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Abstract 

 

Access and outreach are two sides of the same coin that currently receive much attention in 

the literature. This paper explores the accessibility of rural credit for the case of a rural bank 

in Northern Nicaragua. Both the point of view of the potential client and the bank are 

addressed. It is illustrated that local networks of information and recommendation are 

important low-cost screening mechanisms for the rural bank. It is also shown that individual 

access to these networks of information and recommendation related to existing clients or 

bank staff members is the principal factor that determines household access to the bank’s 

credit. The evolution of the bank into a professional financial organisation has had a 

significant impact on outreach over the territory. Expansion in portfolio of the bank went 

hand in hand with geographical expansion and more dispersion of the clients over the 

territory. This development has affected poor households’ access to the bank’s credit, since 

they depend on dense and elaborate local networks of clients in order for information and 

recommendation effects as elements of social collateral to develop.
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Accessibilité du crédit rural dans le nord du Nicaragua : l’importance des réseaux 

d’information et de recommandation. 

 

Résumé 

 

L’accès et la couverture clientèle sont les deux faces d’une même médaille qui bénéficient 

actuellement d’un grand intérêt dans la littérature spécialisée. Le présent texte examine 

l’accessibilité du crédit rural dans le cas d’une banque rurale dans le nord du Nicaragua. Les 

points de vue tant du client potentiel que de la banque sont pris en compte. Ce texte illustre le 

fait que les réseaux locaux d’information et de recommandation sont pour la banque rurale 

des mécanismes importants et peu coûteux de filtrage des clients potentiels. Il montre 

également que l’accès individuel à ces réseaux d’information et de recommandation liés aux 

clients existants ou aux cadres de la banque est le facteur principal d’accès des ménages aux 

crédit de la banque. L’évolution de la banque vers une organisation financière professionnelle 

a eu un impact significatif sur la couverture territoriale. L’expansion du portefeuille de la 

banque est allée de pair avec l’expansion géographique et une dispersion accrue des clients 

sur le territoire. Cette évolution a eu des répercussions sur l’accès des ménages pauvres au 

crédit de la banque, puisque ceux-ci dépendent de réseaux locaux denses et élaborés de 

clients pour permettre aux effets d’information et de recommandation de se développer en 

tant qu’éléments de garantie sociale.  
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1. Introduction 

 

Rural financial markets are imperfect. Costly information on the credibility of potential 

clients and long distances in sparsely populated regions are just two elements that can restrict 

the outreach of rural banks. On the other hand, rural households are faced with a number of 

factors that might restrict their access to a given supply of formal credit. While outreach is 

used from the perspective of the financial program and access is used from the point of view 

of the potential client, they both refer to the same thing: who is getting the credit. The issue of 

outreach, besides sustainability, has become one of the pillars of the famous “best practices” 

advocated by for example the World Bank and USAID (Yaron et al., 1997). Critics have 

accused this approach of too much emphasis on the breadth of outreach or the number of 

clients reached while neglecting the depth of outreach or the type of clients reached 

(Morduch, 2000). For some time there has been a discussion going on about possible trade-

offs between sustainability and depth of outreach expressed by the number of poor 

households reached (Rhyne, 1998). 

 

Depth of outreach has been studied mostly from the point of view of who gets the credit, 

thereby either stressing the gender element or the poverty element. Subsequently, these 

elements were often correlated with aspects of lending methodology (see for example 

Navajas et al., 2000 or Conning, 1999). Some studies have gone deeper into the question of 

what are the characteristics that influence in certain households making use of credit or not. 

Most studies take into account supply-related factors as well as demand-related factors (i.e. 

Sarap, 1990; Zander, 1994; Hashuliza and Kydd, 1996). Evans et al. (1999) study the 

question of accessibility from both points of view for a very large survey of over 24,000 

households. An interesting study by Sharma and Zeller (1999) studies accessibility from the 

point of view of the supply side by looking at the decisions involved in the geographical 

placement of branch offices and subsequently outreach. 

 

In this paper we will study the issue of accessibility for the case of the Fondo de Desarrollo 

Local (FDL), a rural bank in Nicaragua. This organisation has a history of being one of the 

most experienced NGO’s in working in the thin rural financial markets in Nicaragua. We 

focus on a branch office of the FDL in the municipality of Wiwilí in Northern Nicaragua. We 

will study the factors that determine accessibility from the point of view of the supply-side as 

well as the demand-side. The term accessibility is used purposefully to emphasise the 
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connection between bank-related factors and household-related factors in their explanation on 

why certain households become clients and others not. 

 

The contribution of this paper lies especially in analysing the importance of local networks as 

a screening device for the selection of clients or alternatively from a household point of view, 

the role of networks in facilitating access to credit. We hypothesise that access to networks of 

information and recommendation related to existing clients or bank staff is one of the 

principal factors that facilitates households in becoming clients of the bank or alternatively 

poses an important barrier for those households lacking access to these networks. It is 

assumed that this factor has become increasingly important for poor households as the FDL 

evolved into a professional financial organisation. Because of more strict selection criteria 

poor households have experienced increasing difficulties in gaining access to FDL credit. 

Therefore, poor households when applying for a loan probably have to rely more on their 

reputation with and recommendation by clients or bank staff members than well-off 

households. 

 

The structure of the paper is organised as follows. First, we will treat a framework of factors 

that determine the accessibility of credit from the point of view of the supply-side as well as 

the demand-side. The subsequent section will briefly illustrate the context and methodology 

of the research. Then, the results will be discussed, first from the point  of view of the 

household and subsequently complemented by the point of view of the bank. The final 

section will summarise the conclusions and present some further discussion. 

 

 

2. Factors that determine the accessibility of rural credit 

 

In this paper we are treating the issue of accessibility of credit with respect to a sole source, 

the Fondo de Desarrollo Local. Accessibility of the bank’s credit to rural households 

naturally becomes a discussion on characteristics of the supply side versus characteristics of 

the demand side. Household use of credit converges with outreach of the credit provider at 

the point where the heterogeneous and specific demand meets the specific supply. Our 

conceptual framework of supply characteristics versus demand characteristics is similar to the 

framework of program-related barriers versus client-related barriers presented by Evans et al. 

(1999) and the conceptual model of demand for credit versus supply of credit as described by 

 5



Moll and Hospes (1995). The most important difference lies in our specification of the local 

networks of information and recommendation as a crucial factor in facilitating access to the 

bank’s credit. The conceptual framework is summarised in figure 1. 

 

Figure 1. Factors that determine the accessibility of credit of a rural bank 
 
 

- strategies and objectives
- financial products and 
selection criteria
- actual mechanisms of client 
selection

- being part of a target group, 
living in a target zone
- capacity to take on a loan
- access to networks of 
information and recommendation

- willingness to take on a 
loan

access

use of credit / 
outreach

Bank Household

 
 

The objectives and strategies of the bank represent a first category of factors that shape 

accessibility of its credit products. Objectives like cost reduction and expansion (breadth of 

outreach) can compromise depth of outreach and consequently poverty impact (see for 

example Rhyne, 1998 or Morduch, 2000). Another important objective is the specification of 

a target group like for example women (i.e. Grameen Bank) or the rural poor. Moreover, in 

practice several decisions are made with respect to targeting specific zones on the basis of 

economic attractiveness, composition of the population, distance, security reasons, etc. (see 

the interesting study of Sharma and Zeller, 1999). 
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A second group of factors that determines the accessibility of credit of the bank are its 

financial products and the explicit criteria for client selection. In the case of credit-only 

programs, the interest rates and terms for the loans are important characteristics that influence 

participation. Short-term loans with many formal requirements are considered less attractive 

than long-term loans or more flexible short-term loans like those provided in the informal 

sector. High interest rates can crowd-out poor more risk-averse households in favour of less 

poor more risk-taking households (Hoff and Stiglitz, 1990). Important selection criteria 

include the requirements of a guarantor and physical collateral. Both factors were considered 

to be important barriers in a study on accessibility of rural credit in Sri Lanka (Zander, 1994). 

The requirement of a guarantor can be considered as an important form of social collateral. 

Other forms of social collateral include group liability or a specific recommendation by 

existing clients. In some financial organisations social collateral may be more important than 

physical collateral, especially for those organisations that specifically target the poor. 

 

A third group of less tangible factors concerns the actual mechanisms of client selection in 

the field. A first aspect refers to the way in which the bank disseminates information about its 

activities in the field. Does it make use of a generalised system of information distribution 

(i.e. community meetings, simple brochures, radio broadcasting) or are information flows 

mainly restricted to more secluded social networks of certain community leaders, key 

informants or friends and relatives of existing clients and bank staff. A second aspect refers to 

the methods of acquiring information about the credibility of potential clients. Does the bank 

invest a lot of time on studying a target zone or community? On which information sources 

does it rely on? Does local information from existing networks of clients have a strong 

influence on the bank’s credit allocation strategy? Finally, the personal preferences of the 

bank staff play a role.1 Do bank staff members favour certain potential clients because of ties 

of friendship or kinship or just because of the ease to allocate funds to certain clients rather 

than others? In addition to these often explicit preferences, the system of incentives to bank 

staff, i.e. salary bonuses related to target objectives, also influence bank staff preferences. 

 

                                                 
1 Personal preferences also influence the priority of a client and thereby the time span between application and 
disbursement. While the time span between application and disbursement is a factor in itself that potential 
clients take into account in their decision to apply, it is not considered an independent factor as it depends not 
only on the subjective priority of the client, but also on other factors like the extent to which a potential client 
meets selection criteria. 

 7



As shown in figure 1, household use of credit is a function of factors that shape potential 

access to credit controlled by the willingness to apply for a loan. From the point of view of 

the household, we can identify four groups of factors that influence use of credit: being part 

of a specific target group or living in a target zone, the capacity to take on a loan, having 

access to networks of recommendation and information, and the willingness to take on a loan. 

With respect to the first factor, a rural bank might have a specific target group or certain 

target variables in mind which in practice lead to an effective exclusion of all of those 

households not qualifying for these criteria. In addition, the household should be living in an 

area chosen by the bank as an area of operations. The larger the distance between the 

household and a bank’s office or main zone of operations, the higher the transaction costs 

(with respect to information and time) to gain access to the bank’s credit. 

 

The capacity to take on a loan refers to the household’s capacity to meet formal selection 

criteria and bank staff’s additional expectations on repayment capacity. The ability to meet 

collateral requirements refers to household endowments in terms of registered land, house(s), 

livestock and durable consumer goods. In addition, the household should be able to encounter 

a guarantor, a person with sufficient capacity to vouch for the loan. Additional expectations 

on capacity to repay are based on estimations of household income or diversification of 

household activities. In the absence of data on household income, a number of personal 

characteristics like family size, age, formal education or farm size can be used and are 

positively correlated with the household’s demand for and capacity to repay a loan (Sarap, 

1990). 

 

The factor access to networks of information and recommendation refers to the ties between 

households in the area and existing clients of the bank and bank staff members. The role of 

networks in relation to preferential access to credit has been extensively documented under 

the guises of the role of patronage or political clout (see for example Sarap, 1990). However, 

there are not many studies that have tried to measure this dimension next to other factors that 

shape accessibility.2 Local information sources in the form of key informants can be 

important low-cost mechanisms to reduce screening and enforcement costs.3  The same 

networks of recommendation and information from the territory towards the bank often also 

                                                 
2 Sarap (1990) for example, has estimated a probit regression function on use of formal credit. The significant 
effect of the dummy variable caste status leads him to conclude that lower caste households are discriminated in 
relation to high caste households by credit officials made up of members of high caste households. 
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serve as distribution channels of information on the bank’s activities from the bank to the 

rural population. Too much dependence of the bank on local networks as sources of 

information and recommendation can have negative effects in terms of social exclusion of 

those households not connected to clients or bank staff or the reinforcement of patron-client 

networks in the territory. In addition to local key informants, bank staff members themselves 

can recommend certain new clients. We think that the ties between rural households and 

certain clients and bank staff members are crucial elements in gaining access to credit of the 

bank. In other words, households should have access to networks of information and 

recommendation related to existing clients and bank staff in order to gain access to the bank’s 

credit.4 

 

The decision to apply for a loan is constrained by the household’s willingness to take on a 

loan. Perceptions about the desirability of working with credit or having a debt influence the 

decision whether to borrow or not. The desire to work with credit is shaped by  autonomous 

factors like for example aversion to debt, or can be specifically related to perceptions on the 

bank. Households evaluate the usefulness and desirability of credit with respect to the 

specific products offered and the selection procedures applied by the bank. High interest rates 

or high collateral requirements can make especially poor risk-averse households refrain from 

loan application (Sarap, 1990). The reputation of the bank as a solid, neutral organisation 

likewise can influence in the household’s decision-making process to apply for the loan 

(ibid.). The desirability of credit from the bank is also evaluated with respect to the 

household’s access to alternative sources of credit. The direction of the sign however is 

ambiguous. Access to alternative sources might discourage borrowing from the rural bank 

because the transaction costs of obtaining a loan from an alternative source might be lower or 

the loan contract itself could me more attractive. On the other hand, access to credit has a 

positive effect on income activities which might lead to a further increase in demand for 

credit. 

 

 

                                                                                                                                                        
3 The latter because of the local reputation element involved. 
4 Alternatively, one could consider access to personalised networks connected to a credit program as a form of 
individual social capital (Coleman, 1988). At the community level however, the existence of these networks 
functions could have a detrimental effect on community social capital as it fosters social exclusion and possibly 
segmentation. 
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3. Context 

 

3.1 The FDL in Wiwilí 

 

The Fondo de Desarrollo Local recently (in 1999) has been declared an independent financial 

NGO after operating some ten years as a credit program within the research and development 

institute Nitlapán of the Universidad Centroamericana based in the capital Managua. 

Nowadays the FDL still counts on substantial support and guidance from Nitlapán. While in 

the early years credit was often combined with other activities, by the middle of the nineties 

the program had transformed into a professional financial NGO. One of the main goals 

became filling up the vacuum in the rural financial markets that was left behind by the 

bankruptcy of the national development bank, BANADES (Bastiaensen, 1997; Jonakin and 

Enriquez, 1999). The majority of the FDL’s clients are low- and medium-income rural 

households. By December 1999, after 10 years of experience, the FDL had an outstanding 

loan portfolio of more than 7 million dollars distributed over some 20 regional offices with a 

total of 6,609 clients (Nitlapán, 2000). In 1999 the FDL had the largest rural loan portfolio of 

financial NGO’s in Nicaragua (Rodriguez, 2000). 

 

Our research area, situated within the municipality of Wiwilí, is situated some 260 kilometres 

Northeast of Managua nearby the border with Honduras. The region can be characterised as 

relatively isolated. It suffered greatly in the Contra War, which had consequences for the 

security of large parts of its territory until the end of the nineties. About a third of its 

approximately 3,000 square kilometres are part of a national rainforest reserve, harbouring 

some indigenous communities. Main economic activities in the region are maize, coffee and 

livestock production and petty commerce of agricultural and livestock produce. The FDL 

operates in the South-western corner of the territory around the main village of Wiwilí, 

covering about one third of the municipal territory where the vast majority of the estimated 

60,000 inhabitants are living.  

 

3.2 Methodology 

 

Accessibility is a term we use to emphasise the link between bank policy and practice in 

terms of credit allocation and household capacity and willingness to borrow. From the 

perspective of the household, accessibility will be measured formally by means of testing the 
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influence of the household factors on the probability of becoming a client of the FDL (see 

figure 1). In order to get a complete picture one has to take into account both autonomous 

household factors (like the willingness to have debt or an autonomous capacity to take on a 

loan) as well as household factors that to a certain extent are shaped by the bank (like the 

ability to comply with collateral and guarantor requirements or the perceptions on the bank’s 

credit). These factors have been mentioned in section 2. In practice, it is very difficult to 

unravel precise patterns of causality among household factors and between household factors 

and becoming a client of the FDL. Therefore, we have opted for a one-stage comprehensive 

framework of testing. Logistic regression analysis is a useful tool to determine the relative 

importance of the household factors in determining the probability of becoming a client of the 

FDL. A survey was carried out to capture the household factors. The perspective of the bank 

was studied less formally with a more qualitative and historical point of view. We made use 

of the bank’s portfolio data and conducted personal interviews with bank staff. The survey, 

interviews with bank staff and the collection of portfolio data were all carried out in the first 

trimester of 2000. 

 

In the survey, some 90 clients were selected at random and, according to the proportionate 

distribution of the clients over the territory, an equal number of non-clients was interviewed. 

This particular design corrects for geographical biases in the outreach of the bank. 

Consequently, geographical (community) dummies can be left out of the regression function. 

Geographical biases are more usefully explained from the point of view of the FDL. The 

survey area was limited to the “old rural” territory, comprising the Northern zone of the 

current territory of the FDL’s operations, covering approximately 62% of the actual client 

population. The definition of the survey area was deliberately made on the basis of logistical 

reasons but most of all because of the almost ten years of experience of the FDL in this part 

of the territory. This relatively large time span allows us to more easily observe the effects of 

the different networks of information and recommendation on outreach and access. 

 

 

4. Accessibility of FDL credit: the perspective of the household 

 

In this section we will review the accessibility of FDL credit from the point of view of the 

individual household. Table 1 gives an overview of descriptive statistics on the household 

variables specified under the categories of our conceptual model. The FDL does not explicitly 
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target certain clients on the basis of gender or income. The issue of targeting certain zones 

will be taken up briefly in the next section. 

 

Table 1: Descriptive statistics of the household variables 
 
 clients (n = 90) non-clients (n = 88) 
Capacity 
 education (years) 
 age (years) 
 family size 
 farm size (mzs.a) 
 livestock 
 
 registered title (1 = yes, 0 = no) 
 able to find guarantor (1 = yes, 0 = no) 
 trader (1 = yes, 0 = no) 
 agricultural wage labour (1 = yes, 0 = no) 
 
Willingness 
 willing to offer collateral (1 = yes, 0 = no) 
 willing to have debt (1 = yes, 0 = no) 
 use of informal credit (1 =yes, 0 = no) 
 use of formal creditb (1 = yes, 0 = no) 
 
Access to networks of information and recommendation 
 family members who are client of the FDL 
 friends who are client of the FDL 
 knowledge about bank staff ex antec 

 
2.43 * (2.69) 
41.32 (12.01) 
7.19 (3.27) 
56.48 ** (80.58) 
15.29 * (38.05) 
 
yes: 64.4 % 
yes: 100 % 
yes: 35.6 % 
yes: 2.2 % 
 
 
yes: 100 % 
yes: 100 % 
yes: 20.0 % 
yes: 25.6 % 
 
 
1.96 ** (2.07) 
16.61 ** (14.89) 
2.84 ** (2.02) 

 
1.64 * (2.35) 
40.20 (15.82) 
6.31 (2.87) 
27.69 ** (36.34) 
4.65 * (13.19) 
 
yes: 47.7 % 
yes: 94.2 % 
yes: 15.9 % 
yes: 23.9 % 
 
 
yes: 81.4 % 
yes: 76.1 % 
yes: 36.4 % 
yes: 19.3 % 
 
 
.80 ** (1.49) 
6.05 ** (7.06) 
1.63 ** (1.80) 

Source: based on data from household survey Wiwilí, February 2000. 
Note1: in case of numerical variables: mean (standard deviation) 
Note2: * significant at 5 % level, ** significant at 1 % level 
a mzs. = manzanas; one manzana is 0.7 hectares 
b excluding the FDL. 
c defined as the number of bank staff members survey respondents were acquainted with before receiving the 
first loan (clients) or at the time of the interview (non-clients). Survey respondents were required to know the 
name of the specific staff member. 
 
 

Table 1 shows that clients are on average richer in terms of livestock and land. Clients are 

better educated than non-clients. There are no significant differences in age or family size. 

Only slightly more clients than non-clients have their land registered. This is somewhat 

surprising since registered land is increasingly demanded as collateral for a loan. However, 

the lack of difference can be explained by the fact that many of the older clients are still 

relying heavily on social collateral in the form of a guarantor and their reputation. Both 

clients as well as non-clients indicated not foreseeing any problems in encountering a suitable 

guarantor for the loan. The diversity in activities operated by the household is represented by 

two dummy variables, involvement in trade and agricultural wage labour. The variable trader 

is used to indicate the group of people who do not necessarily possess high quantities of land 
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or livestock but have a relatively good income-earning activity, thus a higher capacity to 

repay. Clients are more involved in trade activities than non-clients, while being less involved 

in agricultural wage labour activities. These variables together with land and livestock clearly 

suggest that the average income of the clients is higher than in the case of non-clients, 

implying a bias in coverage towards more well-off households. 

 

In the category willingness, we observe that the majority of non-clients is willing to put at 

stake physical collateral and does not have too big a problem with carrying a debt. While the 

use of formal credit sources in the clients group is slightly higher than in the non-clients 

group, the reverse case can be noted for informal sources of credit. Informal sources include 

family, friends, local moneylenders and private traders. Including the FDL as a formal 

source, one can observe relatively significant differences in credit market participation 

between clients and non-clients. These results lead to the following insights. First, there 

might be a small substitution effect between FDL credit and informal credit. In other words, 

clients refrain from borrowing from informal sources after having gained access to the FDL. 

Second, a more probable explanation would be the fact that the non-client population is 

composed for a bigger part of poor households (the variables agricultural wage labour, land 

and livestock confirm this). These households face relatively higher transaction costs in 

gaining access to FDL credit, which makes them prefer informal sources. 

 

The factor access to networks of information and recommendation is measured by three 

proxies: the number of relatives and friends that are clients of the FDL and the knowledge 

people have about bank staff members. All three variables have significantly higher values in 

the case of clients than non-clients. In terms of their explanatory power on becoming a client 

of the FDL, there appears to be no problem of endogeneity here. With respect to the number 

of friends that are client of the FDL, there is no reason to believe that people become friends 

after becoming client from the bank, especially since the bank does not organise any notable 

social activities in the rural communities. Thus, networks of friends seem to be an entry into 

the FDL system. With respect to the knowledge about bank staff, clients were specifically 

and insistently asked about their ex ante knowledge of and relationships with bank staff, 

which was compared with current knowledge of non-clients.5  

                                                 
5 If anything, the difference in ex ante knowledge of bank staff between the two groups is an underestimation of 
the importance of this factor in reality. This is due to the fact that the FDL’s activities and reputation in general 
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On the basis of table 1 and experimental runs with the logistic regression procedure a number 

of adjustments were made with respect to the incorporation of variables in the regression 

function. First of all, the variables ‘able to find guarantor’, ‘willing to offer physical 

collateral’, ‘willing to have debt’ were excluded because of their lack of discriminatory 

power between clients and non-clients as suggested by table 1. Moreover, standard errors in 

the function were inflated due to collinearity problems. The variable ‘livestock’ was also 

excluded from the regression. This because of endogeneity. Clients have been able to 

accumulate in terms of livestock as a result of their loans from the FDL. The factor land is 

less problematic because accumulation of land (as a result of access to credit) is assumed to 

be more of a long-term process. The majority of the clients in the actual portfolio are 

relatively new clients, having entered the FDL in the last few years. 

 

Due to strong collinearity problems between the variables ‘family members who are client of 

the FDL’, ‘friends who are client of the FDL’ and ‘knowledge about bank staff ex ante’, we 

decided to try to capture the information of the three variables in one ‘network’ variable. One 

factor could be extracted satisfactorily from the three variables by means of principal 

components analysis. The result is a new variable, representing a proxy for household access 

to networks of information and recommendation related to family, friends and acquaintances 

working with or in the FDL. Details of the factor analysis can be found in the appendix. 

Table 2 shows the results of the logistic regression analysis on household characteristics that 

determine access to FDL credit.6 

 

                                                                                                                                                        
are more known now than in the different past years when the current clients got their first loan. Knowing 
someone from the bank then was much less likely than now. 
6 It is important to mention that the exclusion of the just mentioned variables (possible omitted variable bias) did 
not in any way significantly affect the overall explanatory power of the function nor the individual contributions 
of each of the other factors included in the regression analysis. The function was also tested for its robustness 
with respect to sample design. Assigning different weights to the non-client population on the basis of the 
general population distribution in the region did not significantly affect the outcome. 
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Table 2: Logistic regression analysis (dependent: use of credit of the FDL)  
 
variable 
 

B S.E. Wald Sig standard Ba 

constant 
 
education 
age 
family size 
farm size 
registered title (dummy) 
trader (dummy) 
agr. wage labour (dummy) 
 
use of formal credit (dummy) 
use of informal credit (dummy) 
 
access to networks of information 
and recommendation 

-1.6020 
 
.2484 
.0100 
.1966 
.0016 
.1179 
1.0135 
-2.3465 
 
-.3309 
-1.5533 
 
1.8930 

.8918 
 
.0867 
.0163 
.0877 
.0045 
.4530 
.5246 
1.0091 
 
.4924 
.5377 
 
.3499 

3.2272 
 
8.2072 
.3757 
5.0259 
.1170 
.0677 
3.7320 
5.4074 
 
.4515 
8.3458 
 
29.2706 

.0724 
 
.0042 
.5399 
.0250 
.7323 
.7947 
.0534 
.0201 
 
.5016 
.0039 
 
.0000 

 
 
.2359 
.0518 
.2297 
.0388 
.0219 
.1654 
-.2959 
 
-.0516 
-.2550 
 
.6818 

Model Chi-Square  92.911 (sig.: .0000) 
Hosmer and Lemeshow R2  0.39 
% correctly classified  79.41 % 
Source: based on data from household survey Wiwilí, February 2000. 
a based on own calculations, 
 
b*yx = (byx) (sx) (R) / slogit(Ŷ) 
 
where b*yx is the standardised coefficient (standard. B), byx is the unstandardised coefficient (B), sx is the 
standard deviation of the independent variable X, R is the square root of the determination coefficient R2, and 
slogit(Ŷ) is the standard deviation of logit(Ŷ) (Menard, 1995). 
Note: n = 170. Eight cases of the original 178 were excluded due to missing values. 
 

Overall goodness of fit and explanatory power are satisfactory. Six variables have a 

significant effect on the probability to gain access to credit from the FDL. All the signs of the 

coefficients are as expected. First of all, better educated people are more likely to become 

clients. They are more likely to understand and abide the rules of the game and more likely to 

make successful use of the credit (Evans, et al., 1999). Larger households have a higher 

demand for credit and because of household labour availability a higher capacity to take on a 

loan (Sarap, 1990). Working in activities of trading agricultural and livestock produce 

increases the chance to become a client of the FDL. Trade is an attractive activity for the 

bank because the bank charges higher interest rates over loans with a shorter term than in the 

case of loans for agriculture or livestock. Poor households participating in the agricultural 

wage labour market are less likely to qualify as a client for the FDL. It is somewhat odd that 

the effect of farm size is not significant. This can be explained by the fact that there are 

households with large endowments of land that are not (yet) client of the FDL and the fact 

that some traders that are clients of the FDL, while being well-off in an economic sense, do 

not necessarily possess a lot of land. 
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Looking at the category willingness, we can observe that the availability of informal credit 

tends to reduce the probability of becoming a client of the FDL. The high transaction costs of 

FDL credit in terms of formal procedures and possibly distance to the bank, make many 

(especially poor) households more willing to work with informal sources of credit. Finally, 

the network dimension is an important factor. Better access to relevant networks with clients 

and bank staff increases the probability of becoming a client from the bank. 

 

Looking at the standardised coefficients, table 2 shows that the network dimension is the 

most powerful factor in terms of its influence on the likelihood to become a client of the 

FDL. A one standard deviation increase in ‘access to networks’ leads to a .68 standard 

deviation increase in the logit of the dependent variable. The importance of the network 

dimension as a household constraint to gain access to credit of the FDL makes one think on 

how this factor has become that important in constraining accessibility, which inevitably 

leads to the question of what are the actual mechanisms of client selection that provoke such 

an importance of local networks as a key to access. Our review of the supply side will shed 

more light on this. In the next section we will look at the factors that have shaped 

accessibility of credit from the point of view of the FDL in Wiwilí. 

 

 

5. Accessibility of FDL credit: the perspective of the bank 

 

5.1 A development program becoming a rural bank 

 

The FDL started its credit activities in 1991. Initially, credit was allocated in four sub zones: 

the village of Wiwilí and the rural communities of Las Pozas, Zacateras and Plan de Grama. 

The decision to start in these areas depended mainly on two reasons. First, the presence of a 

cooperative movement which could be used as a first entry for establishing a local credit 

committee. The cooperative had a long history of working with credit services, which led the 

FDL to assume that there was a favourable “culture of payment”. During the Contra War the 

cooperative ceased its activities. However, the latent structure provided a suitable entry for 

credit operations of the FDL. Second, Plan de Grama was considered to be an attractive 
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region because of its potential for coffee production and trade.7 Client selection in the village 

of Wiwilí mainly depended on personal networks of bank staff members. Several prominent 

traders as well as acquainted inn keepers, shop keepers and other friends and relatives of bank 

staff members became clients. In the three rural communities a system of a local credit 

committee was implemented. This committee which consisted entirely of local distinguished 

persons had full responsibility over client selection and repayment of the loans. The 

advantage of the system was that the FDL did not have to carry the cost of screening new 

clients. Moreover, because of the local recommendation element, the risk of default or 

potential enforcement costs were also substantially lower. These costs would have been 

probably very high in relation to loan size, considering the large distances involved in visiting 

clients and the time needed to assess their capacity and riskiness and the security problems in 

the territory as an aftermath of the war. Initial coverage in these four zones was relatively 

high and both poor as well as more well-off households became clients. Soon the FDL 

experimented problems of repayment and outright fraud in all three of the rural zones. Mostly 

the members of the credit committees and not the other (in general poorer) clients were the 

defaulters. The zones of Zacateras and Plan de Grama were heavily sanctioned by freezing 

the expansion of the program into these zones. Las Pozas, after some policy changes, 

continued to be an area of gradual expansion of the portfolio. 

 

By the mid-nineties the central office of the FDL was making several changes in the system 

of credit allocation and loan portfolio management (Bastiaensen, 2000). These changes were 

to stimulate the FDL in becoming a professional financial organisation. The FDL in Wiwilí, 

having learned from its own mistakes, followed in the tendency of becoming more 

professional and efficient. Several changes have taken place since the mid-nineties. First of 

all, the community-based system of credit allocation was abandoned in favour of a regional 

expansion strategy. By the mid-nineties there was a strong expansion in portfolio. Table 3 

shows that the loan portfolio grew from 18,000 US dollars in 19948 to more than 900,000 US 

dollars at the end of 1999. Second, all responsibility was taken from local leaders, which 

reduced the level of local participation in the decision-making process. On the other hand, 

this process notably improved repayment rates as clear (sometimes severe) rules of the game 

were implemented directly by the bank itself. Third, distinct financial products with different 

                                                 
7 We will not treat the question of why these areas were favoured in detail. For an interesting study on 
geographical placement and outreach, see Sharma and Zeller (1999). 
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interest rates and terms were determined. In addition, the FDL started to demand physical 

collateral in the selection of new clients. Many existing clients, especially the poorer ones, 

had insufficient or only weak physical collateral (not covering the loan amount). Their 

credibility was mainly dependent on their personal reputation and the guarantor. Although 

many of these poor clients remained with the FDL because they were good clients, it became 

more difficult for other poor households to become new clients of the FDL. 

 

Table 3: Evolution of the portfolio of the FDL in Wiwilí 
 
 1994 1995 1996 1997 1998 1999 
outstanding 
portfolio (US$)a 

18,000.00 106,000.00 352,745.86 494,787.13 757,133.41 901,423.28 

number of loans 135 190 262 294 396 473 
average loan size 
(US$)a 

133.33 557.89 1346.36 1682.95 1911.95 1905.76 

Source: own calculations based on data central office FDL. 
a current US dollars. 
 

Financial performance boosted as costs per dollar portfolio decreased and default rates 

became close to zero (Nitlapán 2000). Consequences for outreach were far-reaching though. 

As table 3 shows, breadth of outreach over the territory of Wiwilí increased from 135 loans in 

1994 to 473 loans by the end of 1999. However, depth of outreach changed as the number of 

well-off clients increased significantly while the relative proportion of poor households in the 

portfolio decreased. Unfortunately we have no exact numeric data on this fact. Table 3 

confirms our statement as can be seen in the increase of the average loan size from 133 US 

dollars in 1994 to 1,906 US dollars in 1999. By December 1999, 24.3 % of the clients 

possessed less than 5,000 US dollars in assets, 38.0 % between 5,000 and 20,000 US dollars 

and 37.7 % more than 20,000 US dollars in assets. Differences in loan size were enormous, 

the smallest loan being 68.0 US dollars and the biggest loan amounting to 13,317.36 US 

dollars. 

 

There are several reasons for the increase in average loan size and the growing proportion of 

well-off clients in the portfolio. First of all, the objectives of portfolio expansion and cost 

reduction stimulated under the new FDL policy, obligated credit inspectors to allocate 

relatively large amounts of money in a short time span with low costs. In addition, during the 

process of becoming a more professional organisation, the credit inspectors were given salary 

                                                                                                                                                        
8 In the beginning of the nineties the outstanding portfolio was higher, but because of the repayment problems 
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bonuses which initially were partially based on the amount of credit allocated. In general the 

mentality of the bank staff had changed in the sense that in the beginning of the nineties 

credit was mostly viewed as a tool for (farm and community) development, while recently 

credit allocation had gradually become an end in itself. Clients were looked upon as being 

good and bad ‘payers’, while the question of who and where are the clients all but 

disappeared. We think that this mentality change has greatly facilitated the expansion of the 

portfolio in terms of money at the cost of incorporating less poor households. Finally, many 

poor potential clients that applied for credit in the bank could not meet the requirements of 

physical collateral or meet expectations of repayment capacity and were not selected. 

Similarly, many poor households did not even consider coming to the bank anymore because 

they knew they would not make a chance. This goes especially for poor households in the 

newer territory. For poor households in the old rural territory, the situation was different. In 

the next section we will come back to this. 

 

5.2 The social embeddedness of the FDL in the territory of Wiwilí 

 

All the changes we mentioned in the previous section went hand in hand with changes in the 

social articulation between the FDL and the territory as a whole. The social embeddedness in 

the village of Wiwilí did not change greatly over time. Personal networks of bank staff 

members remained the most important mechanism of selection. No specific activities like 

open meetings or other general promotion activities were organised in the village itself, 

which implied that information flows from the FDL to the population continued to be 

strongly conditioned by the networks of existing clients. In the three old rural zones of Las 

Pozas, Plan de Grama and Zacateras, client meetings were organised which were open to 

non-clients. At these meetings often new clients were selected. These meetings were stopped 

after the problems with repayment in Plan de Grama and Zacateras but continued to be 

organised in Las Pozas. Recently, the FDL reinitiated this system of organising community 

meetings in communities like Plan de Grama. The social embeddedness of the FDL in these 

old zones had not changed significantly over time except for the fact that the relative weight 

of the initial core rural communities in the portfolio had declined over time. It  was in the 

new territory that the embeddedness of the FDL in the communities became different. 

 

                                                                                                                                                        
the portfolio was sanitised to arrive at a level of 18,000 US dollars by December 1994. 
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The financial targets of expansion and cost reduction led to increasing geographical 

dispersion in the portfolio. After 1997, there were over twenty new communities with only 

one client. These clients were very often relatively well-off. Table 4 shows that almost none 

of the clients in the new zones (comprising several communities) were from the poorest 

category of less than 5,000 US dollars worth of assets. Evidently, the social embeddedness in 

these new zones was very different from the situation in the old rural territory. In the old 

zones networks of clients were relatively extensive, including different social segments of the 

local population. Poor households could enter through these networks. In the newer zones, 

networks were thin and more disperse. No meetings or other promotion activities were 

organised in order to develop information flows in these zones. Apparently poor households 

in the newer zones did not have access to the thin networks of information or 

recommendation. The poor households in the actual portfolio (December 1999) were almost 

all from the old zones. This group consisted of both recent as well as old clients. Two 

preliminary conclusions can be drawn. First, the old system of community-oriented allocation 

of credit, although it failed because of moral hazard problems, resulted in a relatively broad 

and deep outreach at the level of the community. Second, extensive networks of information 

and recommendation covering different segments of the local population are essential if the 

FDL wants to assure sufficient entry of poor households. Lending to well-off households is 

relatively more easy since they are considered to be less risky and therefore frequently the 

first to be served with credit. Moreover, key informants with elaborate local networks are 

often well-off households. Consolidation of credit operations in a restricted area like in the 

case of the old communities is important if the FDL wants to allocate credit beyond these 

well-off households.
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Table 4: Poor clients in the portfolio (portfolio December 1999) 

 
zone (comprising several 
communities) 

FDL started credit 
operations: 

number of actual 
clients 

% of clients with less 
than 5000 US$ worth 
of assets 

Wiwilí 1992 or earlier 77 31.9 
Las Pozas 1992 or earlier 62 56.5 
Plan de Grama 1992 or earlier 57 11.1 
Wamblána 1992 or earlier 46 17.8 
El Barroa 1992 or earlier 26 4.2 
Zacateras 1992 or earlier 24 37.5 
El Carmen –La Ceibaa 1992 or earlier 17 23.5 
El Subterraneo after 1992 14 15.4 
Kilambé after 1992 10 0.0 
Manchones del Cua after 1992 10 0.0 
La Marañosa after 1992 8 0.0 
Baná after 1992 7 0.0 
Palo Prieto after 1992 6 0.0 
Bocas de Wamblán after 1992 5 0.0 
Maleconcito after 1992 4 0.0 
 373  
Source: own calculations based on data FDL Wiwilí. 
a these zones had only few clients in the beginning. Coverage started to grow mainly after 1994. The three zones 
are geographically nearby Las Pozas. 
 

Although the extension of the client networks and the composition of the portfolio differs 

between old and new rural zones, many of the mechanisms of finding and selecting new 

clients are the same. In the old system of the credit committees, client selection was entirely 

based on local networks of reputation, friendship and kinship. In the village of Wiwilí 

personal preferences of bank staff members especially played and continue to play an 

important role as a selection mechanism. In general, after abandoning the old system, the 

local networks remained crucial in the pre-selection of new clients, the difference lying in the 

fact that there was a direct contract between client and FDL and responsibility of selection of 

the client and administration of the loan was entirely in the hands of the bank staff. Although 

in principle each client could recommend a new client, in each zone there were a number of 

distinguished clients and local leaders that had recommended many clients. Their judgement 

weighed heavily in the eyes of the credit inspectors because of past positive experiences and 

the fact that they often acted as the obligatory guarantor for their personally recommended 

clients.  

 

The pressure to expand in portfolio and to reduce costs strengthened the importance of these 

relatively low-cost mechanisms of selection. It is much more cheaper and faster to allocate 

credit on the basis of recommendations from existing clients, than investing a lot of time in 
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reconnaissance and research in the rural territories. Local information from clients was 

gathered during check-up visits in the field or when clients visited the bank office. Due to the 

pressure to meet financial targets and the mentality change in the minds of the bank staff, 

there was also less space for community meetings or other activities to promote information 

flows between the FDL and the territory or to reflect on the impact of strategies of allocation 

in terms of development. The other side of the coin of the heavy dependence on local 

networks of information and recommendation, besides biases in the coverage due to the 

exclusion of those households that lack access to those networks, has been that in some 

circumstances the FDL indirectly strengthened existing patron-client networks in the 

territory. The most occurring mechanisms were either to allocate large amounts of credit in 

the hands of a trader who on-lend this money to his own clients, or to use a trader (or another 

local leader) as the centre of a new network of FDL clients. All of these new clients usually 

had multifaceted relationships with this trader and the aspects of recommendation and acting 

as a guarantor become new elements of patronage in the relationship. Similarly, client 

selection on the basis of personal preferences of bank staff members, especially in the village 

of Wiwilí, might have fostered relationships of patronage around bank staff members. 

 

The nature and importance of local networks of information and recommendation is shown in 

table 5. There are five mechanisms of selection. The mechanisms should be seen as 

overlapping categories ordered by the proportional “social content” of the mechanism. The 

initial system of allocation refers to the group of actual clients who have been a client since 

the early days of the local credit committees in the three old communities of Las Pozas, 

Zacateras and Plan de Grama. The next two mechanisms refer to an explicit social tie 

between applicant and bank staff or client. The last two mechanisms have the least social 

content. Although households might have arrived at a meeting or gone to the bank to apply 

for credit on the basis of specific information flows in the territory, they were not backed by 

any explicit social tie with bank staff or existing clients. After “entering” the bank through 

one of the five mechanisms, the potential clients would be assessed on the basis of the official 

selection criteria, e.g. collateral, repayment capacity. However, if a client “entered” backed 

by a secure recommendation of certain clients or bank staff, a subsequent more objective 

assessment would be almost superfluous since the reputation of the person who 

recommended the new client (often also being the official guarantor) would be at stake. A 

personal recommendation by someone implied that that person already had made an 

evaluation of the potential client’s capacity. 
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Table 5: How did the client get access to the FDL (portfolio December 1999) 
 
mechanism total portfolio 

(n = 370) 
clients with less 
than 5000 US$ 
worth of assets 
(n = 87)a 

clients with 
between 5000 and 
20000 US$ worth 
of assets (n = 136)a 

clients with more 
than 20000 US$ 
worth of assets (n 
= 135)a 

initial system of 
allocation 

11.4 % 19.5 % 11.2 % 7.5 % 

family/friends of 
bank staff 

21.0 % 32.2 % 17.2 % 15.7 % 

recommended by 
other clients 

45.2 % 32.2 % 50.7 % 47.8 % 

selected at a 
meeting 

8.4 % 11.5 % 9.0 % 6.7 % 

independently 
made contact with 
the bank 

13.9 % 4.6 % 12.0 % 22.4 % 

total 100 % 100 % 100 % 100 % 
Source: own calculations based on data workshop with FDL staff, February, 2000. 
a number of clients in the third, fourth and fifth column do not add up to the first column due to missing values 
in the variable assets. 
 

Table 5 very clearly underlines the importance of the local network dimension in the 

selection process of FDL clients. The first important finding from the table is that some 78 % 

of all clients clearly “entered” the FDL through explicit local networks. 66 % of all clients 

could either count on a direct relationship with bank staff members or on a specific link with 

existing clients. Although, networks of clients or bank staff appear to be a very important 

entry for all kinds of clients, there are some marked differences between poor and richer 

households. First of all it is interesting to note that poor households depend relatively less on 

recommendations from clients and more on direct ties with bank staff than wealthier 

households. Second, poor households seem to be more dependent on “social mechanisms” 

than wealthier households. Only 4.6 % of the households with less than 5,000 US dollars in 

assets was accepted through an independent application without any “social backup”. This in 

contrast to the wealthiest group of clients of which 22.4 % had entered independently. 

 

 

6. Conclusions 

 

In this paper we have explored the issue of accessibility of credit for the case of a rural bank, 

the Fondo de Desarrollo Rural in Northern Nicaragua. From the point of view of the 

household the capacity and willingness to take on a loan and the access to networks of 

 23



information and recommendation related to bank staff and existing clients all significantly 

influence the probability of having credit from the FDL. Better educated and larger 

households are more likely to become clients as well as households involved in trade of 

agricultural and livestock produce. Households involved in wage labour activities often do 

not have sufficient capacity to qualify for a loan. Access to informal credit sources reduces 

the willingness to apply for FDL credit as especially poor households consider informal 

sources more attractive in terms of transaction costs and the informal credit contract itself. 

The network dimension, captured by three variables referring to the ties between households 

and existing clients and bank staff, turned out to be the most important factor in constraining 

households to become clients of the FDL. 

 

A closer look at the point of view of the bank confirms the importance of the network 

dimension. Flows of information and recommendation coming from networks of existing 

clients and bank staff members are important screening mechanisms that reduce selection 

costs of new clients. Some 66 % of the clients entered the FDL through ties with bank staff 

members or existing clients. The process of the FDL becoming more professional led to a 

continued reliance on local networks of recommendation and information, as expansion 

targets and cost reduction asked for swift and cheap screening mechanisms. Meeting 

expansion targets and applying stricter selection criteria led to a relative exclusion of poor 

households in favour of more well-off households. Breadth or scale of outreach became more 

important than depth of outreach. 

 

Poor households depend almost exclusively on ties with existing clients or bank staff 

members as a mechanism to enter the bank, whereas well-off households because of their 

repayment capacity and availability of collateral are able to enter independently. Only poor 

households from the older zones have been able to enter the FDL as new clients. Apparently 

networks of information and recommendation in the new zones are too thin and too biased 

towards more well-off households for poor households to benefit from them. 

 

Recently the discussion within the FDL has revived attention for the depth of outreach and 

impact of the credit activities. Incentives to bank staff are being revised to include parameters 

like the number of new clients attended. In addition, new lending methodologies are 

discussed with elements to improve the participation of the client in the bank. Possible 

measures to ensure a deeper outreach in the countryside include: 
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a) Securing a certain level of concentration of the portfolio in a limited number of 

communities. In this way networks of clients can grow beyond one or two well-off 

households. Low-cost screening mechanisms based on local networks of information and 

recommendation could be developed in these communities in similar ways as in the old 

communities. 

b) Diversifying the number of persons who are key informants to the bank in a certain zone. 

In this way the FDL can avoid to fall into the trap of lending solely to a certain network 

of people (i.e. around a particular trader), while other households not participating in that 

particular network are excluded. 

c) Devoting more resources to promotion activities like community meetings or simple 

brochures. Consequently, information flows on activities of the FDL will become much 

broader than the current networks around existing clients. 
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Appendix 

 

Results of the factor analysis on “access to networks of information and recommendation” 

 

CON_PERS = knowledge index on bank staff. For the clients: the number of people working 

in the bank that clients knew by name before receiving their first loan. For the non-clients: 

the number of people working in the bank that they know by name. 

AMI_CLIE = the number of friends/acquaintances that are client of the FDL (clients and non-

clients). 

FAM_CLIE = the number of family members that are client of the FDL (clients and non-

clients). 

 

Correlation matrix 
 
variable CON_PERS AMI_CLIE FAM_CLIE 
CON_PERS 
AMI_CLIE 
FAM_CLIE 

1.000 
.231 (.001) 
.272 (.000) 

.231 (.001) 
1.000 
.418 (.000) 

.272 (.000) 

.418 (.000) 
1.000 

Note: Significance levels between parentheses 
 
Communalities 
 
variable Initial Extraction 
CON_PERS 
AMI_CLIE 
FAM_CLIE 

1.000 
1.000 
1.000 

.401 

.591 

.630 
 
Total Variance Explained 
 

initial eigenvalues extraction sums of squared loadings  
component total % of 

variance 
cumulative 
% 

total % of 
variance 

cumulative 
% 

1 
2 
3 

1.622 
.799 
.579 

54.082 
26.631 
19.287 

54.082 
80.713 
100.00 

1.622 54.082 54.082 

 
Component matrix 
 
 Component 
CON_PERS 
AMI_CLIE 
FAM_CLIE 

.633 

.769 

.794 
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