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Abstract

The small-scale enterprises have contributed to the production of goods, generation of income as well
as employment to the teaming population in the developing countries. In view of this, this study aims
to examine the socioeconomic factors that determining their credit demand in Nigeria. To do this, a
logit regression analysis was employed using data gathered from the survey of 404 respondents in the
three senatorial zones of Kano state; Kano central, Kano north and Kano south. A random sampling
of the enterprises was made and questionnaires were administered to find whether or not they apply for
the credit. Factors such as age, collateral, education, gender & collateral were significant in the analysis
while the sector enterprise, location where they operate and experience were statistical insignificant in
the model. It is recommended that, a policy need to be designed and implemented to bring awareness
for enhancing financial sector participation with the view to further improve credit accessibility by the
small businesses in Nigeria, particularly Kano state.
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Introduction

Credit is believed to be scarce resource passing
from a lender to the borrower in form of goods
and or services which a promise to repay it in
the future time. The ability to secure loan based
on trust without payment is what is termed as
credit. This can be money or materials used in
boosting production activities for enhancing
income and employment generation that further
lead to the improvement of welfare (Khandker,
S. R., Farugee, 2003; Coleman, 1999).

Developing countries have witnessed the
increase in credit demand by small scale
enterprises in the recent years which is
attributed to an increase in demand for their
products as well as the business expansion.
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Despite the important role played by these
enterprises to income and employment
generation using local resources and
technology, they still continue to face many
financial challenges accessing enough credit for
the startup and expansion particularly in the
developing countries (Bank, 2008). The
commercial banks don’t normally serve these
enterprises because of their high transaction
cost, uncertainty and asymmetric information
about their future defined by their
characteristics (Bank, 2008).

In view of this, the attentions of researchers and
policy makers were attracted in developing
countries  towards having legislative
intervention to end this problem. As a result, the
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microfinance program was introduced as an
alternative to provide financial services to the
small borrowers using banking and non-
banking institutions with specialized character
based approach in empowering the households
excluded by the conventional banks (Areetey,
2008).

The small scale enterprises in this study consist
of all small businesses in private sector that
offer job opportunities to low-income earners.
They include the households such as farmers,
street hawkers, petty traders, and various
services providers who own and manage small
business that employs number of people whose
business survival depends on self-generated
income with continued difficulties in accessing
credit (Magboul, 2016). This study examines
the socioeconomic factors in determining small
business credit demand using logistic
regression analysis. After the introduction,
section 2 is a conceptual literature review,
section 3 methodology, section 4 is the results
and discussions, and section 5 is the findings
and conclusion.

Literature Review

Credit Access and Participation

Concept of credit participation and that of credit
access was usually used interchangeably to
examine factors responsible for determining
credit demand by different authors. While credit
access is used to describe the willingness of
borrowing when satisfying all credit lending
requirements irrespective of whether the person
borrows or not, the credit participation
describes having access from different sources
(Doan, Gibson, & John, 2010).

Reviews of Credit Demand

There are many studies on credit demand that
made wuse of analytical and empirical
approaches. Studies that used empirical
approach to base their model on the behavioral
assumption from the theory of economics are
(Magri, 2002; Fabbis & Padula, 2004; Mpuga,
2004) while basing the model specifications on
the pragmatic assumptions. Fabbi & Padula
(2004) used utility maximization constraint as
the theoretical framework in introducing the
requirements for minimum repayment while
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testing the effect of efficiency for the system of
judiciary on the demand for credit. Beck &
Torre (2006) applied frontier framework access
to evaluate the financial outreach system by
designing a policy to ensure the increase in
lending services outreach in the country. While
some studies applied a simple descriptive
statistical approach to study credit market
participation like the test for differences
between means and ANOVA and the cross-
tabulation such as (Atiero, 2001; Kong, Turvey,
He, Ma, & Meagher, 2007; Shah, Bukhari,
Hashim, & Anwar, 2008), others applied RCT
for maturity elasticity and price for credit
demand by the consumer to examine
microfinance program effect or the impact of
the new products and the policy (Karlan &
Zinman, 2009; Gine & Karlan, 2009; (Karlan,
2008).

Credit Demand Modelss

The models commonly used to analyse demand
for credit are the choice models. Different
studies used different versions of choice models
depending on their dependent variables (DV) in
study i.e. the binary, multinomial and probit or
logit, etc. For instant, if response variables are
measured in continuous terms for the credit
borrowed, then truncated distribution version of
the models are used in the study. The studies
that employed combination of these models in
analyzing the factors that determine demand for
credit and the amount borrowed consists of
Shah, et al., (2008) who applied logistic models
(multinomial & binary) in Pakistan for
analyzing the determinants of credit market
participation. Li, (2010) also applied this model
in his study of microcredit for the rural
household in China. Similarly, Duman (2009)
used the same model to examine small business
enterprises in turkey. Messah & Wangi (2011)
adopted it to study the factors that determine a
borrower’s choice between different finance
sources in Kenya. Others include Sekyi,
Nkegbe & Kunnibe (2014) in Ghana; Mpuga
(2004) in Uganda; and Okurut (2006) in South
Africa.

Moreover, studies that used probit model are
Umoh (2006) in his study of the access to
microcredit by small business owners in
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Nigeria. Aga & Reilly (2011) in Ethiopia, Zeller
(1994) in Madagascar, Okurut (2006) in South
Africa that applied Heckman probit model for
correcting sample selection bias for microcredit
participation among the poor blacks. Moreover,
Nguyan (2007) employed the model for
selecting two-stage choice in his study of credit
market participation in rural Vietnam. Same
model was also employed in Uganda by Mpuga
(2004), Daniel, Job, and Ithinji (2013) in Kenya,
Diagne and Zeller (2001) in Malawi, Dutta and
Magableh (2006) in Jordan, and Bending,
Giesbert and Steiner (2009) in Ghana
respectively. These studies discovered number
of demographic, geographic as well as socio-
economic factors as responsible for the small
business owners to apply for credit. EXisting
evidences on the small business enterprise
credit demand, shows that there is need for
further research to use different approach. In
view of that, current study has applied a logistic

regression  analysis to examine the
socioeconomic  factors  responsible  for
determining credit demand of these enterprises
in Nigeria.

Methodology

Information used in the analysis of this study
was gathered during the survey conducted on
the small-scale enterprises operating in the three
senatorial zones i.e. Kano central, Kano north
and Kano south. This involved 404 enterprises
that engage in activities such as farming,
trading, street hawking and provision of small
services like tailoring, barbing, hair plaiting,
dying, etc. These enterprises were randomly
selected from the study area. A logit regression
was used to model their responses on whether
or not they applies for a credit as used by Aga
& Reilly (2011) in his study. The model is as
follows:

_ Pr(Y=c/X;) =F(Bo + f1X1 + B2Xo+... BiX) -------- I
Note: Equation I above is reduced to form Equation Il for easy explanation, thus:

yi =PiXi + &

From Equation Il, y; is dependent variable
taking the value 1 = apply, or 0 = not apply. X;
is a vector of exogenous variables of it"
defined in the study. pB; represents the

y=xB+¢ify; >0
y =0, otherwise (y; < 0)

The dependent variable y; is observed when
event j is observed. B is parameter vector to be
estimated while ¢ is the error term. So equation
Il represents the logit model specification

coefficients to be estimated in the model and ¢;
represents error term. So, estimation of binary
is expressed in Equation 11 as:

when the outcome is limited to the range of
zero/one i.e. apply (y; = 1) and not apply

(vi =0).

Table 1. Variables Definition and Measurement

Variables  Definition Measurement Source

Cpij Outcomelg Binary;1 if apply, O if Aga & Reilly (2011); Akudugu (2016); Essien &
otherwise Arene (2014)

Ag; Age Years for firm owner Bonnet, Cieply and Dejardin (2016); Chen and

Ahmed (2014)
Ed; Education 1= Primary, Hoque et al. (2016); Akudugu (2016)
level 2 = Secondary,

3= Diploma/NCE,
4 = BSC/HND,
5 = Postgraduate,
6 = Religious education

Gd; Gender 1 male, 0 female Denkyirah et al. (2016); Hoque et al, (2016); Maso
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En; Enterprise (j =1-4) Agriculture, Mkandawire & Duan (2016)
Manufacturing, Service,
Trade.

Ex; Experience Years spent in the business  El-Said et al. (2013)

Lc; Location (j =1, 3) Kano central, Akudugu et al, (2009)
Kano north & Kano south

Cl; Collateral 1 collateral, Denkyirah et al. (2016)
2 otherwise

Author compilation, 2025

Result & Discussion 112 applied. Table 2. depicts an estimates of
Logistic Estimates & Marginal Effect logit model in column (1) while column (2)
Results depicts that of marginal effects results from
Out of 404 respondents selected for the the seven predictor variables.

survey, 292 did not apply for credit while

Table 2. Logistic Regression and Marginal Effects

(1) )
VARIABLES Logit estimate M/effects of Logit
Age 0.04170*** 0.0071***
(0.01450) (0.0024)
Secondary 0.5150 0.0790
(0.5330) (0.0761)
Diploma/NCE 0.8791* 0.1430*
(0.5101) (0.0740)
BSC/HND 0.8840 0.1440
(0.591) (0.0911)
Postgraduate -0.2082 -0.0270
(1.0493) (0.1310)
Religious education -0.3980 -0.0490
(0.6381) (0.0795)
Male 0.8071** 0.1370**
(0.3423) (0.0571)
Manufacturing -0.0507 -0.00826
(0.4282) (0.0701)
Service 0.6790 0.1250
(0.4941) (0.0888)
Trade 0.2092 0.0357
(0.5003) (0.0847)
Collateral -0.999*** -0.170***
(0.3152) (0.0517)
Experience 0.02251 0.00384
(0.0238) (0.00404)
Kano north -0.1203 -0.0200
(0.3701) (0.0607)
Kano south 0.1382 0.0240
(0.3721) (0.0657)
Constant -2.7980***
(0.9241)
Observations 404 404

Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1
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It can be seen in column (1) above that, age is
significant at 10% level, meaning an additional
increase in small entrepreneur age by one year
leads to increase his likelihood to apply credit.
Marginal effect in column (2) is positive for
age indicating that it influences individual to
apply for credit at 0.71% level. Beta coefficient
for education shows that those with secondary,
Diploma/NCE and BSC/HND have more
likelihood to apply and also those with
Postgraduate and Religious certificates have
less likelihood compared to the holders of
primary  school certificates  (reference
category). As shown in column (2) by the
marginal effects, those having secondary
school certificates are more likely to apply by
7.9% and those with a Diploma or NCE are
14.3% while those with a BSC/HND have
14.4% likelihood to apply respectively.
However, those with a Postgraduate and
Religious certificates have 2.7% and 4.9% less
likelihood to apply for the credit.

Gender is another positive significant factor at
5% level explaining that being a male-owner of
business enterprise has more likelihood to
apply than the female. The results of marginal
effect in column (2), shows that being a male
entrepreneur has 13.7% more likelihood to
apply for a credit than the female counterpart.
Beta coefficient of the Manufacturing
enterprise is negative and positive for the Trade
and Service enterprises respectively. The
enterprises in manufacturing sector are less
likely to apply for credit than those from the
agricultural sector (reference category) while
enterprises from service and trade sectors have
more likelihood to apply. Results of marginal
effect indicates that enterprises from
manufacturing industry are less likely to apply
for credit by 0.83% than those from service and
trade sector who are 12.5% and 3.6% more
likely to apply for credit respectively.

Beta coefficient of collateral is negative and
significant at 1% level meaning that enterprises
who own collateral have more likelihood to
apply than those who do not have (reference
category). In column (2), result of marginal
effect shows that having more collateral assets
reduces the likelihood by 17% to apply for
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credit. This concurs with a literature which
confirms having more collateral assets to
reduce the risk of loan repayment default
(Essien & Arene 2015; Tadesse, 2014; Mira &
Kennedy, 2013; Fatoki & Smit, 2011; Dutta &
Magableh, 2006; Pham & Lensink, 2008;
Zander, 1992).

The beta coefficient of experience in the
business is positive but insignificant. This
means that increase in business experience by
one year increases the likelihood of credit
application by 0.38%. Business location of the
enterprise is negative but with a positive
coefficient. This means the location where
enterprises operate matters. Those that operate
at Kano north zone have less likelihood to
apply while enterprises at Kano south zone
have more likelihood compared to those
operating at the Kano central zone (reference
category). So those operating at Kano north
zone are 2.0% less than those at Kano south
zone who are 2.4% more likely to apply.

Diagnostic Estimation Tests

Different diagnostic estimation tests were
conducted in this study include; linktest to
specify the model error and p-value is 0.439
implying that _hatsquare is insignificant
meaning that model is specified correctly. The
test was conducted for multicollinearity by
looking at the VIF and TOL values. VIF values
are below 10.0 and for TOL is above 0.1
showing absence of multicollinearity among
the variables in the model (Pregibon, 1981).
Finally, the Irtest was carried out on model 1
and model 2 where the former was nested into
the latter, and the likelihood ratio is 10.44 and
the pro>chi-square is 0.0012.

Conclusion and Policy Implications

This study examines the factors that determine
credit demand by the small business enterprises
using the data gathered from the survey of 404
respondents in three senatorial zones in Kano
state, Nigeria. Logistic model was used to
analyse the data and different estimated
diagnostic tests were conducted to test for the
variables goodness in the model. After the
regression, some factors like age, education,
collateral and gender were significant in
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determining credit loan, while others like
enterprise, location and experience
insignificant.

The findings of this study show that age,
gender and collateral increase the likelihood of
a small entrepreneur to apply for credit. This
means that these factors do not constrain him to
apply for credit and so no credit constraint from
the demand-side as found in this study. This
suggests that, most borrowers that face
financial challenges in form of credit
constraints and rationing are due to the
activities of credit lending institutions
emanating from the credit supply-side.

Therefore, a legislative intervention is needed
here to implement policy and to expand credit
supply. Similarly, an awareness campaign need
to be initiated to encourage people to borrow
credit, this will increase credit market
participation in Nigeria and particularly Kano
state.

It is therefore recommended that, future
researcher should extend his study scope to
involve both informal and formal credit lenders
in the developing countries to tackle the issues
and financial challenges facing the credit
markets. The research should be in two ways;
in the first way, borrowers’ response should be
treated as dependent variable while responses
of lenders to be used on the supply-side. In the
second way, he should use more explanatory
variables in replicating the study in another
region or country.
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