
 
 

Give to AgEcon Search 

 
 

 

The World’s Largest Open Access Agricultural & Applied Economics Digital Library 
 

 
 

This document is discoverable and free to researchers across the 
globe due to the work of AgEcon Search. 

 
 
 

Help ensure our sustainability. 
 

 
 
 
 
 
 
 

AgEcon Search 
http://ageconsearch.umn.edu 

aesearch@umn.edu 
 
 
 

 
 
 
 
 
 
Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only. 
No other use, including posting to another Internet site, is permitted without permission from the copyright 
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C. 

https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
http://ageconsearch.umn.edu/
mailto:aesearch@umn.edu


African Journal of Rural Development, Vol. 2 (2): April - June 2017: pp.175-182               ISSN 2415-2838
 
Institutional determinants of  credit utilization in the savings and credit cooperatives in 

Soroti district, Uganda

 D. ALIO1,* J.J. OKIROR 1,  J.G. AGEA1,  F.B. MATSIKO1  and  W. EKERE.2

1Department of Extension and Innovation studies, Makerere University, P.O. Box 7062, Kampala, Uganda
2Department of Agribusiness and Natural Resource Economics, Makerere University, P.O. Box 7062,  Kampala, 

Uganda
*Corresponding Author: deborah.alio@yahoo.com

ABSTRACT

Rural credit schemes have been espoused as key avenues for reducing rural poverty. Their success, 

counties which constituted the district. Data were collected in a cross-sectional survey and in-depth 

 

cooperatives, Soroti, Uganda

RÉSUMÉ
Les programmes de crédit rural ont été proposés comme moyens clé de réduction de la pauvreté 

l’utilisation du crédit dans les coopératives d’épargne et de crédit dans le district de Soroti en 

améliorer l’accès et l’utilisation du crédit en organisant les ménages ruraux en groupes et en leur 
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et la formation des clients sur l’utilisation des prêts permettent une meilleure performance des 
coopératives.

Mots clés: Gestion du crédit, termes de crédit, utilisation du crédit, motivations, coopératives de 
d’épargne et de crédit, Soroti, Ouganda

INTRODUCTION

provision of credit in the rural areas of developing 

estimated 120 million members in 87 countries 
around the world, helping members increase their 

et al., 

et al., 

gender imbalance in the membership and 

management of State sponsored rural credit schemes 

of credit will inform policy on appropriate lending 
terms and credit management practices necessary 
for sustaining income generating activities and 
borrowing among rural households. Therefore, this 

LITERATURE SUMMARY

et al., 

the agent may not manage the credit in accordance 
with the credit contract. The theory of asymmetric 
information argues that it may be impossible to 

distinguish good borrowers from bad borrowers 

et 

al., 

at both the micro and the macro level via 
underinvestment, overinvestment and poverty traps.

Many policies have been initiated to address 

holds that practices such as training, monitoring of 
borrowers, provision of incentives and extension 
services to members can be mechanisms for 

attribute, simultaneous attention to the legitimate 
interests of key stakeholders which is vital for 

and general policies and in case-by-case decision 
making. It is the responsibility of managers and 
the management function to select activities and 

stakeholders. For this reason, the rational choice 
institutionalism argues that institutions are 
arrangements of rules and incentives and the 
members of the institutions behave in response to 
those basic components of institutional structure 

METHODOLOGY

The study was conducted between January and April 
2015 in Soroti District of Uganda. The study used a 
cross-sectional design whereby data were collected 

preferred because it enables the researcher to collect 
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ideas. The population for the study comprised all 

in Soroti District was obtained from the District 

were purposively selected basing on the active 

were operational. 

were randomly selected based on Krejcie and 
2 2

2 2

used because it provided an appropriate means of 

Primary data were collected using structured 

information related to the credit terms, credit 
incentives and credit management mechanisms 

informants was also used to collect data. In-depth 

necessary to validate and complement information 

Descriptive statistics were used to describe the credit 
terms, credit incentives and credit management 

logistic regression model was used to determine 

using the following model:

i i 1 1+.........A 12 12+ei

Pi

intended purpose
l-Pi
intended purpose

i
And ei

credit for intended purpose were derived through 
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RESULTS

 
The study sought to identify some of the major 

favourable terms such as asset collateral, 
guarantors, savings and deposit are known to 

The results of the study as presented in Table 1 

The study also sought to identify the incentives 
available for motivating well repaying borrowers. 
Provision of incentives to well repaying borrowers 

such as extension of loan period and reduction of 
interest rate have been reported to improve access 
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respondents indicated extension of loan periods and 

repaying the loans.

 The study 
further examined the credit management practices 

et al.,

did not provide additional support to borrowers. 

those intending to borrow, business monitoring and 

There was strong partnership between NGOs and 

behind with limited contributions towards training 

annually basis. During the training, the major issues 

pattern with which the members often borrowed 

The binary Logit model was used to examine the 

borrowers. As observed in Table 3, the Nagelkerke 
R2 

negative signs. The extension and advisory services 

monitoring, saving, strict agreement and experience 

 
 Quarantorship  174    70.0
 Savings   128    51.0
 Initial deposit    81    32.8

 Multiple response

 Interest rate reduction     24   10.2

 Multiple response
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Support towards credit  

Business selection        3.7

No support all       52

Government Institution      13.8

None        34

Weekly                       2.5

Monthly        12.3

Quarterly         6.7

Annually       25.2

Never          1.8

Records keeping       42.8

Saving        63.8

Others        46.7

Weekly          1.7

Monthly          8.6

Never        63.1

Loan recovery mechanisms  

Sale of collateral       63.2

Use of savings       25.3

Legal action       17.8

Guarantors       22.1

DISCUSSION

The results in Table 2 indicate that the use of 

credit and loans are given to members when they 
have three times their savings on their accounts.” 

of savings leads to more income that can in turn be 
invested in income generating activities. The 
results also indicate that  only limited  credit 

that there were limited provision of incentives to 

sale of collateral as the major method used by the 

lack of collateral for loans could be a factor limiting 

the study area. Similar observations were made by 
Isitor et al.

suggests that there is limited monitoring of borrowers 

diversion into unintended non-productive purposes 
was high in the study area and hence high default 

to have close monitoring on the use of credit of 

high default rate among the cooperative members.

Results of the regression analysis revealed  that 

that interaction with the extension agents increases 
the awareness of borrowers on the existence of 

et al

of credit decreases with increase in collateral 

major factor limiting access to credit among rural 
households, but disagrees with Isitor et al.

between possession of collateral and credit 
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misuse of loans for nonproductive purposes. The 

decreased misuse of loans for nonproductive 
purposes.

credit for intended productive purposes. The result 
 et al.

On the other hand, duration of membership was 

the credit institution the more likely the probability 
of borrowers investing credit in intended productive 
purposes decreases. This result is similar  to that 

who had experience in credit use tended to develop 
reputation, credit worthiness and know well on 

credit terms in the study area were stringent and 

 

et al.

terms of contract given by the credit institution could 

CONCLUSIONS AND IMPLICATION

 The results obtained in this study reveal that extension 

loan contract and duration of membership were the 

in the study, the following should be followed in 

should be organised into groups and associations 

is need for mandatory monitoring of borrowers on 

purposes. Third, there should be  training of rural 
households on the importance of savings culture. 
Fourthly, extension services should be provided to 
rural households and others for increased awareness 
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