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ABSTRACT

In this paper the utilization of banking services by Sri Lankan consumers, both at individual and at household level, is examined using empirical data  from a 1996/97 survey which covered over 9,000 households across the country.  The paper introduces an explanatory framework which includes demographic factors, economic factors, and socio-cultural factors related to tastes on the demand side, as well as occupation-related opportunities, regional supply variations in the formal banking sector, and the customer's ability to repay loans on the supply side.  A multilevel linear regression analysis is used to examine the factors associated (in the data) with the flow of bank credit, with the flow of total credit, with the uptake of moneylender credit, with the use of boutiques, and with the uptake of special NGO loans.  Apart from boutiques, the informal credit system often uses high interest rates (120% and more per year) and a priori land transfers whereas banks and non-governmental organisations (NGOs) charge much lower interest rates.  Logistic regression is used to examine the ethnic, occupational, income-related, and personal factors associated with the use of chit funds and professional moneylenders.  Financial exclusion is shown to be focused on low-income households and to be surprisingly common among farmers, although once income is allowed for many farmers do get bank credit in Sri Lanka.  The pattern for savings placed in financial institutions is clearly related to income, but we also show that less commercialised households in remote Districts use banks least.  Multilevel analysis adds a special focus on regional variation in the exclusion of poor people from banking services to the poverty focus embedded in the explanatory model.  Curvature of the relationship between credit and income (and savings and income) is of cubic form:  rising, then falling off, then rising again, showing a clear association with income levels of households. Relative income levels of each household, relative to its District average, contribute little to the explanation of the financial services outcomes. The distribution of bank credit shows signs of self-exclusion and financial exclusion. High-interest informal-sector credit is used across the various socio-economic groups in the Sri Lankan scene but employees are much more likely than other occupational groups to obtain cheaper bank credit. Policy implications are drawn out for a pro-poor programme of regulation in the financial services sector.
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Section 1:  Introduction
The utilization of banking services by Sri Lankan consumers, both at individual and at household level, is examined using empirical data  from a random-sample survey which covered over 9,000 households across the country.  The Consumer Finance and Expenditure Survey 1996/97 was provided during 2001 for analysis, and this paper augments the commentaries already provided by the Central Bank on the situation facing savers and borrowers across the country (Central Bank, 1999a, 1999b, 1999c).  The paper takes up the question of whether households are constrained away from using banks as much as they otherwise might, and in particular whether this problem of financial exclusion is concentrated among specific types of poor households.

The Consumer Finance and Expenditure Survey 1996/97 was obtained during 2001 for analysis, and this paper augments the commentaries already provided by the Central Bank on the situation facing savers and borrowers across the country (Central Bank, 1999a, 1999b, 1999c).  The paper takes up the question of whether households are constrained away from using banks as much as they otherwise might, and in particular whether this problem of financial exclusion is concentrated among specific types of poor households.

The analysis forms part of the results of a project on Social Exclusion and Banking Policies in Sri Lanka financed by DFID in 2000/2001 and managed jointly by Wendy Olsen, Colin Kirkpatrick and Professor Colombage of The Institute of Information Technology in Colombo.  The aim of the research is to explore possible ways of advocating pro-poor banking policy in a context of economic crisis, liberalisation and civil war.  We aim to identify ways for various stakeholders in and out of government to improve the impact of banking regulations on savers, borrowers and potential customers, including particularly low-income individuals.  We try to allow for gender issues as well as regional, occupational and ethnic aspects of poverty and anti-poverty policies.

The main findings reported here are four.  Firstly, regional differences in financial exclusion are substantial so a district-wise approach to banking initiatives could perhaps have a stronger pro-poor impact than changes applied nationwide.  Secondly, the kinds of collateral commonly used by the poorest households’ members typically are either none, a guarantor’s signature, or jewellery.  Therefore, current attempts to expand the NGO micro-finance sector and quasi-government lending scheme may usefully aid the poor in obtaining credit.  However, easy access to banks’ pawning window could also play a dual role by offering reasonably- priced competition to the informal moneylenders whilst also encouraging customers to consider opening a savings account in their own long- and short-term interest.  

The third finding is a strong bias toward the poorest households in the paying of extremely high interest rates on small-to-medium loans.  Such households are typically low in per-capita income and include casual labourers.  Finally, the triangulation of data using both quantitative and qualitative viewpoints tends to suggest that a narrowing of interest-rate margins in public-sector banks would strongly encourage saving and thus achieve two policy aims.  It would reduce financial exclusion by making poor people feel that banks offer good savings vehicles and it would offer viable competition against expensive informal credit.

Section 2: Methodology and Background

The present paper is based mainly on the Consumer Finance and Socio-Economic Survey 1996/97 which excluded some war-affected districts but otherwise achieved a clustered random sample of 9,351 households across the whole country.  The CFS data became available in 2001 and will be supplemented by a new survey planned for 2003/04.  The data present a unique opportunity to examine connections between individual characteristics, household characteristics and regional factors influencing various financial transactions.  

Fifteen schedules of data were merged using the Statistical Package for Social Sciences with the aid of a research assistant, Alex Ijjo.  Then STATA software was used to examine banking – related outcomes.  Logistic regression, linear regression and Heckman two – equation models were used and the results compared.  Inspired by the ML-Win (Multi-Level Modelling for Windows) software’s notion of districts representing “levels” of analysis, we have tested for the possibility that a multi-level model best represents the causal influences.  The model has three levels: persons' occupations and stage of life course; households; and districts.  However, a two-equation model in STATA offers more flexibility for structural equation modelling, so ML-Win output is not presented here.

Whilst planning this statistical analysis a triangulated field study was also carried out.  A pilot questionnaire was used to elicit opinions about formal-sector and informal-sector credit and savings.  One hundred of these questionnaires were used in each of four locales.  In one of these locales, 18 one-hour taped interviews supplemented the questionnaire.  The interviews and pilot data unearthed considerable anger among consumers and business people about the level of interest rates (too high), interest rate margins of banks (too large) and the guarantor system (too restricted to well-off employees and hence irritatingly useless to poor people).  These materials gave the impression that the willingness to use banks was present but that a series of factors constrained people from actually taking advantage of credit and savings facilities.  Several respondents mentioned non-governmental Micro-Finance Institutions (MFIs) as desirable alternatives but were critical of certain false promises, inaccessibility and fragmented services compared with the norm of being a bank customer.

After the pilot survey, an in-depth village study was done in a hilly area in central Sri Lanka.  Two hundred individual attitude questionnaires were used to allow men and women to express their views about savings, interest rates and banks, whilst also recording their household’s savings behaviour.  Ten detailed interviews with respondents from this survey provide invaluable insight in to the ongoing competition between people’s bank and local moneylenders.  Jewellery stocks are crucial to the way individuals of low-income households keep flexible access to loans for emergencies.  Pledging of land was also commonly used both by banks and by moneylenders.  Very high interest rates (20% and 30% per month) were repeatedly raised as an issue by respondents who felt banks were inaccessible and inadequate as well as not attractive as a savings vehicle.  

The results of the in-depth village study with respect to savings behaviour are being written up separately, but I have drawn upon all the triangulated materials in developing the present paper.

Background 
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Diagram 1:  Distribution of Credit Used in Sri Lanka by Source

This section reviews the overall situation of Sri Lankan people’s access to bank credit, non-bank credit, and bank savings vehicles.  Then I present a theoretical framework based mainly on French and UK research which enables the study of attitudes to be integrated with structural explanatory factors influencing the uptake of banking services. In this way I expand the question of ‘access’ to banks, as posed by Otero and Rhyne on page 1 of this paper, to allow for the subjective attitude of potential customers.

In Sri Lanka bank borrowing comprised about 54% of the flow of total borrowing during the 1996/97 period when the Consumer Finance and Socio-Economic Survey was undertaken among a random sample of 8,900 households (Central Bank of Sri Lanka, 1999a).  Figure 1 and Table 1 show the breakdown of borrowing among several competing sources of funds. Table 2 shows a similar breakdown of the flow of gross savings from households to banks and non-bank destinations such as stock markets.

The details of one-month and six-month recall data on sources of credit appear below. 

Table 1: Debt Incurred by Source, Sri Lanka, 1996/97 (Rs. 000s)

Source
Flow (One-Month Recall)


Commercial Banks
8722
51%

Other, Interest Free
3790
22%

Moneylenders
1605
9%

Formal Sector Employers
1294
8%

Rural Banks
423
2%

Thrift Societies
361
2%

Other, Not Interest Free
239
1%

Financial Institutions
228
1%

Regional Rural Development Banks
143
1%

Non-Governmental Organisations
118
1%

Finance Companies
25
0%

Co-Operatives
13
0%

Total
16961
100%

Source:  Central Bank of Sri Lanka, 1999a:  689, 721.

Table 2: Flows of Gross Savings by Destination, Sri Lanka, 1996/97, Rs. 000s

Destination
Flow (One-Month Recall)


Savings account deposits
6658


Savings account withdrawals
8312


Fixed Deposits- In
1239


Fixed Deposits- Outdraws
383


Shares Bought
126


Current Account Deposits
8683


Current Account Withdrawals
7484


Total Deposits
16706


Total Withdrawals
16216






RELATIVE SIZE OF DEPOSITS BY MAIN HEADING:

Savings account deposits
6658
40%

Fixed Deposits- In
1239
7%

Shares Bought
126
1%

Current Account Deposits
8683
52%

Total Deposits
16706
100%

Note:  Source is the Consumer Finance and Socio-Economic Survey.  9351 spending units were surveyed at different times of year, giving a rounded picture with one-month and six-month recall.  

Hulme, Montgomery and Bhattacharya (1996) provide some policy background to this situation.  In 1996/97, non-governmental agency (NGO) lending was just a 5% share of overall household credit flows whilst commercial banks were 44 to 50% and moneylender credit was around 10%. Loans from friends and family without interest were another large chunk of the total flows of consumer credit.  Hulme et al. argue that thrift and cooperative societies became popular during the 1980s in the face of the failure of the main banks (Bank of Ceylon and People’s Bank) to reach the majority of the rural poor (1996:  180).  Hulme et al. stress that “ A consequence of the reluctance of private banks and the difficulties of state-controlled banks to service the needs of small borrowers is that informal finance remains of great significance in Sri Lanka” (ibid.). Whilst the NGO and Cooperative sector is small in absolute terms, as shown in Figure 1, it is important to the people who access it. NGO and Co-operative finance are also subject to different regulations to the commercial banks and, for the purposes of this paper, are considered as outside of the main banking system. Another newer source of micro-credit, the Samurdhi banking system linked to the Samurdhi welfare benefit scheme, is discussed later in the paper but is also not regulated in the same way as the commercial banks.

Section 3:  Theory

The use of banks for credit occurs in competition with other forms of informal-sector credit and lump-sum receipts such as dowry. In this section I review the theory of multiple factors affecting the use of bank credit, and this approach underlies the regression analysis of bank borrowing that follows in Section 4. I also analyse household savings in the latter part of Section 3, noting (again) that informal-sector alternatives compete with placing deposits in banks. In the analysis of dualistic credit markets there is an ever-present awareness that a saver could even lend money to another person, and thus simultaneously be operating in the savings and the credit part of the market. This situation has received detailed treatment in the neoclassical literature on dual credit markets (IBRD 1989; Roemer, 198*). However I develop the analysis further from the household viewpoint to allow for a differentiation of cash savings deposits versus net aggregate savings.  The former definition is more useful for analysis of financial exclusion and is applied in Section 4.

Demand for Credit Services.

The explanatory framework includes demographic factors, economic, and socio-cultural factors on the demand side and various other factors on the supply-of-credit side. the first group of factors (summarised in Diagram 2) influence the taste for bank credit among respondent households.  The demographic factors include the number of children and age of youngest child, representing for each couple the approximate number of years since marriage and hence acting as a proxy for the rise in the household consumer-worker ratio during the early years of marriage if the woman's fertility rate is average.
  

Economic factors linked to having a taste for credit include the desire to buy large durable consumer goods, the desire to buy now and pay later (profligacy), an unwillingness to save (lack of prudence), and the household's total income which is closely associated with the need to use credit or savings to enable lump-sum purchases to be made. Another important economic factor influencing the uptake of formal-sector credit is the transactions costs incurred by the potential customer.  They must gauge the likely costs in terms of time, transport expenses, the need for producing copies of deeds or getting a promissory note stamped, and other transaction costs.  Queues are a well-known feature of the pawning window of major banks, and whether they use a ticketing system or a physical queue the result is nevertheless that a borrower has to waste part or all of a day just to pawn a piece of jewellery. 

Diagram 2: Demand- and Supply-Side Factors Influencing the Uptake of Bank Credit
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Note:  Income earners were asked to declare whether they earned income from property.  A separate part of the CFS questionnaire asks for employment status of individuals.  One option was 'self-employed' and this variable is used, as well as 'having a household member earning income from property', since they are neither mutually exclusive nor identical in coverage. One can, for instance, have zero income from self-employment.

The qualitative research indicated that computerisation of pawning services could reduce the size of queues and we may therefore expect to see differentials in uptake of loans in different regions depending on the people's access to fast banking services. A third economic aspect leading to high demand for bank services is the investment motive of small-business, micro-enterprise and farming households.  Data on household credit certainly incorporates a certain amount of micro- and small-enterprise credit and the capital residing in the business creates a possible source of security which makes formal-sector credit a possible provider.

Next, among the demand-side factors the socio-cultural aspect of household differentiation needs to be discussed.  Firstly there is a possibility that cultural change is reflected in various types of household-level attitudes to borrowing (and saving; see below), with some more traditional households resisting the tendency to commercialise and not getting involved in formal-sector transactions; at the other extreme it appears from our qualitative research and the pilot study that some urban households are keen to maximise their commercial involvement and even see it as a prestigous, high-status set of activities.  Using credit cards and having car loans fit into this category.  Meanwhile credit is also considered desirable and acceptable among certain groups of employees, notably government employees but also (according to reports in all 5 fieldwork areas) among private-sector employees who have good contractual terms. The confidence to borrow, knowing that future salary or wage earnings can slowly pay off the loan, is widespread among this group.  A second source of socio-cultural variation in the demand for bank credit lies in the ethnic affinities of minority groups.  We found in the pilot study that people in the buddhist sinhala majority ethnic tended to argue that banks should lend more (not less) to people, and the differentiation was noticeable between Sinhala and non-Sinhala respondents in the small group of respondents -- 400 non-randomly selected individuals in 4 locales. The fifth locale's random-sample fieldwork showed Muslims (who form half of the local population) to have markedly different attitudes to credit compared with non-Muslim sinhalese.  In addition it is possible (though our qualitative work does not test this notion) that Tamils of either Indian or Ceylon origin may differ from other cultural groups in their attitudes. There is little doubt that the Burgher cultural tendencies, found partly among today's Catholics but also among other Christians, may favour higher use of banks and other formal-sector institutions.  However this possibility is not tested in this paper because the number of Burghers nationally is a small percent of the total. A third source of socio-cultural variation might potentially rest in Sri Lanka's regions.  The testing of models using the national data set is undertaken on the assumption that people in some regions may have a cultural affinity for, or against, commercial bank usage.

Lastly some customers think they are barred from using specific banks for lack of a personal contact among the staff.  Therefore we may expect to see ethnic variation in uptake of bank services even though the interpretation must be made cautiously.  For instance if muslims use a specific non-muslim bank little, it might mean (a) that the local muslim people object to credit in general and have other means of saving money; (b) they the local muslim people object to usury not to credit, but perceive that banks charge interest, arguably qualifying as riba [usury] and therefore should be avoided; (c) local muslims are too poor to need bank services on the scale of the majority ethnic group; or (d) local muslims feel they simply do not know the staff members of the bank, who may be in the other ethnic groups, so although they have no objection to going in they reckon they wouldn't be allocated either a loan officer's time or a loan of adequate size to be of use.  My discussion of social contacts is based on village fieldwork as well as urban interviews.  It is widely claimed that differences in bank-use behaviour are not ethnically determined but that the range of social contacts is, admittedly, rooted in the networks of each ethnic groups.  These networks operate along the lines of marriage, joint business enterprises, and political parties as well as funeral societies and other non-governmental organisations.  Respondents insisted on the importance of the social-contact aspect although it is hard to pursue using quantitative data in this paper.

Income of households is strongly associated with the use of banks.  One reason is that price and income levels are simply higher in cities, and city dwellers have the banking habit to a greater degree.  We examine the links between occupation and use of banks in order to pin down the additional effect of occupation once income-level factors have been taken account of.  Multiple regression is ideal for this kind of multi-causal modelling.  In view of the link between total income and size of household, with extra adult members contributing to household income, it might seem advisable to operationalise income levels in per-capita terms. In some sections I report outcomes according to income deciles in per-capita terms but the use of banks varied less according to per-capita income and more according to total income.  Therefore we have tended to use total household income in the regressions whilst recognising that per-capita income (which tends to push large households into the lower income deciles) is also an important policy variable.  

The definition of a 'household' is slightly problematic in Sri Lankan data.  A household, consisting of members who eat food cooked from a common pot or in the same kitchen, may consist of two or more 'spending units'.  For instance, two brothers may insist that their nuclear families are separate spending units although they initially appear to be in one household (because they live in one building with one kitchen).  Other households have servants who eat food cooked in the house, and sleep in the house, but keep their finances separate.  Throughout this paper the term 'household' is used interchangeably with the technical term 'spending unit' which is used in the Consumer Finance and Socio-Economic Survey to represent the smaller unit which actually manages its money as well as its food together.  (See Central Bank of Sri Lanka 1999a-c for details.)

Qualitative research, reported on separately, examines the cultural tendencies, discourses in use, and assumptions about the rights of bank users that impact on the socio-cultural aspects of demand for banking services.  

Turning to the supply of loans to customers, and the possible rejection of potential customers, we have four main factors:  banks' view of the collateral and risk associated with each borrower; perceived occupation-related opportunities; regional supply variations in the formal banking sector; and banks' transport difficulties.  Banks view the risk associated with a certain type of loan as being closely tied to the type and amount of security offered.  The main types of security recorded in the national data set are promissory notes, personal guarantees, immovable property, movable property, and jewellery. Banks use the last three of these extensively whereas other formal- and informal-sector credit sources use the first two.  Promissory notes are written for many bank loans even though there may also be a physical collateral as well, so these categories are not necessarily mutually exclusive.  They are operationalised as mutually exclusive in the CFS so a word of caution is due in the interpretation of the security data.  

An overview of the use of different types of security by income decile is provided below (Diagram 3).  
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Diagram 3:  Credit Flow by Security Type (Means in Rupees at Household Level, 6 Months)

We expect access to credit to be mediated by households' total asset values, but asset-value data are not available in the national survey. Income must act as a proxy.  In this context we also use a dummy variable showing whether a given household employed a paid servant, since this acts as a proxy for wealth and incorporates a status factor that is likely to be associated with high property values.

Banks may assess a customer's ability to repay in terms of their occupation.  An enterprising farmer or a business person in a growing sector might look a good investment for the bank.  We allow various occupation dummy variables to enter the explanatory model, and these are used in the format:  'if a person in the household had that occupation, then the household is recorded as having that occupation'.  Therefore one household may have several occupations and the variables have low cross-correlations. 

Next it is possible that a shortage of bank branches limits the ability of banks to reach the population in specific districts.  This causal mechanism overlaps with the peoples' reckoning of the expected transactions costs (especially transport costs) involved in arranging a loan. It is hard to justify using a variable rural/urban/estate sector in Sri Lanka to reflect remoteness, since some urban areas are dotted across the country (notably Kandy) and since the estate sector overlaps with the rural sector but is treated differently for various reasons.  The CFS also had problems in the allocation of peri-urban areas to the rural or urban categories.  We down-play the rural/urban proxy variable in favour of looking at district-wise variation in the supply (and demand) for credit.

However it must be noted that bankers in Sri Lanka try to reach their potential clients in a given catchment area, and they use mobile vans and motorbikes sometimes in order to do so.  Transport in hilly areas is notoriously difficult and it sometimes makes more sense for a banker to send a mobile van out to catch customers than to sit back and wait for customers to come in. Savings are particularly being encouraged through mobile vans among certain rural development banks. The costs of such activities have to be assumed to be less in urban areas, though, so again there is reason to expect highly urban areas (Colombo and Kandy but also others) to have less evident financial exclusion.

In summary, the model we are using is a multidimensional explanatory model with social, economic and even psychological factors entering.  The choice of data set limits the ability to operationalise this model and makes the conclusions somewhat tentative.  Diagram 2 surveys an interdisciplinary approach to the use of financial services that is consistent with the literature on formal-sector and informal-sector credit and savings. 

Savings.

A multidimensional approach is also taken to the inclination to save in formal-sector institutions.  We envisage a person in a household having a taste for savings, affected by their social position and by the economic character of their employment and their household members' assets and employment. In addition, savings rates are affected by the availability of formal-sector institutions and how willing they are to allow people to open accounts.  The explanatory model is not problematic.  However the nature of the savings outcome requires further discussion.

In this section a clarification of four ways to define savings is offered.  The section helps close readers of financial statistics to see how the data recorded in the CFS compare with standard economic definitions of savings.  In particular, the CFS reports use a non-standard definition of savings and, as a result, are able to show a positive picture even when many poor households have low savings in banks.

Households are considered to save whatever income they do not spend over a given period.  In the aggregate, the quantum of saving is:

Savings1 = Y - E = deposits and other net investments such as giving or receiving dowry.

where E is expenditure on food and non-food items, and Y is income, including the wages, salaries, profits, rent and interest received by all household members.

This figure is often approximated by taking recorded expenditures and subtracting them from recorded income, but as a result the poorest three deciles can often be shown to have negative saving and the rest positive saving.  This result is consistent with Keynesian thinking but does not quite reflect the expenditure pattern of the poor.  The households in the poorest deciles do spend money on durable goods and these are often considered to act as a kind of saving.  Thus if we split Expenditure into current expenditure E1 and durable-good expenditure, such as investment in jewellery but also fridges or cars, denoted E2, then we have:

Savings2 = Y - E1 = E2 plus deposits and other investments such as giving or receiving dowry, where:

E1 = current expenditure on goods & services; and

E2 = expenditure on investments in durable goods.

Those households with negative Savings2 may have positive E2 but negative flows of investments, ie they withdraw or borrow money in the recording period.

Finally, if we want to decompose the informal sector more we may attend to the difference between net deposits D(net) in formal-sector institutions, which are recorded in the CFS data set, and the informal-sector net investment E3.

Savings3 = Y - E1 = E2 + D(net) + E3

The gross flow of deposits D(gross) is offset by gross withdrawals D(withd) giving D(net). Clearly the poor deciles with net borrowing in the informal sector (E3 negative) will have low savings in the specific sense denoted as Savings3 here. Moneylenders have large Savings3 (due to E3>0) in those years when they lend more than they receive in repayments.

The banks are competing for the sum D(gross), which in this paper is represented by the gross flow of deposits in a six-month period into the following arrangements:

· Savings accounts in National Savings Bank, Post Office Savings Bank, Rural Banks, Cooperatives, Commercial Banks, and Finance Companies;

· Savings Certificates in NSP and POSB;

· Fixed Deposits in each institution;

· Government investments including treasury bills, rupee loans, and debentures;

· Private-sector investments including shares, debentures, commercial paper and other.

In summary we should distinguish three measures of savings:

Savings1 which is 'leakages from current goods & services consumption'; 

Savings2 which is 'durable goods, deposits and informal-sector net savings'; and 

Savings3 which is 'durable goods, formal-sector net deposits and informal-sector net savings'.

A household which is low or negative on savings1 may have Savings3 [and in particular E3 ie borrowing on local credit markets) offsetting the apparent anomaly in their household budget.  These are the households who borrow on the informal credit market, as well as pawning goods among other strategies.  In the face of high interest rates these households are likely to abstain from durable goods consumption and thus to run down their house. They may lack the ability to invest in human capital except to compensate for poverty-related crises.  

The Consumer Finance and Socio-Economic Survey shows positive savings among all income deciles.  The definition of savings used there is:

Savings4 = E2 + D(net) 

From the equation above, it can be shown that Savings4 neglects the role of the informal sector. From this one and the preceding equation, it can be shown that 

Savings4 = Savings3 - E3

To a great extent among the poor deciles E3 is negative, so subtracting E3 involves allowing informal-sector borrowing to exaggerate the CFS measure of household-level savings among the poor.  The CFS reports thus bias the personal savings rate upwards by a sum equal to the net lending of the informal sector.  In the aggregate this is not much of a problem, but when specific income deciles are being examined it is crucial to specify which operationalised notion of savings is being used.  Otherwise the aggregate figures will exaggerate the picture.

In the regressions that follow we refer mainly to gross bank deposits, defined earlier, without allowing for withdrawals or any of the informal-sector transactions.  In other words we focus on the gross amount of bank-based savings activity.

We then examine how well a multi-level model with personal and household-level demographic and economic factors combined with District location performs in predicting the savings behaviour in the CFS sample. Geographic aspects of a poverty trap are particularly noticeable in the sense that savings behaviour is restricted in specific remote parts of certain less urbanised Districts, notably among households with low levels of commercialisation.

Section 4:  Results

The results section deals with formal-sector borrowing first, then informal-sector borrowing and alternative Micro-Finance Institutions (MFIs) which were small in scope in 1996/97.  Finally the paper turns to formal-sector savings.

Linear regression analysis was used to examine the factors associated (in the data) with the flow of bank debt, with the flow of total debt, with the uptake of moneylender credit, and with the uptake of special NGO loans.  We began by using logistic regression to see which households engaged in bank borrowing in the 6 months preceding the survey (thus examining cases where the flow of credit was above zero). The best way to estimate the quantum of bank borrowing is with a Heckman two-equation model. The general form of that model is given below.

Eq. 1:  The Logarithm of the Amount Borrowed from this Source = Y1 = g ( other factors )

Eq. 2:  The Probability of Taking Credit from this Source = Y2 = f ( various factors )

The factors listed in Diagram 2 apply within both equations so there is some overlap of the independent variables.  However Eq. 1 is seen as being dependent upon the outcome of Eq. 2, and indeed Heckman's lambda measures the degree of dependence of Y1 on Y2.  Without the Heckman equational structure, a biased estimate of Eq. 1 is obtained, since sample selection would leave out those households that did not borrow in the reference period.  The censoring of the sample is adjusted for by allowing the non-borrowing households to be included in the estimate for the overall debt functions. Stata software was used for estimating the Heckman equations.

Secondly logistic regression was used (using SPSS software) to estimate other equations where the quantum was less central than the use of a service, e.g. taking moneylender debt or NGO debt. We examine the district-wise differentials in the occurrence of seven financial services, as summarised in Table 3.

Table 3: Regression Results For the Flow of Bank Debt and Flow of Bank Savings (Heckman Structural Equation Model to Avoid Sample Selection Bias)


Dep. Var Log of Rupees Flow of Bank Debt (6 Months)
Dep. Var Whether Had a Bank Loan
Dep. Var Log of Rupees Flow of Formal-Sector Savings (6 Months)
Dep. Var Whether Had Any Formal-Sector Savings


These two equations are linked.
These two equations are linked.


Regression 1A 
Regression 1B
Regression 1C 
Regression 1D

Districts
see appendix
see appendix
see appendix
see appendix

Log of Income
-1.6
2.1
-4.6
-0.9

(Log Y)2
1.4
-1.9
4.3
1.2

(Log Y)3
-1.1
1.7
-3.8
-1.3

Paid A Servant
2.1
X
2.0
X

When Had Last Baby
-1.0
X
-8.2
X

Managing Property
X
3.7
X
-0.2

Have a Farmer
X
-2.2
X
1.8

Have a Casual Labourer
X
-2.4
X
4.4

Have a Contract Labourer
X
0.6
X
1.1

Have a Self-Employed Person
X
0.5
X
0.3

Have an Employee
X
1.2
X
-0.8

Tamil Ethnicity
X
1.4
X
-6.3

Muslim Ethnicity
X
-0.3
X
-3.5

athrho@


38


lnsigma@


41


@ The Z statistic for the estimated rho and lnsigma are given  here. These indicate high significance and thus suggest that the two equations are indeed independent but that the complex functional form is appropriate.

Note:  The table contains the Z statistic for the X variable's coefficient. X in a cell means that variable is not put into the equation because it is not a causal factor.  

|Z| > 3 indicates one-sided significance levels of less than 1%.

|Z| > 2 indicates one-sided significance levels of less than 5%.

|Z| > 1.5 indicates one-sided significance levels of less than 10%. 

n = 9351 households.

Uptake of Savings:

The table below summarises savings by per-capita income decile.  It uses a concept of gross cash savings in various formal-sector financial institutions (not just banks) as described in Section 3.  The savings shown here exclude informal-sector lending and borrowing and thus correspond directly to the concept 'gross deposits' denoted D(gross) above. An immediate finding is that even the poor "save", with 8% of income in the lowest decile flowing into banks at least temporarily according to the CFS data.

Table 4

Savings by Per-Capita Income Decile

Per-Capita Income Decile
Household Income


Number
Mean
Savings/Income

1
16696
7.9%

2
23261
4.2%

3
27759
3.7%

4
31400
6.1%

5
36643
4.8%

6
42154
5.7%

7
49671
12.1%

8
59873
9.3%

9
75743
11.0%

10
155538
18.2%

Overall Average
49867
10.7%

Note:  The deciles are set up here according to per-capita income but the income level reported is total household income over 6 months in 1996/97 Rupees.

Table 5: Logistic Regression Results For Use of Bank and Non-Bank Services


Dep. Var Whether the Household Had a Bank Loan (cf. 1A, 1B)
Dep. Var Whether Household Saved with Banks At All
Dep. Var Whether Household Had a Boutique Loan 
Dep. Var Whether Had a NGO or DFI* Loan


Regression 2A
Regression 2B
Regression 2C
Regression 2D

Districts
see appendix
see appendix
see appendix
see appendix

Log of Income
3.3
1.14
3.4
2.7

(Log Y)2
-3.2
-0.9
-3.0
-2.7

(Log Y)3
3.0
0.8
2.6
2.7

Paid A Servant
-2.5
2.2
-2.1
-0.3

When Had Last Baby
5.5
8.5
8.0
1.6

Managing Property
3.9
-0.3
-1.7
2.1

Have a Farmer
-3.2
0.8
5.3
0.8

Have a Casual Labourer
1.2
3.2
4.8
3.0

Have a Contract Labourer
1.8
0.7
0.7
0.1

Have a Self-Employed Person
1.2
0.5
-0.9
-0.5

Have an Employee
5.3
-0.6
2.2
-0.2

Tamil Ethnicity
-1.1
-9.0
6.9
0.1

Muslim Ethnicity
-2.6
-6.1
0.6
-1.2

LR Chi2 Prob'y
.000
.000
.000
.000

Note:  The table contains the Z statistic for the X variable's coefficient. X in a cell means that variable is not put into the equation because it is not a causal factor.  

|Z| > 3 indicates one-sided significance levels of less than 1%.

|Z| > 2 indicates one-sided significance levels of less than 5%.

|Z| > 1.5 indicates one-sided significance levels of less than 10%. 

n = 9351 households.

* Note:  DFI refers to Development Finance Institution and NGO refers to Non-Governmental Organisation.  Since 1996, the scale of NGO/DFI finance has increased in Sri Lanka.

With logistic regression one can also examine the ethnic, occupational, income-related, and personal factors associated with the use of chit funds and professional moneylenders.  

Table 6: Logistic Regression Results For Use of Informal Sector Financial Services


Dep. Var. Whether Household Had Saved in a Chit Fund (Seetu)
Dep. Var Whether Had a Moneylender's Loan


Regression 3A
Regression 3B

Districts
see appendix
see appendix

Log of Income
-3.2
2.3

(Log Y)2
3.9
-2.2

(Log Y)3
-4.0
2.0

Paid A Servant
-2.1
-2.0

When Had Last Baby
7.4
7.8

Managing Property
0.6
0.6

Have a Farmer
-2.6
-0.3

Have a Casual Labourer
5.6
3.8

Have a Contract Labourer
1.7
0.5

Have a Self-Employed Person
4.8
1.6

Have an Employee
6.2
-1.6

Tamil Ethnicity
2.6
9.9

Muslim Ethnicity
-7.0
-2.4

LR Chi2
682
337

LR Chi2 Prob'y
.000
.000

Note:  The table contains the Z statistic for the X variable's coefficient. X in a cell means that variable is not put into the equation because it is not a causal factor.  

|Z| > 3 indicates one-sided significance levels of less than 1%.

|Z| > 2 indicates one-sided significance levels of less than 5%.

|Z| > 1.5 indicates one-sided significance levels of less than 10%. 

n = 9351 households.

Multilevel analysis adds a special focus on regional variation in the exclusion of poor people from banking services to the poverty focus embedded in the explanatory model. The percent of income received in kind is used as a proxy for the remoteness of each household and for relatively uncommercialised livelihood strategies.  The results in Table 7 suggest that these households are seriously constrained from making formal-sector savings.  Total income appears irrelevant to savings quantums whereas the degree of commercialisation is highly associated with formal-sector savings.  The coefficient on kind income as a percent of total income is negative and implies either (1) self-exclusion from formal-sector savings (a matter of taste), (2) or high transaction costs involved in making deposits, or (3) bank rejection of less commercialised households as account holders.  A combination of these three factors is likely to act as a part of the poverty trap for remote households.

Table 7: Logistic Regression Results For Use of Banking Services With Test for Poverty Trap


Dep. Var. Whether Household Had Any Bank Loan
Dep. Var Whether Had Made Any Bank Savings
Dep. Var Whether Had Used Either Banking Service (Credit or Savings) 


Regression 4A
Regression 4B
Regression 4C

Districts
see appendix
see appendix
see appendix

Kind Income as a % of Total Income
-0.7
-3.0
-3.2

Log of Income
3.3
1.0
1.4

(Log Y)2
-3.1
-0.9
-1.2

(Log Y)3
3.0
0.7
1.1

Paid A Servant
-2.5
2.2
1.5

When Had Last Baby
5.4
8.2
9.2

Managing Property
3.8
-0.3
1.3

Have a Farmer
-3.1
1.1
-0.3

Have a Casual Labourer
1.1
2.7
3.8

Have a Contract Labourer
1.8
0.6
1.5

Have a Self-Employed Person
1.2
0.3
1.5

Have an Employee
5.2
-0.9
1.7

Tamil Ethnicity
-1.1
-9.2
-7.6

Muslim Ethnicity
-2.6
-6.2
-6.1

LR Chi2
509
628
714

LR Chi2 Prob'y
.000
.000
.000

Note:  The table contains the Z statistic for the X variable's coefficient. X in a cell means that variable is not put into the equation because it is not a causal factor.  

|Z| > 3 indicates one-sided significance levels of less than 1%.

|Z| > 2 indicates one-sided significance levels of less than 5%.

|Z| > 1.5 indicates one-sided significance levels of less than 10%. 

n = 9351 households.

In addition, a test of whether a household's local relative income had any additional influence on the use of bank services was conducted.  Relative income in local terms was expressed using household income as a percentage of the District's mean household income. A positive effect on using bank services would tend to suggest that people of high relative local status are more likely to be bank users. We use this test to examine whether the status aspects of  both demand and supply of banking services have been adequately taken account of through the other independent variables. The tests for an additional impact of a household's relative income, compared with its local mean income level, showed that there was no significant effect on the bank borrowing and bank saving variables.  

In this section we have shown that income and occupational variables are of central importance, at least as proxies for taste, ability to repay, ability to save, and access to banking services.  The effects of two occupations will require further enquiry: Firstly, casual labourers clearly use more moneylender loans than do other households but they also use a lot of bank loans (after allowing for both District effects and income effects). Secondly, farmers did appear to borrow more money, presumably in part for enterprise purposes.  More detailed research with a gender element may show whether specific types of farmer succeed in getting bank loans whilst other individuals are restricted in their use of banks. If one household member is already in debt to a moneylender then the next person in the household is not able to use the property pledged (jewels or land) as collateral.  Fieldwork in Kandy District revealed many farmers to be angry about the difficulties they have getting bank loans.  Interviews also showed the land of indebted farmers frequently to be pledged as collateral in the informal sector.  There is an overlap in the collateral procedures between banks and moneylenders, because informal credit is often partly formalised through the local notary attesting that deeds have been signed over de jure whilst leaving de facto management of the property with the borrower. This formality makes  it impossible for any other household member to use the property as security for another loan.  Yet there is a widespread perception among Sinhala people (rare among Muslims) that women and men borrow money and save independently of each other; in practice, women are constrained from using the household's property as collateral if a man uses it first. The analysis has thus decomposed the factors leading to bank usage.  It has been suggested that in the upcoming 2003/2004 CFS re-survey individuation of loans and savings may be recorded, whereas the present 1996 dataset only offer glimpses of individual factors affecting credit and savings. In the rest of the results section we present descriptive statistics and qualitative background to the findings that poor households lack access to bank credit and tend to use expensive moneylender credit instead. Then in the next section we review the District dummy effects which are gathered in Appendix 1.

Occupations of household members proved crucial for people to get access to specific sources of credit.  For banks, having a self-employed person (especially one successfully reporting income from property) was strongly associated with the granting of credit.  In addition having an employee in the household was a strong positive factor whilst having a casual labourer was a strong negative factor.  There may be an element of reputation here in banks' refusal to give credit facilities to casual labourers, but this overlaps with the lack of economic collateral among this group.  Farmers' borrowing seems low compared with what one would expect, given that they are an investing group. It is possible that farmers' ability to use their land as collateral is restricted either because of (a) problems with title; (b) costs of getting land deeds documented for the banks; and (c) individuals in the farm household committing the land as security for a previous loan so that it is not available for use by the bank.  Specifically, many promissory notes and guarantors' notes in the informal sector are based upon a prior transfer of land (by formality only) to the lender's name.  The extracts below from an interview illustrate this particular situation from an informal moneylender's viewpoint:

Nishara Fernando (Researcher): O.k. Are there people who lost their lands houses?

Respondent (Moneylender): Yes. There are so many people. 

Can you tell one incident like that? Tell me that such a thing has been happened to such a person.

One person took a loan from me. I don’t know his name.

How much did he take?

One lakh (Hundred thousand) of rupees.

He took the loan and built up the house. For taking the loan he kept the deed of his land with me.

When was that?

About 5 or 6 years back.

Ah-

He built up the house using the money taken from me. 

Did he complete it?

Yes. He completed it. But he was unable to pay the loan.

Then?

After sometime he told that he was going to sell the newly built house. Then, I said O.k. and I told that anyhow I want my money. Now, there’s nobody in that house. It’s empty now.

Is it yours now?

No! No! It’s not mine. They sold the house. I transferred it to the new owner and I took my money. 

When did this happen?

About 5 years back.

Your interest?

I took my interest also.

How much did you take?

I took a very small amount. I can’t say the exact amount. Those days he had a lot of difficulties. Therefore I didn’t charge my normal rate.

Ah!

Normally I charge 10% for a month.

. . . 

There was a Muslim fellow called ‘"Ahmed" [pseudonym]’ who took a loan from me to send his son abroad.

About how much?

Rs.17500/-, those days.

How many years before was this happened? 

About fifteen years back.

Long ago!

I was waiting for years and years till the fellow settle up the loan. Then, I realized that he was not going to pay it. Eventually I went to courts. After ten years the courts gave their verdict so that I receive courts charges, house rent of Rs.300/- per month for 120 months and the ownership of the land.

Sir, you must have spent a lot.

Why not? I must have gone to courts for this case about thirty or forty times. 

A period of ten years is not small thing. 

Then, their people got together and collected money, they gave me Rs.100000/- and I gave my consent to cancel the transfer of the land. I didn’t receive anything other than that. Only Rs.100000/- No courts charges! No house rent! Nothing!

Is there a lot of cases like that?

Yes!

For this transaction, I think you had prepared all the legal documents.

Yes. Unless the transfer of the land was written they wouldn’t have given a single cent.

Won’t they give?

Yes. They won’t. Do they give money like that on their own decision? Everything was happened because the transfer was taken place. When the land has been transferred legally, how can they refuse that?

They can’t do that!

There are a lot of such incidents. 

. . . 

Ah- tells me the reasons for which they ask.

Generally I ask them the reason. Some of them want money to go abroad. Sometime they tell some other reason. There are people who say that he wants to buy a land and it’s worth one and half lakhs. But he has only one lakh at the movement and therefore he wants the balance Rs.50000/- from me. Then, I give money and the land has to be transferred to me as freehold.

The land?

When he returns money I get another deed written so that the land being transferred to him.

Do you do that since they are intimate people?

Ah- 

When the land is transferred like that, Sir, you are the owner of the land legally.

That’s correct. But I never go to get the income of that land.

Ah- you don’t do that…?

No. No.

It depends on the humanity. Is that so?

Yes. It is due to the faith on the people. If he has taken money, he must return it anyhow. That’s why he has been trapped there.

Ah- when the deed is written, Sir, you are the owner of the land. But you don’t take any income from that, No?

Yes. He has to return my money and become the owner of the land. That’s the help I do. Then, he has to give some more money to me, as I also need money to live.

That’s correct.

Source:  Fieldwork, May 2001.

A final element in the explanation of these patterns, however, is the use of moneylender credit among the poor.  Diagram X below illustrates the use of high-interest moneylender credit particularly among poor people.  
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Diagram 4:  High Interest Rates Paid By Households in Each Per-Capita Income Decile

The diagram above shows, for each per-capita income decile, the average among the households of their maximum rate of interest (% per year) paid among any debts they incurred in the 6 month recall period.  The diagram ignores those households which did not incur debt during that time. The mean of the maximum rate paid by households varies from 71%/year in the poorest decile to 33%/year in the best-off decile.
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Diagram 5:  Average of All Interest Rates Paid by Households (Including the Zero Interest Rates of Non-Borrowing Households)
Note:  The bar chart above averages the interest rates paid on loans across households with zero loans (interest rate zero) and those with loans (in which case the maximum rate paid is taken here).

In these diagrams an effort has been made not to overstate the argument that moneylenders charge usurious rates.  For each household, the highest rate paid to an NGO or development finance institution was calculated; the highest rate paid to a bank was calculated; and the average rate paid to a moneylender (if the household had more than one such loan, as some did) was calculated.  In this way, the impact of any short-term loans which might have been quoted at 25% for 1 weeks (which gives 100%/month and is the maximum rate reported) is reduced.  Most of the high-interest loans were simply at 120%/yr, 240%/yr, or 360%/yr., representing the common use of 10%, 20% and 30% per month rates in Sri Lanka in the survey period.  Then these interest rates were averaged in each per-capita income decile to see what patterns appear among those households which did borrow in the 6 months leading up to the 1996/97 survey.  The diagram shows that the poorest households pay the highest moneylender interest rates but the lowest bank interest rates; they are eligible for low-interest loans while urban high-income households pay premium interest rates when sometimes in banks.  All households using NGOs or DFIs paid much lower rates.  Some households used more than one source in the six-month recall period.

Moneylender credit with interest is charged at relatively lower rates among the highest-income deciles.  It is still quite common there, as the Table below shows.

Table 8

Per-Capita Income Decile Number
Average Household Income 

(6 Months, Rs.)
Moneylender Loans as a % of Household Income (Mean)

1
16696
1.7%

2
23261
1.8%

3
27759
1.3%

4
31400
1.3%

5
36643
0.7%

6
42154
1.0%

7
49671
2.6%

8
59873
1.3%

9
75743
1.1%

10
155538
2.2%

Overall Average
49867
1.6%

Note:  The table shows average household income in each of ten per-capita income deciles.  

Overall, inflation differentials by region 1996-98 were relatively small, but the effect of specific food prices was different in different districts of the country (Deerasinghe, 1998).  Food prices form a major part of the consumption/expenditure basket in different parts of the country, and affect farmers differently from the way they affect consumers who do not produce. Because of the huge urban/rural differential in income levels, we can expect the levels of prices for specific groups of products, notably food and non-food, to differ in substantial ways across districts whilst also affecting the purchasing of poor and rich differently.  These contribute to the rationale for examining how local income inequality appears to affect (or to be associated with) the uptake of banking services and the payment of exorbitant interest to moneylenders.

Section 5:  Inequality, the Regions, and Access to Banks

Poorer households are effectively excluded from bank borrowing by their lack of collateral, but many manage to borrow elsewhere and thus may practice 'self-exclusion' rather than experiencing either financial exclusion per se or overt rejection by banks. The regression equations in Section 4 have illustrated this problem.  

Certain regions are also disadvantaged in their supply of banks, and these Districts can be identified by examining Appendix 1 carefully.  Regional inequality would be worsened if access to banks were further restricted to urban areas and to the more developed regions.  

However relative income inequality did not contribute much to the explanation of the financial services outcomes.  Thus it appears that the uptake of financial services rises with commercialisation. Structural differences in the occupational and asset characteristics of households by district probably explains some of the overall differences in financial services uptake, but District dummies still play an important role. It is likely that provision of banks in each area affects the likelihood of households, especially those with poor people in them, using banking services. Whilst stressing the systematic poverty trap that perpetuates financial exclusion among more remote poor households, this paper has also raised ethical issues related to ethnicity and thus engages in the debate over multi-culturalism which has a strong regional flavour in the Sri Lankan context. In this aspect the argument follows the suggestion of Sayer (1999) that rather than making universal prescriptions, economic analysis can support attempts to diversify economic regulations, open windows of opportunity for specific cultural sub-groups, and thus value culture whilst improving economic conditions.

Section 6:  Conclusion

In this paper a multi-dimensional model of the factors influencing the use of formal-sector credit and savings services was presented.  The savings side of the model was explored carefully and household savings was operationalised as gross formal-sector deposits, which about 50% of households in Sri Lanka made during the 6 month recall period in 1996/97.

The results indicate self-exclusion from banking among specific minority ethnic groups (Tamils and Muslims); financial exclusion of some poor people both through their location in remote districts and through their shortage of collateral security. Having permanent employment is felt, in Sri Lanka, to be a sure route to finding a Guarantor willing to sign for a bank loan.  Not having permanent employment, however, leaves a household's members searching for alternative sources of credit some of which are extortionate.  In addition, a poverty trap in which savings are discouraged in remote places and particularly among less commercialised households was identified.  Aspects of this trap were explored, and relative income levels (compared with district mean incomes) were not found to be an important part of the explanation.  Instead, demographic factors over the life-cycle of the household (consumer-worker ratio) and the status of the household (proxied by the household paying a servant) were strongly associated with both credit use and savings in the formal sector.  The paper supports the idea that poor users of financial services are heterogeneous (as put forward by Bennett and Cuevas, 1996, and others).  Thus the advantages of an interdisciplinary model have been highlighted, although the traditional economic explanations involving income factors, occupational factors, and transactions-costs related factors are all supported by the data, too.  Interest rate levels and interest-rate margins among the formal sector providers of financial services are raised as an important policy issue, along with the question of the location of banks and whether during a financial liberalisation period the rural banks will continue to maintain branches in or near remote areas. These issues are discussed further in two related papers which are presently being produced.
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Appendix 1:  Decomposition of the Effects of District Location on Financial Outcomes





   R E G R E S S I O N    E Q U A T I O N      N U M B E R 

District
1A
1B
1C
1D
2A
2B
2C
2D
3A
3B
4A
4B
4C

Dep. Var:
Loansize
Bank Loan
Savings Amount
Did Save
Have Bank Loan
Did Save
Boutique Loan
Had NGO Loan
Used  Chit Fund
Used Moneylender
Bank Loan
Did Save
Had Any Formal Account

Colombo


-3.7
-5.9
-2.7
-5.1
-7.7


6.0
-2.6
-4.9
-4.5

Gampaha
-1.5


2.0
-2.7
-1.5
-3.7

4.6
5.5
-2.7
1.5
-2.2

Kalutara
-2.0

-2.6
-4.2

-3.6


1.5
2.4

-3.6
-3.0

Galle
1.6
-4.6


-3.5

-3.0
-2.4

2.0
-3.6



Matara
2.5
-4.4
3.3
4.2
-2.5
4.1




-2.5
4.2
2.6

Hambantota
3.9
-2.6
2.4
3.1
-1.7
3.4



3.1
-1.7
3.4
2.2

Moneragala



2.0

1.8





1.8


Polonnaruwa


2.4

2.1

1.5
 
2.2
4.7
2.1



Anuradha
-2.1




1.7



2.6

1.6


Puttalam
1.5
-2.7

-1.7
-2.3
-1.6
-2.2


1.9
-2.3
-1.8


Matale
-1.5













Nuware Eliya


-4.2
-4.5

-3.3
1.6
-1.8

4.1


-3.4

Ratnapura

-2.8


-3.0


-1.5
2.7

-3.0



Kegalle
1.7

2.9


-1.7


1.4





Kurunegala
3.1
-4.2
3.5
2.7
-2.4
3.6
-3.0
-1.9


-2.5
3.4
1.9

Constant term

-2.4

0.5










Note:  Kandy District is the base case for the district boolean variables.
Equations related to savings are highlighted for easy interpretation.

Those Z statistics less than 1.5 in absolute value are omitted from the table.

Appendix 2:  Qualitative Data Illustrating the Use of Property as Security in the Informal Credit Market

The extract below is from an interview between Nishara Fernando and a local moneylender.  The same moneylender is the respondent in the extract in the paper itself

N: Can you explain about one person who lost his land, house or vehicle? It’s not necessary to tell the names. Just tell the incident.

(A discussion between the father and the daughter)

Father: You know that those people lost the vehicle, No? (Not clear)

Now, they don’t have…(Not clear)

Daughter: Now, where is that…(Not clear)

Father: It’s not nice to tell the names of the people. I know them well. They took a loan keeping the vehicle as surety and didn’t pay it back correctly.

N: Then?

Then, the bank took the vehicle away. Ah- Ah-

Sir, do you know the reason for what loan was taken?

Yes, he took it for repairing the vehicle. 

Is that so?

Yes, when you try to lift a weight, which is too much for you, the result is that! He falls in to trouble!

Ha- Ha! He lost his vehicle, No?

Yes! He lost his vehicle as well as his money! When he takes a loan for repairing the vehicle and if he does not pay it, do you think that they keep quiet?

Did he take the loan from a bank?

No! From a person!

Ah! It’s a personal one, No?

Yes. But everything is written in the books and he signs all the documents. 

He looks for the loan promising to return the money with interest. Is that so?

Yes. The whole transaction was done according to the law. He kept a deed of a land as surety. 






















� The age of youngest child was operationalised as follows.  The variable 'havebaby' has its highest value, 5, if the youngest child is aged from birth through 3 years old.  Then it takes the values 4 (ages 4-7), 3 (ages 8-12), and 2 (ages 13-20), with its lowest value being 1 if there was no one under age 21 in the household. Thus 'havebaby' acts as a proxy for having a young child in the house and is low when the age of youngest child is high.








Appendix 3:  Diagrams for Use in DSA Conference Only








� EMBED StaticEnhancedMetafile  ���


Note:  Over a six-month period the per-capita income deciles differ vastly in the quantum of debt incurred, with a steep rise in the flow of debt among the top decile.  Much of the latter quantum is secured on property whereas property plays a smaller role, and guarantors a larger role, among the other deciles.

















� EMBED StaticEnhancedMetafile  ���


Note:  The relative amount of debt incurred without security is highest among the poorest households.  The relative amount secured on property is highest among the households with highest income.  However the relative amount secured on jewellery is consistent across deciles at about 12 to 20%.











� EMBED StaticEnhancedMetafile  ���





Note:  Total interest paid during the past 6 months as a percent of total household income over that period, ranging from 1% to 3% when averaged among the ten per-capita income deciles.
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