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Abstract: The objective of this paper is to examine the effect of borrowers' financial literacy on credit repayment. To
achieve this objective, we test the hypothesis that financial literacy has a significant effect on credit repayment. To
achieve this, binary logistic regression was used on the data of 246 credit borrowers of ASJD Mutual over the period
2015-2017. The results show that variables such as budgeting literacy and credit management literacy have a
significant influence on credit repayment at 5% and 10%. In addition to these variables, age, marital status, savings
and gender also explain credit repayment. Our results are supposed to help strengthen the knowledge, skills and self-
efficacy of members who work with microfinance institutions in general and the ASJD in particular, so that they are
better prepared to make budget forecasts and better manage the loans they take out from the microfinance
institution.
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1. Introduction

Microfinance institutions specialize in financing small-scale economic activities. They have a social role of
targeting a large number of people excluded from the traditional financial system, including poor
households, entrepreneurs, small and medium enterprises, and self-help groups by offering them adapted
financial services (Kobou et al, 2009). Today, microfinance remains a real financial sector in various
contexts and is considered a powerful tool for fighting poverty (Tchakouté-Tchigoua, 2018). It is recognized
as an effective development lever that frees itself from financial constraints and broadens the range of
possible solutions (Gentil, D. et al, 2002). The number of clients served and the amount of credit granted are
sufficient evidence of the role played by these structures in improving the living conditions of the most
disadvantaged.

Access to finance is an important aspect in the functioning of microenterprises. However, the problem of
repayment is an obstacle for financial institutions, including microfinance institutions (MFIs) that offer
microfinance based on an individual loan approach. Many microfinance institutions, despite the socialization
objectives they have set for themselves, are experiencing significant dysfunction. They face enormous
difficulties affecting their stability, viability and sustainability, which are conditioned by a good quality of
the loan portfolio. A study conducted by (Azokly, 2010) shows that viable microfinance institutions are those
that obtain very high repayment rates for the micro-credits granted and that cover all their financial and
operational costs.

The problems of non-repayment of credit are identified in several studies (Kotoklo et al., 2022; Motedayen et
al., 2022, Godquin , 2004; Bhatt and Tang, 2002; Anthony and Horne, 2003; Adusei and Appiah, 2011,
Motedayen et al, 2022; Mersland et al, 2010; Hulme, 1991; Kevane and Bruce, 2001; Khandker et al, 1995;
Cheston and Kuhn, 2002; D'Espallier et al, 2009; Ismanto et al. 2019). Kotoklo et al. (2022) show, for
example, that gender is a determinant of non-repayment of credit in microfinance. (Motedayen et al., 2022)
showed that variables such as gender, loan value, age, interval between installments, previous loan,
occupation, loan repayment duration, number of installments, amount of each installment, type of collateral,
average balance, interest rate of the facility are determinants of credit repayment.

The finding is that despite this array of studies on the determinants of repayment, few have analyzed the
effect of financial literacy on repayment and the results that emerge from these analyses are mixed and seem
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to depend on the samples considered. On the notion, two groups of authors emerge. The first group argues
(Tuyisenge et al., 2015; Idowu, 2010; Nieman and Bennet, 2006) that there is a positive significant link
between financial literacy and credit repayment; the second group finds no link between financial literacy
and credit repayment (Kariuki et al., 2015; Barua et al., 2014; Bay et al., 2014). Ismanto et al. (2019) for
example in their studies analyzing the link between financial literacy and credit in Indonesia find that there is
no relationship between literacy and credit repayment whereas Kariuki and Muturi (2015) found a significant
effect of literacy on credit repayment in the case of the Ecumenical Churches Credit Fund.

Financial illiteracy defined by Lusardi and Mitchell (2013, 2014) as the ability to misunderstand economic
information and make decisions about debt, investments and financial planning can reinforce negative credit
behaviours, such as excessive debt accumulation and high cost borrowing (Lusardi et al, 2017), poor
mortgage choices (Moore et al., 2003), losing one's home due to non-payment (Gerardi et al., 2010), poor
investment choices ( Bellofatto et al., 2018) and suboptimal borrower behaviour ( Bajo et al., 2018).
Anderloni et al. (2010) understand that financial education plays a fundamental role as a preventive measure
of default control, as it increases individuals' understanding of their financial decisions, making them better
able to make financial choices.

According to the BCEAO report in 2017, the portfolio deterioration rate at the end of December 2017 is
6.95%, at the end of December 2018 is 7.15%, at the end of June 2019 is 7.49%. In Togo, in 2020, the assets
of the microfinance sector reached CFAF 260 billion, up by almost 20%. The Faitiere des Unités
Coopératives d'Epargne et de Crédit (FUCEC) remains by far the most important microfinance structure in
Togo, with more than 137 billion FCFA in assets. In addition to the institutions that marked the year, there is
the Mutuelle ASID (Mutuelle d'Appui et de Soutien aux Jeunes pour le Développement), created in
November 1995, governed by Law No. 95-014 of 14 July 1995 on the regulation of mutual or cooperative
savings and credit institutions, with assets of 4.6 billion, ahead of the Coopec ILEMA (4.4 billion),
COOPECFI (3.6 billion) and Coopec la FRUCTUEUSE (3.4 billion). According to the ASJD report,
between 2015 and 2017, the rate of deterioration of the portfolio at the end of December was respectively
2.65% (2015), 4.81% (2016) and 4.58% (2017), whereas the BCEAO standard assumes a rate of less than
3%. This drop in repayment rates raises the following question: does the lack of financial literacy affect
credit repayment in the ASJD Mutual in Togo? The objective of this paper is to analyze the effect of
borrowers' financial literacy on the risk of default in the ASJD Mutual. To achieve this objective, we test the
hypothesis that financial literacy has a significant effect on credit repayment in microfinance institutions.

To our knowledge, no study in Togolese literature allows us to answer the fundamental question of this
study. Our contribution through this study is at three (3) levels, namely, (i) strengthening the knowledge; (ii)
the skills and (ii) the self-efficacy of the members who operate with microfinance institutions in general and
in particular, the ASJD mutual insurance company, so that they are better prepared to make provisional
budgets and to better manage the credits they take out with the microfinance institution.

This article is organized as follows: Section 2 briefly describes the literature review on financial literacy and
credit repayment. Section 3 explains our methodology, data and variables. Section 4 presents our results.
Section 5 concludes the paper.

2. Literature Review of the Effect of Financial Literacy on Credit Repayment

Much research has been devoted to studying the effect of financial culture on credit repayment in different
countries. On the notion, two groups of authors emerge. The first group (Tuyisenge et al., 2015; Idowu,
2010; Kariuki et al., 2015; Gathergood, 2012; Ongesa et al., 2014) argues that there is a significant
relationship between financial literacy and credit repayment; while the second group claims to have found no
relationship between financial literacy and credit repayment (Ismanto et al., 2019; Bay et al., 2014). This
section first presents the empirical studies that establish that financial literacy affects credit repayment, and
then those that show that financial literacy is not a determinant of credit repayment.

2.1. Studies showing that literacy has a significant effect on repayment

Tuyisenge et al (2015) conducted a study on the effect of financial literacy on credit repayment among Small
and Medium Enterprises in Rwanda and found that 81% of members agreed that planning skills contributed
greatly to credit repayment. Similarly, a study on the impact of microfinance in Small and Medium
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Enterprises also showed that debt management literacy had a significant impact on loan repayment (Idowu,
2010). In addition, a study conducted on business management and bookkeeping showed similar results
(Nieman et al., 2006). Indeed, the study showed that of the entrepreneurs who did not delay in repaying their
loans, 85.7% had bookkeeping knowledge while only 14.3% of the members, who did not have bookkeeping
literacy, delayed in repaying their loans.

Kariuki and Muturi (2015) conducted a study on the effect that financial literacy has on credit repayment in
the case of the ecumenical church credit fund. They found that 72.8% of the members who had knowledge of
debt management did not delay repayment, while only 27.2%, who did not have knowledge of debt
management delayed repayment. This implies that members who are not proficient in debt management are
more likely to delay credit repayment, while members who are proficient in debt management are less likely
to delay credit repayment.

Ongesa et al (2014) assess financial literacy in credit repayment by small and medium entrepreneurs in
Ngara, Nairobi County, concluded that bookkeeping, credit management and budgeting skills significantly
influenced SMEs' ability to repay credit.

Gathergood (2012) finds a positive relationship between high levels of debt and consumer behavioural
problems, such as lack of self-control and financial disorganization. People lacking self-control and financial
organization use quick and easy credit instruments such as credit cards and retail credit cards, not realizing
the high costs and buying impulsively without regard to future payments.

2.2. Studies showing that literacy has no significant effect on credit repayment

Ismanto et al (2019) analysed the relationship between financial literacy and credit in Indonesia using 332
samples of credit clients in rural bank lending (RBC) with multinomial logistic regression. The research
results reveal that there is no significant relationship between literacy and credit repayment.

Bay et al (2014), state that they found no relationship between financial literacy and credit repayment. They
found that those who received financial literacy training showed no difference from those who did not. In
short, the evidence is mixed on the role of financial literacy in credit repayment.

Lewis Mandell and Linda Schmid Klein (2009) examined the differential impact on 79 high school students
of a personal finance management course taken 1-4 years earlier. This study used a matched sample design
based on school system records to identify students who had and had not taken a personal financial
management course. The results indicate that those who had taken the course were no more financially
literate than those who had not. Furthermore, those who took the course did not rate themselves as more
savings-oriented and did not appear to have better financial behaviour than those who did not take the
course. Their study raises serious questions about the long-term effectiveness of financial education courses
at the secondary level.

Neema et al (2016) examine the influence of financial literacy on the delinquency and default rates of clients
of rural savings and credit cooperative societies (SACCOS) in Tanzania. Data were collected from a random
sample of 200 individual loan recipients from eight SACCOS, and analyzed using regression models. The
results established that the level of financial literacy of rural borrowers is very low. The study also found a
negative relationship between financial literacy and default.

Our study adds to the literature on whether financial literacy in Togo, where there is no previous research, is
less affected by credit default risk.

3. Data and Methodology
3.1. Data

The objective of this paper is to show the effect of financial literacy on credit repayment in Togo. To achieve
this objective, we used data from the ASJD mutual database. Out of a population of 1296 beneficiaries, we
drew a random sample of 305 beneficiaries without discounting. This sample is selected using the Yamane
(1967) formula. A margin of error of 5% is allowed in the calculation. This resampling allowed us to
complete the base with the variable of interest financial literacy. In the end, we obtained 246 beneficiaries of
loans in the said mutual insurance company.
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Overall, eight (08) variables are used in our study to analyze the effect of literacy on credit repayment. These
variables are drawn from the literature review. They are:

Credit Repayment (Remb): the dependent variable of the model is credit repayment. It is a binary variable
(1 if the client repays and 0 otherwise). A study conducted by (Azokly, 2010), shows that viable MFIs are
those that achieve very high repayment rates for the microcredits granted and that cover all their operating
and financial expenses. Thus, the sustainability of MFIs depends first and foremost on their viability, which
in turn depends on the quality of their loan portfolio.

Financial Literacy (Alpha): This refers to the ability to understand economic information and make
decisions about debt, investments and financial planning. It has become increasingly important in recent
years. Especially as financial markets have become increasingly complex and there is an asymmetry of
information between the markets and the ordinary person, it is becoming more difficult for the latter to make
informed choices. In India, the need for financial literacy is even greater given the low levels of formal
financial literacy (Lusardi et al, 2009a, 2009b). Financial literacy is seen as an important complement to
promote financial inclusion and ultimately financial stability.

Two measures of literacy were used in our study. These are budget literacy and management literacy. All
these measures are binary and take 1 if the client receives training and 0 otherwise. This variable is supposed
to have a positive sign indicating that training contributes to increasing the probability of credit repayment.

Gender: It represents the gender of the borrower and is therefore binary (1 for male and 0 for female). For
(Elloumi et al., 2013; Nanayakkara et al., 2015), the gender of the borrower is a determinant of credit
repayment performance in decentralised financial systems. Montalieu (2002) and D'Espallier et al. (2011)
also concluded in their work that the repayment rate of women would be significantly higher than that of
men. They explain this result by the fact that women are more disciplined in the face of bank expectations,
more sensitive to social pressure, less mobile and more active in solidarity guarantee groups. Similarly, the
work of (Kotoklo, Togbenu and Keglo, 2022) through logistic regression on the data of 4867 beneficiaries of
credit at the Coopec SOLIDARITE also showed that gender has a significant effect at 1% on default. Their
results show that women are less exposed to the risk of credit default than men.

Age: This variable measures the age of the borrower. In the microfinance literature, the age of the borrower
is also mentioned as a factor that can explain credit repayment performance. With age, the individual
acquires more education, skills, experience and maturity. All these attributes allow him to invest the credits
received in better thought-out projects and in turn increase the probability of repayment. Honlonkou et al
(2006) show, based on a sample of young borrowers (average age 40), that age has a positive impact on
repayment performance

Educational Level: It symbolizes the borrower's level of education. (Abreham, 2002) found that the
borrower's education level has a significant effect on the repayment rate. His work found that default
decreases as the borrower's education level increases. This thesis is corroborated by the work of (Bachelet et
al., 2004). Indeed, these authors confirm that graduate (educated) entrepreneurs have more specific skills and
knowledge for creation and innovation. They thus have a higher chance of success in their projects and a
lower risk of default.

Marital Status: Marital status shows whether the borrower is single, married, divorced or widowed. Elloumi
and Kammoun (2013) showed that married borrowers did indeed have difficulties in repaying their loans,
indicating that there is a link between marital status and loan repayment performance. On the other hand, the
study by Bassem (2008) did not reveal a significant link between repayment performance and the borrower's
marital status. The expected sign of this variable is therefore indeterminate.

Credit Amount: This variable is also addressed in this research. It represents the amount of credit granted to
the borrower. Studies by Roslan et al (2009) and Zohair (2013) on the one hand and (Kotoklo, Togbenu and
Keglo, 2022) on the other have shown that the amount of loan has a positive relationship with credit
repayment performance. It is argued that a small amount of loan is not sufficient to finance the Enterprise or
projects and therefore insufficient for the Enterprise to generate sufficient cash flow to repay the loan.
Therefore, a larger loan has a better repayment rate. This statement is supported by Onyeagocha, Chidebelu
and Okorji (2012).
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Savings: Savings is also an important variable for our study. The savings of the beneficiary give the lender
signals about the quality of the borrower's project. Thus, the more personally involved the borrower is in the
project, the better the lender considers the project to be (Leland and Pyle, 1977; Couchoro et al, 2011). More
specifically, the greater the borrower's personal contribution, the less reluctant the lender will be to grant the
loan, as the contribution reflects the borrower's confidence in the project (Guérin et al., 2000; Couchoro,
2011). This variable is therefore supposed to have a positive effect on credit repayment.

3.2. Methodology

Our econometric model for analyzing the effect of gender on credit default in Togo is based on logistic
regression. Indeed, in our study the explained variable takes the value 0 or 1 which makes linear estimation
inappropriate.

Assuming Y, the explained variable and X the matrix of explanatory variables, the logistic regression is
expressed in the following probability form:

log (ﬂ) =PBo+Byxy+ -+ B,x,

1-pix)
Where p(x) denotes the probability P(Y = 1[X =x) and x = (xy,..,x,) is a realization of the
explanatory variables matrix X. The coefficients £y, ....[3, are estimated by the maximum likelihood method
from the 246 observations.

When considering the different variables, the model is specified as:

log (%) = B, + B, ALPHA + B,GENDER + 8, MARITALSTATUS + f,CREDITAMOUNT +

1—pix)

B.AGE + B,EPARGN + B,EDUCLEVEL

To better explain the model, we first consider a logistic model (1) that takes into account the first financial
literacy measure, budgeting literacy, and then in the logistic model (2), credit management literacy and the
other explanatory variables.

4. Results and Discussions
This part includes descriptive statistics and the presentation and interpretation of the estimation results.
4.1. Descriptive Statistics

The table below presents the descriptive statistics of our different variables. Its analysis of the quantitative
and qualitative variables shows that:

Table 1: Descriptive statistics of the main variables

Variables Modalities Proportions%
Repay 69.51
Repayment Did not repay 30.49
Man 30.49
Gender Woman 69.51
Unmarried 14.63
Married 75.20
Marital Status Divorce 2.85
Widow(er) 7.32
4 Received 35.37
Budgetary literacy Not received 64.63
o Received 37.80
Managerial literacy Not received 62.20
Educational level None 17.07
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Primary 29.67
Secondary 35.77
Senior 17.48
Small credit 57.32
) Medium credit 23.98
Credit Amount Large credit 17.89
Very large credit 0.81
) Save 65.85
Savings Does not save 34.15
Min 23
Max 73
Age Standard deviation 9.68
Mean 40.15

Source: Authors

The credit repayment retained as a dependent variable in this study has two modalities as shown in the table
above. In this sample, the result shows that 69.51% of the credits are well repaid against 30.49%. On the
gender side, women are more important (69.51%) than men (30.49%). Among these members, more than
75% are married, more than 14% are single and more than 7% and 2% are widowed or divorced. As for their
level of education, more than 35% have secondary education, 29% have a first degree diploma, while 17%
have no education at all. The results in the table support the work of Abraham (2002) and Bachelet et al.
(2004) who confirm that graduate (educated) entrepreneurs have more specific skills and knowledge for
creation and innovation. They thus have a higher chance of success of their projects and a lower risk of
default. Further analysis shows that small credits are more important and represent 57.32% against 0.81% of
very large credits. This result indicates that small credits are well repaid as well as medium credits, but very
large credits are not well repaid. These results are contrary to the study by Roslan et al (2009) and Zohair
(2013) which concluded that small loans are not well repaid as the amount is insufficient to finance the
activity to the point of earning interest to repay. As for savings, more than 65.85% of the members of this
Mutual Association saves either for their own benefit or to obtain credit to boost their activities. To achieve
this, the Mutual's target group is young people with an average age of 40. To enrich the analysis and allow
for a good repayment, we test the financial literacy factor (budget or management). We read that more than
60% have not received any literacy training in budgeting and management. This reading affirms the idea that
in order to repay credit well, borrowers do not necessarily need credit management training since 62.20% of
borrowers have not had credit management training. These results contradict the findings of some
researchers such as (Calcagno et al., 2015) who argue that financially literate people are able to plan or
budget, they have at least a record of their financial activities because of their accounting literacy, they are
able to manage credit to avoid bad debts and prevent non-repayment of loans and also have the courage to go
for financial negotiation when they feel they need better terms from financial providers. From the same table,
64.24% have not had any training in credit budgeting. This result does not confirm the position of Tuyisenge,
Mugambi and Kemirembe (2015) who conducted a study on the effect of financial literacy on credit
repayment among Small and Medium Enterprises in Rwanda and they concluded that 81% of the borrowers
agreed that planning skills greatly contributed to credit repayment.

4.2. Estimation Results

Before interpreting the results in Table 2 below, it should be noted that these results from the 2 binary
logistic models are obtained from the Stata software. The results of the estimations are provided in Table 2
below. The chi® test at the 1% threshold leads to the rejection of the null hypothesis that the estimated
coefficients are all zero. The pseudo R? is equal to 0.1860 in the first estimation and 0.1774 in the second
estimation. Although relatively low, these values show the good specification of model 2 compared to model
1. The estimated coefficients presented in the table are the marginal effects.
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Table 2: Regression Results
Model 1 Model 2
Coefficients P-value Coefficients P-value
Literacy Bud 0.172%* 0.017
Literacy Man 0.128*** 0.075
Gender -0.109%** 0.092 -0.110%** 0.090
Age 0.005%** 0.094 0.005 0.111
MaritalStatus -0.079%** 0.030 -0.079** 0.030
Educational Level 0.015 0.663 0.023 0.530
Credit Amount -0.030 0.412 -0.027 0.459
Save -0.422* 0.000 -0.426%** 0.000
cons 0.473%** 0.011 0.475%* 0.011
No of obs 246 246
LR chi’ 52.95 50.67
Prob>chi’ 0.000 0.000
Pseudo R* 0.186 0.177

Note: ***significant at 10%; **significant at 5%; *significant at 1%. The probability value is used to test the
significance of the coefficients in our model. A coefficient with a probability below 10% means that the coefficient is
statistically significant at 10%. Source: Authors

Before relying on a model to draw conclusions or predict future outcomes, it is important to check, as far as
possible, that the model we have estimated is correctly specified. In other words, the data do not contradict
the assumptions made by the model. In this sense, we examine the very popular ROC' curves of our two

estimates.
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In our study, the ROC curves of our two models above have an overall area equal to 0.8 and above the
diagonal. We can therefore conclude from the work of (Hosmer and Lemeshow, 2000) that our model
(model 2) has an acceptable discrimination power and therefore a good fit with a prediction quality equal to
72.36% and 72.76% respectively.

In model 1, considering the statistical significance and the sign of the coefficients, we deduce a significant
relationship between reimbursement and budget literacy. Indeed, the coefficient (marginal effect) of the
budget literacy variable is positive and equal to 0.172 with a probability of less than 5%. In model 2, when
management literacy is considered instead of budgeting literacy, the results also reveal a significant positive
relationship between management literacy and credit repayment. The coefficient of the management literacy
variable is positive and equal to 0.128 with a probability lower than 10%. These results indicate that literacy
in budgeting and management increases the probability of loan repayment for borrowers of the ASJD Mutual
Association. We thus confirm the results of authors such as: Tuyisenge et al. (2015); Idowu (2010); Kariuki
and Muturi (2015); Gathergood (2012) who argue that there is a significant relationship between financial
literacy and credit repayment.

! Receiver Operating Characteristic (ROC) shows a good fit of the model to the data

Financial Literacy and Credit Repayment in MFIs: The Case of the Mutual AS]D in Togo
Edoh KOTOKLO et al. https://doi.org/10.55454 /rcsas.3.01.2023.002



ThoRCSAS The Reviet of Contemporary Scientific and Academic Studies I .\' l

it i An International Multidisciplinary Online Journal
www.thercsas.com

ISSN: 2583-1380 Vol. 3 | Issue No. 1 | January 2023 Impact Factor: 4.736 (SJIF)

When considering the control variables and referring to their statistical significance, our results indicate that
variables such as gender, age, marital status and savings have a significant effect on credit repayment. These
results confirm most studies analyzing the determinants of credit repayment in microfinance.

5. Conclusion

The fundamental question of this study is what effect financial literacy has on credit repayment in the ASJD
mutual society in Togo. The objective is to shed light on the effect of budgetary and management literacy on
credit repayment in Togo, and more specifically in the ASJD mutual insurance company, and thus contribute
to enriching the debate on this issue. Through an econometric analysis in logistic regression with data from
246 credit beneficiaries drawn from a Microfina database. Several important results are derived from our
estimations.

Both measures of literacy (in management and budgeting) have positive and significant coefficients at the
5% and 10% levels. Financial literacy thus increases the probability of credit repayment in the ASJD Mutual
in Togo. Such a result confirms for those authors such as: Tuyisenge et al (2015); Idowu (2010); Kariuki and
Muturi (2015); Gathergood (2012) who argue that there is a significant relationship between financial
literacy and credit repayment. With regard to our control variables our results show that variables such as
gender, age, marital status and savings also have a significant effect on credit repayment.

Our results are supposed to help strengthen the knowledge, skills and self-efficacy of members who work
with microfinance institutions in general and the ASJD in particular, so that they are better prepared to make
budget forecasts and better manage the loans they take out from the microfinance institution.
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