiaral output is hinged, has not provided a base f
improved livelihoods as its potential is not fullyploited.

A number of factors, including limited access tedit services, poor infrastructure, small land had, and
the nature of land tenure systems, have been figehtis limiting the full exploitation of the aguitural
potential in Uganda. For example, despite its damiircontribution to Gross Domestic Product (GDRg, t
agricultural sector receives only about 9% of tbwlt commercial bank credit annually, of which crop
production takes only 3% and crop finance (or tiadegricultural output) takes the ré€n the other hand,
trade in general merchandise and manufacturingribating about 10% of GDP, each, receive more than
50% and about 25% of total commercial bank cred#ipectively. This funding disequilibrium disadeges
the activity that forms the country's economic lmie and source of employment for the majorityhef t
population.

The case for understanding the role of agricultnrpoverty alleviation and rural developmeststressed
by Economics Nobel prize winner, Schultz thus,



“Most people in the world are poor, so if we knéwe £conomics of being poor we would know much
of the economics that really matters. Most of ttaldis poor earn their living from agriculture, go
we knew the economics of agriculture we would kmouch of the economics of being poor.” Schultz,
(1980).

From the assertion, Schultz places poor peoplehatcentre of world economics and therefore world
development. This paper extends this poor peopi&g@e approach from the global to the Uganda |aaoksc
Understanding the nature of demand for credit m rlral areas is even more important because of the
increasing role placed on micro-credit both in Bwverty Eradication Action Plan (PEAP) and the Rtan
Modernisation of Agriculture (PMA). It is emphagilsihat access to micro-credit is important for stugent

to increase agricultural productivity and suppdfifarm enterprises. It is also recognised thatpber have
diverse financial needs including credit for therghase of small capital assets, working capital and
consumption. However, current estimates show tbaut43% of Uganda’s households have difficulty
accessing credit for their enterprises and thatsdrgices of the micro-finance institutions areereed by
less than 5% of all households in the country (Répwf Uganda, 2000b). Similarly, only 8% of theral
households have bank accounts. However, the probldimited access to credit by the rural populatie

not unique to Uganda. It is estimated that on trexage, no more than 5% of the farmers in Africd anly
about 15% of the farmers in Asia and Latin Ameritaye access to institutional credit and, usuaiyefr
than 20% of the total borrowers of the formal fioiah sector have received 80% of the total amoonfts
agricultural credit disbursed (Gonzalez-Vega, 1984)

There is a notable absence of formal financialitungdns (banks) in the rural areas as these censid
smallholders high-risk and costly customers. In tuélga the closure of the Co-operative Bank in 1988¢ch
had 14 rural branches, and the privatisation ofdta¢e-owned Uganda Commercial Bank (UCB — later
corporatised to UCBL), which operated 65 branched 2 agencies countrywide (Akampumuza, 2007)
worsened this rural credit situation. Out of atatf 118 commercial bank branches in Uganda ir02G8

(or 32%) were located in the Capital City, Kampallene. In an attempt to find a solution to thiskpeon,

the government identified the increasing of avdlikgbof micro-finance services to the rural popida as
one of the five key areas of the PMA. Furthermahe two policy documents; the Poverty Eradication
Action Plan (PEAP) and the PMA, recommend thatgyoéiction on rural development and finance should
focus on:

* Encouraging more institutions, especially the nomegnmental organisations (NGOs), local self-
help and the local government-based financial gearents such as the sub-county integrated
development associations (SIDAS), to increase aalkréo smallholders.

» Provision of technical assistance to rural finahiiatitutions, to improve administrative efficignc
S0 as to enable these institutions achieve opeadtself-sufficiency.

However, there is no firm evidence on the extentiicch these objectives have been achieved.

2.1 Uganda’s financial sector

The main explanation given for the absence of tmdl financial institutions in the rural areas l&says
been the high cost of operations. Yet, in Uganita, dll other sectors in the country, the finansiettor is
recovering from the problems of the 1970s and 198Ggious reform measures were also implemented
using the World Bank-funded Financial Sector Adjusait Credit (FSAC). Specifically, the Bank of Ugand
(BOU) Statute 1993 and the Financial Institutiotst@e (FIS) 1993 were enacted, giving the Cergealk
greater autonomy over monetary policy. The two laalso provided a framework for the effective
supervision and regulation of commercial banks. E\av, following the poor performance of a number of
banks over the 1998-1999 period, the Statute wase® and amended in 2003. The amendment increased
the capital requirements from Ushs 0.5 billion, focal banks and Ushs 1.0 billion for foreign banks
stipulated in the FIS 1993. It abolished the var@arbetween local and foreign banks in the capital
requirement regime, and uniformly put it at a neterof Ushs 4.0 billion for all commercial bankseogiing

in the country, irrespective of their origins orasé ownership. One of the rationales here, basmge
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number of locally owned bank failures experiencedhie late 1990’'s, was to reduce the risks of bank
failures and provide for a higher depositor compéna basket. The major reason for increasing the
minimum capital base was to assure depositor ofpemsation in case of bank failures. The other, gEsh
consistent with the new policy regimes of liberatisn and privatization, was to promote privatesstment
without much distinction in the source and origafsthe investment (Akampumuza, 2007). However, the
new law’s unintended consequence was the furtremtblock and the deprivation of the rural peasahts o
financial institutions as those that could not affthe increased minimum capital requirement sinfipiged
business or could not start new banking businesx;dhadversely affecting their access to credit.

Consequently, other forms of credit institutionattfell outside the ambit of the FIS emerged angehded

to fill the lacuna created by the departure/absaridermal commercial bankd4Jganda's formal financial
sector is still one of the smallest and least dgped in sub-Saharan Africa (Ddumba-Ssentamu, 199&h

in terms of value and volume of transactions. &gsally narrow in terms of type of transactionslya few
monetary instruments — largely cash, and to adidhéxtent cheques and bank drafts are used. Auneeas
by the ratio of financial savings to broad monegmy (M2), financial deepening in Uganda is stillM, at
an average of about 27.5% and the ratio of M2 té¢*@&Donly 25.3% (Table 1), which compares very poor
with M2 to GDP ratios of close to 100% for the deped countries. Furthermore, the ratio of finahcia
savings to GDP is very low at about 3% and grovahgery low and even negative rates. This compares
very poorly with the average for Kenya of about 13%d that for the low-income countries (excluding
China and India) of about 20% (World Bank, 1999.&\consequence of the low domestic savings fae, t
country relies heavily on foreign resources ane@ators for capital accumulation.

Besides the Uganda’s low incomes, poor infrastmgctdinancial sector controls, macroeconomic, and
political instability, this situation can be explad by the continued decline of the formal finahsiector
over the years. Whereas the number of commercigk baanches in Uganda was 270 in 1970, the total
branch network as at end September 2000 was oB\bddnches and 3 agencies (Supervision Department,
Bank of Uganda (2000). Furthermore, there has be@apid deterioration in the ratio of customers lpank
branch from 34,000 in 1972 to 80,000 in the 198dduMmba-Ssentamu, 1999). Following the closure of
several commercial barikand a number of UCBL branches, the ratio wors¢aetD0,000 people in 1996
(Obwona and Musinguzi, 1998) and to 164,000 pepplebank in 1999 (Ddumba-Ssentamu, 1999). This
compares very poorly with the average of 7,000austs per bank branch for the Common Market for
Eastern and Southern African countries (COMESAjamegThus, despite the increase in the proportion o
commercial banks in the country from 9 in 1986 Tar1 2001, a large number of the population, paldidy

in the rural areas continue to have limited actedbe formal financial institutions. Excluding tk@ampala
area, the average number of bank branches peictiigtr2, most of which are located at the district
headquarters. In general, commercial banks in Ugalodnot operate in the rural areas. All the dgumkent
banks and credit institutions and insurance congzaaie also located in Kampala. The operation dBUC
branches in the rural towns significantly reducelioiving the bank’s privatization through restruohg,
with government selling off 80% of its shares t@ravate investor, Standard Bank of South Africa, in
October 2002 (Akampumuza, 2007). This leaves mbghe rural areas with limited access to formal
banking services.

2.2 The informal financial sector in Uganda

As a consequence of the above problems, a numbartesf/entions to provide smallholder agricultural
producers with affordable credit have been triedytbyernment, non-governmental organisations, thejgr
sector and the local self-help organisations. Thesttutions which can be broadly categorised & an
finance institutions are defined as all those fnstins that provide suitable financial servicesrteet the
needs of low-income sections of the population §8tan, 1999). These can include NGOs - local and
foreign, - self-help member organisations, savingeperatives, rotating savings and credit associsti
(ROSCASs) The traditional sources of finance fornmienterprises and small businesses (MSBS) inute r
areas are relatives and friends, ROSCAs, variolub“systems which pool members’ savings for loans,
village banks, buyers’ advances (in cash or in kiadd money lenders (Chitiga, 2007). There is atsoe
access to semiformal micro-finance institution® (bgally organised financial intermediaries buickhare
not regulated by the monetary authorities) sudhasot-for-profit non-governmental organisations.



On the part of the government, a number of cradigammes targeting the poor have been implemented.
Examples of such programmes include the Rural Fa'rdeheme, which was launched in 1987 through the
UCB. However, its coverage, in terms of amountdoains disbursed, and number of beneficiaries was
limited. It was also constrained by abuse and sg¢Veans remained uncollected because of corruatiah
the borrowers perception that the funds receivet \yeants. Recovering these loans became a biticpbli
challenge. A recovery trustee, the Non-Performirsgeds Recovery Trust (NPART), was set up by Act of
Parliament, whose main objective was to collect swbver these bad political logh@ther government
interventions since then include the Poverty Abgizin Project (PAP), Programme for the Alleviatioh
Poverty and Social Costs of Adjustment (PAPSCA) Bnthndikwacredit scheme. A key characteristic of
all these government programmes is their focusromigion of credit to the poor at subsidised interates
without engaging in any form of savings mobilisatio

A wide range of microfinance institutions (MFIsglfshelp savings and credit associations populiamniywn

as “village banks” have also emerged either as N@@sivate sector companies to respond to thi® lgap

in the market. These institutions provide individuaith direct financial assistance, particularhedit and
savings avenues on a regular basis (Ddumba-Ssen1@98). Further examples of such institutionstidel
farmers’ groups, workers’ savings and credit aremngnts, commercial MFIs and commercial banks
operating special microfinance projects such a#enary Rural Development Bank Ltd.

For a number of reasons, these MFIs present anrtoyity to extend savings, credit and insuranceises
to the majority of the economically active and geprived population (Chitiga, 2007; The Micro-fican
Network, 1997; Christen, et. al, 1994). First, thasstitutions are less rigid in their operatioflsey may not
demand for physical collateral against loans btherarely on group trust or previous savings tceepst
credit. This makes it economically possible for tfisadvantaged rural population without collatexal
obtain loans and make investments. However, thditygof these institutions lies in the requiremdaot
regular repayments of loans, usually at short watlsr We examine ways of overcoming these challeige
a bid to provide a model on how credit can be adaib Uganda’s rural poor.

2.3 Constraints to Peasant demand and access to CreditRural Uganda
There are several constraints to peasant demandaoeds to credit in rural Uganda. Below we hidtilig

some of the economic and legal impediments thaparénent to this research and which are imporfant
policy making in Uganda:

1. Informal/formal economy and legal dichotomy. Sutesise and non legal relations at the level of
production and distribution.
2. Economic and legal status of peasants — the pesalsam¢ a low status in society, and they generally

fall outside formal legal frameworks. The legaltsys (formal law courts, Police, Prisons) is largely
a preserve of the urban areas because it opertemnay from the rural peasants, effectively
excluding over 80% of the population. The latten'dy resort is the local system which falls outside
the formal state law. The National Resistance May@nmGovernment (NRM), appreciated this

constraint and tried to remedy it through the idtrction of the Resistance Council Courts (later re-
enacted and renamed the Local Council CotriE)ese courts tried to address this anomaly by
incorporating the rural peasants’ traditional pst as part of the judicial system to address
civil/non-capital cases (the type of cases handiedhat level include land disputes, informal

contractual breaches, boundary disputé$pwever, the policy met serious challenges in its
functioning because of capacity constraints, la¢kfumding, systematic resistance from the

established formal system.

3. Peasants lack an empowering formal legal statuschwbltimately denies them the necessary
capacity, tools and prerequisites for them to e&e@sl have effective demand for credit. They lack
the prerequisites for credit access and demand asicollateral to acquire mortgages, pledges etc.
These also require formal instruments to place ththin the formal law where they operate.

4, Peasants dwell on land survive subsistence levedy re associated with lack of education and
high illiteracy levels, high incidences of povertiisease, and easy susceptibility to the vagafies o
weather and other natural disasters (Akampumuz@7)20he high illiteracy levels mean that the



peasants cannot write, sign or even appreciatevtiode concept of commercial credit, let alone the
legal consequences associated with issuing angegang credit.

5. Limited land ownership (at least within the recaga and acceptable formal context) and other
factors of production constitute another seriousst@int. Much of the land they cultivate is under
customary holding, which means that they cannotituage collateral for to secure credit since they
have no evidence of title. It is only recently thia¢ Government has started debate to place such
land under formal ownership, a process that ismegiired in controversy.

6. Most of the activities of the peasant are not misedt In the absence of viable cash crops or other
income-generating activities, the rural peasantsdigocated outside the economic system and
formal legal processes, which constrains their s&e@d demand for credit.

3. Analytical Framework

3.1 Introduction

Startlingly diverse views about the relationshipween finance and economic growth have persistea fo
long time. This divergence has obscured the rol¢heffinancial sector in economic growth. Celeltate
economists such as Bagehot, Hicks, Fry, Hamiltargrnéts, and Schumpeter lead a school of thoughahwhi
strongly contends that the financial sector leaus @romotes growth in the economy. Bagehot (1878) a
Hicks (1969) have argued that the financial seglayed a critical role in igniting industrialisatioin
England by facilitating the mobilisation of capifat ‘immense works’. In his seminal work on finanand
growth, Schumpeter (1912) argues that financi@rimediation helps to encourage savings and to wslgio
enhance efficient allocation of resources. Accaydito Schumpeter, well functioning banks spur
technological innovation by identifying and fundintpose entrepreneurs with the best chances of
successfully implementing innovative products amodpction processes. Gurley and Shaw, (1967) have
stressed the role of credit market imperfectionarasbstacle to rapid economic growth. The meskage

this entire strand of literature is that finanal@epening in the form of smoothly functioning iresure and
credit markets is a prerequisite for economic dgwalent (Azariadis, 2001).

In the middle ground, economists such as Golds(d®69) contend that growth and financial developmen
are simultaneously determined. At the other extramd, economists such as Adams contend that the
financial sector hurts growth. “Banks have doneeroarm to the morality, tranquillity, and wealthtbé

US economy than they have done or ever will do gopidams, 1984). Relatedly, other scholars have
argued that the financial sector follows growth, H&Vever enterprise leads, finance follows,” (Robims
1952, p.86). Furthermore, the new thinking in thearfce-growth relationship postulates that financia
intermediation influences not only the capital anatlation of monetary assets (or savings) but atd@meces
the productivity of factor inputs (King and Levin&993a and b). This factor augmentation according t
some of the new growth-finance theorists arise®gedously, in a process by which potential investme
projects requiring financing are screened and lawenitored (Bisignano, 2001). The recent financiaes

in East Asia suggests that an efficient financedtsr is important for growth. But while financiséctor
reforms are important to achieve this efficiencyd agrowth linkage, the reforms need to be correctly
regulated (Brownbridge and Kirkpatrick, 1999; S#gll999). And, “When financial intermediaries ymerh
efficiently, domestic resource mobilisation through financial sector is enhanced,” (Fry, 198866)2

Following the structural reforms, liberalisationdaprivatisation drives undertaken since the 1980sjmber
of developing countries, including Uganda, aregrseg an increasingly larger role to the privatetsein
the development process of their economies (Akanuzan2007). The private sector is increasingly seen
the panacea for economic development because dhitaed relative efficiency and better performaase
opposed to the public sector. However, in ordertlfier private sector to function efficiently and forto
enhance economic growth and development, it mutditated with a stable macroeconomic environtpen
well developed infrastructure, legal framework, amdwell functioning financial sector (Ajayi, 2001;
Akampumuza, 2007).

While some prominent economists still hold the vig¢iat finance is not important for economic
development, most now agree that financial markéyg a central role in fostering growth, and thag t

financial system affects the behaviour of firms andividuals (Holden and Prokopenko, 2001). The
theoretical underpinnings of the relationship bemvéinancial depth and economic growth can be trace



back to the works of Schumpeter (1912), McKinno87@), Shaw (1973) and more recently King and
Levine (1993a, 1993b) and Levine (1997).

If all households and firms had similar financiafjuirements, then there would be little need foaricial
intermediation. However, because of the heteroggnei households and firms, there is a fertile
environment for financial intermediation in thealiand urban areas alike. Various types of hetemigein

the rural areas can influence and stimulate thab&shment of financial markets. A wide range of
households co-exists in the rural areas; i.e. twr,the not-so-poor and the non-poor. The rurelosealso
includes small towns or trading centres with famd aon-farm households, small-scale processingriast
input and output dealers, repairers etc. The non-faouseholds and firms have important backward and
forward linkages with farm households that areroftgerlooked in statistics and policy analysis (@hand
Leidholm, 1979). Their financing is also usuallyedwoked and they are often excluded from credit
programmes targeting agriculture. In this studynded for credit covers all the productive enteggis the
rural areas. One aspect of this study is to tyrtderstand whether the type of economic activéiegaged

in by a household influences its decision to denwedit, and if so, to what extent.

Individuals and firms may decide to use the sesvmigfinancial intermediaries for a number of re@s®ne

is that financial instruments allow the users tduee the costs of exchange. In other words, firdnci
intermediation helps solve the cumbersome problafhasbarter exchange. For example, parents ofld ahi
school may have bricks or food, which they wishet@hange for school tuition fee. In the absence of
financial intermediation, the parents would havec#éory the bricks or food to the school and theosth
headteacher must be willing to accept them as patyfoe the tuition. But with the possibility of famcial
intermediation, the parents can sell the brick®od and pay the fees using cash or better stiliclpase a
bank draft, which can be used to pay the tuitidnsTs extremely convenient and far cheaper to patties.
Generating and transferring these claims on ressuis an important service provided by financial
intermediation.

The second benefit of financial intermediation ficeency in resource allocation. Rural househotusl
firms have a lot of heterogeneity, with differervig, investment needs and opportunities at argy on
particular time. Therefore, whereas some housefimids may experience excess liquidity, others may
experience liquidity shortages. Because of poarrimétion flow, the savers are not aware of thedveers
and vice versa. The existence of financial interiatéah helps bridge the gap between savers andtorse
with immense gains in efficiency in resource altoma

The third benefit comes through risk managementalhouseholds and firms, dependent on agriculnes,
usually subject to large variations in income bseaaf weather vagaries (Dercon, 1996; Adams, 1984).
Secondly, price fluctuations can also impact neggtion the incomes of rural households and firiitse
rhythm of agricultural production, with heavy exgen, but low income during the ploughing, plantmgl
weeding periods and high incomes during harvestfwdher exacerbate the problem. According to Paxso
(1992), these fluctuations if not mitigated throwsglvings or credit can result into significant flations in
consumption with the resultant fluctuation in wedfaThese variations and instability in sources ases of
finances force rural households and firms to bg eencerned with risk management.

The fourth benefit of financial intermediation &t it facilitates the acquisition of large investits or large
consumer durables. For example, a loan may allofarmer to purchase land, agricultural inputs and
implements such as a tractor, years before beilggtalsave enough money to buy one with cash offqray
labour in advance. Financial intermediaries carebea large number of households and firms by jpitcg
their deposits, and extending loans and advandé®se with liquidity constraints.

3.2 Factors affecting demand for credit

The factors affecting the demand for credit can dagegorised into two: the individual/household
characteristics and the attributes of the finanaistitutions. Among the individual/household cleesistics,
we have the level of income, sex, age, educatiahraarital status. Among the attributes of the firiah
institutions that may affect an individual’s/housktis decision to demand credit from that source the
interest rate, other terms of the credit, and distdrom the provider.



A. Individual/household characteristics

Both individual and household characteristics afgeeted to have important implications for demaod f
credit. Individual characteristics important in tdemand for credit include age, gender, educatmh a
marital status. Following the life-cycle hypothedfse young and energetic individuals, with an diobito
earn higher incomes, are expected to be more aictiterms of saving/dis-saving in order to accunaila
wealth. Therefore, the young may tend to save armmow more for investment while the old may bssl
inclined to save/borrow. The life-cycle hypothegisdicts that the old are likely to rely more oeittpast
savings and accumulated wealth, i.e. to be disagaivi order to smooth their consumption. In additithe
young may tend to invest in off-farm activities, il require large capital outlays, while the old asatired
will tend to invest in farm activities. Therefordgmand for credit is expected to vary positivelytmage.
Zeller (1994) has found age to positively affe& tiecision to demand for credit.

It is important to note that in most African so@st men and women engage in different economivites,
with different implications on the demand for ctedsocial roles and norms dictate the segregation o
activities by gender, where women mostly conceataat farm activities and household chores, whil& me
undertake income-earning activities (llahi, 2002801b). This is exacerbated by the differential pow
relations between men and women where the lattee katually no control of assets such as land and
buildings that could be used as collateral. Theeefdemand for credit is expected to differ by gend
Because the educated are likely to have highemiescand savings and more likely to have assets#mat
act as collateral and are more likely to be engagedusiness and other economic activities, we doul
expect that the demand for credit increases wehdiel of education. Individuals who are marrieg more
likely to be stable, making financial institutiottsview them as more reliable. This makes them rikedy

to demand for credit compared to the unmarried.

At the household level, the level of income is ampartant factor that would determine the demand for
credit. At low levels of income, the household hasted resources to save and less demand for tcitealn

at higher levels of income. This is a plausibleuagstion because economic activities and needs, and
therefore expenditure increase with the individsialbusehold’'s income. It may also be true that Witfher
income, the household is able to save more anddoi@ more assets, which can be used as colldteral
acquire more loans. This implies that at higheelewf income, a household is likely to demandldans
more frequently and in larger amounts. Given thatmany surveys, individuals/households tend to unde
report their income, we use the value of assetsedvy the household as proxy for income/wealthhef t
individual.

Smallholders try to diversify their activities asdurces of income without specialising in a siregienomic

activity. Some activities require large amountsaybital while others require less. Therefore, tbmand for

credit will be affected by the sector/activity afirpary engagement of the recipiénT.o capture this, we
include dummies for the activity (agriculture, isthy, commerce/business, and administration) irckvitine

individual is primarily engaged.

B. Attributes of financial institutions

Like any other service/product, the demand for itiiedikely to be affected by their own price, whiin the
case of credit is the interest rate charged. Hgldither factors constant, the higher the intersst charged,
the lower the demand for credit. In addition to iherest, there are other charges such as commtitiae
that may be imposed on the loan recipient. Howewerare unable to capture the impact of interdssran
the demand for credit as this variable is not iastly captured in the surveys. Availability oétfinancial
institution can be an important determinant of themand for credit. Following the supply-leading
hypothesis of financial services and the populafsSaw; ‘Supply creates its own demand,’ availapibf
given financial institutions may stir up demand fbeir services e.g. credit and savings. Distaocthée
financial institution would be another credible dalate for the supply-side factors in the estimate
demand for credit. To summarise, in the analysithefdeterminants of an individual's demand fordire
the starting point is the theory of consumer behaviln the study, demand for credit is definedttas
probability that an individual answered yes to theestion “did you apply for credit in the last 12mths
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(before the survey)?”. The level of credit demandethen defined as the amount, in shillings, afdar
demanded by the individual. Total utility functioan be expressed as:

U=UXy, Xor ooy K) oevee 1)

Where; U represents the total individual/househuility, which is assumed to be a function of goeuatsl
services consumed.; Xepresents individual/household demand for consame durable goods, i =1, 2, ...,
n. If we let p, p, ... B represent the prices of goods and assuming holds@mmme is equal to its
expenditures, then we can write its total income as

Y:p1X1+p2X2+...+ann ...... (2)

To the extent that access to credit results inemeed access to goods and services, it is thooigtase the
budget constraint. By using credit, an individualisehold is able to purchase more consumption goods
because of the additional resources that are muadialae either for immediate consumption, or for
investment and therefore increased consumptionfatiuge date. If we let;Fepresent credit demand by an
individual, such that = F(C), and let r represent the price of credit (enterest and other charges), then
FD; = rRrepresents demand for credit, subject to indivilhealisehold characteristics. The demand for credit
can be stated thus:

FD =f(Y,H, V, Q,R...) ...... 3)

Where FDis the demand function for credit. Y is househaltbme (we use household wealth as proxy), H
is a vector representing individual and househdidracteristics including sex, age, level of edarati
marital status and the number of household membérsepresents the availability of the financial
institutions in the locality and Q is a set of dui@snrepresenting the main economic sector in wtheh
individual is engaged and R is a set of regionahmhies. Other factors such as experience with poavio
credit, and availability of the financial servicaopider may be important factors determining an
individual/household’s decision to make use ofdberice.

3.3 Econometric and data issues

a. Themode of demand for credit

To estimate the demand for credit, we employ tludiprmultinomial logit and tobit models. As haseady
been noted, the presence of a rural financialtuigin (providing credit) alone is not enough feegyone to
demand for credit. Some clients drop out after ona few cycles of credit and yet others do not fask
credit altogether. Using these models, we are @blemake the prediction that given the attributesaof
individual, he/she will demand credit (and how much

To examine the impact of individual/household chtastics on the demand for credit, we estimatipr
models for the decision to apply for credit andcass of the loan application, and tobit modelsthar
amount of credit applied for and received by indibdls given their attributes. In order to providédence

on the characteristics of demand for credit frorffedent types of financial institutions, we estimat
multinomial logit models for the demand for crefddm the different sources.

For the probit models, we assume an individualaisefl with two alternatives, to take credit from the
available provider or not. The general model ispntéed thus:

Kit = f(AGy, EDy, SX, MTy, HS, DS, AG, AR, DW, RR, RG)) ... 4)

Where K is a dummy variable taking a value 1 if the indixdl took credit and 0 otherwise. A&D;, SX;
and MT, are the age, education, gender, and marital stditthe individual i at time t, and HSDS;, AC;
are the household size, distance to district ceatréd main activity of the individual, respectivelS; is the
value of household assets and pM/a set of dummies for dwelling characteristidsl&/RR; is a dummy
for location in the rural area and R{ a set of dummies representing the differenioreg(Central, East,
North, West). We assume that for an individugt Kepresents the critical decision point of takirgdit or
not, and thus summarise this information, as:
Individual i takes credit if K> K;* and Ky* = 1
Individual i does not take credit ifik< K;* and therefore k& =0



The probit model assumes that the error term @raally distributed random variable so that thebatmlity
that K; is less than (or equal to);Kcan be computed from the cumulative normal prdiigtiunction. The
estimated model is then stated thus:

Kii* = a0 + aiAG; + aoEDy;, + asSX + auMT; + asHS; + agDS; + a7AG: + asAS
+ agDWt + a10RRy + a11IRGe+er ...l (5)

i* is the individual's revealed demand for crediti€Trest of the explanatory variables are as defined
before. g, is the error term assumed to be normally disteédutvith constant variance. The model is
estimated using the maximum likelihood estimaticocpdure.

In order to establish the demand for credit frond the relative importance of the different souraeailable
to the rural households, we formulate and estiraatwiltinomial logit model. We suppose that the deleat
variable 3 can take on one of j categories 1, 2,..., k (thied#ht alternative choices/sources of creditt
Pr(D: =M/X) be the probability of observing outcome Mven X, the probability model for Dcan be
constructed thus:

PrD, =M /X )= XRGt BXs + t fX) ©6)
ZeXp(ﬂoa +181sz + ---+:@j Xi)
=1

forj=1, 2, ..., k. The parameters are not all ifead since more than one set of parameters gersethe
same probabilities of the observed outcomes uniessmpose constraints on the model (e.g. see Gyreene
1997; Long, 1997; McFadden, 1973), which is aclhddwe setting parameters, for example, those ofitke
choice category j = 1 to be all zeffa; = 11 = Pxs = 0. In other words, parameters of the first cea@ategory

are used as the base against which the other shaieecompared. The choice can be arbitrary arsd thi
opportunity can be used to make comparison betvaegngroups of the alternatives categories. The log
likelihood function for the multinomial logit carelwritten thus;

Where ¢ is a dummy variable that takes the value 1 if okz@n i has chosen alternative j; 0 otherwise.
The first-order conditions are;

W &
%—;(du P)X, ... (8)

The multinomial logit model can also be expressed terpreted in terms of the odds, i.e. the oolds
outcome m versus outcome n given X, indicatedy(x), equal to

ity =iy PRI e065,)

- OPUB) (g

%/n(xi) = Pr(yl — x) j e)(p()gﬁn ) ......
exp( 3, )/Z exp& s, )

Combining the exponents leads to the odds equation:

Wy o(X;) = €XPIX (B = Bl .. (10)
Taking logs shows that the multinomial logit motselinear in the logit:
o o(X) = X(Br=Br) - (11)

Inw

The differenceB3, - B, called thecontrast is the effect of x on the logif outcome m versus outcome n.
Since the model is linear in the logit, it is fgidimple to compute the partial derivative:
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olna, (X) _ 0X(Bn—B,) _90XB,_0X5,
0X, 0%, 0% 0X%

Which allows us to interpré,, - Bxnthus: for a unit change in,xthe logit of outcome m versus outcome n
is expected to change By, - Bk, units, holdingall other variables constant.

=B B (12)

In our case, the choice of financial institution tleen modelled as a function of both personal and
household/dwelling characteristics as already @efifThis can be presented as a general form equatio

Dy = f(AGy, EDy, SX, MT, HS;, DS, AG;, AS, DW,;, RR, RG)) ...... (13)

Where [} takes on values 1, 2,... k if individual i choosdsmative j (including no credit and the particular
source of credit for those who applied) at time.d, either 1999 or 2002. The rest of the explawyato
variables are as defined before.

However, while both the probit and multinomial lbghodels give us potentially large amounts of
information on the demand for credit and the redtimportance of the different sources, they dotalbus
anything about the extent of demand for crediténmis of the actual amount of credit demanded by
individuals, given their characteristics. To estienthe determinants of the amount of credit demende
make use of the tobit model.

Y*it 200 +alAq +02 E[R +aS S)It( +a4 Mt-r+05 l-IIS
+a6DSt +a7 Aq +a8 A§+a9 DW+ alO I:iFe*_a'll RGM

WhereY, represents the amount of credit demanded and shefréne variables are as defined beforejand

is the error term, following the normal assumptidfgr those who do not demand for credit, Y* carvet
measured and is set equal to 0. The observed depevariable is then given by,

Y=Y, for Y, >0
Yy=0forY, <0
The coefficientsn; ... ay; provide an appropriate adjustment to obtain comsiestimates of the effects of

changes in the explanatory variables qgnfof those who demand credit and also indicateptioportion of
the total effect due to induced changes in behawbthose who demand for credit (Berndt, 1991).

b. Thedata

Data used in this study was obtained from the Ugahdusehold surveys in 1992/93, and 1999/2000
conducted by the Uganda Bureau of Statistics (UBO®gy provide a comprehensive and nationally
representative source of data on household chastitte, including number of household members, at®
then described by gender, age, educational level raarital status. They also provide information on
employment, income, expenditure, demand for crediets, and other general welfare indicators.
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4. Discussion of Results

4.1 Descriptive evidence
a. Supply of credit services

Available evidence indicates that the majority e population in rural Uganda receive credit frararfds
and relatives as opposed to the financial instingi(Table 2). About 48% of the communities repbrte
having friends and relatives as the most availablerce of financial service, followed by tEmtandikwa
government programme (26%) and then banks, repbste2B% of the communities. Self-help savings and
credit groups are reported by about 15% of the conities while registered/official cooperatives are
important in about 10% of the communities. Privaiigney lenders in Uganda are an unimportant sodrce o
credit and are reported in only less than 4% ofctramunities. At the regional level, it is noteatthanks
are quite important in the Central region (repoftgcabout 40% of the communities), followed by West
(23%) and the East (18%) but hardly available & dbmmunities in the North where they are repoited
only 1.6% of the communities. Relatives and frieads a very important source of credit in the West
reported by about 65% of the communities compavetbfb, 42% and 36% in the Central, North and East,
respectively. In those communities where they aedlable, banks are reported to have been in existéor
much longer periods, 16.6 years on the averagepamed to all the other institutions, for example,
registered cooperatives are reported to have lmeexistence for 13 years, self-help groups 9 yealatives
and friends 8 years, government credit programreydars and money lenders 2 years. One out of every
five communities reported banks, the governmengmmme and relatives/friends to charge interest on
loans while only 11%, 8% and 3.6% of the commusitreported charging of interest by self-help
programmes, registered cooperatives and money igndsspectively. For commercial banks, collaténal
the form of land and other assets is a major cenaitbn before credit is advanced. For government
programmes, self-help groups and relatives/frietids,was indicated to be a requirement in aboet fdth

of the communities.

Table 3: reports the availability of the different financiaktitutions to women in Ugandan communities. It
is noted that ‘relatives/friends’ is the most wigdalailable financial institution to women, repattey 70%

of the communities, which is followed by the goveasant Entandikwaprogramme (36%) and commercial
banks (29%). Self-help groups, formal cooperatimed money lenders are reported by 12%, 8% and 2%,
respectively. This suggests that for the poor wonmethe rural areas, relatives/friends and govemtme
programmes are the major source of financing feir thctivities.

b. Demand for credit services

From the two surveys, we are able to derive evidemt households that applied for credit, those that
received credit, amount received, source, purpodecallateral requirements. We note in Table 4 #iettut
one in five households apply for credit - the ragid7.6% in 1999 and 23.5% in 1992. Of those wbyliad

in 1999, 82.4% were able to get credit, i.e. ald@% are rationed. In addition to rationing in terafisno
credit received when demanded, there exists ratipim terms of the amount of credit applied for dhne
amount received. Based on the 1999 survey, thegeexmount of credit applied for was about US$B8at4
only about US$40 was, on the average, receivetidsetwho applied. There are great regional dispsuiit
application for credit with the West having the Hegt proportion of the applicants (23%), followedthe
East (21%), Central (14%) and the North (8%). Tlsthmportant reason for demanding credit is tcaexip
business enterprises (29%), followed by credit etrhealth expenditures (20%), purchase of aguillt
inputs (15%) and consumer goods (13%). Because aidsie rural households obtain their credit needs
from friends/relatives, collateral requirement imimal. On average, 62% of the households obta@medit
without mortgaging anything while only about 20% reveequired to mortgage their land, 5% future
harvests, 2% livestock and buildings (in each cas®) 6.7% other form of collateral.

Distinguishing credit applicants by location - flmeban, we find that fewer individuals in the rueaeas
apply for credit — only 9% applied in 1999 — andtlvdse who applied, only about 4 in 5 were sucoéssf
compared to the urban areas where about 11% app86é& of whom were successful (Table 5). The
differences are significant at the 1% level. Masportant, the loan amount applied for (US$73.7) and
amount received (US$36.5) by individuals in theat@reas are substantially lower compared to tirosiee
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urban areas who on the average applied for loansiating to US$134.7 and received US$80.6. Analygis
source of credit shows that informal financial itugions are relatively more important to the rural
individuals than those in the urban areas. For @@nonly 2.3% and 21.4% of the rural individuaélhn
1999 obtained credit from commercial banks and NG&peratives compared to 12.3% and 31.2% for the
urban dwellers, respectively.

4.2 Quantitative evidence on the demand for credit

In Table 6, we report the regression results oividdal demand for credit, amount demanded and atnou
received based on the estimation of equations Slan€olumns 1 and 2 report results of probit egtioms

for the individual application for credit and sussef the application, respectively. Columns 3 4mdport
the results of the tobit estimations for amountligppfor and amount received for the 1999 crossicec
Column 5 reports results for the probability of ppy for credit for the pooled 1999 and 1992 cross
sections. Columns 6 and 7 report results for tlodability of applying for credit for the fixed eits and
random effects models estimated for the 1999 ar@® Ynel households, respectivelyhe results are
largely robust to sample size and estimation tegrai

The results clearly show that rural householdsaare disadvantage in terms of demand for creditdidg
other factors constant, loan applications for iidlials from the rural areas are about 44% smaitier i
magnitude than those in the urban areas.

Individual characteristics have important implicat for the demand for credit. As predicted, wel finat
the age of the individual is positively relatedth® decision to apply for credit and the amountrefdit
applied for. With respect to application for credite results are consistent and robust in the oaske
pooled and panel 1992/93 and 1999/2000 cross-gsciian the other hand, age squared has a negafive s
suggesting a quadratic relationship between agelaménd for credi.

As hypothesised and as highlighted in the desedpividence, education of the individual positivaffects
the decision to apply for credit and the amountiagdor. In the 1999/00 cross-section data (alsesestent
with the 1999 and 1992 pooled and panel data)dditienal year of education increases demand feditr
by about 0.3% and increases the chances that ghieatfwn will be successful by about 17%. Thigdfing is
consistent with the results of Gropgp al, (1997). Women are not only less likely to apply €redit, but
they apply for and receive smaller amounts of ¢reoimpared to men: females are about 5% less likely
apply for credit,ceteris paribus Married individuals, those who are separated thiedwidowed are more
likely to apply for credit and their applicationseamore likely to be successful compared to thearnied,
which is the omitted category. The finding that @ are not crowded out of the credit market isartgmt
for the welfare of this category because they @awuinerable to poverty and lack other means opstp
Larger households face a risk of not benefitingrfreredit: they are both less likely to apply foedit and
their applications to succeed.

With respect to sector of primary occupation/fempient, we find that individuals engaged in
administration, industry and commercial activitiexluding wholesale and retail trade) are morel{ikto
apply for credit compared to those engaged in thecatural sector (the excluded category). More
interestingly, loan applications by individuals aggd in the trade sector are more likely to succesét
larger loans applied for and granted by the financistitutions compared to individuals in agricué. This
has important implications for the promotion of iagltural development in the country as we notethat
outset that there is limited supply of credit te thgricultural sector. Therefore, increased floverafdit to
this sector requires specific policies to promaierfer’'s access to credit.

As expected, the value of assets owned by the holséas a positive impact on the demand for credit
amount applied for, and the amount of credit remeivlhis suggests that wealthier individuals areemo
likely to demand for credit and their applicatiom® more likely to be looked at more favourablyisTh
inference is also supported by the significant ficiehts for dwelling characteristics - type of fimg and
floor materials®® We note that loan applications of individualsrigiin houses with an iron sheet roof or a
cement floor are more likely to succeed in thegddr applications and also get granted larger lo&hss is
not surprising as most financial institutions caoesiability to repay prior to advancing credit. lebold
assets and dwelling characteristics provide a godidator of this. Our results are generally cotesiswith
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those of Crook, (2001), Duca and Rosenthal, (198%ppet al, (1997) and Cox and Jappelli993) who
find household wealth to be an important determtiofdemand for credit.

The year dummy shows that overall, there was deete@emand for credit in 1999 compared to 1992
(however, results of the multinomial analysis présd in the next section show increased demancréafit
from NGOs and formal cooperative societies). Far 1999 cross-section data, individuals locatechen t
East and West were more likely to apply for crediile those in the North were less likely compated
those in the Central (the omitted category). Initiald to their loan applications being more likeky
succeed, individuals in the East and the West wene likely to apply for larger loans comparedtoge in

the Central region. From the estimations for thegb&ouseholds, we are unable to reject the hypathleat

the differences in the coefficients of the fixedeefs and the random effects models are systematic,
suggesting that village-level fixed effects playsignificant role in the decision to apply for cited

In Table 7, we report results of the multinomiajiteestimations of demand for credit from differsources
compared to those who did not demand credit. Tipem#ent variable takes the value of 1 if an indigid
did not obtain credit and values 2 to 7 if the wdiial received credit from a bank, NGO/cooperative
society, government agency, individual money lendgatives/friends, and local community/group that
order (results in columns 1-6). The excluded/bategory is comprised of the individuals with zessrind
for credit. The multinomial logit model permits tes have different base categories, e.g., we may vean
compare demand for credit from commercial banksuerNGOs(Clarke et al, 2007)or government
programmes. The results (odds ratios) with thesdiffit alternatives as the base categories areepoited
here but available on request. In the discussi@nfogus on the odds ratios, which represent theatnpf
each explanatory variable, holding all other vdaaltonstant, on the dependent variable, i.e.afdnange

of d in the explanatory variable, the odds of outcomeensus n are expected to change by a factor ¢égual
exp@Bx. mn X0), holding all other variables constahtWe discuss the results by organising them into
locational, individual, household/dwelling, emplogm characteristics and source of credit factors.

a. Locational variables

From the results, we find that locational charasties are important in the demand for credit. Wiies
available alternatives are the formal commerciailkBa money lenders and relatives and friends, thds o
ratios are 0.52, 0.65 and 0.87 respectively, thedl residents will demand for credit, i.e. runadlividuals
are less likely to demand for credit from thesersesl (the comparison group is zero demand). Owttier
hand, the odds ratios are 1.04 and 1.46 that malaliduals, will demand for credit from the NGQmfnal
cooperatives and the local community/group savargs credit associations, implying that NGOs, andemo
so, the community/group credit sources are veryimant for the rural residents.

With commercial banks as the base category, thaltseshow that the odds ratios are higher thatl rura
individuals will demand for credit from NGOs/coopgves (odds ratio is 1.99), government programmes
(2.9), relatives/friends (1.67), though significamly at 10%, and community/group associations)(Z-Bis
seems to lend credence to the assertions thabtimalf financial institutions consider individuafsthe rural
areas to be risky to lend to and that they demandrhall loans, making it expensive for commerbehks

to lend to this group. In addition, as a resulhigih poverty rates and limited asset ownershigyiddals in

the rural areas may lack the collateral to secosmed from the formal financial institutions. Whesmpared
with the NGOs/cooperatives, government programmesrere important in meeting the credit needs ef th
rural individuals while NGOs/cooperatives are sigreio money lenders. This suggests that the gorem
targeted credit programmes play a crucial role éiping individuals in the rural areas to accesslitra
suggestion that more needs to be done by the gmesinto extend credit to the rural dwellers. Thealo
community/group savings and credit associationmdeebe the response by rural dwellers to the ateseh
other financial institutions. Compared to the motenders and relatives/friends, the odds ratioshayker
that rural dwellers will demand for credit from tbemmunity savings and credit associations (witbsod
ratio of 2.25 and 1.68, respectively).

The extent of remoteness of the individual's hoo$#hcaptured using the distance to the district

headquarters, is only significant, albeit with ayvemall coefficient and weak significance, in ttese of
demand for credit from the community/group saviagd credit associations — with an odds ratio 096.9
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(significant at the 10% levelXhis somewhat suggests that the further away frioendistrict centre, the
lower the likelihood of demand for credit, evennfrthe community/group.

In comparison to the Centre, which is the excludaigory, the odds ratio is lower that individualghe
East will demand for credit from relatives and rfids (0.86) while the variable is not significantle case

of the other sources of credtor the North, the odds ratios are higher thatviddals will demand for credit
from NGOs/formal cooperatives (1.9), government gpaonmes (1.46), money lenders (1.65) and
community/group savings and credit association®) (But lower with respect to credit from relativasd
friends (0.5). For the West, the odds ratios amghdr that individuals will demand for credit from
commercial banks (2.1), government programmes ,(r@ney lenders (3.07) and the community/group
savings and credit associations (7.5). Furthermihie,0dds ratios are lower that individuals in West
(0.72) will demand for credit from relatives angkfrds compared to individuals in the Central regibthile
commercial banks play a rather limited role in @sc® credit, NGOs and the formal cooperatives play
important role for individuals in the East and tim® extent those in the North, but not so in thestWEhe
effect of the long period of insurgency in the Nocbuld be a contributory factor.

b. Individual characteristics

With respect to individual characteristics, we fititht age has a quadratic relationship with respzct
demand for credit (from all the available sourc®#ghen those who did not demand for credit are aseithe
comparison group, we find that the odds ratiospastive for age but negative for age squared vafipect
to demand for credit from each of the sources. Tiniglies that at intermediate ages, demand foricred
increases with age but as predicted, it declindbeage of the individual advances. When commigaiak

is the base category, we find that coefficientdge is negative and age squared is positive wipec to
demand for credit from government programmes atatives/friends, suggesting that demand for credit
from these sources declines with age but is higlthi® old ones. Similarly, compared to NGOs/coojpeza,
demand for credit from relatives/friends declindthvage but is higher for the very old. In contrasith
relatives/friends as the base category, demandréalit from community/group associations increasiis
age, up to a certain point and then starts to mkecli

Education positively impacts credit demand from pwmrcial banks, NGOs/formal cooperatives,
government programmes and money lenders. An addltigear of education increases the odds ratio that
one will demand for credit from commercial banksG@/formal cooperatives, and government
programmes by 1.1 in each case and by about 1.teinase of money lenders. However, educationtis n
significant in the demand for credit from relatitfeends and the local community/group savings eretlit
associations, suggesting that education may naéhdteimportant for one to obtain credit from théeser
sources. With either commercial banks or NGOs/caipes or government programme as the base
category, the odds ratios are lower that more addcandividuals will demand for credit from money
lenders, relatives/friends and community/group rageanents. This is to be expected since money lender
and relatives/friends will usually advance crediirtdividuals in whom they have personal trustspective

of education. Community/groups will advance creditmembers of the group, irrespective of educationa
level.

Except for NGOs/cooperatives where the coefficisnhot significant, women are less likely to demand
credit from the formal commercial banks, governmprdggrammes, money lenders, relatives/friends and
community/group savings and credit associationsng@zoed to men, the odds ratios are 0.42, 0.44, 0.47
0.34 and 0.54 lower that women demand credit fromroercial banks, government programmes, money
lenders, relatives/friends and community/group rsg&vi and credit associations, respectively. When
commercial bank is the base category, we find t@todds ratio is much higher (2.1) that women dema
credit from NGOs/cooperatives. This strong importanf NGOs/cooperatives as the major source ofitcred
for women may be attributed to the fact that mdsthese institutions have targeted credit arranggsne
where a given proportion of total loans are resgfiee women or where for every man who receivesligre

a certain number of women must be served. Thisesigghe need for increased targeting of women in
credit programmes so as to enhance the chancethélyahiccess credit if investment in agriculturd &me
poverty eradication targets are to be achieved.

c. Household size and marital status
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While household size is not significant in the cadeloans from commercial banks and government
programmes, the odds ratios are lower that largesdéholds demand for credit from NGOs/cooperatives,
money lenders, relatives/friends and the commuoatyperatives. With commercial banks as the control
group, the odds ratios are lower that individual®nt larger households demand credit from
NGOs/cooperatives, money lenders, relatives/frieartts community/group savings and credit associgation
Overall, this finding seems to suggest that indmaid from larger households are not likely to detneredit
from any of the available sources.

While in the probit estimations it was found tharmed individuals are more likely to demand creiditthe
multinomial logit estimations it is revealed thahey are more likely to obtain credit from
NGOs/cooperatives, government programmes, reldtiieasgls and community/group savings and credit
associations, with odds ratios equal to 2.1, 1.6, d&hd 1.9, respectively. However, the variableas
significant in the case of commercial banks and eyolenders, suggesting that marital status is not
important for one to qualify for credit from theseurces. For those who are separated and the widlogvs
odds ratios are high that they secure credit frad@ON/cooperatives (1.7 and 1.8) and relatives/fegi2db
and 2.0, respectively). In addition, the odds ri#i@.2 that widows are more likely to secure dréaim
local community/group or self-help savings and ttregsociations. Rural peasants resort relatives an
friends for credit because this source does natiregollateral as is the case with other lendirggiiutions.

d. Household wealth

With the comparison group being those with zeroawhfor credit, the results indicate that indivilduaom
wealthier households are more likely to demandcfedit compared to those with zero demand. A 100%
change in the value of assets owned by a housémebses the odds ratio of demanding for credinfa
commercial bank and NGOs/cooperatives by 1.4, gouent agencies by 1.2, money lenders by 1.3 and
community cooperatives by 1.1, although significanly at 10%. Other dwelling characteristics — tyjfe
floor and roofing material - again seem to confitms. This implies that wealthier individuals arenmm
likely to succeed in securing credit from the fotrmad the semi-formal financial institutions whitee less
wealthy individuals obtain credit from the informaources. In fact, with commercial banks or
NGOs/cooperatives as the control group, we find the odds ratios are lower that individuals from
households with a larger value of assets and tkoge a cement-screed floor demand for credit from
relatives/friends and community/group arrangements.

e. Primary occupation and year impact

The sector of primary economic activity has impottanplications with respect to demand for credunf

the different sources available. In comparisomttividuals engaged primarily in agriculture (theclexled
category), those in administration and trade areentikely to demand for credit from commercial bank
government programmes, money lenders. Likewisethimse engaged in the industrial sector, the oafitssr
are higher that they demand for credit from the eydenders relatives/friends and community associat
The year dummy shows a very strong increase iimtpertance of NGOs/cooperatives as a source oftcred
in 1999/2000 compared to 1992/93. This could bateel to the increasing number and branch net-wbrk o
micro-finance institutions in the country. Furthem®, there was reduced importance of money leraisls
relatives/friends in the demand for credit overpieeod.

For individuals engaged in business activities,dtlds ratios are lower that they demanded for tfeaiin

all the other sources. The year effect again shbe/strong importance of NGOs/cooperatives in 12Q®0
compared to 1992/93 but declining importance of eyolenders and relatives and friends over comnlercia
banks. With NGOs/cooperatives as the base categaryfind that the odds ratios are 1.8 and 2.6 that
individuals engaged in administration and industity demand for credit from money lenders compat@d
those in the agricultural sector. With year effébte odds ratios are lower that in 1999/2000, iicdials
demanded for credit from government programmes,endenders, relatives/friends and community/group
savings and credit associations. However, the tesshow increased relative importance of
community/group associations as a source of ciedli999/2000 compared to 1992/93. This implies that
overtime, relatives and friends community savingd eredit arrangements have become important seurce
of credit. That calls for increased policy intertien in the financial sector in order to encourége formal
and NGO-sponsored financial institutions to redhgopulation.
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f. Source of credit

Apart from the commercial banks whose availabilityfound to increase the odds ratio of securingaa |
from this source by about 1.6, we find that avalifgbof other financial institutions has no impaah the
demand for credit. Holding other things constang would have expected availability of a specific
institution to have a strong positive impact on temand for credit from that source, in which cage,
would expect positive coefficients along the diaaoof the comparison group and the financial ingtin.
This seems to suggest that mere supply of the diahimstitutions is not enough to generate demfand
credit in the rural areas, something that callddcther investigation.

5. Conclusions and Recommendations

This paper dealt with the policy options for growahd development. It tackled constraints to pe&sant
access and demand for credit in rural Uganda. dJ8ie probit, tobit and multinomial logit modelet
paper estimated the determinants of demand foritciedJganda. It showed that demand for credit is
strongly influenced by location, age, the levekdtication, occupation, the value of household ssseted
and other dwelling characteristics. That womenahgy from applying for credit or apply for less amts

of credit compared to men. Furthermore, the aviitialof different sources of credit has limited fact on
demand for credit. The results show that for indlixals in the rural areas, NGOs/cooperatives, govent
programmes, relatives/friends, and the local comtylgmoup, savings and credit associations arentagor
sources of credit. This suggests that the formairgercial banks are out of reach of the rural irdireis.
Individual's age displays a quadratic relationshith the demand for credit; those at intermediagtesahave
positive demand while the old are less inclineddémand credit, particularly from the formal and sem
formal sources. The regional variances identifindithie analysis also show the urgent need for policy
intervention measures to emancipate the rural éngelh regions where demand for and access totdsedi
lowest. The year effect shows a strongly increasgurtance of NGOs/cooperatives as a source oftdred
1999/2000 compared to 1992/93, suggesting the faemnprovement in the operating environment for
these institutions to play an even greater rolerviding credit to individuals in the rural are@sother
remarkable aspect of this increase is the banlrés| that characterised the former period, thecedgting a
vacuum which these informal and semi-formal finahaistitutions emerged to serve the rural dwell€re
performance, efficiency and effectiveness of thester-day surrogate institutions have to be clpsel
monitored and studied to establish whether theyartect substitutes for the banks in the rurahsréf not,
urgent policies, such as targeted support for 8skahent of rural banks/branch networks has tonisétuted

to attain serve the demand for and access to @asditvital policy option for Uganda’s rural deyaitent.

Education is a very important element in the denfanaredit in the rural areas, suggesting that thithe
place to look in an effort to promote demand faedit. In addition, the demand for credit is higlier
wealthier households, indicating that these housgshbave the collateral to secure loans. It isdfwe
important to devise policies that aim at increadiogisehold incomes so as to promote demand foit.cred
This also implies the need for enabling and orldistaing financial institutions, both formal andermal to
cater for the resultant increased incomes and fibrer¢he excess savings while serving the rurallldve
demand for and access to credit. The enactmentooé relaborate laws to protect the rural individuals
savings, eliminate rogue elements from the indudbgost credit confidence and regulate the credit
operations generally to protect savings and theroptayers will be required. Clearly, there is nded
mobilising and sensitising the people about thedrfee and importance of credit. The achievementhis
goal rests on the corresponding institution ofrargj policy on rural credit to financially empowée rural
peasants in Uganda. There has also been a myriagpofts about some rogue rural credit institutions
defrauding people under the guise of offering themedit. This explains the findings of the increased
importance and role of informal financial instituts in access and demand for credit in rural Ugalmdide
absence of a strong and effective regulatory fraonkemthis creates a lax environment that is exptbiby
the ‘wrong’ individuals to cheat the credit hunguyal peasants.

As an enabling policy strategy and confidence hingsheasure, government needs to enact strongttaws
protect the rural credit applicants/recipients atr@amline credit demand and credit taking relstiips.
Furthermore, any legal reform to be undertakendsi¢e encompass strong rural poor emancipative taws
cover informal lending sectors, institutions andividuals since these dominate the rural creditkeiar
Existing laws such as the Financial Institutionst,Athe Companies Act, the Micro-Deposit Taking
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Institutions Act, the Money Lenders Act, The Barildganda Act, among others, were not meant to edgul
or enforce access and demand for credit in rurandg. These need to be amended or harmonisedudenc
provisions to ease the legal constraints to acaedsdemand for credit in rural Uganda which we fifiex

in this paper. However, there should be greateulagign to protect rural households from unwittingl
trapping themselves in high-cost loans that leadoteclosure, bankruptcy, or other financial proie
Legislative measures should not hope to impactettesdencies. However, legislation and regulatiam c
affect the way that lenders select their custonsrd the methods they use to lend money. This is
responsibility for governmental regulators. Somedbrs could prey on borrowers with unreasonabli-hig
cost loans meant to induce repeated refinancingthedcollection of high fees and interest repayment
(Zywicki & Adamson, 2007).
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Table 1 Ratios of financial savings to M2, and to GDP and#12 to GDP for Uganda

Period Financial savings/M2 Financial savings/GDP WGDP*
Ratio Change in Ratio Change in Ratio Change in
ratio ratio ratio
1995/96 29.2 3.7 3.1 0.5 21.0 -
1996/97 21.1 -8.1 3.7 0.6 23.1 10.0
1997/98 32.7 11.6 3.2 0.5 26.5 15.1
1998/99 34.3 1.6 4.1 0.9 27.3 3.0
1999/2000 29.2 -5.1 3.9 0.5 28.5 4.0
Averagé 29.3 3.6 25.3
Source: Republic of Uganda, (various issuBarkground to the Budget
'Computed over calendar years, from 198&erage over the period under review.
Table 2 Availability of financial institutions at communi ty level
All Central East North  West | All Central East North  West
Type of institution Uganda 1 Uganda
1999 ! 1992
Distance to nearest bank (km) 25.51 20.23 22.27 5538. 26.06 : n.a. n.a. n.a. n.a. n.a.
Availability to community (%) :
Bank 22.74 39.24 18.21 1.63 2271 45.97 54.21 38.031.97 53.13
Registered cooperatives 10.22 10.44 8.93 3.26 15:5.5915.43 12.08 25.56 4.92 16.83
Government programre 26.43 26.27 24.40 9.78 38.9;8 34.09 29.78 38.98 594, 39.66
Self-help cooperatives 15.19 12.97 10.31 3.80 29|.4912.49 5.62 7.99 4.51 26.44
Relatives/friends 47.88 46.20 35.74 41.85 651!42 9%1. 61.24 62.62 52.87 67.31
Money lender 3.87 2.22 2.75 - 9.1$ 3.84 1.69 383 745 457
Charging of interest (%) :
Bank 41.87 68.75 36.30 6.67 27.5}0 81.91 89.63 72.092.97 84.78
Registered cooperatives 15.72 17.05 8.15 6.67 19.5813.74 1.83 35.66 6.76 12.17
Government programme 41.17 30.11 37.78 60.00 5d).0CBG.68 42.07 64.34 32.43 18.70
Self-help cooperatives 20.85 15.34 6.67 13.33 33’;.33 6.03 1.83 7.75 10.81 6.52
Relatives/friends 36.75 27.27 22.96 - 53.75 6.37 274. 7175 2.70 8.26
Money lender 6.89 4.55 4.44 - 10.42 1.34 122 - 02.7 1.74
Collateral requirements: None (%) i
Bank 0.71 1.89 - 1.33 - | 2.88 1.28 1.39 5.47 2.90
Registered cooperatives 451 3.77 9.09 1.33 3;95 21 3. - 1.39 0.78 6.64
Government programme 32.54 23.58 25.00 12.00 53.2916.58 5.13 7.64 14.84 26.56
Self-help cooperatives 8.08 11.32 19.32 5.33 0.;66 3.54 6.41 1.39 0.78 29.88
Relatives/friends 86.22 84.91 72.73 89.33 93%42 8®0. 92.31 95.14 92.97 86.72
Money lender 0.48 0.94 114 - - 4.40 1.28 2.08 7.814.98
Group/personal guarantor (%) :
Bank 3.55 8.51 4.17 - . 5.43 1.61 8.33 13.95 5.10
Registered cooperatives 25.53 12.77 16.67  75.00 853?4. 17.25 20.97 1250 16.28 15.31
Government programme 34.04 36.17 45.83 - 305.30 531.9 9.68 45.83 41.86 48.98
Self-help cooperatives 32.62 14.89 25.00 25.00 &84 13.42 4.84 1042 18.60 23.47
Relatives/friends 20.57 25.53 8.33 - 22.173 58.79 131 37.50 18.60 45.92
Money lender 2.84 2.13 4.17 - 3.01;3 3.83 242 12.502.33 2.04
Land/other assets (%) i
Bank 58.44 75.32 42.11 8.33 57.’4]6 85.58 88.66 71.492.19 90.27
Registered cooperatives 12.85 14.29 10.53 - 14%.53 5.851 3.61 41.50 6.25 12.39
Government programme 22.42 22.73 31.58 58.33 9:;40 5.023 40.72 52.38 34.38 19.03
Self-help cooperatives 18.39 12.34 3.51 8.33 4]1!.88 3.33 2.06 4.76 3.13 3.54
Relatives/friends 21.41 20.78 2544 1667 18i80 183. 14.43 25.17 3.13 7.08
Money lender 7.81 3.25 3.51 - 18.STO 0.95 0.52 0.684.69 0.44
Observations 1,086 316 291 184 29|5 1,329 356 313 4 24 416

Source: Own data analysis based on 1992/93 and2@¥®surveys.
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n.a. Not available'This refers to government targeted credit schemesxXamplegntandikwa a government credit programme aimed at providing

seed capital to poor but progressive individuat @ssociations.

Table 3: Availability of financial institutions to women

All Central East North  West All Central East North  West
Uganda Uganda

Available to all women (%) 1999 1992
Bank 28.71 41.26 30.97 - 26.32 1.10 - 2.03 070 117
Registered cooperative 13.40 14.08 10.62 2.50 1];'.980.14 - - - 0.43
Government programme 35.89 30.58 33.63 16.25 48.681.79 - 4.05 2.10 1.71
Self-help cooperative 19.94 16.50 15.93 3.75 305.70 - - - - -
Relatives/friends 69.86 62.62 55.75 87.50 77119 90.6 - 3.38 - -
Money lender 3.83 2.43 0.88 - 7.89 - - - - -
Available to women with assets (%) '
Bank 38.57 76.09 20.69 20.00 19.35 2.64 5.26 2.33 - 202
Registered cooperative 12.86 8.70 12.07 - 225.58 498 19.55 3.88 5.08 8.87
Government programme 34.29 28.26 36.21 40.00 3?%3.7]11.95 5.26 5.43 13.56 18.55
Self-help cooperative 10.00 8.70 5.17 20.00 19:;35 217 3.76 1.55 - 13.71
Relatives/friends 29.29 13.04 48.28 20.00 19]!35 481.  46.62 3178 57.63  39.92
Money lender 11.43 6.52 10.34 - 22.58 351 - 4.65 0.12 3.23
Not available (%) :
Bank 7.02 28.57 3.13 - 6.11! 31.08 14.29 33.33  37.5@8.57
Registered cooperative 14.04 14.29 12.50 25.13 512.4 14.86 - 20.00 - 14.29
Government programme 24.56 14.29 31.25 33.22 3¢.2120.27 - 26.67 - 21.43
Self-help cooperative 24.56 - 15.63 15.34 27.i78 54.0 - - - 21.43
Relatives/friends 10.53 28.57 9.38 - 11.@L7 6.76 - .676 - 14.29
Money lender 3.51 14.29 - - 8.24 1.35 - - - 7.14
Observations 1,086 316 291 184 29:5 1,329 356 313 4 24 416

Source: Own data analysis based on 1992/93 and2@¥®surveys.
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Table 4 Credit demand, purpose and source

1999 1992
All Central East North West All Central East North West
Uganda Uganda

Individual
Applied for credit (%) 8.90 7.33 10.17 459 11_29E 11.39 17.83 459 11.67 12.54
Received credit (%) 81.63 77.03 84.30 52.04 88.03‘| 11.39 17.83 459 11.67 12.54
Amount applied for (US$) 7259 107.30 58.08 87.01 64.45; n.a. n.a. n.a. n.a. n.a.
Amount received (US$) 36.21 50.99 31.87 19.53 35.84E 16.93 16.82 10.08  13.15 22.89
Had received credit before (%) 74 gg 64.24 71.84 45.75 81.62| n.a. n.a. n.a. n.a. n.a.
Household '
Applied for credit (%) 17.61 14.10 21.04 8.24 23.2]1i n.a. n.a. n.a. n.a. n.a.
Received credit (%) 82.40 80.53 85.20 49.58 88.(4:)9 21.50 30.48 6.67 2307 25 95
Amount applied for (US$) 78.39 110.95  61.88 97.44 71.14 n.a. n.a. n.a. n.a. n.a.
Amount received (US$) 39.09 54.00 34.36 21.47 38.50 17.49 17.43 16.32 11.34 22 69
Value of assets (US$) 812.70 904.49  628.88  424.80002176 : 106.85 126.07 61.86 5271 137.10
Had received credit before (%) 72.05 67.66 72.30 .181 80.87 : n.a. n.a. n.a. n.a. n.a.
Purpose of loan
Agricultural inputs (%) 24.36 26.07 17.33 54.62 2. : 713 396 10.91 9.29 8.23
Expansion of enterprise (%) 28.71 35.31 30.02 31.09 23.47 : 12.80 16.01 20.00 9.88 9.41
Housing (%) 3.17 297 4.23 0.84 289 407 6.52 364 0.60 4.00
Education and health (%) 27.20 22.44 27.91 9.72 SBS.E 27.20 26.09 42.72 3053 21.88
Consumption (%) 16.56 13.21 20.51 3.73 17.15 4580 4742 2273 4970  56.48
Source of credit '
Bank (%) 2.35 4.29 1.48 3.36 1.81i 0.72 0.33 1.08 052 1.28
NGO/Cooperative society (%) 20.98 28.05 16.70 37.8117.15 : 0.06 _ R 0.26 R
Government agency (%) 11.66 8.91 9.30 28.57 11.:55 4.95 212 0.54 6.19 9.36
Firm/employer/lender (%) 6.00 2.64 1.90 4.20 11.73 398 208 3.24 4.64 596
Relatives/friends (%) 45.82 48.84 67.44 15.13 32.$1 85.76 93.65 9351 8351 74.96
Community/group (%) 13.19 7.27 318 1093 2545 453 163 162 490 5091
Collateral required
None (%) 61.77 58.42 73.15 55.46 55.2? 92.87 96.64 97.27 9251 87.53
Land (%) 20.98 16.17 12.90 14.29 31.9% n.a. na. a n. na n.a.
Livestock (%) 2.48 2.97 2.33 5.04 1.815 n.a. na. an. na n.a.
Building (%) 8.35 11.55 7.61 9.24 7.04; n.a. n.a. a.n. na n.a.
Future harvest (%) 6.42 10.89 4.01 15.97 3.97 na. n.a. n.a. n.a. n.a.
No. of households 10,696 3,110 2864 1,801 2,91é 9,924 2,820 25121072, 2485
No. of adult individuals 19,695 4,694 5447 3334 622G 14547 3443  4,031,3253 3,748

Source: Authors own calculations based on 1992#@31899/00 surveys.

The 1992/93 survey does not include the questiowlther individuals applied for credit. We takkthbse who received credit to have applied

and therefore the percentages for those who apatiddhose who applied for credit are equal
22002 market exchange of Ushs1,832:US$1 is usetbforersion from the local currency.
n.a. Not available — question not included in syrve
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Table 5: Credit by source and rural/urban location

Applied for credit A

B
Application A
successful B
Amount applied for A

B

Amount received A
B

Source of credit

Bank A
B
NGO/cooperative A
B
Government A
B
Lender A
B
Relatives/friends A
B
Community/group A
B

Observations

1999 1992
All Uganda  Central East North West All Central East North West
Uganda
8.83 7.49 10.11 4.59 11.01° 11.36" 17.81 447  11.707 12.54
11.04" 9.31" 12.24 6.68 16.117 16.17" 18.76  14.43 17.027 13.73
81.13" 77.27" 84.27 52.94 86.88 11.36" 17.81 447 11.707 12.54
85.88 86.73" 86.71 62.07 91.76 16.17" 18.76  14.43 17.02" 13.73
73.707 51.08" 31.91" 19.53" 36.40 n.a. n.a. n.a. n.a. n.a.
134.77" 82.93" 92.94™ 66.74" 70.12” n.a. n.a. n.a. n.a. n.a.
36.54 108.00° 58.17" 87.01" 66.17" 17.10° 16.79" 11.02" 13.417 22.89"
80.60" 1429.00 126.37" 13535 133.59" 39.54" 45.67" 32.58" 30.14"  46.67"
2.29" 454 1.26" 3.26 1.74” 0.72" 0.32 1.11 0.51 1.27"7
12.29" 10.71° 03.46" 10.34° 20.327 2.79" 1.08 2.43 2.25 717"
21.44 27.27 15.91" 43.60 16.47 0.07" 0.00 0.00 0025 0.00
31.17" 36.27 36.99" 50.00 11.53 0.59™ 0.00 2.08 0.00 0.42
12.17 10.22 8.86 24.83 11.272° 5.03 212  00.55 06.42 09.36"
8.51" 7.14 10.98 8.67 4.94 4.39 4.77 02.77 06.01 03.79
6.55 2.27 1.80 3.92 11.37 4.00 228" 03.33" 04.627 05.95"
8.68 5.10° 3.46 8.62 14.83 13.01 10.84" 13.8¢" 13.907 15.18"
44.06 47.15 66.90" 12.41 29.30 85.65° 93.63" 93.33" 83.29 74.25
34.65" 36.73 37.57 12.06 36.26 76.67° 81347 76.73" 7593 68.35"
13.48 3.97 3.07 9.80 25.80" 453 1.63 01.66  04.88 09.14
4.70" 0.51" 3.46 1.72 9.34" 2.55 1.95 02.08 01.87 05.06
2,904 548 726 211 868 2,353 1,074 468 655 707

Source: Author’'s own data analysis based on th@/23%nd 1999/00 surveys

A = Mean for individual living in the rural areaB;= mean for individuals living in urban areas
* Difference in means significant at 10%; ** Diffamce in means significant at 5%; *** differenceniean significant at 1%
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Table 6 Analysis of demand for credit — individual/houselold characteristics

1 2 3 4 5 6 7
1999 cross-section Pooled 1999/92 Panel 1999/92
Applied Application  Amount applied Amount Applied for credit  Applied Applied for
Explanatory variable for credit successful for (log) received (log) for credit credit (RE)
(FE)
Age 0.007*+* -0.001 0.328*** 0.006 0.009*** 0.009* 0.009**+*
(11.08) 0.17) (11.16) (0.39) (15.59) (6.90) (3.16
Age squared -0.008*** -0.001 -0.376%** -0.010 -0t -0.010%*** -0.010%**
(11.49) (0.39) (11.47) (0.59) (16.00) (6.95) (3.20
Education 0.003*** -0.002 0.166*** 0.034** 0.003* 0.005*** 0.005***
(7.79) (1.21) (8.89) (3.25) (8.88) (4.50) (4.66)
Female -0.045%** -0.023 -1.979%* -0.241%** -0.070* -0.089*** -0.088***
(11.97) (1.31) (12.10) (2.71) (21.61) (10.17) em.
Married 0.055%** 0.059** 2.648** 0.248* 0.048*** 0069*** 0.065*+*
(11.02) (2.10) (10.97) (1.80) (11.60) (5.46) (9.40
Separated 0.052*+* 0.063 1.892%** 0.206 0.057*** QB *+* 0.062*+*
(4.75) (1.62) (4.70) (0.91) (6.33) (2.90) (3.02)
Widow 0.068*** 0.088** 2.365%* 0.387* 0.059*** 0.B9*** 0.058***
(5.82) (2.37) (5.75) (1.69) (6.40) (2.92) (3.02)
Household size -0.003*** -0.004* -0.131%* -0.002 0.003*** -0.006*** -0.004***
(6.20) (1.66) (5.77) (0.16) (7.74) (4.25) (3.73)
Administration 0.016** -0.054* 0.640** -0.128 0.022 0.044** 0.052**
(2.19) (1.76) (2.12) (0.83) (3.48) (2.12) (2.57)
Industry 0.058*** 0.016 2.020%** 0.333* 0.044*+* 0.006 0.005
(6.52) (0.52) (6.46) (2.12) (6.17) (0.27) (0.20)
Business 0.047*+* 0.056** 1.919%* 0.495%** 0.033* 0.053*** 0.049%**
(7.18) (2.26) (7.89) (3.89) (5.73) (2.79) (2.63)
Distance to district hgs -0.000 0.000 -0.003 0.001 -0.000 -0.000 -0.000
(1.38) (0.07) (1.03) (0.84) (2.39) (0.79) (2.01)
Value of assets (log) 0.009*** 0.012 0.497*+* 0.133 0.004**+* 0.008* 0.010**
(5.54) (1.53) (6.74) (4.55) (3.24) (1.75) (2.31)
Iron sheet roof -0.005 0.062*** -0.164 0.359%* an7* 0.003 0.002
(1.18) (2.93) (0.85) (3.44) (1.87) (0.22) (0.15)
Cement floor 0.010** 0.019 0.585*** 0.347*+* 0.004 -0.015 -0.011
(2.07) (0.86) (2.83) (3.08) (0.85) (1.05) (0.81)
Rural household 0.003 -0.032 0.098 -0.439%** -0.004 -0.036 -0.011
(0.61) (1.32) (0.44) (3.55) (0.94) (1.18) (0.61)
East 0.028*** 0.070%** 1.114%= 0.136 -0.009** -0.03 -0.028*
(5.57) (3.34) (5.34) (1.20) (2.08) (0.60) (1.89)
North -0.022%* -0.150%** -0.960*** -1.005*** -0.026*** 0.053* 0.019
(3.60) (4.37) (3.35) (5.97) (5.77) (1.81) (1.17)
West 0.039*+* 0.089*** 1.452%* 0.134 0.008** 0.035 0.018
(8.03) (4.41) (7.32) (1.25) (2.11) (1.80) (1.36)
Year, 1999 = 1 -0.051*** -0.061*** -0.055%**
(13.04) (4.53) (4.76)
Constant -19.998**+* 0.827** -0.058 -0.082**
(25.43) (2.09) (1.32) (2.30)
Observations 24,657 2,307 24,657 2,307 40,534 5,896 5,896
Pseudo R-squared 0.08 0.08 0.05 0.04 0.07
Number of villages 483 483
R-squared 0.07 0.07
Hausman test for difference in coefficients:(Hifference in coefficients not systematic)
X?value 20.85 20.85
Prob >X? 0.406 0.406

Absolute value of z statistics in parentheses

* significant at 10%; ** significant at 5%; *** sigificant at 1%

FE: Fixed effects model; RE: Random effects model

Estimations are the marginal effects of the inddpanvariable on the dependent variable. dF/dgrisliscrete change of dummy variable from O to
1, the z value is the test of the underlying coédfit being 0.
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Table 7: Demand for credit — multinomial logit estmation

Explanatory variable
Age

Age squared
Education

Female

Married

Separated

Widow

Household size
Administration
Industry

Business

Value of assets (log)
Iron sheet roof
Cement floor

Bank
NGO/cooperative
Government programme
Firm/employer/lender
Relatives/friends
Community/group
Year, 1999 = 1

Rural household
Distance to district hgs
East

North

West

Constant

Observations
Pseudo R-squared

1
Bank
0.199**
(4.68)
-0.195***
(4.05)
0.094x*
(4.52)
-0.875%+*
(4.28)
0.249
(0.92)
-0.086
(0.16)
0.082
(0.16)
0.009
(0.44)
0.461*
(1.72)
-0.097
(0.25)
0.950***
(4.08)
0.324%*
(3.86)
-0.204
(0.71)
0.886***
(3.57)
0.468**
(2.03)
0.470**
(1.97)
-0.180
(0.95)
-0.152
(0.62)
0.113
(0.55)
0.509**
(2.26)
0.195
(0.78)
-0.649%**
(2.59)
-0.000
(0.14)
-0.254
(0.92)
0.407
(1.30)
0.744***
(3.33)
-13.172%*
(13.64)
39,547
0.12

2
NGO/Coop
0.142%**
(6.66)
-0.163***
(6.54)
0.080***
(7.42)
-0.121
(1.25)
0.744***
(4.75)
0.532**
(2.09)
0.603**
(2.35)
-0.032**
(2.48)
0.104
(0.64)
0.123
(0.61)
0.439***
(3.23)
0.345%*
(7.00)
0.065
(0.49)
0.413***
(3.43)
0.213*
(1.82)
-0.014
(0.09)
0.039
(0.38)
-0.056
(0.40)
-0.048
(0.50)
0.448***
(3.56)
3.830%**
(7.48)
0.036
(0.28)
-0.000
(0.06)
0.196
(1.59)
0.642***
(4.02)
-0.096
(0.73)
-13.711%=
(19.98)
39,547
0.12

3
Government
0.110***
(4.87)
-0.104***
(4.23)
0.100***
(7.42)
-0.811%*
(6.18)
0.469**
(2.53)
0.066
(0.19)
-0.054
(0.15)
-0.001
(0.07)
0.354**
(1.97)
0.094
(0.37)
0.221
(1.15)
0.168***
(3.07)
-0.377*
(2.52)
0.466***
(2.97)
0.307**
(2.17)
-0.413*
(2.27)
-0.232*
(1.68)
-0.095
(0.56)
0.099
(0.83)
0.002
(0.01)
-0.044
(0.27)
0.414**
(2.41)
0.002
(1.06)
0.049
(0.28)
0.377*
(1.98)
0.624***
(4.01)
-9.199***
(17.30)
39,547
0.12

4
Lende
0.127**
(4.60)
-0.145%**
(4.50)
0.038***
(2.60)
-0.762%**
(5.44)
0.136
(0.79)
-0.183
(0.49)
-0.001
(0.00)
-0.079***
(3.97)
0.688***
(3.62)
1.105%*
(5.78)
0.157
(0.75)
Q43***
(4.36)
-0.156
(0.96)
0.293*
2.77)
-0.388**
(2.25)
-0.273
(1.44)
0.553***
(4.00)
0.154
(0.92)
-0.249*
(1.85)
0.546***
(3.19)
-0.969***
(5.65)
-0.435**
(2.52)
-0.002
(0.94)
-0.315
(1.38)
0.499**
(2.28)
1.121%**
(6.72)
-7.658**
(12.83)
39,547
0.12

5
Relatives/friends
0.084***
(9.59)
-0.109***
(10.76)
0.009
(1.57)
-1.07%*
(21.91)
0.691***
(10.33)
0.931***
(8.37)
0.689***
(5.88)
_@:D'**
(6.31)
0.145*
(1.70)
0.432%*
(5.16)
0.294***
(3.89)
-0.029
(1.59)
-0.001
(0.02)
_0.35***
(3.46)
-0.105*
(1.90)
_381—**
(3.10)
-0.003
(0.05)
60.0
(0.89)
-0*189
(3.07)
-011
(0.14)
_Dzk**
(20.49)
ABI**
(2.15)
-0.001
(1.28)
-0.149*
(2.52)
-0.702%**
(10.23)
-0.324***
(5.60)
-2.638*+*
(13.78)
39,547
0.12

6
Community
0.156%**
(5.92)
-0.174%**
(5.81)
0.025
(1.59)
-0.608***
(4.66)
0.621*
(2.90)
a1
(0.44)
0.796**
(2.49)
-0.056***
(2.65)
-0.113
(0.43)
0.474
(1.92)
@a
(0.09)
0.112*
(1.88)
0.162
(1.08)
-0.169
(0.87)
-0.301
(1.79)
-0.639%**
(3.11)
0.032
(0.22)
0.497***
(3.40)
-0.417%*
(3.33)
-0.032
(0.14)
-0.209
(1.13)
0.377*
(1.73)
-0.004*
(1.84)
0.156
(0.56)
0.78*
(2.84)
Z)lg***
(9.19)
-9.342%*
(15.09)
5439,
0.12

Absolute value of z statistics in parentheses,
* significant at 10%; ** significant at 5%; *** sigificant at 1%
Omitted (comparison) category in the dependentbégiare the individuals who did not apply for dtred
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End Notes:

! This is a government-operated credit scheme ainiepraviding seed capital at subsidized rates todyeeut
progressive individuals and associations in thenttguThe Programme’s main targets is supposed tind vulnerable
and disadvantaged groups in society such as watmeyputh and persons with disabilities.

2 Agricultural sector credit as a proportion of tateedit is not only low but declining. For exampbetween 1999 and
2002, the proportion of credit going to the sedeclined from about 14% reported for June 1999044 Tecorded in
March 2002.

® Between 1998 and 1999, 4 commercial banks — latemmal Credit Bank Limited, Co-operative Bank Lied,
Greenland Bank Limited and Trust Bank Limited welesed by the Central Bank citing insolvency andrpo
management.

* The Non Performing Assets Recovery Trust (NPAR@} a body corporate established by Statute Nin Oktober
1994 to recover expeditiously certain loans ancedtments made by the Uganda Commercial Bank andddga
Development Bank whose recovery was overdue il adostrengthen the financial sector of Ugandasmemy.

® The NRM government came to power in 1986 aftentiigy a protracted peasant-led guerrilla war. Thtoits many
years of engagement with the rural population,NRM came to appreciate the several constrainthaxfe people and
established mechanisms to address them, in patyway to endear themselves to the masses.

®This is assumed to be the sector in which the iemipntends to invest.
"The categories are numbered 1 through j, but areewessarily ordered.

8 The questionnaires for the 1999 and 1992 survegsnat exactly the same. The 1992 survey does mbide
guestions on whether the individual had appliedciedit in that year or had received credit befared the amount
applied for.

°Regressions with age dummies (not reported) shakatdn comparison to base category of age 18-a3@syelemand
for credit is positive and significant for age gpoBL-40 years but, although positive, the coeffitseare not significant
for the 41-50 and 51-60 age groups while for thaed, (age 61 years and above) the coefficiemegative and
significant. These results are consistent withfithdings by Crook, (2001) that credit demand isifiees for ages 24-54
but negative for those above 55 years.

Y Wwe construct the dwelling characteristics to refimealth of the household. A dummy (1,0) is corsted for a
household with a given characteristic, for examtile, variable Iron Sheet roof has a value of héf house is roofed
with Iron Sheets or better material such as Tilebestos or Concrete and 0 otherwise.

M An odds ratio equal to 1 suggests that the explapadariable leaves the dependent variable unctériféhe odds

ratio is greater (less) than 1, it implies that #ffect of explanatory variable is to increase (&) the dependent
variable (Long, 1997).
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