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Abstract 

This study examined the relationship between formal and informal financial sector on poverty among 

micro and small scale entrepreneurs in Jalingo, Nigeria. Data analysis was based on the 

questionnaire retrieved from 184 and 726 small and micro-entrepreneurs, a total of 912 

obtained from the 229 and 794 sample determined by the Cochran’s simple random sampling 

formula. Probit results show that respondents who obtain micro-credit from deposit money 

banks (DMBs), microfinance banks, and relatives are less likely to be poor, with 16.9%, 

11.8%, and 6.8% probabilities, respectively. Also, respondents with monthly (43.88%), 

quarterly (48.56%), and yearly (37.08%) access to microcredit are less likely to be poor. The 

probabilities of a respondent having monthly and quarterly access to microcredit as a result 

of an increase in interest rates are 1.39% and 0.51%, respectively. The heteroskedasticity 

robust standard analysis was done and statistical significance was at p≤ 0.05. The study 

conclude that deposit money banks, microfinance bank and other microcredit sources should 

enlarge their territories so as to reach for poor people and give more microcredit access to 

entrepreneurs. 

Keyword: Microcredit; Income Inequality; Micro and Small Scale Entrepreneur; Probit and 

Regression Model. 
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Introduction 

These micro financial institutions (MFIs) assert that they are providing individuals with 

useful capital at interest rates that are not exorbitant, unlike the informal lenders within these 

developing nations. The poor tend to have limited access to services from formal financial 

institutions in less developed countries due to, some reasons such as the lack of physical 

collateral, the cumbersome procedure to start transactions with formal banks, which would 

discourage those without education from approaching the banks, and lack of supply of credit 

in the rural areas related to urban biased banking networks and credit allocations (Imai and 

Azam, 2010). According David and Eyo (2014), thus, most micro-credit entities adopt the 

solidarity approach, this involves lending to a group of 5-20 individuals. These individuals 

pursue common economic objectives and micro-enterprises activities. The group provides 

joint guarantee for each other’s loan. The essence of the group solidarity approach is to 

guarantee loan to each member of the group. The aim of the group solidarity is to promote 

common goal for the member which are working to achieved the same economic interest, 

which facilitate the solution of common problem affecting them, the group has a leader who 

has management skills that help in group membership selection and confident in one another 

to the extent that access to credit for any member of the group depends on the consent of all 

members of the group. 

Poverty is a multifarious concept, which manifests itself in different forms depending on the 

extent and nature of human deprivation. Poverty is an economic condition in which people 

lack sufficient income to obtain minimal level of health service, food, housing, clothing and 

education generally recognized as necessary to ensure an adequate standard of living 

(Microsoft Encarta Encyclopaedia, 2005). Poverty is also when income falls below $2 per 

day (in 2005 purchasing power parity terms), (Davis and Sanchez-Martinez, 2014). 

According to world Bank (2015) , the new poverty line is $1.90 per day. The issue of poverty 

and its attendant socio-economic effect is a global phenomenon and has in recent times 

caught the attention of the world. Parietal (2000) as cited in Tumba (2012) opined that, “ it is 

estimated that one-third of the world’s population live in abject poverty” . This tells us the 

devastating effect of poverty in the world. Poverty remains a substantial global problem of 

huge proportion. It is estimated that out of the world's over 6 billion people, about 2.8 billion 

live on less than US$1 per day. Poverty in its extreme sense is highly prevalent among the 

developing countries of Africa, Asia and Latin America and manifests itself in various 

dimensions (World Bank, 2006). The world poverty clocks current estimate is 1 in 2 

Nigerians (82.9 million people) living in extreme poverty with also poverty head count at 

52.1% higher in rural than urban areas where it stood at 18 %. In 2019 the states of Sokoto 

and Taraba had the largest percentage of people living below the poverty line. The lowest 

poverty rates were recorded in the south western state which is Lagos. This figure equalled to 

4.5 %, the lowest rate in Nigeria (National Bureau of Statistics, 2020). 
 

One of the means for poverty reduction that has however assumed universal acceptance and 

adoption in many countries of the world is the provision of micro finance services, 

particularly to the economically active poor. This is based on the belief that such categories 

of people only need financial empowerment to realized their dreams and unleash their 

potentials (Joana, 2015). No wonder United Nations Development Programme (1998) 

described Nigeria as a rich country with poor population, poorest and deprived. As a result, 

many people suffer deprivations such as insufficient food, school dropout, increasing costs of 

living, diseases and infirmities, inadequate shelter, lack of remunerative employment, 

exploitation and insecurity of life which often lead to criminality like insurgency, bunker 

activities, kidnapping and destruction of economic and private properties, death of many 
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Nigerians (especially children) and high unemployment among others. The above problem 

robs Nigeria of its productive potentials. Odumosu (1999) posits that when poverty is couple 

with high levels of economic and social aspiration, the stage is set for criminal activities-

particularly official corruption, robbery and dealing in illegal goods and service. This study 

will contribute to literature and further make clarification on the Comparism of formal and 

informal financial sector on poverty among micro and small scale entrepreneur in Jalingo, 

Taraba state. This is the second poorest state in Nigeria (NBS, 2019). 

 Literature Review 

2.1.1 Microfinance 

A little sum of money loaned to an individual or group of people without collateral is known 

as micro-credit (United Nations, 2004). If an entrepreneur can borrow from a certain source 

of micro-credit, he or she is said to have access to that source. The extent of access to micro-

credit is defined by the maximum amount an entrepreneur can borrow (its credit limit). When 

an entrepreneur doesn't have access to financing or can't borrow as much as they desire, they 

are said to be credit limited (Diagne and Zeller, 2001). An entrepreneur who receives a loan 

from a credit agency may be found to be more productive, although this is not always the 

case. Because entrepreneurs with more desire and ability are more likely to seek out loans, 

loans lead to higher production. Microcredit is a notion that has been around for a long time. 

According to Brandt (Epifanova and Klepikova, 2012), documentation of poor-loan 

documentation has been noted in Europe from the 18th century. They give a number of 

examples. For one thing, Jonathan Swift established a fund to grant money "in tiny sums of 

five and ten pounds, to be repaid weekly, at two or four shillings, without interest" to "poor 

industrious tradesmen" (Brandt et al, 2012). The Irish Reproductive Loan Fund Institution 

was founded in 1822 with the goal of assisting the needy by granting small loans of less than 

10 Euros in today's money. 

Furthermore, 19th-century German credit cooperatives provide as an example of historical 

microfinance; these cooperatives functioned as a modern micro-credit self-help group in 

which the entire cooperative was given a loan and was collectively liable for repayment 

(Brandt et al., 2012). Finally, in colonial India, (Wolcott, 2009) presents an early example of 

microfinance in which very small loans were granted to persons in need without the need for 

collateral. Microcredit is not a new phenomenon. Microcredit emerged as a "contemporary" 

phenomenon in the 1970s. Muhammad Yunus, a native of Bangladeshi trained in the United 

States who later became a professor at Chittagong University in Bangladesh, is a frequent 

proponent of the modern notion of micro-credit. When Yunus lent a modest sum of money 

from his pocket to a craftswoman he trusted to repay him in 1974, the now-famous Grameen 

Bank was born. Grameen Bank has gained a lot of worldwide attention since then, and Yunus 

was awarded the Nobel Peace Prize in 2006 (Yunus, 2003). Grameen and the numerous 

organizations that have adopted its model claim to be a significant source of poverty 

alleviation, but many Micro Finance Institutions (MFIs) also claim to empower women, 

especially in patriarchal nations like Bangladesh. In contrast to the informal lenders in these 

developing countries, these institutions claim to provide individuals with meaningful capital 

at reasonable interest rates. In less developed countries, the poor have limited access to 

formal financial services due to factors such as a lack of physical collateral, the lengthy 

procedure for initiating transactions with formal banks, which discourages those without 

education from approaching banks, and a lack of credit supply in rural areas due to urban 

biased banking networks and credit allocations (Imai and Azam, 2010). According to Eyo 

and David (2014), as a result, most micro-credit institutions use the solidarity approach, 
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which entails lending to a group of 5-20 people. These people work together to achieve 

common economic goals and run micro-businesses. For each other's loans, the group gives a 

mutual guarantee. The goal of the group solidarity strategy is to ensure that each member of 

the group receives a loan. The group has a leader who has management skills that help in 

group membership selection and confidence in one another to the extent that access to credit 

for any member of the group depends on the consent of all members of the group.  

2.1.2 Micro-Credit Sources 

Concepts of micro-credit sources are outlined below in relation to this study: 

(I) A Private Money Lender is a person who lends money to others privately. 

A private money lender is an individual who lends money without being affiliated with any 

organization. 

A trust deed for the purpose of financing a project. Formal (hard) money lenders are more 

conservative than private money lenders (www.corporatefinancialinstitute.com). Private 

moneylenders are in business to earn higher-than-average returns on their investments. 

(ii) Loan from family and friends 

This is a loan agreement in which family and friends agree to borrow money from micro-

entrepreneurs for the purpose of starting a business. There may or may not be a formal 

contract involved in this agreement (Business Loans, 2017). 

iii) Microfinance Institutions 

This is a financial institution that serves the underprivileged, who are historically underserved 

by regular financial institutions. Microfinance differs from other formal financial products in 

three ways. The first is the small size of the loans provided and/or savings collected; the 

second is the lack of asset-based collateral; and the third is the ease of operations (CBN, 

2005). 

(iv) Industry Bank (BOI) 

The Bank of Industry (BOI) - Microfinance Bank Limited is a Nigerian limited liability 

company that was established in 2002 under the Companies and Allied Matters Act and is 

governed by the Nigerian Central Bank. The bank provides a wide range of financial services 

to micro, small, and medium-sized businesses, as well as individuals and organizations of 

low-income workers. It provides asset finance loans, consumer loans, and group loans with a 

maximum loan amount of N500, 000 per company. It also attempts to encourage saving 

among the Nigerian society's unbanked productive poor (BOI Annual Report & Account 

2016). 

(v) The Society of Co-operatives 

Cooperatives are intentional organizations founded by people for the purpose of mutual aid, 

and their goals are fulfilled through self-help and group work (Ogidi, 2017). The registration 

of cooperatives with the government is a requirement. The minimum number of people 

required should not be fewer than ten. The capital is raised from the members, also known as 

the share capital. Farmer/agricultural cooperatives, consumer cooperatives, community 

cooperatives, worker cooperatives, housing cooperatives, credit unions, civic society, second 

and third-tier cooperatives, and so on are all examples of cooperatives. 
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Poverty Definition 

Because of its complex character and dynamic qualities, an examination of the vast literature 

on poverty reveals that there is no conventional idea or definition of poverty. "Poverty is like 

an elephant; it is easier to recognize than define," writes Aboyade (1995). However, as Tella 

(1997) and Anyanwu (1997) point out, any study of poverty must start with a definition of 

poverty in order to define the limitations of comprehension. Poverty can be a vicious cycle. 

People who want to get out of poverty require access to education, medical care, clean water, 

and work possibilities that will help them improve their financial status. Unfortunately, many 

impoverished people cannot afford schooling or live in places where these opportunities are 

unavailable. 

Poverty is a human situation that is difficult to quantify, not just an economic one. It is a 

worldwide epidemic that affects people and is regarded as one of the indicators or 

expressions of underdevelopment. Poverty is defined as the number of people living on less 

than a certain amount of money; an imagined worldwide poverty line that recognizes neither 

national borders nor levels of national per capita income (Todaro, 2006). The poverty line is a 

technique for quantifying poverty that is based on income and consumption statistics. When a 

person's standard of living (typically based on income or expenditure) falls below a certain 

threshold, they are classified as poor. Payne (2005), on the other hand, admitted that income 

is an insufficient indicator of well-being. This is due to the fact that many forms of 

deprivation experienced by the poor are not captured by income poverty measurements. 

 Poverty Types 

To grasp the challenges surrounding poverty measurement, consider the following summary 

of the literature on the degree and forms of poverty: 

Extreme Poverty 

Absolute poverty, according to Wikipedia, is described as a circumstance in which a person's 

or a household's income is insufficient to meet the minimum fundamental human needs 

required for physio-surgical care. Food, water, clothing, and shelter are examples of basic 

human requirements. These are also the aspects of Maslow's hierarchy of requirements' 

lowest level (Maslow, 1970). According to Maslow, these needs must be met in order to be of 

service, and if there is an acute shortfall, the individual will react by focusing most of his or 

her resources on achieving the bare minimum for physical survival. Failure to achieve this 

minimum, according to Maslow, will result in decreased physical efficiency and, finally, 

death. However, the concept of absolute poverty persists, particularly in areas prone to 

hunger and other natural and man-made disasters. This is the kind of poverty that 

policymakers and international development organizations are working to eradicate. 

 Poverty Relative 

Relative poverty is a condition in which some households are not poor, but are poorer in 

terms of income and other resources than others. According to the World Bank (2006), 

relative poverty exists when households' per capita income is less than one-third of the 

country's average per capita income. It justifies the examination of poverty in sophisticated 

industrial society, where relative poor people's resources may be greater than those of relative 

poor people in other countries. Adeyeye (2000) points out that there appears to be no 

scientific basis for calculating how far a family's resources should go in order to become 
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impoverished. As a result, subjectivity arises, and the severity of poverty in relative terms is 

determined by the investigator. 

 Hypothetical or Temporary Poverty 

This is also called as "hopeless poverty," and it is only temporary. Theft, drought, war, flood, 

and fire are all causes of it. In the near term, the victims are destitute. This type of poverty is 

transitory or short-term, and is primarily caused by transitory events such as natural or man-

made calamities such as wars and environmental degradation, or structural changes produced 

by policy reforms that result in job losses, real income losses, and asset losses. 

Poverty in terms of location and occupation 

Urban squalor, characterised by the prevalence of ghettos, slums, and hatred in metropolitan 

cities, is a sort of poverty that is dependent on the geographical and regional spread and 

incidence of two such conditions documented in the literature. Environmental degradation, 

insufficient welfare services, social deprivation, low per capita income, overcrowding, and 

informal enterprise are all characteristics of this situation. Illiteracy, the use of rudimentary 

technologies, the dominance of subsistence farming as the major occupation, disguised 

unemployment, a low state of economic and social infrastructure, and rural-urban population 

drift are all characteristics of rural poverty 

Chronic or structural poverty  

Its causes are mostly structural and long-term, and they can be caused by a variety of 

variables such as a lack of resources, a lack of skills for profitable job, geographic 

disadvantage, or endemic social-political and cultural problems. 

Poverty (Generalized, Island, or Case-Specific) 

This is contingent on the degree and scope of predominance. If it is extensive, ubiquitous, and 

pervasive among gender groupings, social and economic rights, or exclusion mechanisms, it 

is considered generalized. It is an island if it exists in a sea of plenty, as in Nigeria; it is also 

unique if it is created by a shift in the fortunes of some individuals or families in affluent 

cultures due to misfortunes such as illness or disability. 

Micro and Small Scale Enterprises: What Do They Mean? 

Since the 1940s, the concept of micro, small, and medium-sized businesses has existed. 

MSMEs have a long history in Nigeria, dating back to the Colonial era in 1946, when the 

country launched a ten-year development plan aimed at promoting trade and industrialization. 

Small-scale enterprises are defined by the Nigerian Central Bank (CBN) as businesses with 

annual turnovers of between N25000 and N50000. (Ogundele, 2007) defines a small business 

as one with at least 5 employees and a capital outlay of at least N5000. In his work 

(Awoyemi. et al, 2020). The definition of micro, small, and medium enterprises (MSMEs) 

differs by nation; for example, a small business in the United States does not always indicate 

a small business in Nigeria. MSMEs, according to the World Bank, are enterprises with fewer 

than 300 employees and assets of less than $15 million. MSMEs, according to the Inter-

American Development Bank, are firms with a maximum of 100 employees and annual 

revenue of less than $3 million (Dahlberg, 2011). MSMEs are classed based on the number of 

employees and assets worth, which excludes the value of land and buildings, according to the 

Nigerian Small and Medium Enterprise Development Agency (SMEDAN). A micro-
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enterprise, sometimes known as a micro-business, is a tiny business with a limited number of 

employees. 

Small enterprises are those whose total assets (excluding land and building costs) are above 

five million but not exceeding fifty million naira and whose total workforce is above ten but 

not exceeding fifty-nine. Micro-enterprises are those whose total assets (excluding land and 

building costs) are above five million but not exceeding fifty million naira and are started 

with a small amount of capital advanced from a bank or other financial organization. The 

majority of micro-businesses focus on supplying goods or services to their immediate 

communities. Micro-enterprises are tiny firms financed using micro-credit, a sort of loan 

facility available to those with no credit history or job (Kenton, 2019). These companies play 

an important role in enhancing the quality of life for people in developing countries, and they 

typically supply goods or services in local communities, such as apparel and footwear 

manufacturing or agricultural. Micro-businesses not only help business owners enhance their 

quality of life, but they also bring value to the local economy. They increase purchasing 

power, income, and job creation. Micro-enterprises and micro-credit, according to proponents, 

provide people with a way out of poverty by providing them with viable employment 

prospects and a steady income (2019, Kenton). A micro-enterprise, sometimes known as a 

micro-business, is a tiny business with a limited number of employees. A micro-enterprise 

employs fewer than ten people and is founded with a small amount of capital (less than $5 

million) advanced from a bank or other institution. The majority of micro-businesses focus on 

supplying goods or services to their immediate communities (Kenton, 2019). Small 

businesses are defined as those with total assets (excluding land and building expenditures) of 

more than five million Naira but less than fifty million naira and a total workforce of more 

than ten but less than forty nine. 

MSMEs in Nigeria are classified based on the number of employees and amount of capital in 

the business. The employees' number is fewer than ten (5- 9 employees) for micro and ten to 

forty nine (10- 49) for small enterprises, an amount of money that is less than fifty thousand 

naira. Medium-Sized Businesses (50-199 employees), less than 500. Nigeria's Small and 

Medium Enterprises Agency is the source of this information (SMEDAN, 2013). 

Different types of micro and small businesses 

Micro businesses can account for a significant amount of the economy and jobs. Small 

market sellers, shopkeepers, farmers, bakery operators, and caterers, as well as hairdressers, 

dry cleaners, and private tailors, are examples of micro-enterprises (Kenton, 2019). 

Microcredit can be used by a woman in a developing country to get a loan and buy a sewing 

machine. She may utilize the machine to start a tailoring business as a micro-business. By 

providing a service, the woman would increase her fortune while also helping her community. 

Methodology 

For Comparism analysis of formal and informal financial sector on poverty among micro and 

small scale entrepreneurs in Jalingo, Nigeria, the study employed frequency distribution table, 

Foster, Greer and Thorbeck (FGT), and Sen-Shorrocks-Thon Index. 

Model Specification  

The level of poverty among micro and small-scale entrepreneurs is first determined in order 

to achieve the study's main goal of examining the influence of micro-credit on poverty. 

Although several measures of poverty were described in the preceding section, this study uses 
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two techniques to assess poverty due to complexity and data challenges. Foster, Greer, and 

Thorbecke (FGT) and Sen-Shorrocks-Thon Index are two composite poverty measures that 

allow a standardized mapping of per capita income or spending of individuals or other 

elements to offer a useful statistical measure of overall poverty level. 

Using the Foster, Greer, and Thorbecke models, the level of poverty among micro and small-

scale entrepreneurs was calculated (FGT). 

The FGT calculates the poverty level using the alpha parameter, which calculates the 

incidence of poverty (Headcount index), the depth of poverty (Poverty gap), and the intensity 

or severity of poverty from the poverty line. 

                                                                           

 

Where; 

n = is the total number of samples 

= the number of poor  

= the poverty line 

= per capital income  

The FGT parameters take the values 0, 1, and 2 depending on the degree of concern 

about poverty. To estimate these parameters, there is a need to first determine the poverty line. 

The FGT Poverty Gap Index 

Using the index function, the poverty gap index is expressed as;  
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where  is the coefficient of variation among the incomes of the poor, H is the total number 

of the poor, and μ is given by: 

         

 

The level of poverty among the micro and small scale entrepreneurs using the Sen-

Shorrocks-Thon Index 

Sen (1976) proposed an index that seeks to combine the effects of the number of poor, the 

depth of their poverty, and the distribution of poverty within the group. The index is given 

by 

        

 

Where; 

P0 =headcount index 
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P 

= mean expenditure) of the poor, 
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 =Gini coefficient of inequality among the poor 

= the poverty line 

Source of Credit 

Table 1 shows the respondents’  source of credit. The result shows that 8.7% of the 

respondents obtain microcredit from deposit money banks (DMB) sources, 4.6% from the 

bank of industry (BOI), 41% from microfinance banks (MFB), 8.6% from agriculture banks, 

8.9% from cooperative, 27.6% from money lenders, while 0.7% respondents obtain 
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Table 1: Source of Credit 

Source of Credit Frequency Percent 

Deposit Money Bank 79 8.7 

Bank of Industry 42 4.6 

Microfinance banks 374 41.0 

Agriculture Bank 78 8.6 

Cooperative Bank 81 8.9 

Money lenders 252 27.6 

Relations 6 0.7 

Total 912 100 

Source: Field survey (2021) 

Repayment Period 

Table 2 shows the repayment period of microcredit finance. The result shows that 19.6% of 

the respondents repay the credit at 3months after collection, 5.9% repay after 6months, 59.6% 

repay in 12 months while 14.8% repay credit more than one year after collection of credit. 

From the table, the majority of the respondents repay credit 12 months after collection. 
 

Table 2: Repayment Period 

Repayment Period Frequency Percent 

3 months 179 19.6 

6 months 54 5.9 

12 months 544 59.6 

More than one year 135 14.8 

Total 912 100 

Source: Field survey (2021) 
 

Table 3: Type of Business activity 

Business activity Frequency Percent 

Agriculture 444 48.7 

Wholesale/Retail Trading 226 24.8 

Accommodation/Food Service 64 7.0 

Transport/Storage 50 5.5 

Information/Communication 35 3.8 

Administrative/Support Activities 93 10.2 

Total 912 100 

Source: Field survey (2021) 



International Journal of Research in Education and Sustainable Development | ISSN: 2782-7666 

Vol. 1, Issue 12 (December, 2021) | www.ijaar.org  

 

11 
 

Relationship between Access to Credit and Poverty 

Table 4 presents the relationship between access to credit and poverty. About 67 percent of 

the poor have no access to credit and 33 percent have access to credit while about 69 percent 

of the non-poor have access to credit and 31 percent have no access to credit. In conclusion, 

there are poorer people without access to credit. 

Table 4: Relationship between access to credit and poverty of the Respondents 

 Poverty  

Access to credit Non-Poor Poor Total 

Yes 240(69.2%) 186(32.9%) 293(32.1%) 

No 107(30.8%) 379(67.1%) 619(67.9%) 

Total 347 565 912 

Source: Field survey (2021) 

The results in table 5 present poverty across the business activities of people in Taraba. The 

FGT values () for respondents into agriculture, wholesale/retail trade, accommodation/food 

service, transport and storage, information/communication, education, and 

administrative/support activities. This indicates that 21.27%, 11.40%, 6.69%, 5.15%, 5.04%, 

6.69%, 5.70% and 6.20% of the respondents in agricultural, wholesale/retail trade, 

accommodation/food service, transport and storage, information/communication, education 

and administrative/support activities are poor. The () shows that on average, a respondent in 

agricultural, wholesale/retail trade, accommodation/food service, transport and storage, 

information/communication, education, and administrative/support business activities would 

require 7.63%, 4.02%, 3.37%, 2.31%, 2.28%, 1.93% and 3.09% of the poverty line (N613.98), 

(N619.35), (N474.87), (N526.76), (N680.15), (N437.22) and (N576.17) respectively to get 

out of poverty. The () values show that extreme poverty level for respondents doing business 

related to agriculture, wholesale/retail trade, accommodation/food service, transport and 

storage, information/communication, education and administrative/support are 4.03%, 1.86%, 

1.81%, 1.17%, 1.32%, 0.94% and 1.76% correspondingly. The SST values are 0.1015 for 

agriculture, 0.0488 for wholesale/retail trade, 0.02 for accommodation/food service, 0.021 for 

transport and storage, 0.022 (information/communication), 0.027 for education and 0.024 for 

administrative. The findings indicate that poverty incidence, poverty depth, and severity are 

obvious among people who engage in agricultural activities, while it is lower for those doing 

business related to education.  
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Table 5: Results of FGT and SST Measure of Poverty Level across business activities 

 PVL in  

USD$ 

PVL in 

Naira 

Poverty 

Headcount 

Poverty 

Depth 

Poverty 

Severity 

SST Gini 

Coefficient 

Agriculture 1.493883 613.9858 0.212719 0.076309 0.040312 0.101552 0.357246 

Wholesale/Retail Trade 1.506956 619.3588 0.114035 0.040268 0.01869 0.048875  

Accommodation/food 

service 

1.155406 474.8717 0.066886 0.033712 0.018139 0.028103  

Transport & Storage 1.281669 526.766 0.051535 0.023182 0.011769 0.020677  

Information/Communication 1.272794 523.1183 0.050439 0.022881 0.013221 0.020211  

Education 1.654869 680.151 0.066886 0.019372 0.009408 0.026313  

Administrative/Support 

activities 

1.063814 437.2276 0.057018 0.03098 0.017649 0.023701  

Total 1.401891 576.1774 0.619518 0.246703 0.129187 0.269431  

Source: Field survey (2021) 

Effect of volume of Microcredit on Poverty (Objective 1) 

To access the effect of volume of microcredit on poverty in Jalingo, Taraba State, this study 

employed the use of Probit model and the results were presented in Table 6. The estimates of 

the Probit model computed using the maximum likelihood estimation technique (MLE) were 

presented. From the results, it was shown that 912 observations were used in the analysis 

without any missing value of the non-selected variables. The coefficients of the variables, 

standard errors, the z-statistic and associated p-values were presented. The variables 

employed in this analysis include; average credit from different sources (deposit money 

banks, bank of industry, microfinance banks, Agric banks, cooperative societies, money 

lenders and relations), average income, interest rate and repayment periods (3months and 

6months). Among all these, the significant variables include average credit from deposit 

money banks, microfinance banks, and relations. The average income and repayment period 

(3 months and 6 months) were also statistically significant. The probit regression coefficients 

give the change in the z-score for a unit change in the predictor.  

The result shows that a unit increase in average credit sourced from deposit money banks, 

decreases the z-score by 0.4457701 which indicates that the respondents who source for 

credit from deposit money banks are less likely to experience poverty. Similarly, a unit 

increase in average credit sourced from microfinance banks decreases the z score by 

0.3102699 indicating that respondents who source credit from microfinance banks are less 

likely to experience poverty. Also, a unit increase in average credit sourced from relatives 

decreases the z score by 0.1777115 indicating that respondents who source credit from 

relations are less likely to experience poverty. Moreover, a unit increase in average income of 

the respondents decreases the z-score by 0.8267814, showing that average income is 

negatively related to poverty. The analysis indicates that as income of the respondents 

increases, they are less likely to experience poverty. However, an increase in the 

respondents’  credit repayment period of 3 and 6 months increases z-score of 0.6447431 and 

1.012638 meaning that respondents are more likely to experience poverty when the 
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repayment period is 3 and 6 months compared to when the repayment period is 12 months. In 

sum, credits form deposit money banks, microfinance and relatives as well as income 

negatively influence poverty, while repayment periods have negative effect on poverty.   
 

Table 6: Effect of Volume of Microcredit on Poverty 

Poverty Index Coef. Robust Std. 

Err. 

Z P>|z| 

Log of average credit from 

Deposit money banks 

-0.4457701 0.0750956 -5.94 ***0 

Log of average credit from 

Bank of Industry 

0.0869427 0.0794035 1.09 0.4 

Log of average credit from 

microfinance banks 

-0.3102699 0.0501162 -6.19 ***0 

Log of average credit from 

agriculture banks 

0.0660267 0.062201 1.06 0.288 

Log of average credit from 

cooperatives 

0.0974921 0.0749867 1.3 0.194 

Log of average credit from 

money lenders 

-0.0582765 0.0667047 -0.87 0.382 

Log of average credit from 

relations 

-0.1777115 0.0902867 -1.97 **0.049 

Log of average income -0.8267814 0.1014434 -8.15 ***0 

Interest rate -0.0030468 0.0142467 -0.21 0.831 

Repayment period 3months 0.6447431 0.1190849 5.41 ***0 

Repayment period 6m 1.012638 0.23422 4.32 ***0 

Constant 19.53587 2.404519 8.12 ***0 

Note: *** p<0.01, ** p<0.05, * p<0.1 

Source: Author’s computation, 2021 

 

The marginal effects are measured in unit of probability and the associated effects are 

reported in Table 7. The result shows that the probability that respondents who source credit 

from deposit money banks are less likely to experience poverty than those who source credit 

from BOI, Agric banks, cooperatives and money lenders is approximately 16.98%. Also, the 

result shows that the probability that a respondent who source credit from microfinance banks 

are less likely to experience poverty than those who source credit from BOI, Agric banks, 

cooperatives and money lenders is around 11.81%. Similarly, the probability that respondents 

who source credit from relations are less likely to experience poverty than those who source 

credit from BOI, Agric banks, cooperatives and money lenders is about 6.77%. Also, the 

probability that respondents will experience poverty as their income increases is 31.49% less 

likely. However, the probability that a respondent who repays loan after three (3) months will 

experience poverty is 22.44% more likely than those who repay the credit at twelve (12) 

months. Lastly, the probability that a respondent who repays the credit after six (6) months 

will experience poverty is 29.92% more likely than those who repay the credit at twelve (12) 

months.  
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Table 7: Marginal effect of the effect of Volume of Microcredit on Poverty 

Poverty Index dF/dx Robust Std. Err. Z P>|z| 

Log of average credit from 

DMB 

-0.1698093 0.028637 -5.94 ***0 

Log of average credit from 

BOI 

0.0331195 0.0302432 1.09 0.274 

Log of average credit from 

microfinance banks 

-0.1181926 0.0190438 -6.19 ***0 

Log of average credit from 

agric banks 

0.0251519 0.0236734 1.06 0.288 

Log of average credit from 

cooperatives 

0.0371381 0.0285666 1.3 0.194 

Log of average credit from 

money lenders 

-0.0221996 0.0254349 -0.87 0.382 

Log of average credit from 

relations 

-0.0676965 0.0343173 -1.97 **0.049 

Log of average income -0.3149497 0.0385897 -8.15 ***0 

Interest rate -0.0011606 0.0054258 -0.21 0.831 

Repayment period 3m 0.2241003 0.0369079 5.41 ***0 

Repayment period 6m 0.2991776 0.0455212 4.32 ***0 

Note: *** p<0.01, ** p<0.05, * p<0.1 

Source: Author’s computation from STATA 15, (2021) 
 

The effects of the level of microcredit accessibility on poverty 

To access the level of microcredit accessibility on poverty in Jalingo, Taraba State, The 

results present the estimates of the Probit model computed using the maximum likelihood 

estimation technique (MLE). From the results, it was shown that 912 observations were used 

in the analysis without any missing value of the non-selected variables. The coefficients of 

the variables, their standard errors, the z-statistic and associated p-values are presented. The 

variables employed in this analysis include; frequency of access to credit facilities (monthly, 

quarterly, annual and once in two (2) years), average income, interest rate and repayment 

period (3months and 6months). Among all these, the significant variables include monthly 

access to credit facilities, quarterly access to credit facilities, annual access to credit facilities, 

average income, repayment period 3months and repayment period 6months. The Probit 

regression coefficients give the change in the z-score for a unit change in the predictor.  
 

The result shows that a unit increase in monthly access to microcredit decreases the z-score 

by 1.164913, which indicates that respondents who have monthly access to microcredit are 

less likely to experience poverty than those who have access to microcredit only in 2 years. 

Similarly, a unit increase in quarterly access to microcredit, decreases the z score by 

1.342126 indicating that respondents who have quarterly access to microcredit are less likely 

to experience poverty. Also, a unit increase in annual access to microcredit decreases the z 

score by 1.04077 indicating that respondents who have annual access to microcredit are less 

likely to experience poverty. Furthermore, a unit increase in average income of the 

respondents decreases the z score by 0.399863 indicating that as the income of respondents 

increases, they are less likely to experience poverty. However, an increase in the 

respondents’  credit repayment period of 3 and 6 months increases z-score of 0.7483668 and 

0.5745645 meaning that respondents are more likely to experience poverty when the 

repayment period is 3 and 6 months compared to when the repayment period is 12 months. 

Overall, the frequency of access to microcredit (monthly, quarterly and annually) and average 
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income influence poverty negatively, while repayment periods (3 months and 6 months) 

negatively and significantly influence poverty. 

Conclusion 

From the sources of credit table the financial institutions were broken into two part; formal and 

informal institutions. the formal institutions  consist of deposits money banks, bank of industry, 

microfinance banks and bank of agriculture with 8.7%,4.6%,41%,8.6% while the informal institutions  

consist of cooperative banks, money lenders and relation with 8.9%,27.6% and 0.7%. The respondents 

that obtained credit facility from formal institutions are likely not to be poor while the respondents 

who obtained facility from informal institutions are likely to be poor because of the high interest rates 

charges in the informal sector and the shorter repayment period in the informal institutions.   

 

Recommendations 

The government should provide lower interest rates loans facility to micro and small scale 

entrepreneurs through formal financial institutions to reduce poverty and encourage the growth of 

micro and small scale enterprises in the economy, and also establishment of financial institutions in 

the areas where they are not established to encourage access to loanable funds in the community. 
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