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Abstract  This paper analyses factors influencing maize farmers’ demand for financial services provided by formal 
financial institutions in Ghana. The services include savings, loans, and money transfers. A multi-stage sampling technique 
was used to sample 595 maize farmers in seven districts in Ashanti and Brong Ahafo Regions of Ghana. A multinomial logit 
model is developed to identify and quantify the effects of factors that explain farmers’ use of financial services from formal 
financial institutions. It is found that education, asset endowment, engagement in off farm income generating activities, farm 
size, and level of maize commercialisation are the most important factors that drive farmers’ demand for at least one of these 
services compared with the use of none of them. This implies that maize farmers who are relatively better off in terms of 
earning capacity make use of formal financial services. In the short term, policies aimed at improving incomes and farm size 
of farmers, are needed to improve farmers’ access to formal financial services. Furthermore improving access to secondary 
sources of income for the farmers in the long term should form part of a comprehensive policy aimed at improving farmers’ 
access to financial services.  
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1. Introduction 
In developing countries, the majority of the population, 

particularly low-income earning people, do not have access 
to loans, savings and insurance products offered by formal 
institutions (Honohan, 2006). Access to formal financial 
services can increase households’ ability to accumulate 
assets, upgrade their income generating activities as well as 
promote their capability to adequately deal with risks (World 
Bank, 2008). Households demand savings products and 
remittances and not only credit (Asiedu-Mante, 2005). 
However due to supply-side constraints, much of the 
literature concentrates on how to increase access to credit for 
more people in developing countries (Gallardo, 2006; 
Ledger wood and White, 2006).  

Demand for financial services has been considered in the 
context of consumer behaviour. It has been observed that a 
farmer’s decision on whether to use a financial service or not 
depends on their economic endowment and demographic and 
household characteristics. Khalid (2003) examined access to 
formal and quasi-formal credit by smallholder farmers and 
artisanal fishermen in Zanzibar using household survey data. 
He defined access in terms of use and analysed the data using  
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alogit model. His study showed that application for credit 
facilities is linked to holding a saving or deposit account with 
a positive balance.  

The effect of household characteristics on demand for 
formal financial services has also been studied by Giné and 
Yang (2009).They used a randomized field experiment, with 
800 maize and groundnut farmers in Malawi, to investigate 
whether the provision of insurance against a major source of 
production risk induces farmers to take out loans to adopt a 
new crop technology. The study revealed that insured loan 
take-up was positively correlated with farmer education, 
income, and wealth. 

A survey undertaken by Basu et al. (2004), has shown that 
small rural entrepreneurs seeking finance for their projects 
constitute a relatively smaller subset of the population of 
poor households than the segment interested in accessing 
deposit services. They assert that rural households place 
more value on the availability of secure savings than credit 
facilities due to the following reasons: Firstly, savings helps 
the poor to smoothen consumption expenditures and 
provides a cushion against income fluctuations caused by 
droughts, floods and bushfires for example. Secondly, 
savings may be used to pay for inputs needed at the start of 
the production season. Thirdly, savings provide a convenient 
way of setting aside money for future events such as funerals, 
weddings and payment of children’s school fees.  

Asiedu-Mante (2005) observed that poor people need a 
variety of financial services and not just loans, although it is 
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most often assumed that the poor need only credit. He also 
asserted that demand for financial services is interrelated as 
most of the formal financial institutions use savings as a 
pre-requisite for a loan application as well as for access to 
other services. For example, rural banks discriminate 
between clients and non-clients in terms of commission on 
domestic money transfer services. Steiner (2008) identified 
factors influencing demand for formal financial services 
(savings, credit and insurance) in rural Ghana with 
multinomial logit model using data from 351 clients of two 
rural banks. Her results revealed that asset endowments of 
the household, type of economic activities and financial 
literacy are the most important factors in explaining the use 
of at least one of these services compared with use of none of 
them.  

Most of the studies on access to formal financial services 
in Ghana have concentrated on credit; furthermore the 
studies are skewed to banks only (Ekumah and Essel, 2001; 
ISSER, 2008). Though Steiner (2008) analysed factors 
influencing household decision to use formal savings, credit 
and insurance services in Ghana, she used only rural banks 
and did not consider money transfer services. Most providers 
of formal financial services require prospective borrowers to 
have savings accounts with them. Therefore, to assess how 
to improve access to formal financial services it is important 
to evaluate farmers’ demand for financial services jointly.  

This provides answers to the following research questions: 
(i) who are the suppliers of formal financial services in the 
study area and what services are used by the farmers?     
(ii) Under what terms and conditions are these services 
available to farmers? (iii) What factors influence demand for 
these services. In this study, demand is understood as 
satisfied demand (use of financial services from formal 
financial institutions). Formal financial institution is broadly 
defined to include savings and loans companies and credit 
unions in accordance with the passage of the Lenders and 
Borrowers Bill 2008 (Act 773).  

2. Materials and Methods  
2.1. Sampling Procedure  

Multistage sampling was conducted in two select regions, 
7 districts and included 595 farmers for the study. Selection 
of the regions and districts was guided by the level of 
agricultural activities and the level of maize production using 
official statistics from the Ministry of Food and Agriculture 
(MoFA) (2009). Data on demographic and socioeconomic 
characteristics of farmers and their households, household 
assets and the farmers’ attitudes towards formal financial 
services were collected from a sample of 595 maize farmers.  

2.2. Analytical Procedure  

Descriptive statistics is used to describe all formal 
financial institution operating in the study area, the services 
they provide and conditions for accessing these services. In 

addition a multinomial logit model is estimated to explain 
demand for formal financial services following Steiner 
(2008). The formal institutions in the study area offer 
savings, credit, and money transfer services to farmers. The 
farmers then have eight alternative choices to make with 
regards to the use of financial services. However, within our 
data set only 5 respondents used savings and credit, and 6 
respondents used savings and money transfer while none of 
the respondents used credit and money transfer services. 
Therefore only the following alternative choices were 
considered in our model.   

0= None of the financial services 
1= Credit 
2= Savings 
3= Money transfer services 
4= All three services. 
In selecting any of the options above the respondent 

considers the costs and benefits associated with the use of 
these services based on how it would lead to maximization of 
their utilities. The net benefits to farmer 𝑖𝑖  for using 
alternative 𝑗𝑗 by 𝑖𝑖 is given as (𝑌𝑌𝑖𝑖𝑖𝑖∗) and 𝑋𝑋𝑖𝑖  modelled as: 

    𝑌𝑌𝑖𝑖𝑖𝑖∗ = 𝑋𝑋𝑖𝑖𝛽𝛽𝑗𝑗′ + 𝑒𝑒        (1) 

Where 𝑋𝑋𝑖𝑖  denotes the vector of observations on the 
variable 𝑋𝑋 for farmer i, and 𝛽𝛽𝑗𝑗′  and 𝑒𝑒 are parameters to be 
estimated and the error term respectively. In equation 1, 𝑌𝑌∗ 
is not observed; instead we observe the choice made by the 
respondents.  

Each respondent will fall into the 𝑗𝑗𝑡𝑡ℎ category, for 
𝑗𝑗 = 0,1, … 4 with some probability. 

Let 𝑃𝑃𝑖𝑖0, …𝑃𝑃𝑖𝑖4  be the probabilities associated with these 
five possible choices available to the farmers. The 
probability 𝑃𝑃𝑖𝑖𝑖𝑖  of respondents using a particular alterative is 
conceptualised to depend on variable 𝑋𝑋𝑖𝑖  and with 𝑒𝑒 
assuming a logistic distribution. The probability of a 
respondent 𝑖𝑖 using a particular option 𝑗𝑗 can be presented in 
a multinomial logit form as:  

 𝑃𝑃𝑖𝑖𝑖𝑖 = 𝑒𝑒𝑥𝑥𝑖𝑖𝛽𝛽 ′

∑ 𝑒𝑒𝑥𝑥𝑖𝑖𝛽𝛽 ′𝑚𝑚
𝑗𝑗=0

𝑗𝑗 = 0, …𝑚𝑚          (2) 

Where 𝑚𝑚 = 4  the likelihood function for the 
multinomial logit model can be written as: 

 𝐿𝐿 = ∏ 𝑃𝑃𝑖𝑖0
𝑦𝑦𝑖𝑖0 …𝑃𝑃𝑖𝑖5

𝑦𝑦𝑖𝑖𝑖𝑖𝑁𝑁
𝑖𝑖=1     (3) 

Equation (3) gives multinomial density function for one 
observation while equation 4 gives the likelihood function 
for a sample of N independent observations with j alternative 
option is presented as:  

𝐿𝐿𝑁𝑁 = ∏ ∏ 𝑃𝑃𝑖𝑖𝑖𝑖
𝑦𝑦𝑖𝑖𝑖𝑖𝑚𝑚

𝑗𝑗=0
𝑁𝑁
𝑖𝑖=1     (4) 

The log likelihood function can be re-formulated as: 
𝐿𝐿 = 𝑙𝑙𝑙𝑙𝐿𝐿𝑁𝑁 = ∑ ∑ 𝑦𝑦𝑖𝑖𝑖𝑖 𝑙𝑙𝑙𝑙𝑃𝑃𝑖𝑖𝑖𝑖𝑚𝑚

𝑗𝑗=0
𝑁𝑁
𝑖𝑖=1   (5) 

Where 𝑃𝑃𝑖𝑖𝑖𝑖  is a function of parameters 𝛽𝛽 and regressors 
defined in equation 2, with first order condition for the MLE 
of  𝛽̂𝛽 as: 
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𝜕𝜕𝜕𝜕
𝜕𝜕𝜕𝜕

= ∑ ∑ 𝑦𝑦𝑖𝑖𝑖𝑖
𝑃𝑃𝑖𝑖𝑖𝑖

𝜕𝜕𝜕𝜕𝑖𝑖𝑖𝑖
𝜕𝜕𝛽𝛽

= 0𝑚𝑚
𝑗𝑗=0

𝑁𝑁
𝑖𝑖=1         (6) 

The probability of a farmer selecting the first option (base 
category) 𝑗𝑗 = 0 has been normalised to zero since all the 
probabilities must sum up to 1 (Maddala, 1999; Green, 2000). 
Therefore, out of the five choices, only four distinct sets of 
parameters are identified and estimated. The probability of 
the respondent using the base category can be formulated as:  

𝑃𝑃𝑖𝑖0 = 1
1+∑ exp (𝛽𝛽′𝑗𝑗 𝑋𝑋𝑖𝑖)0

𝑗𝑗=0
  for  𝑗𝑗 = 0     (7) 

and the probability of the respondent using any of the 
alternatives instead of the base category is given by    

𝑃𝑃𝑖𝑖𝑗𝑗 ∗ =
exp (𝛽𝛽𝑗𝑗∗𝑋𝑋𝑖𝑖)

1+∑ exp (𝛽𝛽′𝑗𝑗∗𝑋𝑋𝑖𝑖)4
𝑗𝑗 ∗=1

  for  𝑗𝑗∗ =  1,2,3,𝑎𝑎𝑎𝑎𝑎𝑎 4  (8) 

The odds ratio ( 
[𝑃𝑃𝑖𝑖𝑗𝑗∗]

[𝑃𝑃𝑖𝑖0]
 ) measures the probability that an 

individual would use a financial service relative to the base 
category of not using any financial services. The estimated 
coefficient for each choice therefore reflects the effect of 𝑋𝑋𝑖𝑖  
on the likelihood of the respondent’s demand for that 
financial service(s) relative to the reference option. In this 
study, non-use of any of the financial services is taken as the 
base category against which the rest of the alternatives are 
compared.  

2.3. Choice of Variables and Their Description 

The selection of the independent variables is informed by 
the literature including studies such as Bendig et al. (2009) 
and Rahji and Fakayode (2009). The likelihood of use of 
saving, credit and money transfer services is assumed to be 
influenced by gender [GEN]. Female farmers often tend to 
be poorer than male farmers. World Bank (2005) and 
Johnson (2006) indicate that the female gender in the 
individual, household, wider community and national 
context are affected by financial, economic, cultural, 
political and legal obstacles which affect their demand for 
financial services. Gender is specified as a dummy variable 
which takes the value of 1 if the respondent is male and 0 
otherwise. It is hypothesised that male farmers are more 
likely to use formal financial services compared to female 
farmers.  

Respondents who have attained higher educational levels 
are expected to have more exposure to the financial 
institution’s policies regarding use of financial services. The 
higher the educational level [YEDU] the more likely the 
farmer would be to be able to understand the needs of 
financial institution in terms of requirement for access to 
their services. Therefore, it is hypothesized that education 
would have a positive relationship with demand for financial 
services. 

The value of maize harvested [VALMOUTPU] is an 
important factor that would determine the demand for 
financial services because this is a major source of farmers’ 
income. Where the value of maize harvested is low, the 
farmer has limited resources to save and less demand for 
saving and credit as most institutions use savings as 

collateral for granting loans. Alternatively, a farmer who 
earns high income from maize may have surplus cash to save 
and therefore is more likely to demand for financial services. 
This variable is specified as total maize sale from the 
previous year’s harvest and it is hypothesised to have a 
positive effect on the demand for financial services. 

Farmers may engage in off-farm income generating 
activities. Some activities require large amount of capital and 
higher returns. In addition, formal financial institutions 
develop products which fit the revenue and expenditure 
cycle of off-farm income activities which encourage the use 
of formal financial services. Therefore, the demand for 
savings is assumed to have a positive relationship with 
engagement in off-farm income generating activities. 
However, demand for credit is expected to correlate 
negatively with engagement in off-farm income generating 
activities. This variable [OATIV] is specified as a dummy 
variable which takes the value of 1 if the farmer has a 
secondary income source and 0 otherwise.  

The size of the household is assumed to positively 
influence the likelihood of using financial services. This is 
because larger households potentially may have higher 
consumption expenses which may affect their ability to save. 
Levels of saving tend to influence access to credit. Also 
larger households may have members who might 
occasionally be living outside their permanent residence and 
send money to, or receive money from, the household (Chen 
and Chivakul, 2008). This variable is measured as the 
number of individual household members taken care of by 
the respondents. This variable [HSIZ] is expected to have a 
negative effect on demand for savings and a positive effect 
on the demand for credit and money transfer services. 

Farmer’s household’s asset [TASET] is estimated as the 
sum of the resale value of household or domestic assets 
measured in Ghana Cedis (GH¢). This is used as a proxy for 
respondent’s wealth status in line with Rahji and Fakayode 
(2009). It is expected that the higher the value of the asset, 
the more likely farmers will use saving and credit facilities as 
these assets can be used as collateral to secure loans which 
would support income generation, and consequently savings. 
Therefore household asset is expected to have a positive 
effect on demand for savings, credit and money transfer 
services.  

The experience of shocks provides incentives for 
borrowing to better protect oneself from future shocks. The 
likelihood of taking up a loan increases with exposure to risk 
as the farmer is forced to make up for income losses due to 
adverse shocks. In this study we included three dummy 
variables on risk exposure following Steiner (2008). The first 
[HMSIK] takes on the value of 1 if a member of the farmer’s 
household experienced severe illness and ‘0’ otherwise. The 
second [HMDET] takes on the value of 1 if a member of the 
farmer’s family died and ‘0’ otherwise. The third [BVEST] 
takes value of 1 if the farmer experienced poor harvest and ‘0’ 
otherwise. It is expected that serious illness, the death of a 
family member and poor harvest is more likely to reduce 
demand for savings and money transfer services and increase 
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demand for credit. 
Farmers who live far from financial service providers are 

less likely to contact the financial institution for more 
information than those who live close by. Thus it is assumed 
that a farmer’s perception [PROXIFA] of the distance to a 
financial institution would strongly reduce the likelihood of 
the farmer demanding financial services. This variable is 
specified as a dummy and takes the value of 1 if the farmer 
perceives the distance to be far and 0 otherwise. 

Farmers pass through different processes to use formal 
financial services which are operational modalities of the 
institution. Depending on the institution some of these 
processes are time-consuming, and difficult to understand. 
Farmers may prefer to demand financial services if they 
perceive the operational modalities to be satisfactory. Atieno 
(2001) reports, that in most cases access to financial services 
is created by the formal institutions through their operational 
modalities. This variable, [LenProFOR], is specified as a 
dummy variable which takes a value 1 if the farmer perceives 
the savings process and lending procedure as cumbersome or 
unsatisfactory and 0 otherwise. It is expected that this 
variable positively influences farmer’s demand for formal 
financial services.  

If the farmer perceives the lending rate of formal financial 
institution to be high, he is less likely to demand financial 
services from this institution. This variable [INTER] is 
expected to have a negative effect on demand for formal 
financial services. Since most of the farmers save in order to 
access credit, this would also negatively affect their demand 
for savings. This variable is specified as a dummy variable 
which takes the value of 1 if the farmer perceives the lending 
rate to be too high and 0 otherwise. 

Farm size [FSIZE] is measured in hectares and used as a 
proxy for the scale of operation and it can also be used by 
lenders to estimate expected income of the borrower and 
therefore applicants’ repayment capacity.  Large farm sizes 
are expected to increase demand for formal financial services 
which are expected to increase with farm size. The empirical 
model is specified as; 

FORMAL = 𝛽𝛽0 +    𝛽𝛽1GEN + 𝛽𝛽2YEDU +
𝛽𝛽3VALMOUTPU + 𝛽𝛽4OATIV + 𝛽𝛽5HSIZ + 𝛽𝛽6TASET +
𝛽𝛽7HMSIK + 𝛽𝛽8BVEST + 𝛽𝛽9HMDET + 𝛽𝛽10PROXIFA+
𝛽𝛽11LenProFOR + 𝛽𝛽12INTER + 𝛽𝛽13𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹 + 𝑒𝑒  (9) 

The dependent variable, FORMAL is an unordered 
categorical variable which reflects the choice of financial 
services including savings; credit; money transfers; all the 
three services; and none of the financial services (the base 
category).  

3. Results and Discussion 
3.1. Formal Financial Institutions Operating in the Study 

Area 

The study identified 11 universal banks, 14 rural banks, 7 
savings and loans companies, 6 credit unions and 1 

non-governmental financial organisation operating within 
the study area. The most patronised formal financial 
institutions by the respondents are rural banks (60.5%) 
followed by the Agricultural Development Bank with  
16.15% (See Figure 1). 

Table 1 presents the distribution of users of services of 
universal banks. Seventy percent of a total of 74 respondents 
who used universal banks, used Agricultural Development 
Bank (ADB) and 22% used Ghana Commercial Bank. These 
results confirm the role played by ADB in offering financial 
services to farmers. The popularity of ADB among universal 
banks can be attributed to the fact that they offer credit 
facilities to small scale farmers as the managed funds are 
used to target small scale farmers. In addition, they also have 
more branches than the other universal banks in the study 
area. Agricultural credit facilities offered by ADB have been 
supported by the managed funds provided by government 
(MoFA, 2006).  

Managed funds are monies given to the financial 
institution to disburse to a target group under prescribed 
conditions; the institution is responsible for recovery. These 
managed funds usually attract the base rate interest and the 
beneficiaries of this credit facility are designated by the 
donors or their agents. Discussion with ADB credit officers 
at the bank’s branches in the study area revealed that loan 
repayment by the beneficiaries of managed funds is always 
poor. They attributed poor repayment to the poor 
creditworthiness assessment done by the facilitators in 
selecting beneficiaries. 

In all, only 12% of the respondents used the services of 
universal banks. The low patronage of universal banks was 
attributed to cumbersome operational modalities (account 
opening and loan application procedures) and the inability of 
these banks to offer agricultural credit to farmers. 

3.2. Formal Financial Services Used by the Respondents 

Formal financial services used by the respondents are 
savings, credit and money transfers. The distribution of 
respondents by type of service and by service provider is 
presented in Table 2. 

The savings product is the most popular among the 
services used by the respondents within the formal financial 
market segment. About 57% of the respondents used the 
savings product while less than 14% used credit facilities and 
about 5% used money transfer services. These results 
support the findings of GHAMFIN (2003) that the formal 
financial system in Ghana is strongly oriented towards 
savings mobilisation. The last row of Table 2 indicates that 
rural banks served about 61% of the respondents, followed 
by universal banks and credit unions which provided 
financial services for about 23% and 10% of the respondents 
respectively. 

These results support the observations made earlier that 
rural banks are the most important formal institution in the 
study area in terms of provision of financial services to 
farmers. 
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3.3. Factors Influencing Demand for Formal Financial 
Services 

The estimated coefficients of the multinomial logit model, 
along with the levels of significance and marginal effects are 
presented in Table 3. The likelihood ratio statistics as 

indicated by chi-square statistics are highly significant    
(P < 0.00001), suggesting the model has a strong explanatory 
power. The model was tested for the validity of the 
independence of the irrelevant alternatives (IIA) 
assumptions by using the Hausman test for IIA.  

 

 

Source: Survey data 2013 

Figure 1.  Formal Financial Institutions used by the Respondents 

Table 1.  Universal Bank Usage Across Districts 

Districts 
Universal Banks 

 
Total 

Total Respondents 
per districts 

Percentage  of 
respondents per 

districts ADB GCB SG-SSB NIB 

Afigya Sekyere 6 0 0 0 6 53 11.32 

Ejura-Sekyedumase 5 1 1 0 7 30 24.14 

Nkoranza 13 1 0 0 14 98 14.29 

Sunyani 17 5 0 0 22 121 18.18 

Dormaa 3 3 0 0 6 110 5.45 

Techiman 3 2 1 3 9 95 9.47 

Kintampo 5 4 1 0 10 88 11.36 

Total 52 16 3 3 74 595 12.44 

Percentages 70 22 4 4 100   

Source: Survey data 2013 

Table 2.  Formal Financial Services used by the Respondents 

 Frequency of Respondents 

Financial Services Universal 
banks Rural banks Savings & 

loans 
Credit 
union Total Percentage 

Savings only 36 116 10 22 184 57.14 
Credit  only 12 26 5 0 43 13.35 

Money transfer only 1 15 0 0 16 4.97 

Any two of the services 18 29 6 10 63 19.57 

All three services 7 9 - - 16 4.97 

Total 74 195 21 32 322 100.00 

Percentage 22.98 60.56 6.52 9.94 100.00  

16.15 

9.94 

6.32 

4.97 

0.93 

60.5 

0.93 

Agricultural Development Bank 

Credit Unions 

Savings and Loans Companies 

Ghana Commercial Bank 

National Investment Bank 

Rural Banks 

Societe Generale, Ghana  

Relative Frequency (Percentage) 
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Table 3.  Parameter Estimates and Marginal Effects of the Multinomial Logit on Demand for Formal Financial Services 

Source: Authors’ calculation. 

The test failed to reject the null hypothesis of 
independence of the demand for financial services options 
suggesting that the multinomial logit specification is 
appropriate to model demand for formal financial services. It 
must be noted that the marginal effects measure the expected 
change in probability of a particular choice being made with 
respect to a unit change in a continuous independent variable.  
In all cases the estimated coefficients of the independent 
variables are compared with the base category.  

The coefficients and marginal values of education are 
positive across all the options indicating a positive 
relationship between education and demand for formal 
financial services. As can be observed in Table 3 the 
coefficient is significant for savings at 5%, money transfer at 

5% and all three services at 1%.  
A unit increase in number of years of schooling would 

result in a 1. 08% increase in proportion of respondents using 
savings and 2.01% and 0.17% increase in proportion of 
respondents using money transfer and all three financial 
services respectively.  

The previous year’s maize income has a positive and 
significant effect on demand for savings and money transfer 
services. This implies that if farmers earn more from maize 
production activities in one year, they are more likely to save 
in the following year. In addition, the coefficient of credit is 
negative though not statistically significant implying that an 
increase in the previous year’s maize income has the 
tendency of reducing demand for credit which means that 

Independent 
variable Savings Credit Money Transfer All three 

 Coefficient dy/dx Coefficient dy/dx Coefficient dy/dx Coefficient dy/dx 

Constant -1.0462 
(0.8609)  

-18.2307 
(2.0963)  

-8.6480 
(2.5782)  -8.5277 

(2.4304)  

Years of 
schooling 

0.0663** 
(0.0214) 0.0108 0.0071 

(0.0923) 0.0127 0.1286** 
(0.0601) 0.0201 0.2912*** 

(0.0772) 0.0017 

Maize income 1.1514** 
(0.5878) 0.0183 -0.7903 

(0.4867) 0.0074 0.6493* 
(0.3543) 0.0075 -0.1190 

(0.3096) -0.0064 

Off-farm  
income sources 

0.5548** 
(0.2281) 0.1469 1.9231** 

(0.8572) 0.3077 0.0014 
(0.1182) 0.0074 0.4399 

(0.2948) 0.0080 

Household size -0.0151 
(0.0366) -0.0094 0.0573 

(0.1604 ) 0.0013 0.1240 
(0.0827) 0.0183 -0.0239 

(0.0811) -0.0001 

Total Asset 0.0003** 
(0.0001) - 0.0004** 

(0.0001) - 0.291 
(.1.283) - 0.5328 

(0.9770) 0.0002 

Household 
member was sick 

-0.2848** 
(0.2116) -0.0582 0.1585 

(0.9071) 0.0073 0.0605 
(0.5708) 0.0003 0.9173 

(0.6140) 0.0088 

Experience of 
poor harvest 

-0.4419** 
(0.2191) -0.0206 1.1544)** 

(0.5815 0.0162 0.4362 
(0.5922) 0.0137 -0.5328 

(0.9770) -0.0109 

Experience of  
death 

0.375 
(0.9014) 0.0450 0.732 

(0.4152) 0.0368 0.289 
(0.5865) 0.0082 -0.468 

(0.8110) -0.0063 

Gender 0.2132 
(0.2429) 0.0248 2.8910*** 

(0.9012) 0.7228 -0.8966 
(0.6433) 0.0433 0.9254 

(0.8516) 0.0030 

Proximity 
perception 

-0.6823*** 
(0.2120) -0.1325 -0.9271 ** 

(0.6156) -0.2317 -0.16312 
(0.5626) -0.0015 .-8140*** 

(0.8886) -0.7337 

Perception of 
operational 
modalities 

1.7436*** 
(0.3186) 0.1349 1.0337* 

(0.6128) 0.0160 0.1088 
(1.1052) 0.2210 4.0103 

(0.6340)*** 0.0535 

Perception on 
interest 
 

-0.4467* 
(0.2366) -0.0811 -0.5554** 

(0.7382) -0.1388 0.1199 
(0.6076) 0.0023 -1.1781* 

(0.6032) 

-0.2210 
 
 
 

Farm size 0.047794* 
(0.2560) 0.5200 0.0673** 

(0.59604 ) 0.0013 0.1240 
(0.0827) 0.0383 0.0239 

(0.0811) 0.0501 

         

Number of obs = 588 
LR chi2(65) = 289.15 
Prob> chi2 = 0.0000 
Pseudo R2 = 0.1992 
Log likelihood     =  -581.20694 
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farmers can support their consumption and productive 
activities with increased maize revenue. A cedi increase in 
maize income increases the likelihood for savings by 1.83% 
and money transfer services by 0.75%. Engagement in 
off-farm income generating activities significantly increases 
the likelihood of demand for saving and credit. This is 
because farmers who engaged in off-farm income generating 
activities tend to generate additional income, which 
increases their demand for savings. 

This improves their savings and increases the balance on 
account, consequently increasing their demand for credit. 
Engagement in off-farm income generating activities 
increases the probability of demand for saving by 41% and 
credit by 30%. Total asset, has a positive effect on demand 
for savings and credit and this indicates that wealthy farmers 
are more likely to save and demand credit.  

The experience of serious illness by a household member 
has a statistically significant and negative effect on demand 
for savings. The experience of serious illness of a household 
member decreases the likelihood of using formal saving by 
5.82%. Poor harvest significantly influences demand for 
savings negatively and demand for credit positively. This 
may be due to the fact that their income levels are affected 
negatively, and consequently they do not have surplus to 
save thus they demand loans to support their consumption 
and investment activities. As can be seen from Table 3, 
farmers who experience poor harvest are 2.06% less likely to 
save and 1.6% more likely to demand credit.  

The coefficient of gender was positive for all the options 
and significant for demand for credit at 1%. This implies that 
male farmers are more likely to demand formal credit 
compared to their female counterparts. This is because male 
farmers have larger scale of operations, have higher 
expenses and hence are more likely to demand credit to 
support their activities. A male farmer is 72% more likely 
than a female farmer, to demand formal credit.   

The coefficients of a farmer’s perception on proximity to 
the nearest formal financial institution is negative across all 
the options and significant for saving at 1%, credit and all 
three options at 5% and 1% respectively. The results indicate 
that farmers who perceive the distance between their 
residence and location of the formal financial institution to 
be too far are less likely to demand financial services from 
these institutions. Specifically farmers who perceive the 
distance to be far are 13% less likely to demand savings, 23% 
and 73% less likely to demand credit and all three financial 
services respectively. This may be attributed to the fact that it 
might not be easy for them to have physical presence at the 
institution to transact business.  

As can be observed in Table 3the coefficients of 
operational modalities were positive across all the options 
and significant for savings at 5%, credit at 10% and all the 
three services at 1%. Farmers who perceive operational 
modalities of formal financial institutions to be satisfactory 
are 13% more likely to save, 61% more likely to demand 
credit and 5% more likely to demand all three financial 
services than those who perceive operational modalities as 

unsatisfactory.  
The coefficients of the perception of maize farmers that 

interest rates are high were found to be negative and 
significant for savings, credit and all the options. This 
finding of negative influence of interest rate charged on 
demand for formal financial services suggests that interest 
rates charged by financial institutions influence farmers 
demand for their services. Farmers who perceive lending 
rates to be high are 8% less likely to demand savings, 13.8% 
less likely to demand formal credit and 22% less likely to 
demand all three financial services. 

Farm size is related positively to demand for formal 
financial services. However, it is only statistically significant 
for savings and credit because the owners of large farms 
have higher capital requirements and earn higher revenue 
when there is a good harvest. Thus they tend to have a higher 
demand for credit and savings facilities. In addition, some of 
the formal institutions set farm size as an eligibility criterion 
for borrowers and this encourages farmers with larger farm 
sizes to use credit.   

4. Conclusions and Policy Implications 

Patronage of universal banks by the farmers is negatively 
affected by their availability or presence within the districts, 
cumbersome procedures for opening accounts and for 
applying for loans. Thus farmers’ access to formal financial 
services from universal banks can be improved through 
establishment of agencies at the district capitals and major 
towns within the districts, and streamlining procedures for 
accessing their services. Reduction in lending rates would 
increase use of credit facilities by farmers as banks which 
offer lower lending rates are patronised by more farmers. 
The frequency of savings and absence of agricultural credit 
by savings and loans companies and credit unions have 
contributed to the low level of usage among the farmers. 
Therefore, reduction in frequency of savings contribution 
and development of agricultural credit programmes by these 
institutions would result in increased use of their services by 
farmers.  

However, it is important to acknowledge the fact that most 
of the formal financial institutions are profit making entities 
and would only establish agencies, reduce lending rates and 
develop products for agricultural credit programme if only 
they see it as profitable. Thus the government needs to play a 
role by offering them incentives. This can take the form of 
reduced tax rates of managed funds for onward lending to 
farmers at a reduced rate.  

Since the recovery of loans from managed funds is poor 
because of inadequate assessment of creditworthiness, banks 
and providers of the funds should partner to ensure adequate 
assessment of credit worthiness and sensitisation on the 
obligations of borrowers so as to improve loan recovery and 
sustain agricultural credit. Furthermore, there is the need for 
formal institutions to engage in awareness creation and 
education of farmers on money transfer services to promote 
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usage. Additional income from non-farm sources has the 
potential of increasing farmers’ use of formal financial 
services, hence farmers should be encouraged and supported 
to go into off-farm income generation activities.  

The results from the multinomial logit indicate that 
farmers’ socio-economic characteristics such as education, 
previous year’s maize income and engagement in off-farm 
income generating activities and farm size significantly and 
positively influence the use of formal financial services. 
Thus any policy that aims at increasing farm sizes, maize 
income and promoting off-farm income generating activities 
of the farmers would increase farmers’ access to formal 
financial services. Service providers can also use these 
factors as indicators of the sources of demand for their 
services and target them in the promotion of their services. 
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