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Abstract

The main objective of the rural banks was to improve the standard of the living in the rural
community they operate. This is done by encouraging the rural indigenes to save with them,
and assist them by granting credit facilities to them. It is obvious that in spite of the existence
of the bank in the community, people still take loans from friends and relatives
(moneylenders), when in comparably have higher interest rate than that of the bank. Some
take 100% interest within the shortest time with properties used as collateral until the money
are paid back before the properties are released to them. The researcher found out that the
public lack information about the rural bank in their community, which leads to their access
of credit from friends and relatives known as Money Lenders instead of the bank. The concern
in this study is, therefore, the lack of information between banks and the public. Even though
the display of information by banks is supposed to provide vital information to customers, a
number of concerns are raised. They are directed at how the rural banks can bring about
effective banking services to the rural community. Given the low level of literacy, how many
customers can read the information displayed in the banks if they are available? How many
can understand what they read if they are able to read? In addition, to what extent does this
information assist customers in their demand for credits? With what strategies do the banks
reach out to the public? If not all, most of these concerns have informed the focus of
discussion in this paper.
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1.0 Introduction

It is a fact that the majority of the countries in West Africa depend in large part on the rural
sector. Future development of these countries or the lack of it will depend in part on the
successes or failures in nurturing, supporting and developing the rural areas and the rural
economy, particularly in improving the dilemma of rural households including support for
their activities. After all, the majorities of the population in these countries live and work in
the rural areas (rural community). The rural sector is serviced primarily by the rural financial
markets (RFMs), a market often described as inadequate, poorly developed, small and
shallow. Regrettably, the lack of access to financial services is considered one of the major
constraints to rural development in West Africa, particularly to increasing investments and
productive activities in the rural sector. It comes as no surprise, therefore, that the observed
heightened interest and efforts on the governments of West Africa countries and
Development Assistance Agencies (DAAs) alike to explore avenues to strengthen and expand
the rural financial markets. Access to bank credit by poor, the Small and Medium Scale
Enterprises continue to play a significant role in current debates in rural financial market. The
poor has been understood as the physiological, social and economic deprivation, which
involves the inability to satisfy the basic material or social and economic needs of the
individual. The definition of small and medium scale enterprises follow the categorization of
enterprises by the National Board for Small Scale Industries (NBSSI) based on the number of
employees of an enterprise or its annual turnover ¢ 250,000,000. The medium scale
businesses employ between 9 and 35 people with more than ¢250,000,000 turnovers
annually. The level of deprivation among these enterprises in terms of satisfying basic
business needs have forced them to belong to the economically poor entities and as such
encounter problems accessing bank credit. For these reasons, the poor comprises both the
individual as well as the small and medium scale businesses. Debates on rural credit and
lending operations in Ghana have failed to address the issue of information and how it is
linked to credit accessibility. With the restructuring of the financial system in 1988, the need
to consider information as the critical variable in accessing bank credit in Ghana has become
more important that before. The operational definition of information employed here
constitutes the messages and vital data required to facilitate the access to credit by the poor.
Information, however, cannot be relevant if it is not communicated. Basically, communication
occurs either top-down, horizontally or bottom up through the defined channels of
communication.

2.0 Literature Review

According to Haag et al (2000) not all countries see information as the property of the
collector in 1993, the European parliament announced the directive stipulating that
individuals use of the information, the purpose for the collection, to whom the information
may be disclosed, right of access, collection and so on. Holland, Germany and many other
countries have similar legislation, which view personal information as the property of the
individual, but New Zealand has the most stringent rules. New Zealand privacy Act require
that information a company collect must be relevant and essential for the business purpose
of the company. Going even further, the law demands that personal information be collected
directly from the individual and the individual authorization must be given first. Companies in
New Zealand are also require to take reasonable steps to inform the purpose of the collection
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and the storing it; companies must also allow individual’s to access and collect any personal
information.

2.1 Information Gap

According to Ekumah and Essel (2000) information gaps exist due to lack of transparency by
banks and low level of education makes the available information incomprehensible to a
number of customers. Customers can be empowered with the right information through
sensitization and education from the banks. Also, rural banks may have to update records of
customers to reduce the levels of non-performing loans accumulation. Kumah and Agbogah
(2000) came out with similar findings in their study, about 85% of rural banks savers from ten
rural banks in Ghana did not know or have an idea of levels of interest rates that should accrue
to their savings pre annum. Of the 15% who knew, some could only mention the rate in
monetary terms. But it was also most probable due to the low education levels to most
customers that contribute to their inability to seek the right information. Ekumah and Essel,
2001, the general assumption is that high literacy levels facilitate obtaining vital information
on credit and on other banking services than when there is no education because banks are
regarded as ‘modern’ institutions for the literate people. In this regard, low education level
tends to be a pull out factor for poor and SMEs seeking credit from the banks. Information
with regard to access to credit is thus a scarce resource to both the rural and urban poor, as
well as the deprived Small and Medium scale Enterprises (SMEs). Evidence from Ekumah and
Essel (2001) indicated that the poor has little access to credit no because of socio-cultural
barriers only but also because of the inadequacy of information about the services and
facilities offered by the banks.

2.2 Information Theory and Communication

A fundamental problem with communication between the sender and the receiver, however,
is the errors or distortions that can arise during transport through the communication channel
as a result of objects, which act upon the channel and distort the flow of information. The
transport of information according to Lubbe (1997a) must be error-free to a certain degree,
depending on the requirements imposed by the receiver. It must, therefore, be possible to
correct errors or the transport must be good enough such that certain errors, which are
considered to be less serious, can be tolerated. Basically, there are three ways to
communication in any set up: the downward, horizontal and upward or vertical
communication. The downward communication is where information in the form of
directives, policy statements and guidelines are transmitted top-down. The horizontal
communication occurs laterally at the same level among people belonging together
managerially or socially. Upward communication takes place up the horizontal structure. With
this type of communication, opinions, ideas, complaints and other kinds of information get to
the highest ranked official from subordinates. Relevant to the rural financial sector,
information tends to be communicated downward either from the financial institutions
to customers and the general public or from the source of credit facility to the
recipients/customers to prevent miss-information about access to credit and ease
accessibility problems. It can also be communicated horizontally among customers and the
people and well between the financial institutions. As well shall observe, upward
communication in rural banking is either limited to receive very little attention. According to
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Ghana (2003), it is not enough to have detailed information. It is also necessary to have some
understanding of the background against which the information should be assessed. This
includes not only the legal position on registration, disclosure, access to information etc, but
also the extent to which the legal position is enforced. And, in addition, to the basic need for
good and accurate and up to data and audited information, the background legal
requirements and the way in which these are applied in practice, it is also necessary to
consider the confidence which can be placed in the possibility of collecting and enforcing
debts in a timely and effective way.

2.3 Relationship between Information and Credit

Information and credit can be linked through a number of factors. Of these, we emphasize on
the concerns of information asymmetry, the transparency and cultural factors and discuss
their relevance for credit in the rural financial market. Information asymmetry describes the
condition in which all parties involved in an undertaking do not know relevant information.
Information asymmetry models have been used widely to explain a variety of concepts
including those in different market situations (Mishkin, 1991; Constantiou, 2002). The central
concerns underlying these models are that information asymmetry causes markets to become
inefficient and forces market participants to take risks because it is assumed that information
is always inadequate. Furthermore, it is also due to the fact that all relevant stakeholders in
the market do not have access to the relevant information for their decision making process.
In the financial market, the banks earn profit to sustain their operations by lending to
borrowers. But, banks have to deal with some amount of risk because inadequate information
on borrowers raises and reduce problems associated with information asymmetry banks
enter into contractual agreements with borrowers. Moreover, there may be an increase in
advance selection by banks in the situation when interest rates rise. This is because only worse
quality borrowers will still be willing to borrow, and this could lead to a decline in the supply
of credit by banks. Information asymmetry will, therefore, not only raise uncertainty, but it
also makes screening of borrowers by lenders more difficult and increases administrative cost.
In this way, adverse selection will certainly increase due to uncertainty about borrowers. In
the rural financial market, how information asymmetry impinges on the activities of rural
banks, as financial intermediaries can be enormous.

2.4 Access to Credit by Small and Medium Scale Enterprises (SMEs)

According to Dalitso and Peter (200) Access to finance remained a dominant constraint to
small scale enterprises in Ghana and Malawi. Credit constraints pertaining to working capital
and raw materials were cited by respondents (between 24% and 52% in Parker et al, 1995).
Aryetey et al (1994) reported that 38% of the SMEs survey mention credit as a constraint, in
the case of Malawi, it accounted for 17.5% of the total sample. This stems from the fact that
SMEs have limited access to capital markets both, locally and internationally, in part because
of the perception of higher risk, information barriers, and the higher cost of intermediation
for smaller firms. As a result, SMEs often cannot obtain long-term finance in the form of debt
and equity.

2.5 Credit Information Systems for Africa
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Graham (2003) Information is of vital importance. Readily available and reliable information
is critical for credit risk assessors. Limited/restricted availability and poor reliability are
endemic problems in many developing countries. The inevitable result: international
commercial trade and investment activities are seriously inhibited. There is an information
deficit of significant proportions in many developing countries. Such information as is
available does not give adequate value for money. There is no easy, simple, cheap or quick-
fix solution. Host countries need to exhibit political will to address the issue. The barrier is
limited financial resource. The International Financial Institutions (IFI’s) have a pivotal
position. The problem is enlisting their interest and attention if the first place to the
information deficit situation. They cannot be entirely ignorant of the problem: they are
information users themselves. They should be charged to set down standards for the extent,
nature and timeliness of information on individual companies and individual banks.

3.0 Methodology

Methods considered for collection of data include personal interviews; key respondents were
interviewed to ascertain issues pertaining to traditional sources of revenue and the District
Assembly Common Fund. Other sources include distribution of questionnaire. The population
was then divided according to status or rank in office, type of business, educational
background, etc. It was also portray the use of charts and tables. The chapter was put into the
following categories of headings, exposition of the study area, population and sample size,
data collecting analysis and limitations. Due to the topic and the research objective, the
research was focused on Bank and both its customers and non-customers in the densely
populated area of Kade in the Eastern Region of Ghana.

3.1 Sample Size and Sample Procedure

A number of factors were taken into consideration in selecting a sample. The feasible sample
size for the survey will take care of one hundred and forty-six. The breakdown of the sample
size is one hundred and twenty customers, twenty non-customers and six from the Banks.
Customers were selected randomly using the simple random sampling technique based on
sampling frames provided by the bank. Non-customers were sampled by convenience while
interviews were conducted on the credit unit.

3.2 Research Instrument

Questionnaires were designed as a basis of getting the information (data) needed. In
designing the questionnaires, much care was taken to avoid difficult questions. The
guestionnaires are in two forms (open-ended and close-ended). The respondents were asked
to tick (V) the applicable answer to the close-ended questions while space was provided for
the open-ended questions. However, interview schedule was used to solicit information from
the credit unit (department) precisely, the project officer. The structured interview was
containing questions that are not difficult but to add credibility to the questionnaires and to
capture information that are not taken care in the questionnaires. The office of the
Kwaebibirem Rural Bank Ltd-Kade was visited for the personal interview as well as customers
and other respondents whose activities are in line with the Bank.
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4.0 Empirical Results and Discussion

The analysis contains responses from questionnaires distributed to bank staff in Kwaebibirem
Rural Bank Ltd., customers, and non-customer respondents in Kade. The bank derives it major
policies from Bank of Ghana. The manager responding to a question which sought to find out
about the banks policy on information said their information must follow a laid down
procedure and lines of authority on information disseminations. According to the Project
officer bank information could be either classified (i.e. must be secrete) and/or open (i.e. be
known to the public). According to the fields monitor, personal information about customer
must be kept secret. The clerk also believes that it the bank’s prerogative to internalized
information from customers or otherwise for the benefit of management.

Percentage (%)

Source: Survey data, July 2008
Figure 1: Sectors supported with loan

Five out of five respondents believe Agricultural, Commerce, and Service sectors were
support with loan representing 100% respond. Four out of five also believe construction
sector is supported with loan which represents 80%. And finally three out five believe
manufacturing; micro — finance and personal loan are supported with loan, representing 60%
of the total responses. The respondents answered affirmatively that the maturity period of
loans given to the above sectors are; six to twelve (6-12) month for construction; twelve
month for Agriculture, Service and Commerce and 12-24 months for manufacturing and
personal loans. One out of five respondents constituting 20% answered affirmatively that
customers complain about the duration and says it’s short. Notwithstanding, other four
respondents constitution 80% of the majority had a contrary view implying customers do not
complain about the duration. The bank seems to have credit policy for the customers at the
community level are given the priority in respect loans; thus micro finance scheme is provided
to boast their standard of living. From the project officer’s view, the credit policy seems to
improve the living standards of the community by offering micro finance loans with lowest
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interest rate and shorted repayment period. To the manager, normally authority level is use
to be applied for the policy in granting loans at the community level. General conditions must
also be applied at the community level. The condition for obtaining loan in the bank according
to the manager those seeking for credit must have good operation of account (high turnover),
good credit history, loyalty, and credibility. To him customers are aware of these conditions,
which are given by the manager, and the project officer and this information get to customers
through advertisement, notice in the banking hall and direct contact and enquiry. Similarly,
the project officer comes out with similar condition such as:

1. Must be a customer,
Operate proper account (High turnover).
Presents Personal guarantors.
Mortgage deed.
Cash lien.

uhwnN

4.1 Information Flow

Responses show that information about bank service reach customer through the following
means: advertising materials, van announcements, handouts, agent, personal visit by project
officer and marketing officers. To them information materials are issued almost everyday.
Customers know where to pick them and normally the educated one’s such as teachers and
public servants pick them. Some customers usually ask for further explanation when they read
the brochures. These include interest rates, negotiation of loan duration as well as conditions
attached to services provide by the bank. In obtaining information from customers they keep
track of personal information such as age, house number are needed form customers but
most feel reluctant to provide such information due to illiteracy and ignorance as proposed
by the manager. The clerk added that customers are reluctant in given information like their
name, residential address, occupation, marital status and I. D. number.

4.2 Effect of Information

Responses show that, due to the reluctance of customers to give certain information about
them, it affects the bank negatively in terms of full or access to bio data as indicated by the
manager. They further explained that the information gap slows down decision making and
poor account operation. This is because the customers find no need to keep good accounts.
This makes credit to business outside the normal line of activities of the bank or the customers
somewhat difficult in terms of repayment of loan.

4.3 Suggestion to Bridge the Gap

Suggestions were raise by the respondents as a way to bridge the information gaps which are
outlined as follows: there must be a frequent visit by customers for information concerning
credit and others from the project officer in charge of credit. Customers are also encouraged
to do away with fear of visiting the bank. It is noticed that some customers have large amount
of savings in their accounts but do not withdraw these monies neither do they access loan(s).
The credit officer explained that such people have some funny believe that if they go to the
bank others may think they do not have money. They are also required to provide accurate
and reliable information in order to speed up the processing of loans. They are also to collect
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and give information periodically to or from the bank. The bank is also expected to have more
interaction with the clients. Improvement of road and infrastructure encourage frequent
contact between the bank and its clients, the bank should embark on mass education to the
customers in durbars. They are also expected to strengthen their data base on customers in
order to ensure better house numbering and frequent visit. Agents must also be ready to
interpret the bank policies to the less educated (illiterate clients).

Pensioner
Drive
Contracto
Teacher
Clerica
Tradin
Unemployed
! | | | | | | |
0 10 20 30 40 50 60 70
RESPONDENTS

Source: Survey data, July 2008
Figure 2: Customers according to occupation

Out of 120 respondents contacted, unemployed constitute 0.8%, 33.3% of respondents are
farmers, 49.2% traders, 2.5% representing clerical workers, 6.7% teachers and 0.8%
contractors. It is also review that, 4.2% are drivers whilst 2.5% are pensioners.

Table 1. A distribution according to how customer got to know the existence of the

bank.
Response No. of Respondents % No. of Respondents
Seen the office of the bank 51 42.5
Through the bank outreach | 13 10.8
program
Through Advertisement 27 22.5
Through friend and relatives 28 233
Bill board of the bank 1 0.8
Total 120 100

Source: Survey data, July 2008

Out of one hundred and twenty respondents, fifty-one (51) representing 42.5% got to know
of the bank by the mere presence of it structure (office of the bank), thirteen (13) representing
10.8% got to know the existence of the bank through outreach programmes of the bank,
twenty-seven (27) respondents representing 22.5% got to know through advertisement,
twenty-eight (28) respondents representing 23.3% also got to know of it through friends and
relatives, bill boards did not seem to have created much awareness of the bank existence as
it recorded only one (1) response representing 0.8%. However, friends and relatives have
played significant rule in creating awareness of the bank in their community as it recorded
the second highest. The bank’s effort and physical presence to make the bank known through
advertisement, Billboards of the bank and outreach program, physical evidence of its
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structure together recorded 76.6%. It is worthwhile to note that 97.5% of customers knew
the requirements for becoming a customer. Out of those who knew, twenty-seven
representing (22.5%) become customers through loan application. There were 45% of those
who opened an account without completing and submitting loan applications. Besides about
fourteen (11.7%) of them was introduced to the bank by other customers, 18% were also
invited by the bank staff through SUSU and micro-credit while the remaining (2.5%) could not
remember how they become a customers.

Table 2. The staff responsible for the dissemination of information to customers

Response No. of Respondents % No. of Respondents
Clerk 60 50.0
Manager 48 40.0
Project Officer 12 10.0
Total 120 100

Source: Survey data, July 2008

It can deduce that the front desk officers and the manager played very important roles in
disseminating information to customers. Majority of customers got their information from
the counter clerks. Sixty (60) representing 50% and the manager forty-eight representing 40%
while the rest twelve representing 10% were assisted by the project officer. However, less
than half i.e. thirty-one representing 25.8% knew how to obtain credit from the bank while
the remaining eighty-nine representing 74.2% did not know, Seventy-four (61.7%) of the
customers knew of the different kinds of services offered by the bank apart from operating a
savings or current account. The different kinds of services known to them are loans to
customers, consumer credit facilities (micro-credit) and the “SUSU scheme”. The remaining
forty-six (38.3%) did not know about other kinds of services available at the bank. The SUSU
scheme is simply a saving and loan scheme for identified groups such as petty traders. In this
scheme, members of the group individually make financial contributions of amounts agreed
by the group. The total amount obtained is given to a member at a specific time and other
members benefit as they take their turn through the rotation principle. Kwaebibirem Rural
Bank Ltd. uses the same concept as one of its products to reach out to customers and also to
encourage them to save. It has assigned some of its officers as SUSU Agents. Their role is to
ensure that contributions are made as they move from one member to next every day to
collect the amount agreed to pay each day. With this scheme members are allowed to access
credit equal to the amount contributed i.e. a contributor of one million can access for an
amount wealth two million and thy have the chance to access loan twice in a year provided
they are able to meet the terms of repayment. The micro-credit is one of their products
whereby the bank identifies a group and given them training and at the end together takes
loan from the bank and share among themselves.
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Source: Survey data, July 2008

Figure 3. A Bar Chart Showing Customers Understanding Of the Interest Rate and As
To Whether They Ask For Explanation

This isin line with the finding form (Ekumah and Essel 2003) when nearly 75% of all customers
in the two rural banks do not understand what is displayed. For those that pay attention to
them only two percent (2%) make an attempt to ask for explanation of what they do not
understand. This reinforces the findings of the study conducted by Kumah and Agbogah
(2000) that 85% of respondents from ten (10) rural banks interviewed did not know the levels
of interest rates on their credit.

Table 3. Effect of the bank’s interest rate in respect with access for credit

Responses No. of respondents % of Respondents
Yes 108 90.0
No 12 10.0
Total 120 100

Source: Survey data, July 2008

It can clearly be seen that, out of one hundred and twenty respondents one hundred and
eight representing 90% answered affirmatively to the assertion that “their knowledge about
the interest rate affects their access to credit” while other twelve (12) respondents
constituting 10% of course the minority had a contrary view.

This they explain that because they lack understanding to the interest rate display, their
decision on cost/benefit analysis are not taking into considerations before going for the loan.
This has also gone a long way to affect the bank to the extent that it increase loan operation
cost since they have to follow up to see how the loans are being put into use. The credit officer
come out with the fact that, credit customers misuse the loan given to them because they
lack management abilities and had never taken into consideration how much it will cost them
to repay the loan which brings about poor repayment of the loans.
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4.4 Suggestion to bridge the information gap
The main was to solicit customer’s suggestions to bridge the vacuum created in information

flow between them and the bank. The responses are represented in pie chart below. This
suggests what the bank and customers should do respectively.

Series1,

Source: Survey data, July 2008

Figure 4. Customer’s suggestion about what the bank should do to help Bridge the
information Gap

A question that sought to find out about what the bank should do to improve information
flow between the band and its customers, provided the following responses in the chart 4.6
above chart. It can be observed that that out of one hundred and twenty respondents.
Twenty-five (25) constituting 20.7% suggested that there is the need to educate the
customers and the public as a whole; thirty- eight constituting 31.4% suggested that the bank
organized forum whilst fifty-seven representing 47.1% says the bank should visit the
customers or the general public to discuses bank issues with them. Another question was
asked to find out what customers should also do to improve information flow between the
bank and the customers. The table below displays the response gathered from customers.

4.5 Awareness of hon-customers on existence of the bank

Non-customers are aware of the existence of the bank in the community. 55% of them got to
know by the evidence of the bank’s structure in the community. 5% and 20% got to know
through bill boards of the bank and advertisement respectively. While the remaining 20% is
equal shared between those who got to know through friends/ relatives and banks’ outreach
programs. 55% of them know the requirement of becoming a customer while the other 45%
did not know at all. 30% believed that requirements are through saving with the bank, 10%
believed invitation by the bank staff, 15% also believed it is introduction by customer friend
or relative while the remaining 45% could not tell how to become a customer. Respondents
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who were asked about the reason why they have not join the bank, gave the following
responses. Ten (10) out of the constitution 50% do not know the bank procedure for
becoming a customer. Three constitution 15% and two also representing 10% of the
respondents do not have savings and don’t want to become a customer respectively. Wiles
the remaining three representing 15% and two representing 10% have other source for
savings and getting loan respectively. This information is presented below in a Bar chart.

4.6 Reason for non-participation

Majority of the non-customers three/ quarters (75%) do not have enough information about
the bank whiles five (25%) have access to the banks information of which 3 of them got access
through enquiry from the bank officers whiles the two claim they have a staff friend from the
bank. 80% of the respondents requests the bank officers to inform them about the bank
procedure, 15% desires that friends and relative who know the bank Procedure should inform
them while 5% wish to make enquiry by themselves. 45% of the espondents expect the bank
to inform the public about its services through media advertisement, 25% expects to
organized a public forum while 20% expects announcement but 10% give no response to
these. The responses are presented below in a bar chart. Even though banks make their
information available, non-customers have no or limited access to them. This in effect led to
their non participation in the bank as customers. In the survey some raise the question what
benefit will | have if save with the bank. In attempt to satisfy them with my little idea | have |
was told they wish the bank visit them to explain all of that | told them. Some are in the view
that credit are given to the known once therefore no to approach them since they don’t know
anyone.

5.0 Conclusion

The study was into credit accessibility granted by rural banks in the rural community. Relevant
data was collected through questionnaires and interview schedule Administered to
Kwaebibirem Rural Bank Ltd and both its customers and non-customers in Kade and other
district in the Eastern Region of Ghana. The major objective of this study was to examine the
existence of information gap and its impact in the rural financial market. At the end of the
research work, it becomes evident that, banks make some effort to disseminate information
to their customers but yet they lack information that enhances effective access to credit.
Customers’ knowledge on banks information differs among themselves which comes about
as a result of ignorance and illiteracy rate in the community which make it very difficult to
communicate and interpret the bank’s process to the customers as well as the general public.
It has also become evident that, there are many outsiders who are not yet customers because
they lack information that will challenge them to become a customer of the bank. It is known
that, only few people access loan in the banks but this does not mean that, the rest have no
need to satisfy but rather lack the necessary information that will lead to their access to the
credit. Sometime access is denied and the person finds it discriminatory but meanwhile he
did not meet the requirement. There is evidence that information is a serious variable to
empower rural people to access credit. Without the right information communicated at the
right time, accessibility to credit is constrained. Moreover, there is evidence form the study
that information flow from the banks to the customers and the rural public and the vice versa
is variedly impeded. The major causes are; the imperfect information, lack of transparency
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from the banks, irregularity information in the dealings of the rural financial institutions, the
opportunistic and the unusual information seeking behavior of customers. The researcher
wants to believe that any rural financial institution that does not recognize the significance of
information will continue to ruin the rural deprived. Information, therefore, becomes the
supremacy to effectively access credit.
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