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a  b  s  t  r  a  c  t

Evidence  on  microfinance  services  these  days  ironically  shows  a great  preference  for  savings
products rather  than  credit  products  by  households.  For  some  authors,  this  phenomenon  is
explained  by  the  fact  that  microfinance  products,  and  especially  loans,  from  formal  micro-
finance institutions  do not  fit  the households  demand.  This  paper  first  presents  evidence
on the  observed  phenomenon  in  the  Ivorian  microfinance  sector.  Second,  it analyses  the
Ivorian credit  market  so  as  to  understand  the determinants  of  the  choice  for credits  from
formal sources  versus  informal  sources.  The  results  reveal  the  size  of  the loan,  agricultural
purpose,  the  geographical  area  where  households  live  and  ethnicity  as factors  influencing
the  choice  for  formal  sources.

© 2012 Elsevier B.V. All rights reserved.

1. Introduction

Microfinance is made up of a set of small size finan-
cial products which include savings, credit and insurance,
and which suit people with low incomes who  were
at first excluded from the classic or formal banking
system (Soulama, 2005). Microfinance products are pro-
vided by the intermediation of a multitude of institutions
which vary according to size, the degree of organiza-
tion and the legal status, and include NGOs, associations,
mutual insurance companies/cooperatives, limited compa-
nies, banks, financial institutions, but also more informal
and unregulated institutions such as tontines, usurers,
change keepers, loans between friends, etc. (Soulama,
2005, www.lamicrofinance.org).  For some years now,
microfinance has been found a vital tool to eradicate
poverty among the vulnerable by the provision of products
and banking services similar to those delivered by clas-
sic institutions (Brau and Woller, 2004). Observations were
made on the growth of these institutions all over the world.
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In fact, according to the report of the 2012 campaign pub-
lished by the microcredit summit on December 31, 2010,
there existed 3652 institutions who took care of about 200
million customers.

In spite of their recent development and strong prox-
imity to the poor, it is important to note that formal
microfinance institutions only bring a very partial answer
to the poor households’ need for finance. Nimal (2008)
reveals that although microfinance institutions are present
in Asia and the pacific regions, more than 300 million
households suffer from the lack of access to financial prod-
ucts offered by the formal and semi-formal sector. In
sub-Saharan Africa in 2008, the number of active borrowers
and savers in percent of population living under national
poverty line has reached a rate of penetration of about
3% for credits and 5% for savings (MIX and CGAP, 2010).
These rates confirm the irony observed around microfi-
nance today which is the preference of households for
savings products, in comparison to loans (Meyer, 2002).

Yet, credit is important to finance the start of activi-
ties and allows fixed capital investments in poor rural and
urban economies where it is difficult to save, as confirmed
by Guirkinger (2008) for Peruvian rural zones. Facing these
constraints, lots of households continue to rely on informal
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sources of finance to increase their production capacity,
to diversify risk, and to smooth their consumption during
their life cycle. Informal finance refers to all transactions,
loans and deposits occurring outside the regulation of
a central monetary authority (Atieno, 2001). Besley and
Burgess (2001) reported that 82% of loans are contracted
in the informal sector against only 12% for the formal sec-
tor in Nepal. In a survey on the credit market in Côte
d’Ivoire, Azam et al. (2001) noted that small entrepreneurs
in Côte d’Ivoire prefer to borrow from parents and
neighbours.

Therefore, there seems to be a need to understand the
behavior and preferences of the poor in terms of finan-
cial services (Matin et al., 2002). Given the often informal
nature of the financial services used by the poor, such an
analysis requires integrating the presence of social net-
works and social capital,1 not only as a source of choices
of credits but also as an explanatory factor of the choice.
In developing countries, networks are made up of the
community and ethnic groups. The first network gener-
ally constitutes a source for competitive credit. Considering
ethnic network analysis, studies on their interaction with
the credit market are scarce. Some research documents
examine the interaction between ethnic groups, credit and
enterprises in Africa but they do not explore the diver-
sity of the indigenous African population (Biggs et al.,
2002; Fafchamps, 2000, 2003; Fisman, 2003). Azam et al.
(2001) equally do not take into account this indigenous
diversity. This paper tries to fill this gap, by including
ethnic diversity in the indigenous African population in
the analysis of preferences and use of financial instru-
ments. The paper focuses in the first place on estimating
a model that explains what determines whether or not
households in Côte d’Ivoire make use of loans. Next the
paper tries to determine the factors influencing house-
holds’ decision to obtain loans from informal versus formal
sources.

The structure of the paper is as follows: in the next sec-
tion, we introduce the microfinance sector in Côte d’Ivoire
by describing the characteristics of the microfinance insti-
tutions concerned. Section 3 provides a short literature
review which is the basis for the empirical analysis of the
choice for particular financial sources. Section 4 deals with
the methodology, and Section 5 gives basic information on
the data which were used. Finally, Section 6 presents the
results of the study, and the final section summarizes the
argument.

1 Social capital refers to the norms and networks that enable people
to  act collectively (Woolcock and Narayan, 2000). Fox (1996) defines
social capital as a social organization, relationship of cooperation and
reciprocity, networks and leadership that facilitate collective action. How-
ever, according to the level considered, the definition differs. Social capital
could be the degree of trust in government or other societal institutions
(Fukuyama, 1995 cited in Okten and Osili, 2004), social cohesion, reci-
procity and institutional effectiveness. Or as stated by Grootaert and van
Bastelaer (2002a), social capital is broadly the institutions, the relation-
ships, the attitudes, and values that govern interactions among people and
contribute to economic and social development. This definition depicts
closely the developing countries’ situation.

2. The microfinance sector in Côte d’Ivoire

Côte d’Ivoire is classified 164th of 177 countries in
the Human Development index with 49% of the 21.1 mil-
lion citizens living under the poverty line (World Bank,
2009). According to same source, poverty is most severe
in the savanna of the north (54.6%) and the rural forest
of the East (46.6%), followed by the urban regions (33.8%)
apart of Abidjan, the western rural forest (24.5%) and Abid-
jan (11.1%). Considering the poverty of its population, the
government of Côte d’Ivoire decided to make poverty alle-
viation a priority in its socio-economic programs. Many
strategies were defined to achieve this goal. The creation
of microfinance institutions for households was one of the
strategies. A microfinance institution (MFI) is an organiza-
tion that provides financial services to the poor. This very
broad definition includes a wide range of providers that
vary in their legal structure, mission, and methodology.
However, all share the common characteristic of provid-
ing financial services to clients who are poorer and more
vulnerable than traditional bank clients.

Microfinance institutions are now observed in all sec-
tors of the economy where long term financing is not a
priority. In Côte d’Ivoire, the available alternatives for a
household include banks and financial institutions, com-
panies of framing, credit unions, social funds, ROSCAs,
moneylenders, cooperatives and other.

Formal providers are defined as those that are sub-
ject not only to general laws but also to specific banking
regulation and supervision (development banks, savings
and postal banks, commercial banks, and non-bank finan-
cial institutions, credit unions). Semi-formal providers
may  also be registered entities subject to general and
commercial laws but not under bank regulation and
supervision (companies of framing and social funds). Infor-
mal  providers are non-registered non-regulated groups,
such as rotating savings and credit associations (ROSCAs)
and cooperatives, moneylenders and other (friends,
family).

The supervision or regulation of certain institutions
aims at protecting customers and allowing access through
limiting the price for credit, which is lower than those prac-
ticed by non-regulated institutions. It also aims at securing
financial operations by requesting to respect managerial
norms like prudency and demanding for operational auton-
omy. The effects of this regulation are felt at the level
of access or demand for credits and financial products
because conditions for borrowing from these institutions
may  become difficult to fulfill by households. Indeed, this
is displayed in the form of prescribed minimum loan
amounts, complicated application procedures and restric-
tions on credit for specific purposes (Schmidt and Kropp,
1987). On the contrary, the service from informal sources
is based on flexible arrangements to adjust to changing
economic circumstances, and on reducing the transaction
costs to borrowers, who respond by maintaining disci-
pline in order to sustain their access to credit (Atieno,
2001). Unlike formal sources, informal lenders often attach
more importance to loan screening than to monitoring
the use of credit. Screening practices often include group
observation of individual habits, personal knowledge by
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