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Abstract 

Determinants of Loan Defaults in Laos 

By 

Morxay Vongnakhone 

This study investigates the determinants of loan defaults of the village banks in Laos. I 

use a questionnaire and a semi-structured interview to collect data. This research is based on 

293 microcredit loans granted by the village banks under the supervision of the microfinance 

institution (Saving and Credit Union Champa Phatthana). By applying statistical methods, I 

find that marital status (widowed), family members who earn the living, expenses on festivals 

less than 1million LAK, no agriculture land holding, loan size (ln), and loan diversion rate less 

than 35% have positive relations with loan default. Conversely, commute time to the financial 

institution office, loan diversion rate more than 50%, and construction loan factors have 

negative relations.  

 

Keywords: Microfinance, Village Bank, Loan Default, Laos 
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1. Introduction 

1.1. Country Brief of Laos 

The country of Laos, officially named the Lao People's Democratic Republic (Lao PDR). 

Laos is located in Southeast Asia and has no direct access to the sea or a landlocked country. 

Laos is bordered by 5 neighboring countries. Thailand borders Laos to the Southwest and west 

while Cambodia also lies to the Southwest; China and Myanmar (Burma) are from the 

northwest boundary while Vietnam is to the east.  

Laos is one of the poorest countries in East Asia and is classified by the United Nations 

(UN, 2015) as a Least Developed Country (LDC). With a land area of 236,800 square km, it 

has a population of 6,492,288. The population is relatively young: 4% of the population aged 

65 years and over, 32% aged 0-14 years and 64% being the working age between 15-64 years 

(United Nations Fund for Population Activities [UNFPA], Swiss Agency for Development and 

Cooperation[SDC], World Bank [WB], and United Nations Children's Fund [UNICEF], 2015). 

Laos was established in 1975. It has a moderately centralized political system grounded 

on the principle of “democratic centralism” that supports the idea of bottom up deliberation but 

top down decision making. The system has been balanced by a process of decentralization and 

entrusting some authority to the provincial level. Even though policy is centrally decided, 

provincial governors and ministers who are party members share the same political rank and 

have significant independence in administering and implementing policy. There are 11-person 

politburo who lead the Lao People’s Revolutionary Party (LPRP) that is the only political party 

and policy making body of the nation.  

From the mid-1970s to early 1980, the Laos implemented a centrally planned economy 

where the economic decision was highly controlled by the government. During this period the 

county was extremely poor and isolated. However, the government introduced market-oriented 

reforms under New Economic Mechanism (NEM) in 1986. In the early stage of NEM, there 

were many changes such as removing price controls, unifying exchange rates, expanding 

foreign and inter-provincial trades, and supporting private enterprise in both agricultural and 

manufacturing sectors. In the 1990s, a legislative program continued to reform in order to 
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provide the foundation for market-oriented rules and private sector development (Asian 

Development Bank [ADB], 2013). 

The reforms produced significant results, from 1990 to 1997, before the Asian Financial 

Crisis (AFC), Gross Domestic Product (GDP) growth rate was about 6.4% on average per year. 

Even though the economic growth was affected by the AFC in 1998, it had recovered by 1999. 

Sustained growth produced an impressive outcome on GDP per capita by increasing its value 

more than two times from $227 in 1990 to $592 in 2011(ADB,2013). Laos has significant 

natural resources like forestry, minerals, and hydro-electric power, which also play a significant 

role in economic growth. From 2014 – 2018 the economy had strong growth with an average 

of approximately 7%, which generates the estimated per capita of US$2,599 (Bank of Lao PDR 

[BoL] ,2018). However, the proportion of the population below the national poverty line is still 

high, 29% in 2015 (The ASEAN Secretariat, 2017).  

Globally, approximately 736 million people lived under the international poverty line or 

below $1.90 a day (WB, 2020). About 10% of the global population live in extreme poverty 

and face difficulties in receiving the basic needs for instance healthcare, education, access to 

clean water, sanitation, and so on (UN, 2015). About 3.8 billion people or 69% of adults 

worldwide have a bank account, but 1.7 billion adults remain unbanked (World Bank Group, 

2017).  

In Laos, about 47% of adults use at least one regulated financial service (World bank[WB], 

2018). Financial access helps households and businesses plan for their long-term goals and 

unexpected circumstances, expand businesses, invest in education or health, manage risks, 

which can enhance the standard of living (WB, 2018). As quoted by the late Milton Friedman, 

Nobel Prize winner in the Economics 1976, “The poor stay poor not because they are lazy but 

because they have no access to capital”. Microfinance is a significant accelerator for poverty 

alleviation. It allows poor people to access financial services, to generate income, and to 

enhance their ability to pay for social services, their quality of living can thus be improved 

(Consultative Group to Assist the Poor, 2010).  

Referring to the United Nations Capital Development Fund (UNCDF, 2005), 

microfinance not only underpins the achievements of many Millennium Development Goals 
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(MDGs) but also is a significant key role in many MDGs strategies. These are because 

microfinance can nurture financially self-sufficient private sectors domestically and generate 

wealth for low-income people. The UN launches the International Year of Microcredit aiming 

to support poor and low-income people to have more access to financial services by providing 

greater access to credit, savings, insurance, money transfer, and other financial services in the 

effort of moving forwards to more secure life and flourishing futures (UN,2005). The UN also 

aims to raise public awareness on microcredit and microfinance as well as to promote 

innovative partnerships among governments, donors, international organizations, non-

governmental organizations, private sector, academia and microfinance clients to recognize 

how significant microfinance can help people to get out of poverty.  

In the following year 2006, Muhammad Yunus and the Grameen Bank of Bangladesh 

jointly received Nobel Peace Prize for pioneering the provision of small loans to millions of 

poor people—also known as microcredit. He stated that “I firmly believe that we can create a 

poverty-free world if we collectively believe in it. In a poverty-free world, the only place you 

would be able to see poverty is in the poverty museums”. Kofi Annan, United Nations 

Secretary-General also quoted " Microfinance has proved its value, in many countries, as a 

weapon against poverty and hunger. It really can change peoples’ lives for the better 

especially the lives of those who need it most."  

While international communities have been working on poverty reduction by using 

microfinance as one of the significant tools, the government of Laos has also been working on 

implementing the 8th National Socio – Economics Development Plan (NSEDP) 2016-2020 to 

reduce poverty. This implementation may help Laos graduate from being a Least Developed 

Country because poverty reduction is one of the significant issues that needs to be solved. The 

government has afforded much effort to improve the microfinance sector. The government also 

believes that microfinance can boost economic growth and poverty reduction. Hence, in the 

framework of the National Growth and Poverty Eradication Strategy (NGPES), the 

microfinance sector was pushed into the top development programs in the agriculture and 

forestry sectors for the purposes of economic sustainable and poverty reduction (NGPES, 2004). 
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1.2. Overview of Microfinance in Laos 

Financial Institutions are a main element in the finance sector which is under the 

management of the bank of Lao PDR. These include: commercial banks, financial institutions 

and non-bank institutions. Among those financial institutions, microfinance has been operating 

actively for more than two decades.  

 The starting point of microfinance development in Laos went back to the beginning of 

the 1990s when the country started to open up and to evolve toward a market economy. The 

starting point was the support by multilateral and bilateral organizations for establishing village-

based credit schemes and revolving funds. During 1994 to 1996, non-governmental 

organizations (NGOs) were the most significant development partners that supported this 

sector. By 1996, there were more than 20 international organizations involved in credit funds 

in the rural areas over the country. Projects were implemented by the cooperation between 

international organizations and the local government at the district level such as the Lao Women 

Union office, agriculture and forestry office, and other related local government offices 

(Ministry of Planning and Investment, National Economic Research Institute, and Bank of the 

Lao PDR [MPI, NERI & BOL], 2012). 

 The villages in Laos are relatively small. Many of them have less than 100 households on 

average. Therefore, mostly the credit fund was small. By the support of donors, the number of 

credit schemes and revolving funds increase rapidly. According to the national survey of 

financial access which was conducted in 1997 by the United Nations Development Program 

(UNDP)/UNCDF, there were 1,640 village funds by the middle of 1996 and accounted for 

approximately 15% of all villages in Laos. Those village banks included more than 1,000 rice 

banks, livestock banks, and revolving credit funds. Because the degree of monetization of the 

rural economy was relatively low, most credit was in kind (MPI, et al., 2012). 

The rapid growth of the number of village funds caused both the government and the 

donor to concern about sustainability and viability. Hence, a microfinance Roundtable Meeting 

between the government and donor agencies was held by the coordination of UNDP/UNCDF.  

During 1995 and 1996, there were 3 conferences held. The two main issues discussed at that 
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time were enhancing saving mobilization and improving the regulatory environment to support 

microfinance service (MPI, et al., 2012). 

1.3. Microfinance Providers in Laos 

Microfinance providers in Laos can be categorized into three categories, namely, formal 

sector, semi-informal, and informal sector.  

1.3.1. Formal Microfinance Sector  

This sector consists of state-owned commercial banks and microfinance institutions. 

State-owned commercial banks include Agriculture Promotion Bank and Policy Bank 

(NAYOBY bank). Microfinance institutions include Deposit Taking MFIs (DTMFIs), Non-

Deposit Taking MFIs (NDTMFIs), and Savings & Credit Unions (SCUs). 

Agriculture Promotion Bank (APB) established on 18/08/1993 under prime minister 

Degree No: 90/PM, dated 19/06/1993. The purpose of establishing APB was to provide loans 

for farmers, particularly to those who live in the remote areas and have difficulties in accessing 

finance. As one of the largest banks in terms of clients and branches, it has the headquarter 

located in Vientiane capital with 17 branches and 98 units serving clients all over the nation 

(Agriculture Promotion Bank, n.d.).  

Policy Bank (NAYOBY bank) which was established on 15/09/2006 under Decree Law 

No: 03/BoL in 2006. Its headquarter is located in Vientiane capital as well, and it has 10 

branches all over the nation. Policy Bank has its own special rule for the special purpose of 

poverty reduction, operating purpose.  The state set up Policy Bank to serve 47 poor districts in 

Laos, it mainly focuses on giving loans with lower interest rates on social economic 

development. The goal is to turn the natural economy into a market-oriented economy in the 

field of small-scale agriculture, handicraft, and services in rural areas (NAYOBY bank, n.d.). 

In the middle of the year 2016, the implementation guidelines were established, with 

number 01/BOL for DTMFI and NTMFI to implement the decree 460, for the SCUs the 

regulation number 03. During the period of 2015-2017, the MFIs were blooming rapidly, 

especially NDTMFI, due to low registered capital of about US $ 25,000. The state concerns 
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much about this; it therefore issued a notification to stop authorizing a temporary license since 

18 May 2017 to ensure effectiveness of the supervision. On the other hand, the degree needs to 

be improved to ensure the sustainability of the existing established microfinance institutions 

(MFA, n.d.). 

The number of microfinance institutions has been increasing significantly. Refer to Figure 

1, by the end of 2017, there are 123 MFIs all over the country including 19DTMFIs (24%), 74 

NDTMFIs (60%)and 30 SCUs (16%). The majority of NDTMFIs are located in the capital city 

which accounts for 73.68% (14 MFIs) and the rest were located in other big provinces. The 

MFIs located outside of the capital city accounts for 26.32% (5 MFIs) only. DTMFIs account 

for about half or 51.35% (38 MFIs) of all MFIs are located in the capital city. On the other hand, 

most of the SCU‘s locations are in the provinces: 86.67% (26 SCUs). Those 123 MFIs 

microfinance institutions served approximately 247,000 clients with 62,000 active borrowers 

with a total loan amount of about US $88 million (Lao Microfinance Association [MFA], n.d.). 

 

 

Figure 1: Type of Microfinance in Laos 

 

1.3.2. Semi-Formal Microfinance Sector 

This sector has been supported by both the international organizations and the 

government through many different channels for more than two decades. Semi-microfinance 

sectors include village funds, and local authority programs such as Lao Women Union Credits. 

60%16%

24%

MFIs in Laos (123)

NDTMFI

DTMFI

SCU
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Many of the microfinance institutions are developed and shifted from village funds with the 

technical and financial support from both government and international organizations.  

The semi-formal microfinance sector saw rapid expansion around the country and also 

has been playing an important role in terms of poverty reduction. The bank of Lao PDR thus 

created new regulations for three types of microfinance institution namely Deposit Taking MFIs 

(DTMFIs), Non-Deposit Taking MFIs (NDTMFIs), and Savings & Credit Unions (SCUs). 

1.3.3. Informal Microfinance Sector  

This sector includes moneylenders, rotating savings and credit schemes (local people 

known as Houay). Traditionally, Houay is popular among the local people because this kind of 

scheme can offer them an emergency financial resource. In the rural area where people find it 

hard to access to informal financial sources, moneylenders are the very significant financial 

sources for them even the interest is relatively high (ranging from 5% to 20% per month) 

because local people have limited choices they can rely on (Seibel and Kunkel, 1999). 

Moneylenders are indeed considered to be illegal, but they are regarded as the first and only 

choice for local people when there are no legal channels. In 2014, 60% of adults used 

unregulated financial services (world bank, 2018).   

ADB (2006) conducts a survey on rural finance in Laos. They classified the informal 

finance providers into the following groups: households, moneylenders, and Houay. 

Households made an estimated 217,415 loans to friends and family with about the amount of 

US$ 38.34 million and 136,159 loans to other households in the same village and other villages. 

The total estimated loan amount made by households is about US$ 62.2 million and 76% of 

these are provided by the richest quartile households. Moneylenders make loans to about 25,300 

rural households with the estimated amount of US$2.57 million. About 3,100 rural households 

participated in Houay, rotating savings, or credit schemes; the estimated lending amount to their 

members is about US$ 1.74 million. 

 

 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

DOI:10.6814/NCCU202000789

8 
 

2. Literature Review and Conceptual Framework 

2.1. Literature Review 

The ability of borrowers in repaying their microcredit loans is an important issue that 

needs high attention.  Borrowers can either make the payment of their loan or decide to default 

their loan. Borrowers who fail to repay their loan may be voluntary and involuntary (Brehanu 

and Futa, 2008). Involuntary defaults on borrowed funds may be caused by unexpected 

situations. For instance, natural disasters and borrowers’ sickness which may lead to the 

capability of the borrower’s repayment. On the contrary, voluntary defaults, borrowers have the 

capability to repay the borrowed funds but choose to default because the institution has poor 

level enforcement mechanisms.  

Most previous research that investigated the determinants of loan default in the 

microfinance area apply the logistic regression model to identify significant variables. For 

instance, Mokhtar, Nartea, and Gan (2012) investigate the determinants of microcredit loans 

repayment problem in Malaysia. They find that borrowers' characteristics (age, gender, type of 

business) and microcredit loan’s features (mode of repayment, repayment amount) are the 

influential factors contributing to the problem of loan repayment. Nanayakkara and Stewart 

(2014) conduct a study on gender and other repayment determinants of microfinancing in 

Indonesia and Sri Lanka. They point out that age has a positive correlation coefficient with the 

dependent variable. Interest rate, agriculture loan and gender (female) also have positive 

correlation coefficients, but they are not statistically significant. Unexpectedly, the sign of 

coefficient of training is positive and is significant statistically. Ellis Kofi and Portia (2015) 

conduct research on the determinants of business loan default in Ghana. They find a positive 

relationship between extra income, diversion of loan purpose, and multiple borrowing on loan 

default. On the other side, location or distance between borrower and lending institution are 

statistically insignificant. Yibrie and Ramakrishna (2017) conduct a study on the determinants 

of loan repayment performance in ACSI. They find out that sex, age, education level, loan size, 

interest rate, loan tenure and training are statistically significant affecting loan default. Jote 

(2018) study on the determinants of loan repayment in Gedeo Zone. He points out that education 

level, nearness of borrowers to institution and training are the significant variables associated 
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positively with loan repayment whereas family size has a negative relation with loan repayment. 

Loan size, loan diversion rate and celebrating and participating in social festivals are not 

statistically significant though.  

Authors use different statistical methods to find out the influential determinants on 

repayment performance in the microfinance sector such as Mota, Moreira, and Brandao (2018), 

they study on determinants of microcredit repayment in Portugal by using an ordered logistic 

regression (OLR). They conclude that the relationship between educational level, marital status 

(being married), employment status has a positive sign. Conversely, marital status (being single) 

has a negative sign on loan repayment performance but it is not statistically significant. Berhanu 

and Fufa (2008) examine the repayment rate of loans on semi-formal financial institutions 

among small-scale farmers in Ethiopia. The authors employ a two-limit Tobit model in their 

study, they conclude that, total land holding size (for agriculture activities), income from off-

farm activities affect the loan repayment rate of farmers statistically significant and positively. 

On the contrary, age, education level, gender and expenditure on festivals variables are 

statistically insignificant.  Siaw, Ntiamoah, Oteng, and Opoku study on loan default rate of 

microfinance institutions in Ghana 2014, by using correlation and regression to obtain the 

empirical results, they strongly confirm that schedule of repayment has a positive correlation 

coefficient, meaning that this factor influences loan repayment significantly. Mwaka (2014) 

investigated the factors influencing repayment among microfinance loan consumers in Makueni 

county. He employs inferential statistics, the findings indicate that customers’ literacy, off-farm 

income and utilization of loan have a positive sign associated with loan repayment. However, 

a researcher also finds that gender, marital status, repayment duration is statistically 

insignificant.  

Muthoni (2016) conducts a study on assessing borrower’s and business’ factors causing 

microcredit default in Kenya. He uses a multiple regression model and Pearson correlation to 

establish relationships among the variables, the study reveals that loan diversion, family size, 

gender(male) have a positive relationship with repayment performance. on the other side, the 

association between age (older group), marital status (married) and business experience are 

statistically significant. Muthoni, Mutuku, and Kamau (2017) conduct the study on a 

comparative analysis of microfinance institutions and financial intermediaries. They apply a 
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multiple regression model and Pearson correlation to find out the association among the 

variables. The results of the study indicate that loan amount, and loan payment duration have a 

positive relationship with loan default significantly statistically. Moreover, Adurayemi, Sunday, 

and Abiola (2019) study Microfinance banks’ loan size and default in Lagos state, Nigeria. The 

linear regression is the statistical tool of their study to find out the relationship among the 

variables. The findings show that loan size contributes to loan default significantly.  Selvaraj, 

Karim, Rahman, and Chamhuri (2019) study the determinants of microcredit quality in 

Malaysia. They apply a static panel technique to examine the relationship among the variables, 

the result shows that females have a negative relationship but household’s income has a positive 

relationship on microcredit quality. Overall, the loan repayment performance factors can be 

categorized into three categories, namely borrower characteristics, loan characteristics and 

business characteristics. 

Alternatively, some researchers use different statistical methods to find out the factors 

that influence loan repayment problems. For example, Korankye (2014) studies cause and 

control of loan default/delinquency in microfinance institutions in Ghana. His research 

instrument includes questionnaire and interview guide, he finds that unfavorable payment terms, 

inadequate loan sizes and lack of training for the clients before and after disbursement are the 

causes of load default enumerated by the clients. Boateng, Amoah, and Anaglo (2015) also 

examine the influence of demographic factors, products and service characteristics of 

microfinance institutions on microfinance in eastern region, Ghana by using Chi square 

statistics to assess the relationship between variables. The result reveals that the default rate is 

higher among males (78%) in comparison with females (51%), in terms of age (ages were 

categorized into 14-40, 41-60 and 61+), the authors also find that defaulters are younger than 

non-defaulters on average. The default rate is higher for clients with no formal educational 

background compared with clients who received formal education, and also the default rate is 

lower if clients revived training compared to those clients who have not received any training. 

Murthy & Mariadas (2017) investigate an exploratory study on the factors contributing loan 

repayment default among the loan borrowers in microfinance institutions in Shah Alam, 

Selangor. They use a 5-point Likert scale to find out the relationship among the variables, they 

find that the unit increase in age of borrowers influence the loan repayment default positively 
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and as the increase of a unit repayment schedule also result to an increase in loan repayment 

default; however, both variables (age and repayment schedule) are not statically significant. 

 

Table 1: Literature Review (outside of Laos) 

Author/ 

Date 

Topic Theoretical 

Model 

Context 

/Sample 

Findings 

Berhanu and 

Fufa (2008) 

Repayment rate of 

loans from semi-

formal financial 

institutions 

among small-scale 

farmers 

Two-limit 

Tobit 

model 

Ethiopia 

Sample 

size: 157 

Total agricultural land 

holding size, income from 

off-farm activities affect 

the loan repayment rate of 

farmers statistically 

significant and positively 

 

Mokhtar et 

al. (2012) 

Determinants of 

microcredit loans 

repayment problem 

Logistic 

regression 

model 

Malaysia 

Sample 

size: 472 

Borrower’s characteristic 

(age, gender and type of 

business involved) and 

microcredit loan’s 

characteristics (mode of 

repayment, repayment 

amount) are factors 

contribute to microcredit 

loan repayment problem 

Mwaka 

(2014) 

Factors influencing 

repayment among 

microfinance loan 

consumers 

Inferential 

statistics 

Kenya 

Sample 

size: 400  

Customers’ literacy, off-

farm income and utilization 

of loan have a positive sign 

associated with loan 

repayment. Conversely,  

gender, marital status, 

repayment duration is 

statistically insignificant 

Nanayakkara 

and Stewart 

(2014) 

Gender and other 

repayment 

determinants of 

microfinancing 

Logistic 

regression 

model 

Sri Lanka 

& 

Indonesia 

Sample 

size: 

1,109  

 

In Sri Lanka: Time 

approves and disburses the 

loan, loan cycle, gender and 

age, a group/ individual 

borrower, loan purpose and 

visiting frequency by the 

loan officers influence loan 

payment statically 

significant.  

In Indonesia: Only time to 

approve and disburse the 

loan, interest repayment 
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frequency and gender 

variables influence loan 

payment statically 

significant.  

  

Siaw et al. 

(2014) 

Loan default rate of 

microfinance 

institutions 

Correlation 

and 

regression 

Ghana 

Sample 

size:561  

 

High interest rate and 

Unrealistic term and 

schedule of repayment 

variables have positive 

correlation coefficient with 

loan default. 

Korankye 

(2014)   

Causes and control 

of loan 

default/delinquency 

in microfinance 

institutions 

Descriptive 

statistic 

Ghana  

Sample 

size: 254 

Unfavorable payment 

terms, inadequate loan 

sizes and lack of training 

for the clients before and 

after disbursement are the 

causes of loan default 

Boateng et 

al. (2015) 

The influence of 

demographic 

factors, products 

and service 

characteristics of 

microfinance 

institutions on 

microfinance 

Chi square 

statistics 

Ghana 

Sample 

size:126 

Default rate is higher 

among males (78%) in 

comparison with females 

(51%). Default rate is 

higher among males (78%) 

in comparison with females 

(51%), higher with clients 

with no formal educational 

background and lower with 

clients who receive 

training. 

Ellis Kofi 

and Portia 

(2015) 

Determinants of 

business loan 

default 

Logistic 

regression 

model 

Ghana  

Sample 

size: 224  

Influence factors on loan 

default include Extra 

income, diversion of loan 

purpose, and multiple 

borrowing 

Muthoni 

(2016) 

 

Assessing 

borrower’s and 

business’ factors 

causing microcredit 

default 

Multiple 

regression 

model and 

Pearson 

correlation 

Kenya 

Sample 

size: 125 

Loan diversion, family size, 

gender(male) have a 

positive relationship with 

repayment performance 

Muthoni et 

al. (2017) 

Influence of loan 

characteristics on 

microfinance 

default 

Multiple 

regression 

model and 

Pearson 

correlation 

Kenya 

Sample 

size: 38 

Loan amount, loan 

payment duration have a 

positive relationship with 

loan default significantly 

statistically 

Yibrie and 

Ramakrishna 

(2017) 

Determinants of 

loan repayment 

performance 

Logistic 

regression 

model 

India 

Sample 

size: 400  

Sex, age, education level, 

loan size, interest rate, loan 

tenure and training factors 
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statistically significant 

affect loan default 

Murthy, and 

Mariadas 

(2017) 

An exploratory 

study on the factors 

contributing loan 

repayment default 

among the loan 

borrowers in 

microfinance 

institutions 

5-point 

Likert 

Malaysia The unit increase in age of 

borrowers influences the 

loan repayment default 

positively and as the 

increase of a unit 

repayment schedule also 

results an increase in loan 

repayment default; 

however, both variables 

(age and repayment 

schedule) are not statically 

significant. 

 

Jote (2018) Determinants of 

loan repayment 

Logistic 

regression 

model 

Ethiopia 

Sample 

size: 364 

Education level, nearness 

of borrowers to institution 

and training are the 

significant variables 

associated positively with 

loan repayment whereas 

family size has a negative 

relation with loan 

repayment. Loan size, loan 

diversion rate and 

celebrating and 

participating in social 

festivals are not statistically 

significant though 

Mota et al. 

(2018) 

Determinants of 

microcredit 

repayment in 

Portugal 

Ordered 

logistic 

regression 

(OLR). 

Portugal: 

Sample 

size: 752 

The relationship between 

educational level, marital 

status (being married), 

employment status has a 

positive sign. Conversely, 

marital status (being single) 

has a negative sign on loan 

repayment performance but 

it is not statistically 

significant 
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Adurayemi 

et al. (2019) 

Microfinance 

banks’ loan size 

and default 

Linear 

regression 

Nigeria 

Sample 

size: 182 

Loan size contributes to 

loan default significantly.  

Selvaraj et 

al. (2019) 

Determinants of 

microcredit quality 

Static panel 

technique 

Malaysia 

Sample 

size: 80 

Females have a negative 

relationship but 

household’s income has a 

positive relationship on 

microcredit quality 

 

In Laos, recently, there are many authors study determinants of loan default in the area of 

microfinance in different countries by using both quantitative and qualitative methods to obtain 

the relationship among the variables. In recent years, there are also some empirical studies about 

microfinance in Laos (Table 2). For instance, Sayvaya (2012) conducts a study on does 

microfinance reduce poverty in Laos. Phonesavanh (2015) studies on the impact of 

microfinance on poverty reduction in Oudomxay, Northern province, Laos. Chansathith et al. 

(2011) discuss Should Microcredit B a Right for the Poor? Credit Demand of Poor Households 

in Laos. Chaleunsinh et al. (2015) conduct a study on an Analysis on Borrowing Behavior of 

Rural Households in Vientiane Municipality.  

We can conclude that most of the studies about microfinance in Laos focus on the impact 

of microfinance on defaults. There is no empirical research on the determinants of loan defaults. 

Hence, we conduct this study to investigate the determinants of loan defaults in the 

microfinance institutions in Laos. 

Table 2: Literature Review (in Laos) 

Author/ 

Date 

Topic Theoretical 

Model 

Context 

/Sample 

Findings 

Chansathih 

et al. (2011) 

Should 

microcredit be a 

right for the 

poor? credit 

demand of poor 

households in 

Laos 

Probit and 

Tobit model 

Laos 

Sample size: 

684 

Poorer households are more 

likely to be borrowers, the 

ratio of labor on household 

members is less likely to 

have correlation with credit 

demand. The poor who are 

non-farm self-employed tend 

to borrow and ones who work 

in non-farm wage/salary paid 

are less likely to have a 

demand for loan.  
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Sayvaya 

(2012)   

Does 

Microfinance 

Reduce Poverty 

in 

Ordinary 

Least Square 

Laos 

Sample size: 

361 

Village Development Funds 

program does not have 

significant impact on 

outcome as household 

income, expenditure and 

saving 

Phonesavah 

(2015)  

Impact of 

microfinance on 

poverty 

reduction 

Fixed-effect 

model 

Laos 

Sample size: 

381 

A h i g h l y  p o s i t i v e  a n d 

s i g n i f i c a n t  e f f e c t  o f 

m i c r o f i n a n c e  l o a n s  o n 

household yearly income and 

expenditure over the years. 

Difference and change in 

household yearly income and 

e x p e n d i t u r e  b e t w e e n 

member and non-member 

are totally large over the 

years 

Chaleunsin

h et al. 

(2015) 

An analysis on 

borrowing 

behavior of rural 

households in 

Vientiane 

municipali 

A structured 

questionnaire 

Laos, 

Vientiane. 

Sample size: 

684. 

Formal banks provide loans 

exclusively for production 

purposes, while informal 

lenders do for coping with 

emergencies. Savings groups 

fall between them. Though 

poor households are reluctant 

t o  b e  a  s a v i n g s  g r o u p 

member but rich households 

actively participate in the 

group.   

For saving group’s members, 

nearly 40% of the loans use 

for  product ion purposes 

specially in agriculture. 

 

2.2. Conceptual Framework  

This section presents a conceptual framework of determinants affecting loan payment 

performance. It assesses the research variables derived from literature to test whether there are 

significant associations diagrammatically between dependent variable and independent variable. 

This study adopts the conceptual framework Jote (2018) to demonstrate the relationship 

between loan dependent variable (loan repayment) and the independent variables which 

demonstrates in Figure 2. 
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Figure 2: Conceptual Framework of the Study 

Loan 

Repayment  

Borrower’s characteristics: age, gender, 

education, marital status, and family member 

who earn the living. 

Borrower's financial conditions: no 

agriculture land holding, agriculture 

land value, employment status, 

livestock, land size, and additional 

income (remittance). 

Loan features: agriculture loan, 

construction loan, loan size, and loan 

period 

Culture: expenses on festivals less 

than 1million LAK, and loan 

diversion rate. 

Others: commute time to financial 

institution office, loan from moneylender, 

and training.  

(Dependent Variable) 

(Independent Variables) 
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3. Village Bank and SCU Champa Phatthana 

3.1. Village Bank Organizational Structure   

Figure 3 presents an Organizational Chart of a Village Bank. The village bank consists 

of three bodies: the general assembly of the member, the village bank committee, and the village 

bank advisors. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 3: Village Bank Organization Structure 

3.1.1. General Assembly of Members 

The general assembly is the main governing body of the village bank that consists of all 

members of the village bank. Assembly meetings are held at least once per year. Its decisions 

are made by a simple majority of the present members on the following issues: 

 
  

 
Member Assembly 

- Frame regulations 

- Takes decisions 

- Elects committee and 

advisors 

 

Village Bank Committee 

- Representation 

- Day-to-day management 

 

Village Bank Advisor 

- Internal control 

- Problem Solving 

 
Compulsory & Voluntary Savings 

Microcredits 

    
  

SCU Champa Phathana 

 Set up and Supervision of VB 

 Representation & 

Coordination 

 Financial Services 
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a. To approve or reject the annual village bank report that was prepared by the village bank 

committee. 

b. To agree on profit distribution, normally depositors receive at least 60%, the allowance 

payment to the village bank committee at least 4%, but not more than 20%, the general reserve 

and any other purposes that the assembly might agree upon. 

c. To decide on actual savings and lending conditions, such as minimum monthly savings rate, 

savings ceiling, loan purposes, loan interest rates, maximum loan ceilings, maximum loan 

terms, loan collateral requirements and the introduction of new loan and savings products. 

d. To elect the village bank Committee by ballots and to confirm or reject the appointment of 

village bank advisors and also to dismiss individual members or the whole village bank 

committee. 

e. To decide on other changes to the VB bylaws not covered in financial product conditions, 

including its key operational policies. 

3.1.2. Village Bank Committee (VBC) 

The VBC is elected by the general assembly to be in charge of the general administration 

of the VB such as savings and credit operating and any other things related to village banks.  

The number committee normally depends on the size of the village bank. It usually has 4-6 

members and at least 2 members of such a committee must be female. The VBC has the 

following responsibilities:  

a. To organize regular (minimum monthly) village bank operating days and to accept and 

register new members according to membership conditions. 

b. To promote and to inform members about the village bank’s objectives and operations. 

c. To collect and manage the savings of the members and carry out loan appraisal, disbursement 

and follow-up. 

d. To manage and safeguard the village bank’ assets including its cash stock and its external 

accounts with SCU Champa Phatthana. 

3.1.3. Village Bank Advisor 

Village bank’s advisors consist of at least two village bank advisors. They are confirmed 

by the general assembly upon selection by the village and local village administration. The 
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advisors are usually highly respected representatives and they responsible for the following 

tasks:  

a. To support the VBC in case of disagreement or in case of problems, like repayment 

problems. 

b. To control and monitor the VBC whether the village bank is operating according to its 

mission, its statutes and comply with village bank bylaw. 

c. To attend the meeting regularly to keep themselves well-informed about village bank 

operations. 

3.1.4. Financial Services of Village Bank 

Figure 4 illustrates an overview of operating mechanisms of a village bank system. 

Firstly, members save money at the village bank. Next, those savings are used to make loans 

to members. Then, interests and repayments are paid to the village bank by borrowers. 

Finally, dividends are distributed to members. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4: Operating Mechanisms of the Village Bank System 
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a. Village bank set the minimum amount of compulsory savings at around 10,000 LAK 

(approximately $US1.25) per account. Compulsory savings are to make members come to 

use VB service regularly and to increase the village bank’s capital. 

b. Village bank accepts unlimited voluntary savings from its members because the savings 

increase the village bank’s capital for credit disbursement. If there is a demand for credit, a 

village bank would encourage savings actively. All types of savings can be withdrawn 

during the service day or in the urgent circumstances outside of the service day.  

c. Even though both village bank and traditional bank’s profits are mainly generated through 

its credit lending activity, the return on savings of village banks is not a fixed interest rate 

like commercial banks. Members of village banks receive return on savings once a year in 

terms of dividends. Dividends are calculated based on an average annual savings balance 

and how much saving members can get. They are also based on how great the village bank 

could perform. Village banks paid to its members about 15.70% dividends on average (SCU 

annual report, 2018). 

d. Village bank loan is normally disbursed in a bullet loan form with monthly interests’ 

payment, and the principal repayment is due at the end of the loan contract. Borrowers can 

opt to pay back their loans earlier than their contracts’ maturities. The following table 

represents the typical credit conditions which are usually set in the first year.  Village bank 

members can vote to change the conditions at the annual meeting in following years.  

e. Technically, there are 8 types of loan in the village bank and all village banks under the 

support of SCU Champa Phatthana have these 8 different loans (Table3). However, the 

interest rate, loan period and loan ceiling of the village bank can be set differently by each 

village, and they are set during the annual general meeting of each village bank. 

Technically, the interest should be in the range that is recommended by the staff from SCU 

Champa Phathana. The majority of the village banks set the lending period to be within one 

year. We cannot compare the interest rate charged by village bank and commercial bank 

because they are different in loan sizes and operating costs per client. The interest income 

charged from clients will be distributed in the form of dividend to village banks’ clients (if 

village bank has profit) at the end of business years.    
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Table 3: Types of Loans and their Terms 

Loan type 

Interest rate 

(month) 

Loan Period 

(month) 

Loan Ceiling 

(US$) 

Emergency 1.0% 5 560 

House (build/ improve)  1.5% 12 1,130 

Consumption 2.0% 6 560 

Agriculture production (crops) 2.5% 10 1,130 

Agriculture Production (livestock) 2.5% 10 2,260 

Non- agriculture -production 2.5% 12 2,260 

Trading 2.5% 12 5,640 

Other / services 2.0% 12 1,670 

 

3.2. Brief of the Saving and Credit Union Champa Phatthana   

SCU champa phatthana is located in Soukhouma district, Champasack Province, the 

southern part of Laos. Champasack is one of the biggest provinces in Laos which has 649,023 

inhabitants. The province consists of 10 districts, 643 villages, 121,865 households (of which 

775 households or 6.35% are poor households). In 2018, GDP growth of this province is 8% 

and GPD per capita is US$ 3,153. Service sector is the biggest component of GPD which 

accounts for 54.16%, followed by industry 22.94% and agriculture 22.96%. The fastest growing 

sector is service, industry and agriculture with the growth rate at 13.64%, 2.60% and 2.53%, 

respectively (Champasack Province Statistic Center, 2018). 

Microfinance in Rural Areas - Access to Finance for the Poor (AFP) was established in 

2009 and has been supporting the development of village banks in the Laos since its 

establishment. AFP has been operating its activities in 6 provinces and 21 districts. AFP is 

implemented by the Deutsche Gesellschaft für Internationale Zusammenarbeit (GIZ) GmbH, 

commissioned by the German Federal Ministry of Economic Cooperation and Development 

(BMZ), and co-financed by the Australian Department of Foreign Affairs and Trade or DFAT. 

In August 2013, AFP expanded its project to Champasack province and established the 

Network Supporting Organization (NSO) to start establishing village banks. It started in 

http://(champasack/
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Soukhouma district and then continued to expand to Monlapamok district in the following 

month. to Champasack district in 2016, and to Pathoumphone district in 2019. In March 2016, 

the Annual General Meeting founded the Saving and Credit Union Champa Phatthana (SCU 

Champa Phatthana/SCU) that replaced the NSO.  In September 2016, SCU Champa Phatthana 

officially received a full bank license from the bank of Lao PDR and an enterprise license from 

the department of industry and commerce, Champasack province. On September 27, 2016, SCU 

was officially opened (SCU Champa Phatthana annual report, 2017).  

According to SCU Champa Phatthana 2017 annual report, SCU’s core business is 

supervising the activities of the VBs. The supervisions are categorized into two categories 

including technical support on capacity development and financial services. For capacity 

building, SCU provides various training for VBCs such as training on bookkeeping, fraud 

prevention, credit and delinquency management, peer-to peer exchange, responsible lending 

and also on-job-coaching. SCU also provides training for VB members in various topics like 

financial literacy, responsible borrowing.  

Another key core activity offered to VBs is financial service. If village banks have more 

savings, they can deposit these with the SCU and get the interest comparable to the commercial 

bank rate. One the other side, if they do not have enough capital to disburse loans to their 

members, they can get loans from SCU. Additionally, SCU offers syndicated loans to village 

bank clients in case the credit amount exceeds the ceiling of the village banks (SCU Champa 

Phatthana annual report, 2017). 

Through the above business model, SCU was able to cover its expenses by December 

2017 without any financial support from donors. SCU’s main expenditure includes salary, 

capacity development for SCU’s staff, VBCs, and VB members, and interest payments to 

village banks. On the other side, SCU’s revenues mainly come from service fees based on the 

outstanding loans of the village banks. These fees are collected on a monthly basis when staff 

from SCU go to the village to support the village bank activities. SCU also generates its revenue 

from the interest of disbursed loans to village banks. (SCU Champa Phatthana annual report, 

2017) 
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Within half a decade, the village banks have growth significantly in terms of the number 

of members and the business size. By the end of December 2019, there are 165 village banks 

under SCU’s supervision. These village banks have 812 village bank committee members (39% 

are females) who serve 25,221 members, and approximately 77% of the total households in 

those 165 villages are members of village banks. Total savings of all village banks are about 

US$8,935,000 and credits outstanding are about US$ 7,170,000; the total number of loans 

outstanding is 8,633 and the credit overdue is around 2.05% (SCU Champa Phatthana annual 

report, December 2019). 

The Annual General Assembly (AGM) of members is the highest body of a Savings and 

Credit Union. The AGM of members is held at least once per year by the decision of the board 

of directors. The rights and responsibilities of AGM include to hear the board of directors 

(financial statements, budget and action plan for the upcoming year), to hear the report of the 

auditor, to approve the distribution of dividends and the reserves, to elect or remove members 

of the board of directors, and to authorize the board of directors to perform a special task. 

Additionally, AGM also elect the credit and audit committee.   

The board of directors are elected or removed by AGM which has the following 

responsibilities: to report the activities of the SCU Champa Phatthana, to propose the profit 

distribution, to appoint the chairman of the board of directors, to appoint and dismiss or remove 

the manager, to decide the objectives and business strategies, to approve business plans and to 

fulfil other rights and responsibilities as defined in the bye-laws of SCU Champa Phatthana.  

The rights and responsibilities of the manager include managing and deciding all matters 

of the business within the range assigned by the board of directors, representing the SCU 

Champa Phatthana in contacts and contractual dealings, recruiting or dismissing personnel, 

implementing the payroll, personnel beneficial package as approved by the Board of Director, 

awarding and promoting personnel or applying disciplinary sanctions against offenders, 

performing other rights and responsibilities assigned by the board of directors. The manager 

has a deputy manager and the manager assistant to help him on different tasks. 

Another important person is the development advisor. SCU Champa Phatthana has 

always been receiving technical support from at least one development advisor who works in 
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the office of SCU Champa Phatthana, and he is hired by the German Federal Ministry of 

Economic Cooperation and Development (BMZ). A technical advisor always works closely 

with the management team on the important tasks. For instance, strategic business planning, 

developing and implementing new policies, setting up a quality control system, setting up a 

benefit package for personnel, implementing the MIS system and so on.  

SCU Champa Phatthana’s business covers 4 districts. Soukhouma district, Monlapamok 

district, Champasack districtand Pathoumphone district (Figure 5). Each district has their own 

district manager who is mainly responsible for the performance of the village banks in their 

own responsible district and they have their own field stuff under his/her supervision.  

 

Figure 5: Organization Chart 
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4. Methodology  

4.1. Research Approach 

In this paper, there are two types of research approaches we use in order to solve the 

research problem which include the qualitative and the quantitative approaches. We use the 

quantitative method to test research hypotheses and qualitative research to uncover trends in 

thought and opinions that related to the research problem. 

4.2. Data Source and Type 

One of the significant features of research is the decision making about to collect the 

research data, from and in what ways the data should be collected. In this study, we use both 

primary and secondary data. 

For the primary data, the researcher uses a questionnaire as the main tool for collecting 

data for the analysis. The questionnaires of this research include both close and open-ended 

questions. We prepare the questionnaires in English first before translating to Lao and we also 

conduct a pre-tested by the pilot study before conducting the survey for the whole sample. 

Additionally, we conduct qualitative data through semi-structured, face to face interviews with 

field staff/village bank consultant, manager and development advisor of the Saving and Credit 

Union Champa Phatthana in order to get an in-depth understanding of the problem. For the 

secondary data, the materials include microfinance history, and the number of microfinance 

institutions and its clients. 

4.3. Target Population 

The population for this research is borrowers of the village banks under the support of the 

Saving and Credit Union Champa Phatthana (SCU). The target group includes both defaulters 

and non-defaulters of the village banks’ clients.  

4.4. Model Specification 

Loan repayment is a dependent variable, while different borrower’s characteristics, 

borrower's financial conditions, culture, loan features, travelling time from SCU office to clients 

and borrower’s experience with moneylenders are the independent variables. In this research, 

the dependent variable assumes values 0 and 1, which is 1 is a defaulter and 0 if the borrower 
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is a non-defaulter. Consequently, we treat loan repayment as a dichotomous dependent variable 

and a non-continuous dependent variable which does not fit the key assumption in the linear 

regression analysis. 

Statistically, logistic regression or logit model is a regression model where the dependent 

variable(DV) is categorical that the output can take only two values, “0” and “1”. For example, 

the outcome can be pass/fail, win/loss, default/non-default. However, there are some cases 

where the dependent variable has more than two outcome categories, researcher may use 

multiple logistic regression, or if the multiple categories are in order, researcher may apply the 

ordinal logistic regression to analyze the data.  

Even though there are several methods we can use to analyze the data involving binary 

outcomes but the logic model is the best fit for this study because the logit model best fits the 

non-linear relationship between the dependent and independent variables and it has only two 

outcomes. Moreover, a logistic model has its simplicity of calculation and its probability lies 

between 0 and 1. The probability comes near zero indicates an unlikely event or the value of 

the explanatory variable gets smaller and the probability near 1 indicates a likely event or the 

value of the explanatory gets larger, (Jote, 2018).  

David Cox is the statistician who developed the logistic regression in 1958. The binary 

logistic model is used for the estimation of probability of a binary response based on one or 

more predictors (variables). It allows one to say that the present of a risk factor increases the 

odds of a given outcome by a specific proportion. Since the dependent variable of this research 

(loan repayment) has binary outcomes (defaulter and non-defaulter); hence, in this the binary 

logistic regression is the best fit for this study. 

The analysis of determinants of the loan repayment problem uses a binomial logistic 

model, interest lies primarily in the response probability.  

𝑃(𝑦 = 1|𝜒) = 𝑃(y = 1|𝑥1, 𝑥2 … , 𝑥𝑘)|  (1) 

 

𝑃(𝑦 = 1|𝜒)  is the probability that y=1(defaulting) given x (independent variable), y 

represents loan repayment and X denote the full set of explanatory variable that include 
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borrower’s characteristics, borrower's financial conditions, culture, loan features, travelling 

time between borrowers and MFI and loan from moneylenders. 

𝑃(𝑦 = 1|𝜒) = 𝐺(𝛽0 + 𝛽1, 𝑥1 … + 𝛽𝑘, 𝑥𝑘) = 𝐺(𝛽0 + 𝑥𝛽) (2) 

where G is a function taking on values strictly between zero and one: 0 <G(z)<1, for all real 

numbers z. This ensures that the estimated response probabilities are strictly between zero and 

one. We write 𝑥𝛽 =  𝛽1𝑥1 + ⋯ + 𝛽𝑘𝑥𝑘. Logistic function is a non-linear function used for the 

function G in order to make sure that the probabilities are between zero and one. In the logit 

model, G is the logistic function which is between zero and one for all real numbers z. This is 

the cumulative distribution function for a standard logistic random variable.  

𝐺(𝑧) = exp(𝑧) /[1 + exp (𝑧)]  (3) 

where Z = X𝛽= 𝛽1, 𝑥1 … + 𝛽𝑘, 𝑥𝑘. The goal of a logistic model is finding the best fitting (yet 

biologically reasonable) model to describe the relationship between the dichotomous 

characteristic of interest (dependent variable or outcome variable) and a set of independent 

(predictor) variables. Logistic regression generates the coefficients (and its standard errors and 

significance levels) of a formula to predict a logit transformation of the probability of presence 

of the characteristic of interest.  

Logit(p) = 𝛽0 + 𝛽1𝑥1 + 𝛽2𝑥2 … + 𝛽𝑘, 𝑥𝑘 

Logit(P) can be transformed back to p by the following formula: 

- When one binary variable and one independent variable is included: 

P(Y) = 
1

1+𝑒−(𝛽0+𝛽1𝑥1) 

When one binary variable and several independent variable is included in the 

study: 

 

P(Y)=
𝑒𝛽0+𝛽1𝑥1+𝛽2𝑥2…+𝛽𝑛,𝑥𝑛

1+ 𝑒𝛽0+𝛽1𝑥1+𝛽2𝑥2…+𝛽𝑛,𝑥𝑛
 

where, P(Y) is probability of Y occurring, e is natural logarithm base (e≈2.71828), 𝛽0 is 

interception at y-axis, 𝛽𝑛 is regression slope coefficient of 𝑥𝑛, 𝑎𝑛𝑑 𝑥𝑛 is a predictor or 

independent variable that predicts the probability of Y. 

P(Y) =  
𝑒𝛽0+𝛽1𝐺𝐷+𝛽2𝑀𝑆+𝛽3𝐴𝐺+ 𝛽4𝐸𝐷𝑈+𝛽5𝐹𝑀𝐿+𝛽6𝐸𝑆+𝛽7𝐸𝑆+𝛽8𝐶𝑇+𝛽9𝐴𝐿𝑃+𝛽10𝑁𝐴𝐿+𝛽11𝐿𝑆

1+𝑒𝛽0+𝛽1𝐺𝐷+𝛽2𝑀𝑆+𝛽3𝐴𝐺+ 𝛽4𝐸𝐷𝑈+𝛽5𝐹𝑀𝐿+𝛽6𝐸𝑆+𝛽7𝐸𝑆+𝛽8𝐶𝑇+𝛽9𝐴𝐿𝑃+𝛽10𝑁𝐴𝐿+𝛽11𝐿𝑆  
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++𝛽12𝐿𝑃+𝛽13𝐿𝐷𝑅𝐹𝑇+𝛽14𝐴𝐿𝑃+𝛽15𝐶𝐿+ 𝛽16𝐴𝐼+𝛽17𝐿𝑀+𝛽18𝑇𝑁+𝛽19𝐿𝑆𝑃𝐹𝑀+𝛽20𝐿𝐴𝑃𝐹𝑀

++𝛽12𝐿𝑃+𝛽13𝐿𝐷𝑅𝐹𝑇+𝛽14𝐴𝐿𝑃+𝛽15𝐶𝐿+ 𝛽16𝐴𝐼+𝛽17𝐿𝑀+𝛽8𝑇𝑁+𝛽19𝐿𝑆𝑃𝐹𝑀+𝛽20𝐿𝐴𝑃𝐹𝑀  (4) 

4.5. Description and Measurement of Variables 

Referring to the theoretical and literature, traditional observable characteristics about 

the factors that may affect the probability of loan payment performance, we can summarize in 

the following table.  

Table 4: Variable Descriptions 

Variable Symbol Expected sign/Hypotheses 

Dependent variable 

Loan default LP  

Explanatory variable 

Gender (male) GD 

+ (If head of household is male, lower probability of 

default) 

Marital status MS + (Widowed, high probability of default) 

Age AG - (Higher age, low probability of default) 

Education EDU - (High education, low probability of default)  

Family member who earn 

the living FML 

- (More members who earn the living, low probability 

of default)  

Employment status ES  - (Government staff, low probability of default) 

Expenses on festivals EF 

+ (High expenses on festivals, high probability of 

default) 

Commute time to 

financial institution office CT 

+ (More commute time to financial institution, high 

probability of default) 

Agriculture land value ALV 

- (High value of agriculture land holding, low 

probability of default) 

Land holding NAL 

+ (No agriculture land holding, high probability of 

default) 

Loan size LZ + (Higher loan size, high probability of default) 

Loan period LP (+/-) The probability of default can be both signs 
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Loan diversion rate LDR 

 - (Higher loan diversion rate, low probability of 

default) 

Agriculture loan ALP + (Agriculture loan, high probability of default) 

Construction loan CL + (Construction Loan, high probability of default) 

Additional income 

(remittance) AI - (Additional income, low probability of default) 

Training TN - (Obtain training, low probability of default)  

Livestock LSPFM - (High livestock value, low probability of default) 

Land size LAPFM - (More land size, low probability of default) 

 

 

4.6. Questionnaire  

Purpose of the Survey   

Mr. Morxay Vongnakhone works for the Saving and Credit Union Champa Phatthana. 

He is currently pursuing his master’s degree in Taiwan and conducting this survey for his 

graduation thesis. This survey will be very useful not only for the graduation purpose but also 

for the Saving and Credit Union Champa Phatthana in terms of policy making and service 

improvement to its village bank clients. Your input will be protected and used for study purpose 

solely. 

The interview will be conducted with the head of the household or his/her representative 

who is a member (beneficiary) of the Village bank. 

General Information 

Province: Champasack……………………………... 

District: ……………………………………………. 

Village: ……………………………………………. 

Name of Client: …………………………………. Book Account Number: ………… 
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Part 1: Demography of a Household Head 

1. Age ……………………………. years old 

2. Gender  

Male   Female     

3. Marital status 

Single Married  Divorced  Widowed 

4. Educational levels 

No education 

Primary school 

High school 

Bachelor’s degree 

Master’s degree 

Ph. D. 

In total, how many years of time spent in school starting from primary school....years 

5. Family member 

Total number of family members……….............................................................people 

Number of family members aging under 18 and over 60…….............................people 

Number of family members who can earn for the living………………....….... people 

Part 2: Borrower's Characteristics and Loan Information 

6. Celebration and participation on social festivals a year 

How much your family spent on average annually…………………..................LAK 

The percentage of your family income spent on social festivals………………...…%? 

7. Distance/time from borrowers’ residence to SCU office/district center 

How long does it take to the district center in the…………...……………...minutes? 

How long does it take to the district center in the raining season…………..minutes? 

8.  Land size 

Agriculture land size……hectares; how much is it worth …………………........ LAK 

Construction land size…. Square matter; how much is it worth............................LAK 

9.  Other sources of income in addition to loan 

Do you have any other income in addition to loan?  Yes  No  
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What are your other incomes from (rent, relative from Thailand, rent)? 

..................................................................................................................................... 

10. Value of livestock 

Cows: How many you have….; How much can you sell them for?.....................LAK 

Buffalo: How many you have….; How much can you sell them for?..................LAK 

Pig: How many you have….; How much can you sell them for? …...................LAK 

Other: How many you have..........; How much can you sell them for?..............LAK 

11. Employment status 

Do you work for the government?         Yes     No  

Do you work for a private company?     Yes     No  

Do you have any working contracts with others (ex: construction work)?  Yes     No 

12. For which activities do you borrow money?  

Agriculture     Trading Construction  Services  Other 

13.  How much did you receive from your current/latest loan?..........................LAK 

14.  How long is/was the loan contract?.................................................................Month 

15.  Loan diversion rate: 

What is the percentage of the borrowed fund with respect to the income generated 

activities?....................................................................................................................% 

16.  Have you participated in financial literacy training? 

Yes     No  

Part 3: Defaulters’ Perspective on their Repayment 

17.  What is the main reason for your default? 

Involuntary default 

Loss on business 

Poor agricultural production 

Not using funds on income generating activities 

Having no financial plan 

Sickness or death  

Divorce 

Using fund to pay another loan 
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Other 

18. What do you do to solve the problem when you default? 

Borrow money from family, friends, relatives or moneylenders (pay interests) 

Sell properties 

Consult with VB about how to solve problems 

Find extra incomes 

Other 

19.  What are you afraid the most when you default?  

Feel nothing 

Afraid of over debt 

Afraid of losing properties 

Afraid of losing honesty 

Afraid of losing face 

Afraid of unable to get loan from VB in the future 

Afraid VB losing benefit 

Other 

20. What will you do to prevent loan default? 

Plan saving in advance 

Extend agricultural area 

Increase livestock 

Use money on income generating activities 

Attend tannings 

Have more diverse crops production 

Plan carefully on expenses 

Other 

21.  How should the village bank/ financial institution help you when you 

default your loan? 

Stop collecting interest 

Reduce interest rate 

Extend the lending time 

Don’t take properties 
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Other 

Part 4: Non-Defaulters’ Perspectives on their Repayment 

22.  What are the three main factors that help you pay back your loan on time? 

Invest on income generating activities   

Financial discipline/ financial plan 

Have regular income/stable job 

Have business generating profit 

Income from agriculture 

Remittance from abroad (Thailand, US, …etc.) 

Other 

23.  What should village bank/ SCU Champa Phatthana do to help you   

continuously pay back your loan on time? 

Reduce Interest rate 

Increase loan ceiling 

Extend loan period 

Work faster 

Inform members one or two days in advance for VB services 

Do a great good job already 

Other 

24.  How would you feel if you would have loan default? 

Feel nothing 

Afraid of over debt 

Afraid of losing properties 

Afraid of losing honesty 

Afraid of losing face 

Afraid of unable to get loan from VB in the future 

Afraid of VB losing benefit 

Not happy/ worried 

Don't know 

Other 
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25.  Should you default your loan, what will you do? 

Borrow money from family, friends, relatives or moneylenders 

Sell properties 

Consult with VB about how to solve problems 

Other 

Part 5: Experiences before the Entrance of the Village Bank. 

26.  Where did you get your loan before the entrance of the village bank? 

No loan before 

Banks (APB, ADB, Noyaobay Bank, etc.) 

MFIs 

Friends, relatives, and family 

Moneylenders 

Other……………………...……....………………...……………. (specify if any) 

27.  What do moneylenders usually do if you cannot pay back your loan on 

time? 

Take properties  

Charge/fire  

Extend contract but ask to pay interest  

Extend contract without asking for interest  

Other 

28.  What is the interest rate you pay to moneylenders per month? ....(%) 

29.  What are the benefits of getting a loan from the village bank? 

Easy approval and comfortable 

Helpful in case of emergency circumstances  

Low interest compared to moneylenders 

Service delivers to the village  

Don’t have to borrow from moneylenders 

A place to save money  

Other 
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30. What are the disadvantages of getting a loan from a village bank? 

Do not have 

Higher interest rates compared to banks 

Only one-time service per month 

Unprofessional services 

The ceiling is too low 

Other 

Part 6: Interview for SCU’s Personnel: Why Clients Default their Loans? 

31. SCU’s staff’s perspectives on loan default 

a. Why do clients default? 

b. What do you normally do to prevent the default? 

c. What training do you need to improve your performance? 

d. What are the good points and bad points of loan restructuring? 

e. What should SCU do to prevent loan default?  

32.  Perspective of a manager on loan default 

a. What are the main reasons why clients default their loan? 

33.  Perspective of a development advisor on loan default 

a. What are the main reasons why clients default their loan? 
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5. Findings 

In this section, we will discuss 5 main parts of the results. For instance, defaulter’s 

perspective, non-defaulter’s perspective, perspectives of SCU’s personnel, summary of 

variables and regression result. 

5.1. Defaulters’ Perspectives 

From Table 5, we can see that just under 27% of respondents report that sickness or death 

is the most significant factor causing clients to default their loans. Poor people in the rural areas 

mostly are not members of the social security system and do not have any life insurance unlike 

civil servants or employees of some big companies; consequently, when they need health 

treatment or when they die, they do not get any benefits from the existing social security system. 

On the other hand, they need to get money immediately from the existing financial sources 

because they do not plan their finance in advance. The study further indicates that almost 25% 

of respondents mention that they default their loans because the borrowed fund was not being 

used for income generating activities. For example, some clients use the borrowed funds to 

purchase motorbikes for children, support children’s education, cover another loan, and so on. 

Our findings also reveal that just under 12% of respondents say that low agricultural production 

caused their repayment problem since agriculture is one of the main sources of income 

among the rural poor. This is because most of them are farmers but their skills or knowledge 

are limited and most of them do not use high technological equipment because of lack funds 

and knowledge. Furthermore, many areas do not have irrigation systems and their crops are 

really depending on weather conditions which are not stable these recent years and many of 

them only do farming activities in the rainy season. 

Table 5: Main Reasons of Causing Defaults 

Description Percentage Freq. 

Involuntary default 8.40% 10 

Loss on business  7.56% 9 

Poor agricultural production 11.76% 14 

Not using funds on income generating 

activities 24.37% 29 

Having no financial plan 5.88% 7 
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Too much expenses  8.40% 10 

Sickness or death  26.89% 32 

Divorce 0.84% 1 

Using fund to pay another loan 0.00% 0 

Other 5.88% 7 

Total 1.000 119 

 

As one can see from Table 6, when the overdue occurs, 32.67 % of the total respondents 

stated that in order to pay back their loans, they sell their properties (cattle, pigs, ducks, chicken, 

land…etc.) since most of them do have livestock. 25.74% of respondents reported that they 

come to consult with the village bank about how to solve the problems. This is probably due to 

the fact that the clients and village bank committees live in the same village. Since they know 

each other well, clients may ask for extending their lending time to another few months if they 

have legitimate reasons why they could not pay their loans on time. 19.80 % tried to deal with 

their late payment by finding an extra income. For example, being short term workers for 

harvesting crops for others, working in small construction projects.  An interesting point to note 

is that 15.84% of respondents decide to borrow money from their family, friends, relatives or 

moneylenders to pay back the loans. 

Table 6: Defaulters’ Choices in Problem Solving  

Description Percentage Freq. 

Borrow money from family, friends, relative or 

moneylenders (pay interest) 15.84% 16 

Sell properties 32.67% 33 

Consult with  VB about how to solve problems 25.74% 26 

Find extra income 19.80% 20 

Other 5.94% 6 

Total 100.00% 101 

 

When these respondents are asked what they are afraid the most when being late-paying 

clients. 36.73 % out of 98 respondents (Table 7) say that they are afraid of losing their properties 

to the village bank. This is because borrowers use some of their properties as the collateral even 

though the village rarely does this so far. Results reveal an interesting point that almost 20% 
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say that as defaulters they feel nothing, some of the reasons could be that they think that the 

village bank would not take any serious actions like taking their properties to sell in the market, 

bring them to the court, or they may have enough money but just want to see how serious the 

village bank would react, if things get more serious they would pay later, that is why they feel 

nothing. However, 15% express that they are afraid of losing face for being defaulters because 

all gossip in the village spreads relatively fast, they do not want to be seen as a bad client of the 

bank because they know that late payment affects the dividends of all village bank members. 

The study further indicates that just over 5% of respondents mention that they are afraid of 

being rejected their loan proposals in the future, it seems that as clients of the bank they do not 

care much about their long term client status and they may think that the village bank will 

always give them a chance to receive loans and the village bank rarely to reject loan proposals 

from its clients so far. 

Table 7: Defaulters’ Worries 

Description Percentage Freq. 

Feel nothing 19.39% 19 

Afraid of over debt 8.16% 8 

Afraid of losing properties 36.73% 36 

Afraid of losing honesty 6.12% 6 

Afraid of losing face 15.31% 15 

Afraid of unable to get loan from VB in 

the future 5.10% 5 

Afraid VB losing benefit 2.04% 2 

Other 7.14% 7 

Total 100.00% 98 

 

As one can see from Table 8 that up to 48.39% mention that in order to prevent loan 

default in the future they would plan their saving in advance to make sure that they have enough 

money to pay their loan at the end of the loan contract. This is probably because they did not 

have financial planning on their borrowed fund and lack of financial discipline. Additional 

18.28% say they would extend their agricultural production areas since they already have 

resources and experiences on these activities. This may include planting vegetables, corn, 

sugarcane, watermelon, rice and so on. While another 8.60% would increase their livestock. 

Surprisingly, there was almost no one mentioning that they would like to attend a training 
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(financial literacy) which is provided by the SCU to enhance their capacity. This could be that 

the training offered by the SCU does not fit their needs or is not useful for them and as 

mentioned above already that respondents lack financial planning in the past; hence, they would 

like to start again saving money in advance to ensure that they will not miss any loan payment 

in the future.  

Table 8: Defaulters' Lessons Learned 

Description Percentage Freq. 

Plan saving in advance 48.39% 45 

Extend agricultural area 18.28% 17 

Increase livestock 8.60% 8 

Use money on income generating 

activities 7.53% 7 

Attend tannings 1.08% 1 

Have more diverse crops 

production 1.08% 1 

Plan carefully on expenses 7.53% 7 

Other 7.53% 7 

Total 100.00% 93 

 

When defaulted clients are asked during the time they were being defaulted how the 

village bank or SCU would have done to help them. Findings reveal that more than half 

(56.57%) of 99 respondents (Table 9) mention that to have their loan contracts being extended 

would be very helpful so that they could pay back their borrowed fund later. The reason behind 

this is possibly because they don’t want to lose their properties immediately and they need 

sometimes to find other sources of income. Nearly a third of respondents mention that the 

village bank should decrease the interest rate for them to enhance their payment capacity. 

Interestingly, only 2% of respondents mention that the village bank should stop collecting 

interest. This is perhaps why many of them have experienced borrowing money from 

moneylenders before because moneylenders in most cases still collect the interest whether 

borrowers default their loans or not. This is similar to the result from Table 15 that borrowers 

keep pay interest even though they cannot pay the principle.  
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Table 9: Defaulters’ Needs 

Description Percentage Freq. 

Stop collecting interest 2.02% 2 

Reduce interest 31.31% 31 

Extend the lending time 56.57% 56 

Don’t take properties 2.02% 2 

Other 8.08% 8 

Total 100.00% 99 

 

5.2. Non-Defaulters’ Perspectives 

Table 10 shows the main reasons in helping clients to pay back their loans on time. 

Surprisingly, just under a quarter of respondents say that remittance from abroad (mostly 

from Thailand) is the most important factor among all in supporting their repayment. This 

is because most of the young people in the area prefer to go to work in Thailand instead of 

working in the agriculture field in the village. The reason why many young people like to 

go to Thailand is because Thailand is the only country in the world that Laotian do not 

have to study the language since most Laotian understand the language more than 90% 

(except for writing). As working abroad is one of the ways in helping them to improve 

their financial status, they regularly send money to support their families back home, some 

of them leave their kids with their parents; therefore, they keep sending money home to 

support their kids, some may want to build a new house in the village because they plan 

to come back to their hometown when they accumulate some wealth. 

 Referring to Swiss Agency for Development and Cooperation SDC & Embassy of 

Switzerland (2016), the average remittance amount was 39,980 THB per year, the 

estimated amount of documented Laotian migrant workers in Thailand in total is 

approximately 331,098, 368 USD. Just under 22% report that they are able to make their 

repayment on time because the borrowed funds are used for income generating activities 

like purchasing goods and services for rice production, growing livestock and other 

necessary things. The results further indicate that just over 18% of respondents say that 

their business generates income so that they are able to make the payment to the village 

bank on time. However, it is seeming that this portion is quite small, this is probably 
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because of the SMEs capacity in Laos especially in this area still poorly perform, since 

SME in Laos in overall is lower than average in comparison with ASEAN nations in many 

dimensions for example access to market, entrepreneurial and education skills, 

productivity, technology and innovation (SME Policy Index ASEAN, 2018). 

Table 10: Main Factors of Non-Default 

Description Percentage Freq. 

Invest on income generating activities 22.29% 35 

Financial disciplined/ financial plan 7.01% 11 

Have regular income/stable job 12.74% 20 

Business generates profit 18.47% 29 

Income from agriculture 13.38% 21 

Remittance from abroad 24.84% 39 

Other 1.27% 2 

Total 100.00% 157 

 

It is clear from Table 11 that roughly 40% of respondents mention that the village bank 

has already done a good job so far. This is probably because many of them do not have loans 

from a bank or financial institution before the entrance of village bank; hence, they do not have 

any experience to make a comparison, their answers to this question may base on their own 

experiences on borrowing money from friends, family or moneylenders and they mostly feel 

more than happy to have a financial service deliver to their village. However, about 30% ask 

for lower the interest rate, this is probably because the existing interest rate is still high starting 

from 1.5 to 2.5%, they may make the comparison with the private or state bank which provide 

a lower interest rate for instance Agricultural Promotion Bank (APB) offer 11.0% per year 

(Agriculture Promotion Bank, 2020).Just over 21% say that in order to ensure that they can 

keep paying back the loans on scheduled time or at the end of the contracts, the village bank 

should consider to extend the loan period, the reasons may include the uncertainty for 

agriculture production, clients may have to rely on another sources of income, some businesses 

like small construction businesses, clients take loans from village bank to do the housing for 

others, but they need to pay for the materials first, it may take longer time till they receive 

payment from house owners, or if they grow castle even takes longer.  

http://www.apb.com.la/
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Table 11: Non-Defaulters’ Needs 

Description Percentage Freq. 

Reduce interest rate 30.71% 43 

Increase loan ceiling 5.00% 7 

Extend loan period 21.43% 30 

Work faster 1.43% 2 

Inform members one or two days in 

advance for VB service 0.71% 1 

Do a great good job already 39.29% 55 

Other 1.43% 2 

Total 100.00% 140 

 

Table 12 presents how borrowers would feel if they become defaulters. The results show 

that 61 out of 139 respondents or about 44% say that they would feel not happy/worried if they 

would have their loan default, the reason why the say this, it is probably because many of them 

have very limited experiences of being the clients of financial institution or bank and some of 

them were unbanked before, they would feel uncomfortable or not happy if they would face 

this kind of issue and most people always dream of the live without any debt. In total, about 

one fifth state that they would afraid of losing their properties, since in most cases, they put 

their land with house, agriculture land, cattle, etc. as the collateral, they may afraid that the 

village bank would take their properties immediately if they would not pay their loan on time 

and they cash flow mostly rely on those properties. Also, the findings reveal a similar finding 

as Table 7 that very few respondents don’t care if their loan proposals would be rejected by the 

village banks in the future. 

Table 12: Feeling on Loan Default 

Description Percentage Freq. 

Feel nothing 9.35% 13 

Afraid of over debt 4.32% 6 

Afraid of losing properties 20.86% 29 

Afraid of losing honesty 5.76% 8 

Afraid of losing face 4.32% 6 

Afraid of unable to get loan from 

VB in the future 2.88% 4 

Afraid VB losing benefit 0.72% 1 
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Not happy/ worried 43.88% 61 

Don't know 5.76% 8 

Other 2.16% 3 

Total 100.00% 139 

 

Table 13 illustrates the actions the respondents would take if they were defaulters in the 

future. Just over 37% responders mention that selling their properties would be the first option 

they consider for instance livestock, this is because the average of the livestock ($1,613) is 

about 2 times higher than the average of the loan amount ($821) the clients have (Table 27 & 

Table 30). Result shown that up to almost 30% say that they would come to the village bank to 

consult with the village bank committees (mostly to extent their lending time) how to deal with 

their overdue since the negotiation seems to be easily if they compare with the moneylenders 

and the commercial bank and they may have heard from others clients before that the loan can 

be restructured quite easy since the village bank do not really strict on the regulations. Except 

for the village bank, family, relatives, friends and moneylenders are financial sources of rural 

people; therefore, almost 25% of them consider those sources when they want to have money 

to cover the loan borrowed from the village bank.  

Table 13: Non-Defaulters’ Choices in Problem Solving if They Would Default 

Description Percentage Freq. 

Borrow money from family, friends, 

relative or moneylenders 24.79% 30 

Sell properties 37.19% 45 

Consult with VB about how to solve 

problems 29.75% 36 

Find extra income 5.79% 7 

Other 2.48% 3 

Total 100.00% 121 

 

5.3. Borrowers’ Experiences before Village Bank (VB) Exist 

 Table 14 presents financial sources respondents have before the entrance of village 

banks. From the total respondents of 145, nearly 40% say they never received any loan before, 

this is quite reasonable because of the poor financial system in the nation that the banks are 

mostly located in the big cities and the capital city. Furthermore, requirements of the bank are 
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always considered to be relatively high for the people in the rural areas especially poor people. 

Therefore, most of respondents say the first financial sources before the establishment of the 

village bank are moneylenders which is accounted for close to 23%, since they had no choices, 

they need money either for their business purposes or for emergency circumstance purposes, 

even though the interest rate is relatedly high but they have to accept all the conditions set by 

moneylenders. Followed by receiving loans from the banks, about 22% have loans from the 

banks before, mostly from state banks because the state banks are established mostly for 

specific purposes as serving the poor in the specific areas especially the poor districts all over 

the nation. However, the banks do have some minimum requirements clients need to meet; 

consequently, not all people can receive the loan from the state banks. 

Table 14: Sources of Loans 

Description Percentage Freq. 

No loan before 39.31% 57 

Banks (APB, APB, Nayobay 

Bank, etc.) 22.07% 32 

MFIs 1.38% 2 

Friends, relatives, and family 13.79% 20 

Moneylenders 22.76% 33 

Other 0.69% 1 

Total 100.00% 145 

 

Table 15 gives the information about borrowers ‘experiences when they cannot make 

the payment to moneylenders. Just over 45% (16 respondents) mention that the moneylenders 

immediately take the properties when they miss the payment. This is quite well-known for the 

moneylenders that they are very strict when borrowers do not pay their loan on time. The 

findings further indicate that just over 36% (13 respondents) say that when they cannot pay 

back their borrowed fund at the end of the contracts, the lending time can be extended but they 

continuously need to pay interest to moneylenders. Surprisingly, there was no case that the loan 

could be extended without interest payment. 
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Table 15: Borrowers’ Experiences on Late Payments 

Description Percentage Freq. 

Take properties 44.44% 16 

Charge/fire 5.56% 2 

Extend contract but ask to pay interest 36.11% 13 

Extend contract and without asking for 

interest 0.00% 0 

Other 13.89% 5 

Total 100.00% 36 

 

Table 16 displays the interest rate charged by moneylenders before the entrance of village 

banks. Up to 61.29% of the respondent’s experience paying interest between 10 – 15% per 

month, while 29.03% of respondents pay 16 - 20%. There are very few people used to obtain 

loans from moneylenders which have the interest rates below 10%. Surprisingly, the results 

indicate that some people experience in paying interest 30% per month, this figure is more than 

10 times compared to what borrowers currently pay to village banks. Another interesting point 

to note is that the average interest per month respondents have to pay is about 13.73% which is 

even higher that the interest rate per year charged by many commercial banks nowadays. For 

example, Phongsavanh Bank charges 8.5% per year  (Phongsavanh Bank n.d.) 

Table 16: Interest Rate Charged by Moneylenders 

Description Percentage Freq. 

Blow 10% 6.45% 2 

10 - 15% 61.29% 19 

16 - 20% 29.03% 9 

More than 20% 3.23% 1 

Min  6% 

Max  30% 

Average  13.73% 

Total 100.00% 31 

 

Table 17 indicates the benefits of having loans from village banks from clients’ s 

perspective. Almost half of the respondents say that the village bank is super helpful in case of 

emergency circumstances since this function of the village bank pays a very significant rule as 
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being accessible 24 hours in case clients face emergency circumstances, village bank clients 

can get the loan every time for this purpose. For instance, accidents, sickness, give birth, etc. 

Another reason, they probably compare village banks to the time they do not have the village 

bank served in the village, in that case they would go directly to moneylenders without any 

concern and accept most of the conditions set by moneylenders.  

Results also indicate that almost a third out of 213 respondents mention that it is easy to 

get loan approved by the village bank and it is also comfortable, because the village bank does 

not have a lot of requirements and the committee whose approve the loans live in the same 

village, they know one another quite well which make everything become easier and the loan 

technically is being approved within one day. Just about 15% respondents say that the benefit 

of having a loan from a village bank is lower interest compared to moneylenders, it is very 

reasonable because the village bank’s interest rate ranges from 1 – 3 % per month in most cases 

but the moneylenders charge them about 10 times higher. Additionally, the amount granted to 

the members is not that high, about $ 820 in average.  

Table 17: Benefits of Obtaining Loans from the Village Bank 

Description Percentage Freq. 

Easy approval and comfortable 31.46% 67 

Helpful in case of emergency 

circumstances 47.89% 102 

Low interest compared to moneylenders 15.02% 32 

Service delivers to the village  0.94% 2 

Don’t have to borrow from moneylenders 2.82% 6 

A place to save money 1.41% 3 

Other 0.47% 1 

Total 100% 213 

 

Table 18 demonstrates the disadvantages of village banks from clients’ point of view. We 

can say confidently that in overall the village bank is very helpful for its clients since close to 

90% out of 186 respondents agree that the village bank does not have any disadvantages 

because both borrowers and savers get benefit from the village bank. Borrowers can access to 

finance much easier than before and the cost is totally cheaper than other sources they have 

before and savers can save their money regularly and receive annually high dividends (well 
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over 10% per year on average) which is higher than the interest offered by commercial or state 

banks. For example, the savings rate is 1.95% annually offered by Phongsavanh Bank and 

1.89% offered by ST Bank annually (Phongsavanh Bank and ST Bank). Less than 5% say that 

the interest charged by village banks is still high compared to the bank, those people possibly 

have experiences obtaining a loan from the banks before.  

Table 18: Disadvantages of Obtaining Loans from the Village Bank 

Description Percentage Freq. 

Do not have 88.71% 165 

Higher interest compared to banks 4.30% 8 

Only one time service 1.61% 3 

Unprofessional service  2.15% 4 

The ceiling is too low 1.61% 3 

 Other 1.61% 3 

Total 100% 186 

 

5.4. Perspectives of SCU’s Personnel 

This survey also designs a set of questions to answer some questions related to loan 

default problems from field staff's perspectives. For instance, why clients default their loan, 

what field staff normally do to prevent the default, what training they need to improve their 

skills, and what are the advantages and disadvantages of loan restructuring and how SCU should 

improve the default rate. The first part (question 1-5) of the interview include 19 staff members 

of the SCU, 7 of the interviewees are women with the average age of about 27 years old and 

the average working experience with the SCU was about 2 years. Furthermore, we ask similar 

questions to the manager and the development advisor of the SCU. 

5.4.1. Staff’s Perspectives 

a. Main Reasons Caused Default 

When respondents are asked “what are the three main reasons caused clients’ repayment 

payment”, the majority of respondents say that clients default their loan because they use 

borrowed funds for other purposes rather than those stated in their loan applications. For 

instance, they either want to get a cheaper interest or higher amount since different loan 
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purposes have different interest and ceiling. Therefore, the funds are spent for other purposes 

that may not generate any income for them.  

Many staff further say that borrowers have loans from different sources; therefore, they 

use the loan from village banks to pay back other loans. They may receive the loans from other 

sources like moneylenders, friends, relatives, family members, etc. before receiving loans from 

village banks; therefore, they need to pay back those loans afterward. On the contrary, they may 

receive the loan from the village first, when they have to pay to the village bank, they go to 

those financial sources. This is similar to the findings conducted by Mpogole, Mwaungulu, 

Mlasu and Lubawa (2015), they conclude that more than 70% of the 250 microfinance 

customers have at least two loans from different MFIs and up to 16% have also loan from 

moneylenders.  

Furthermore, they all mention that client’s voluntarily default their loan because of a few 

main reasons such as 1) because of their behaviors, 2) because of the loan contacts can be 

extended easily and 3) because the regulation of the village bank is not implemented strictly 

and seriously. For example, village banks don’t take collaterals immediately after clients can’t 

pay their loan and the processes go very slowly. They further mention that the clients are more 

likely to default when they use loans for consumption or non- income generating activities 

because those funds are not able to generate any income for them. 

About a third of staff mention that clients do not have proper financial planning not only for 

their businesses but also for their daily life. When they do not have financial planning, they 

firmly have a very high probability of failing on both their business and their personal finance. 

The small majority report that one of the reasons caused the default include gamble addicts, 

using their right to get loan for others but at the end those people can’t pay back to them, family 

issues, emergency circumstances, natural diseases caused to poor agricultural production, etc.   

b. Preventing Default Strategy 

To prevent or reduce loan default what most of respondents normally do is to involve in 

the loan assessment especially keep asking the village bank committees about the background 

of the clients, their behaviors, their collaterals, their family, their business when doing the loan 

assessment. By doing this the committee will carefully consider how much the loan should be 
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disbursed. For the loan with a high amount, they need to pay more attention because it is riskier 

since village bank committees have less experience and have limited knowledge on loan 

assessment. Most of the loans in the village banks are bulk loans meaning that the clients can 

decide to pay back the principal at the end of the loan contract but they still need to pay monthly 

interest  

Respondents report that they also advise clients to pay back monthly for both interest and 

principle depending on their capacity, no need to wait until the contract ends. Another strategy 

they mention is that they keep an eye closely for those who don’t come to pay monthly interest 

because they are more lively to default their loan later. The small majority of respondents said 

that they suggest clients use funds regarding their purposes stated in the contracts to ensure that 

the borrowed fund is used for the right purpose and the conditions are well matched with their 

purposes, they also explain to the clients about the impact of late payment and they take more 

seriously on looking at clients’ collateral.  

c.  Capacity Building 

In view of the majority of respondents, loan default prevention is a very significant topic 

that they want to improve more (how to prevent or reduce the loan default rate), because they 

are facing this problem now in the field. This is one of the big issues that they have to deal with 

because problems are caused by different reasons in different circumstances as they are no 

standard solutions. However, they still need to learn more from best practitioners who work in 

this area longer than them as they are newcomers and still young.   

Approximately 50% mention that training on leadership and communication topics is 

needed for them because most of them are still young (27-year-old in average) but they need to 

deal with older people. For instance, the average age of borrowers is about 50 years old (Table 

(19) and they also need to deal with government official and when it comes to the conflict 

especially when clients do not pay back their loans, those circumstances are very challenging 

and stressful for them; therefore, the training on this topic will be very helpful for them to 

enhance their capacity so that they can work more effectively and more confidently.  

Followed by accounting topics that many respondents mention, since many of them do 

not have financial or business background; hence, they need more training on accounting 
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because they deal with accounting on a daily basis and they need to do on job training for the 

village bank committee but they are not so confident in this skill, some of them receive training 

before but they still need more training. Additionally, the Saving and Credit Union Champa 

Phatthana now is working with the programming company to develop the new MIS system to 

replace the excel, it will be more challenging for them if they lack accounting knowledge 

because the logic behind the booking is important in order to understand all the transactions.  

Some respondents say that the SCU should hold the meeting or sharing section between 

the senior and junior staff so that they can learn from each other more and the seniors should 

share some useful cases so that the junior can learn from them. By doing this, the capacity of 

SCU staff will increase too. Additionally, some respondents even mentioned that they would 

like to have training in English, this is because they want to be able to speak with the 

development advisor who works with the SCU and they want to prepare themselves for a better 

opportunity. 

d. Advantages and Disadvantages of Loan Restructuring 

In light of the majority of respondents, if the loan can be restructured, the overdue rate 

or default rate would decrease, both village banks and clients will not have overdue in their 

reporting. They further mention that to restructure the loans or to extend the lending time for 

the clients give them more time to earn money to pay back their loans and it also generates 

profitability of village banks, savers and SCU. For instance, to restructure the loans, village 

banks will have more profit, savers will receive more dividend and the SCU will receive more 

fee too. While few participants also mention that the outstanding loan will at least be stable 

because if clients pay back their loan completely, profit of village banks and SCU will decrease 

and they further state that if the loans can be restructured for good members, it would benefit 

more to the village banks.  

On the other hand, most of them say that If the loans can be restructured easily one of 

the consequences is that the loans may not be paid back to the village banks forever because 

clients do not want to pay back their loans, they will keep restructuring their loans. They also 

say that the clients get used to, in other words, it will be the culture of the village bank system 

when the clients cannot pay back, they just ask the village bank committees to extend their loan 

contracts for another period of time. Some interviewees further say that clients will be in debt 
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forever and the village bank system may collapse in the future if more and more clients don’t 

pay back their loans.  

e.  Staff’s Advice to SCU 

Referring to the view of the majority, loan assessment quality is still needed to improve 

in order to prevent the default. SCU needs to train staff and village bank committees more on 

this topic. This is the critical issue especially for the village bank committees because many of 

the village bank committees are close with the clients. For example, those clients could be their 

friends, relatives; therefore, bias could occur easily during the loan assessment. Another 

suggestion from respondents is that SCU should seriously take clients’ collateral in order to 

force them when they cannot make their payments since most village banks and the SCU have 

been very flexible on this point, some cases have taken the collateral but many cases have not.  

Respondents stated that the lending time should be longer than 12 months especially for 

trading purposes, because many clients need more time till their businesses generate income 

like retail business, small gas stations, etc. Additionally, we should convince or promote that 

clients should try to pay loan principal on a monthly basis, do not have to wait until the end of 

lending time or SCU may set up monthly installment for some kinds of loans. 

The small majority of them give suggestions that SCU should have a loan collector officer 

in order to perform on the specific tasks focusing on overdue only, hold training for members 

on bookkeeping so that they can improve their financial discipline, SCU should take serious 

actions on taking the collateral if clients can’t payback so that it would be the example for others 

to force them automatically. 

5.4.2. Manager and Development Advisor’ Perspective of the SCU 

a. Manager’s Perspective  

Similar questions are asked to the manager of the SCU starting with, “what are the main 

reasons why clients default their loans”, He says that one of the reasons caused default is that 

poor loan assessment done by village bank committees and staff. Followed by using loans for 

unintended purposes or not using loans for another purpose stated in the loan application, they 

randomly use their borrowed fund instead of carefully using the fund for generating income 

activities. He further points out that some borrower’s money from the village bank to cover 
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another loan from other sources which does not generate any income. He also mentions that 

some village bank members even receive loans for others, either for their relatives or friends.  

The manager says that to protect or reduce default rate what SCU should do is that SCU 

really has to start to implement monthly installment to reduce the risk of default in comparison 

with the existing bulk loan which clients can payback at the end of the lending contract. The 

other thing that SCU should do is to adjust the incentive policy by setting up individual targets 

for staff so that SCU can improve their performance since so far there is only the target for the 

team, SCU should have both team targets and individual’s targets. Additionally, SCU should 

set up a special committee in order to specific deal with late payment cases, the committee must 

include the SCU’s staff and also the government staff especially the related offices who have 

been working closely with us as the development partners since the beginning of the project 

because our work is to help the poor to access to finance, this is one of the government’s 

concern. 

He lastly mentions about the training for SCU staff to improve their capacity, he says that 

SCU should offer them various trainings which include communication and leadership, 

problem solving skills, loan default prevention and topics related to their daily job but the 

trainers need to have experiences in this field to ensure the quality of the training.  

b. Advisor’s Perspective  

when Lechermann is asked “what are the main reasons why clients default their loans”, he 

reports that “The first reason caused clients default is that the loan assessment is done in a non-

professional way. For instance, VBCs, they basically just know the clients, but they just don’t 

look close to the income facts if the clients really can make their payment or not. For example, 

how their businesses generate income or when it generates cash flow so that the payment 

schedule can be set accordingly. The second reason is that many of them (VBCs) don’t exactly 

know the differences between the banking and the pawn shop, they just look at the collateral. If 

clients have collateral, they can disburse loans to them and they can sell the collateral if clients 

can’t make the payment. However, in practice, it is difficult for the VBCs to sell defaulters’ 

collateral because they have no experience and the purpose of the bank is not for selling 

collateral but to receive the repayment back”.  
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Followed by the second question “what should the SCU do to prevent the loan default”, 

referring to the view of a development advisor, staff members of the SCU say that they are not 

qualified enough to do the assessment; hence, SCU should provide more qualified training for 

both staff and the village bank committees. Additionally, SCU needs to increase the awareness 

of the VBCs by explaining to them more that they are dealing with the money of individuals, 

they have to handle that money with the same responsibility as they handle their own money.  

He then further mention about the training for staffs, SCU should offer two modules of 

training, the firstly staffs should know exactly the different between the pawn shop and banking 

business and secondly, how to find out the income sources of the borrowers and doing the 

calculation when the borrowers shall payback with his income. He further says that the training 

should be done as soon as possible and we should find qualified trainers especially from 

commercial banks and we have to design the similar training for the field staff or the district 

managers to ensure that related personals improve their capacity at the same time.  

5.4.3. Stories of Borrowers (Defaulters). 

We select 5interesting cases to show how defaulters use their loans differently so that 

we can see some insight key facts. 5 of them are a representative of their own family.  

Case 1:  

A 75 years old couple borrows 30,000,000 LAK which is equivalent to $3,376; the 

lending time is 11 months for the trading business. A client reports that they borrow money to 

give to another family who has a close relationship with her family. Unfortunately, that family 

fails to do business for some reasons; therefore, they cannot give money to the old couple to 

pay back to the village bank. An old woman was crying during the interview, she said that she 

only hopes that they can get the 30,000,000 LAK back from that family. 

Case 2:  

A client borrows 5,000,000 LAK or about $5,625, the lending time is 12 months for the 

agriculture purpose. A client reports that she uses the loan for productive activities about 60%, 

and the rest use it for other purposes which include supporting children’s education and family 

members’ health treatment.   
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Case 3: 

A client borrows 50,000,000 LAK; the lending time is 12 months. A borrower reports that 

she uses the loan for productive activities about 20%, and the rest use it for other purposes 

which include supporting children’s education, purchasing a vehicle and family members’ 

health treatment.  

Case 4:  

A client borrows 10,000,000 LAK or about $1,125, the lending time is 6 months for the 

agriculture purpose. A client says that her family obtain a loan from the village bank to cover 

another loan completely, she mentions that she still has another loan with the state bank.  

Case 5:  

A borrower receives 20,000,000 or around $2,250, the lending time is 10 months for the 

trading business. He reports that his family agree to borrow money for another family (his 

uncle). Unfortunately, that family fails to do business for some reasons; therefore, they cannot 

give money to her family. This borrower forces her uncle to sell the house but no one wants to 

buy, he and his wife agree that they will sell their own house to get money to pay back the loan. 

He further says that he will take his uncle’s house and move into her uncle’s house.  

5.5. Summary of Variables 

In this section, we discuss the characteristics of the variables that we use in the logistic 

regression model to find out the relation between dependent and independent variables.  

Table 19 shows the age distribution of participants. The results show that 56 

(19.51%) of the sample within the age bracket of 21–39 years. 176 (61.32%) which 

constitutes the largest portion of the respondents are within the age limit of 40-60 years, 

55(19.16) fall within the age bracket of more than 60. Taking a closer look at the data, it 

can be stated that the respondents between their 26 – 30 forming just below 5%, it seems 

like young families don’t like to take risk borrowing money to improve their standard of 

living or they may still receive some support from their parent as the newly families and 

as the family, they may not yet have had the experience borrowing money through official 

channel before. The ages of respondents range from 26 to 79 with the average of about 50. 
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Table 19: Age Distribution 

Age Freq. Percent 

21 - 30 10 3.48% 

31-39 46 16.03% 

40-50 100 34.84% 

50-60 76 26.48% 

>61 55 19.16% 

Min 26  

Max 79  

Average 50.35  

Total 287  

 

Table 20 presents a distribution of the gender of families’ heads. In most cases, the 

head of the family is always male who mainly influences most of the decision making of 

the family. However, there are some special cases where females take the rule as the head 

of the family. For example, if the husband passed away or not in a good physical or mental 

condition. Research findings reveal that just under 87% out of 292 respondents mention 

that the head of their families are males. Surprisingly, the result reveals the same figure 

with the findings of the survey conducted by UNFPA et al. (2015) mentioned that 87% of 

all households were headed by a male. 

Table 20: Distribution of Gender  

Description Freq. Percent 

Male 254 86.99% 

Female 38 13.01% 

Total 292 100.00% 

 

The results from Figure 6 reveal that with the total respondents of 293, up to about 

86 % are married. The rest are the sum of divorced, windowed and single respondents. 

Surprisingly, single respondents made up a very small portion, just under 3%, this is 

probably because young individuals seldom need loans because they basically do not get 

loans for education if their family would not support them. In recent years, more young 

individuals tend to go to work as workers in different industries in neighboring countries, 

especially Thailand. Refer to Swiss Agency for Development and Cooperation SDC, 
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Embassy of Switzerland (2016), 80% of Laotian workers in Thailand were between 19 – 

35 of their ages. 

 

Figure 6: Marital Status Distribution 

 

As one can see from Figure 7 that exactly 50% of the respondents receive only 

primary school, followed by lower secondary school which account for just over 27%. 

While almost 10% have no education background. This is because of the fact that the 

education system in the country was relatively poor before 1975. As presented in the 

previous table that the average of respondents is about 50 and that that time, Laos was not 

an independent country. The findings further indicated that less than 15% are able to get 

higher education, this is probable because some of them came back to school again and 

some were born when the educational system in the country was better, to put it more 

simply, some young respondents are able to receive higher education.  
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Figure 7: Education Distribution 

It is evidence from Table 21 that most of the respondents have their family 

members below 6 forming about 60%. Families which have members between 6 – 10 and 

more than 10 accounted for just over 36% and just under 4 %, respectively. It can be seen 

clearly that the average number of respondents’ families is about 6 people which is similar 

to the number conducted by UNFPA et al (2015). 

Table 21: Family Size Distribution 

Family member Freq. Percent 

Less than 6 174 60.00% 

6 - 10 105 36.21% 

More than 10 11 3.79% 

Total 290 100.00% 

Min 2  

Max 14  

Average 6.26  

 

Research findings from Table 22 shows that about 14% of respondents are civil servants 

and the rest 86% are mostly farmers. This is due to most of the village banks are located in the 

rural area where there are very few private companies operating in this area, only local 
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government employees live in this area; therefore, the respondents who are government official 

account for a very small proportion. 

Table 22: Employment Status 

Description Freq. Percent 

Government staff 42 14.33% 

Farmers 251 85.67% 

Total 293 100% 

 

Table 23 shows the time respondents spend travelling in the dry season from their village 

to the city where the offices of the SCU is located. The findings reveal that most of the 

respondents require less than half an hour to reach the SCU offices. About 25% of respondents 

spend between half to one hour. While only a small majority spent more than one hours. 

However, the average travel time is about 30 minutes only. 

Table 23: Travel Time during Dry Season (minute) 

Description Freq. Percent 

Below 31  200 72.46% 

31-60 65 23.55% 

More than 61 11 3.99% 

Min 5  

Max 120  

Average 30.05  

Total 276  

 

Table 24 shows the time respondents spend travelling in the raining season from 

their village to the city where the office of the SCU is located. The research findings reveal 

that roughly 54% of the respondents spend less than half an hour to reach from the SCU 

offices. Approximately, 42% of respondents spend between half to one hour. While less 

than 17% spend more than one hours and the average travel time is 42 minutes. 
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Table 24: Travel Time during Rainy Season (minute)  

Description Freq. Percent 

Below 31  150 54.15% 

31-60 118 42.60% 

More than 61 46 16.61% 

Min 5  

Max 180  

Average 42.000  

Total 277  

 

Results from Table 25 present the agricultural land value respondents own. Findings 

reveal that respondents own agricultural land valued below $2,814 account for 22.69%, 

between $2,814 - $5,627 account for 32.35%, between 5,627 - 11,255 account for 30.67% and 

more than $11.255 account for 14.29%. The study further indicated that average agricultural 

land value respondents owned is $6,896 which is more than 8.4 times of the average of their 

loan amount (6,896/821). 

Table 25: Agricultural Land Value (USD) 

Description Freq. Percent 

Below 2,814 54 22.69% 

2,814 - 5,627 77 32.35% 

5,627 - 11,255 73 30.67% 

More than 11,255 34 14.29% 

Min 338  

Max 56,275  

Average 6,896  

Total 238  

Note: An average area is 2.3 hectares 

 

Table 26 represents the construction land value the respondents own (where the house is 

located). In Laos, most of the households own houses, about 96% have their owned house, 2% 

are renting, and the rest 2% occupied the house owned by the government or employers 

(UNFPA et al. 2015). As the above given table depicts, the majority of the respondents own 

houses and land (construction land), 144 respondents own construction land valued below 

$5,627 which is equivalent to 51%, 109 respondents own land valued $5,627 - $11,255 which 
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is equivalent to 39% and 29 respondents own land valued more than 11,255 which is equivalent 

to 10% of the total 282 respondents. 

Table 26: Construction Land Value (USD) 

Description Freq. Percent 

 Below 5,627  144 51.06% 

 5,627 - 11,255  109 38.65% 

 11,255 - 22,510  22 7.80% 

More than 22,510  7 2.48% 

Min 169  

Max 112,549  

Average 7,027  

Total 282  

Note: An average area is 1,126 square meters 

Table 27 shows the value of livestock the respondents own. The livestock they own 

mainly include cattle, buffalo, pig, chicken, duck, etc. The findings present that 

respondents own livestock valued below $563 account for 36.78%, own livestock valued 

between $ 563 – $1,125 account for 13.64% while own livestock valued more than $ 1,125 

account for 49.59%. Taking a closer look at the data, it can be interpreted that the livestock 

respondents own valued ranged from $113 – $17,895 with the average amount of 1,636 

which is equivalent to 2 times of their average borrowed fund from the village bank ($821). 

Table 27: Value of Livestock per Family (USD) 

Description Freq. Percent 

Below 563 89 36.78% 

563 - 1,125 33 13.64% 

1,125 - 5,627 104 42.98% 

5,628 - 11,255 10 4.13% 

More than 11,255 6 2.48% 

Min 113  

Max 17,895  

Average 1,636  

Total 242  
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Findings from Table 28 reveals that about two-third of respondents mention that the 

expense for the festivals for their families is below $563 per year and around a third spend 

more than $563 per year. In average, each family spent around $ 415 annually for the 

festivals which is equivalent to 16% of GDP per capita (BOL, 2018). 

Table 28: Expenses Distribution on Festivals (USD) 

Description Freq. Percent 

Below 563 191 66.32% 

563 -1013 86 29.86% 

More than 1013 11 3.82% 

Min 17  

Max 1,688  

Average 415  

Total 288  

 

It is clear from Table 29 that about 29% of the total 291 respondents were in agriculture 

because most of them are farmers, 26.80%, 17.18% and 16.15% were in consumption, trading 

and construction, respectively. This result indicates that about one in five borrowers were using 

funds for non-generating income activities.  

Table 29: Loan Purpose 

Description Freq. Percent 

Agriculture 84 28.87% 

Consumption 78 26.80% 

Trading 50 17.18% 

Construction 47 16.15% 

Service 3 1.03% 

other 29 9.97% 

Total 291 100.00% 

 

Table 30 presents the summary of the loan amount respondents borrow. Results 

illustrate that the majority (47.93%) of respondents borrow funds below $ 563. This is 

because the many respondents borrow money for consumption and emergency purposes 

which normally has a lower ceiling. Of which 35.86% borrow funds between $1,125 – 

$2,250 and the rest have loans more than $2,250. The loan mount respondents have from 
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the village bank range from $34 – $5,627 with the average amount of $821. As the above 

given table depicts, respondents borrowed funds about 8.5 times less than the agricultural 

land value they own, about 2 times less than the livestock value they own and about 3 

times less than the income per capita in Laos in 2018. 

Table 30: Loan Amount 

Description Freq. Percent 

Below 563 139 47.93% 

563 - 1,125 104 35.86% 

1,125 - 2,250 31 10.69% 

More than 2,250 16 5.52% 

Min 34  

Max 5,627  

Average 821  

Total 290  

 

Table 31 illustrates the proportion of borrowed fund respondents spend on income 

generating activities. It can be clearly seen that about 47% of respondents say that the fund 

is completely used for non-income generating activities. For instance, used for emergency 

circumstances (sickness, death, etc.), used to pay back loans from other sources, borrowed 

fund for others, etc. while about 28% and 25% use borrowed fund below 50% and more 

than 50% (less than 100%) to invest on income generating activities, respectively. 

Interestingly, only about every 1 of 5 borrowers report that they use the borrowed fund 

completely 100% on income generated activities.   

Table 31: Loan Diversion Rate 

Description Freq. Percent 

0% 101 46.76% 

Below 25% 19 8.80% 

26 50% 42 19.44% 

51-75% 19 8.80% 

76 - 99% 35 16.20% 

100% 47 21.76% 

Min 2.00%  

Max 100.00%  
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Average 42.76%  

Total 216  

 

Research findings from Table 32 reveal that approximately 44% out of 290 

respondents report that they attend the financial literacy held by the SCU before and the 

remaining 164 respondents or about 57% report that they never attend the training before. 

 

Table 32: Financial Literacy Training 

Description Freq. Percent 

Never had training 126 43.45% 

Had training before 164 56.55% 

Total 290 100.00% 

 

Table 33 gives an illustration about the proportion of defaulters and non- defaulters 

during the past few years especially since the village bank system has been operating in 

their communities. To classify between default and non-default clients, we focus on loans 

clients obtain from village banks. From the research finding, nearly 45% of respondents 

default their loans or are not able to make their loan payments at the end of their loan 

contracts. While about 55% make payment on time. The 45% default rate is pretty high 

because it included the respondents who are not able to make the payment responding to 

their loan contracts, even though if they are able to payback after the contract ends, this 

paper is also counted as defaulter. 

Table 33: Default 

Description Freq. Percent 

No default 159 55.21% 

Default 129 44.79% 

Total 288 100.00% 
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5.6. Regression Results  

Table 34 shows the summary of the dependent variable (Loan default) and 

explanatory variables that we use in this study. There are 21 explanatory variables, of 

which 10 are numeric variables and the rest are dummy variables. Numeric variables 

include age, education, family members who earn the living, commute time to financial 

institution offices, loan size, loan period, livestock, and land size. Dummy variables 

include gender (with male as the reference group), marital status (widowed), employment 

status, expenses on festivals less than 1million LAK, agriculture land value, no agriculture 

land holding, loan diversion rate more than 50%, loan diversion rate less than 35%, 

agriculture loan, construction loan, additional income(remittance) and livestock.  

Table 34: Descriptive Statistics of Explanatory Variables 

Dependent variable Symbol Obs Mean Std. Dev. Min Max 

Loan default LD 293 .4402 .4972 0 1 

Explanatory variables Symbol Obs Mean Std. Dev. Min Max 

Gender (male) GD 293 0.8669 0.3403 0 1 

Age AG 287 50.3589 11.2377 26 79 

Marital status (widowed) MS 293 0.0785 0.2694 0 1 

Education EDU 292 5.8288 3.7497 0 16 

Family member who earn 

the living FML 288 3.6979 1.8969 0 10 

Employment status  ES 293 0.1433 0.3510 0 1 

Expenses on festivals less 

than 1million LAK EFBM 288 0.1111 0.3148 0 1 

Commute time to 

financial institution office CT 277 35.9477 27.6817 5 150 

Agriculture land value ALV 282 61.2731 67.2792 0 500 

No agriculture land 

holding  NAL 282 0.1560 0.3635 0 1 

Loan size(ln) LZ 290 15.3373 0.9503 12.61 17.73 

Loan period LP 284 7.9472 2.9050 3 24 

Loan diversion rate more 

than 50% LDRFT 263 0.5209 0.5005 0 1 

Loan diversion rate less 

than 35% LDRTF 263 0.4753 0.5003 0 1 

Agriculture loan ALP 293 0.2867 0.4530 0 1 

Construction loan CLP 293 0.1604 0.3676 0 1 
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Additional income 

(remittance) AI 293 0.3857 0.4876 0 1 

Loan from moneylender LM 293 0.1024 0.3037 0 1 

Training TN 293 0.5597 0.4973 0 1 

Livestock LSPFM 290 2,280,501.00 3,777,379.00 0 27,600,000 

Land size LAPFM 281 4,044.26 4,113.01 0 25,000 

 

From Table 35, to obtain a preliminary understanding of how the explanatory 

variable set up affect the probabilities of default, we first run univariate logistic regression 

for each individual variable including age, education, family member who earn the living, 

expenses on festivals, commute time to financial institution office, loan size, loan period, 

agriculture land value, livestock and land size. Then we examine the default rate with 

respect to each dummy variable. The results reveal that 3 out of the continuous variables 

affect loan default statistically significant.  

Table 35: Univariate Analyses 

Variable Coefficient 

Age -0.0070 

Education 0.0377 

Family member who earn the living 0.0406 

Expenses on festivals -0.4942*** 

Commute time to financial institution office -0.0072 

Loan size 0.2438* 

Loan period -0.0334 

Agriculture land value -0.3511* 

Training -0.2924 

Livestock -0.0000 

Land size -0.0000 

Marital status (widowed=1) 

Default 47.83% 

Non-default 52.17% 

Employment status (government staff = 1) 
Default 45.24% 

Non-default 54.76% 

No agriculture land holding  
Default 70.45% 

Non-default 29.55% 

Expense on festivals less than 1 million 
Default 68.75% 

Non-default 31.25% 

Loan diversion rate less than 35% Default 48.80% 
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Non-default 51.20% 

Agriculture loan 
Default 38.10% 

Non-default 61.90% 

Construction loan 
Default 27.66% 

Non-default 72.34% 

Loan diversion rate more than 50% 
Default 43.07% 

Non-default 56.93% 

Additional income(remittance) 
Default 45.24% 

Non-default 54.76% 

Loan from moneylender 
Default 36.67% 

Non-default 63.33% 

Training 
Default 51.94% 

Non-default 48.06% 

 

Table 36 illustrates the results from logistic regression. Findings reveal that borrowers’ 

characteristics, financial condition, culture, loan feature and travelling time between borrowers 

and SCU office play a key role in influencing loan default. There are 9 of 21 variables 

statistically significant that affect loan repayment performance. Those 9 explanatory factors 

include marital status (widowed), family members who earn the living, expenses on festivals 

less than 1million, commute time to financial institution office, no agriculture land holding, 

loan size, loan diversion rate more than 50%, loan diversion rate less than 35% and construction 

loan. Overall, the logistic model successfully predicts factors contributing to 15.07%, Chi-

Square = 47.30, P-Value = 0.0005 

We find that marital status (widowed) as a dummy variable is positive and significant at 

the 5% significant level (Table 36). The marginal effects result shows that borrowers with 

widowed status increase the probability of having a loan repayment problem by 44.84%. This 

implies that widowed borrowers have a higher probability of having repayment problems. This 

is probably because, for those borrowers who do not have any spouse, the income mainly relies 

on a single individual and it is riskier if a person has a physical problem or illness.  

From Table 36, one can say that the family member who earns the living variable has a 

positive relationship with loan repayment at 5% significance level. This implies that the more 

family members who earn the living the higher probability of having repayment problems. 

Looking at the marginal effects, we can clearly see that a unit increase of a family member who 
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earns the living increases the probability of having repayment problems by 3.76%. This could 

be because even the family has more labor force but it does not mean they are all productive in 

terms of making their living, they may be at the beginning of their working life and have less 

experience so that they may not work productively. Furthermore, having a higher number of 

household members will increase consumption and other living expenses which leads to loan 

default. This is similar to results of a research study carried out by Muthoni (2016).  

We find the significant positive sign on expenses on festivals less than 1million variable 

at 5% significance level (Table 36). This result indicates the probability is higher for those 

clients who spend less than 1 million LAK per year on social festivals. The marginal effects 

result show that borrowers who have an expense on festivals less than 1 million LAK per year 

increase the probability of being default on their loans by 19.45%. These expenses occur during 

the festivals during the year, it is related to the borrowers’ economic and social status; therefore, 

one might conclude that if borrowers spend less than 1 million LAK for the social festivals, 

they are relatively poor. Giving the loan to poor people who have less capacity has more risk; 

hence, we see the positive coefficient of this variable.  

We find that the coefficient of the variable “commute time to financial institution office” 

is negative and significant at the 10% significance level (Table 36). This indicates that 

borrowers who live far away from the city have lower probabilities of having loan repayment 

problems. From the marginal effects result in Table 36, we can see that a unit increase of 

commute time to financial institution offices decreases the probability of having repayment 

problems by 0.21%. This could be because people who live far away from the city do not have 

the chance to access the formal financial resources before; they thus want to be a good client 

with the village bank. On the other hand, borrowers who live in the city or near the city have 

more experiences dealing with the banks or at least get more information. 

We find that the coefficient of no agriculture land holding variable is positive and 

significant at the 10% significant level (Table 36). That result proves that the probability of a 

loan repayment problem is higher for borrowers who do not have agricultural land. Based on 

the marginal effects results (Table 36), we can conclude that the probability of having a 

repayment problem increases by 22.12% for those borrowers who do not hold any agricultural 

land. This is because if they do not have their own farming land but have to pay for the rent 
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which makes their cost even higher but they are limited to extend their production area. 

Furthermore, for those who do not hold any agricultural land, they simply try to work for others 

but their income is not stable because they cannot always have a job. This is similar to the 

research findings of Berhanu and Fufa (2008), they find that farm size owned by the household 

has a positive relationship on loan performance because it increases farmers’ productivity and 

income which lead to lower probability of default.  

With regard to the loan size variable, we find that it has a positive coefficient and 

significant at the 10% level of significant. That result indicates that the higher amount the loan 

borrowers receive the higher probability of having problems on their repayment. From the 

marginal effects value in Table 36, we can say that a unit (1%) increase of loan size caused the 

probability of having a loan default increase by 6.71%. This is usually true if the borrowers 

receive a high amount of loan, they also need to pay high interest and also the principle, 

borrowers may find it difficult to pay the large loan amount in comparison with the small loan 

amount. Additionally, borrowers could easily use other sources of income to cover a small loan, 

but it is usually difficult with a big loan. This is similar to the research findings of Adurayemi 

et al. (2019), Muthoniet al. (2017) and Yibrie and Ramakrishna (2017). 

With regard to loan diversion rate more than 50% factor, one can say that it influences 

loan default negatively at the 10% level of significance. The result implies that the probability 

of having loan repayment problems decreases when the borrowers use the loan more than 50% 

for income generating activities. The marginal effects results confirm that borrowers who spend 

their funds on productive activities more than 50% result in a decrease in the probability of 

having a loan repayment problem by 14.98% (see Table 36). This is probably because they use 

funds for very productive activities; hence, as long as they use more than 50%, they are unlikely 

to default. Additionally, those who use part of their fund for unproductive activities may have 

other sources of income so that they have more capacity to make their payment on time.  

The results from Table 36 reveals that construction loan predictor is negative and 

significant at 1 level of significant. This implies that those who borrow funds for construction 

purposes (house renovating, house repairmen…, etc.) have lower probability of default. 

Looking further at the marginal effects results from Table 36, we can see that borrowers who 

borrow the funds for construction purposes have a lower probability of default by 28.08%.  This 
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is usually true, borrowers who get loans for construction purposes, they normally are in good 

financial condition, they already have their own house, they just need to do some improvement. 

Furthermore, for those who borrow funds for housing purposes, they usually have a good view 

of the economy and their income. Another possible reason is that they may be afraid of losing 

their own house if they default their loan so they really force themselves to make their 

repayment timely. Additionally, for those new families, if they do not have their own houses 

yet, they just need to stay with their family; hence, owning a house is not an urgent issue for 

them, they can wait till they can afford it.  

We further run a regression to explore the loan diversion rate, we find that loan diversion 

rate less than 35% factor influences loan default positively at the 10% level of significant (Table 

37). This indicates that borrowers who use the loan for income generating activities less than 

35% have higher probability of having repayment problems. The marginal effects result from 

Table 37 show illustrates that the probability of being default increased by 13.74% for those 

who spend the funds less than 35% on productive activities. This is usually true since borrowers 

use almost two-third of the fund for unprofitable activities, they are more likely to default their 

loan. This is similar to the research finding of Muthoni (2016) and Ellis Kofi and Portia (2015). 

They find that borrowers are likely to misuse their loans or use it for non-productive activities; 

therefore, increase the probability of default. 

On the other hand, the results from Table 36 shows the coefficients for the remaining 

explanatory variables. age, education, employment status, loan period, agriculture loan and 

additional Income(remittance), training, livestock and land size do not significantly contribute 

to the loan repayment performance. 

Table 36: Regression Results of Binary Logistic Regression Model 

Independent Variables Symbol Coefficients Marginal Effect 

Gender (male) GD 0.3037 0.0610 

Age AG -0.0083 -0.0017 

Marital status (widowed) MS 2.2330** 0.4484 

Education EDU 0.0567 0.0114 

Family member who earn the living FML 0.1871** 0.0376 

Employment status  ES -0.0060 -0.0012 

Expenses on festivals less than 1million LAK EFBM 0.9685** 0.1945 
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Commute time to financial institution office CT -0.01042* -0.0021 

Agriculture land value ALV -0.0053 -0.0011 

No agriculture land holding  NAL 1.1014** 0.2212 

Loan size(ln) LZ 0.3343* 0.0671 

Loan period LP 0.0054 0.0011 

Loan diversion rate more than 50% LDRFT -0.7461** -0.1498 

Agriculture loan ALP -0.1975 -0.0397 

Construction loan CLP -1.3984*** -0.2808 

Additional income(remittance) AI -0.1891 -0.0380 

Loan from moneylender LM -0.4091 -0.0822 

Training TN 0.0663 0.0133 

Livestock LSPFM 0.0000 0.0000 

Land size LAPFM 0.0000 0.0000 

_cons  -5.3157  

Number of obs = 288    

LR chi2(20) = 47.30    

Prob > chi2 = 0.0005    

Log likelihood = -133.481    

Pseudo R2 = 0.1507    

Note： *: significant a t 0.1 level; **: significant at 0.05 level; ***: significant at 0.01 

level; two-tailed 2 tests. 

 

Table 37: Alternative Results of Binary Logistic Regression Model 

Independent Variables Symbol  Coefficients Marginal Effect 

Gender (male) GD 0.3013 0.0607 

Age AG -0.0084 -0.0017 

Marital status (widowed) MS 2.2325** 0.4497 

Education EDU 0.0578 0.0117 

Family member who earn the living FML 0.1879** 0.0379 

Employment status  ES -0.0110 -0.0022 

Expenses on festivals less than 1million LAK EFBM 0.9567** 0.1927 

Commute time to financial institution office CT -0.0104* -0.0021 

Agriculture land value ALV -0.0053 -0.0011 

No agriculture land holding  NAL 1.0847** 0.2185 

Loan size(ln) LZ 0.3296* 0.0664 

Loan period LP 0.0035 0.0007 

Loan diversion rate less than 35% LDRTF 0.6818* 0.1374 

Agriculture loan ALP -0.2105 -0.0424 

Construction loan CLP -1.3723*** -0.2764 
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Additional income(remittance) AI -0.1693 -0.0341 

Loan from moneylender LM -0.4109 -0.0828 

Training TN 0.0510 0.0103 

Livestock LSPFM 0.0000 0.0000 

Land size LAPFM 0.0000 0.0000 

_cons  -5.930  

Number of obs = 228    

LR chi2(20) = 46.7    

Prob > chi2 = 0.0006    

Log likelihood = -133.81124    

Pseudo R2 = 0.1486    

Note： *: significant at 0.1 level; **: significant at 0.05 level; ***: significant at 0.01 level; 

two-tailed 2 tests. 
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6. Conclusions and Recommendations  

6.1. Conclusions 

Understanding the determinants of loan repayment problems is vital for the 

sustainability, profitability, service quality, risk management of financial institutions. Both 

academic and practitioners have thus devoted much effort to identify the factors and 

investigating how they affect the default probabilities. Some use qualitative methods; others 

apply quantitative methods. In this paper, we apply both qualitative and qualitative methods to 

find out the influence factors on loan repayment problems. We will firstly present results from 

clients’ perspectives of the village banks and staff, advisors and managers of the saving and 

credit union Champa Phatthana. Secondly, we present the results from the binary logistic 

regression to see the relation between the explanatory and dependent variables.  

6.1.1. Borrowers’ Perspectives  

According to the findings, we can conclude from the defaulter’s perspective that the main 

reasons of causing their defaults include sickness or death, use of funds for non-productive 

activities and poor agricultural production. When borrowers default their loans, what they 

usually do is to consult with the village bank about how to solve problems, find extra income 

and sell their properties. Defaulters are mostly afraid of losing properties. The way they want 

to avoid this circumstance is to plan their saving in advance, extend their agricultural area, and 

increase livestock to enhance their repayment ability in the future. In addition, what defaulters 

need from the village banks the most is to have a lower interest rate and extend the lending time 

a little bit more for their loans.  

On the other side, from the non-defaulter’s perspective we can conclude that the main 

reasons why they can make their repayment on time are that receiving money from their family 

members working in the foreign countries (remittance from abroad), investing the borrowed 

funds to productive activities and their businesses to generate profit for them. The same as 

defaulters’ needs, they would like to have cheaper costs of loans and longer lending time to 

maintain or enhance their payment ability. Should they default on their loans, they are also 

afraid of losing their properties and fell not happy when facing this kind of circumstance. 

Interestingly, if their loans default, they will react differently ranging from selling their 
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properties, borrowing money from family, friends, relatives or moneylenders to cover the loans 

with the village banks and consulting with village banks about how to solve their problems. 

Furthermore, we can further say that borrowers are quite happy with the services of village 

banks because it provides 24-hour services in case of emergency circumstances, easy and 

comfortable approval, and lower interest rates than moneylenders. Borrowers experience 

paying high interest rates with moneylenders and are afraid of losing their properties if they 

miss their payment schedules.  

6.1.2. Staff and Management’ Perspectives.  

From the staff’s point of view, borrowers default their loans because they use loan for 

unproductive activities. Another reason is that many borrowers have loans from different 

sources; therefore, they use loans to cover other loans. Some borrowers are voluntarily to 

default their loans; this is about personal behaviors. Furthermore, village bank regulation is not 

strictly implemented.    In addition, borrowers do not have proper financial planning for both 

their businesses and their daily expenses. 

A manager of the SCU points out that one of the reasons led to loan default is that poor 

loan assessment done by village bank committees and staff.  Borrowers themselves use loans 

for unintended purposes or for the purpose not stated in the loan application; they arbitrarily 

use their borrowed fund instead of carefully using funds for productive activities. For instance, 

some borrowers obtain loans from the village bank to cover their loans from other sources. 

A development advisor of the SCU also agrees that one of the reasons for the repayment 

problems is that the loan assessments are done in a non-professional way by the village bank 

committees and staff. Additionally, many of them (VBCs) don’t exactly know the differences 

between the banking and the pawn shop; they just look at the collateral when they conduct the 

assessment without paying close attention to the cash flow of borrowers. 

6.1.3. Binary Logistic Regression Results 

The results from binary logistic regression shows the determinants of loan repayment 

problems of the borrowers of the village bank under the supervision of the savings and credit 

union Champa Phatthana. The results reveal that marital status (widowed), family members 

who earn the living, expenses on festivals less than 1million LAK, no agriculture land holding, 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

DOI:10.6814/NCCU202000789

74 
 

loan diversion rate less than 35%, and loan size are the factors that influence borrowers in 

prepaying their loan. These factors have positive relations with loan default probabilities.  

On the other hand, commute time to the financial institution office, loan diversion rate 

more than 50%, and construction loan variables are the factors that influence loan default 

negatively. The remaining explanatory variables include age, education, employment status, 

loan period, agriculture loan and additional Income(remittance), training, livestock and land 

size do not have significant relations with the dependent variable.  

6.2. Recommendations 

Based on the research findings of this study, there are several dimensions that the SCU 

can do to improve the repayment performance and enhance the sustainability of the village 

banks and the SCU.  

I recommend that SCU should educate their clients more to encourage them to use loans 

for productive activities. SCU might design a training specifically for this topic because it is 

proved in the study that the loan diversion rate affects the default probability significantly. 

Moreover, SCU should educate their staff and VBCs to pay more attention to those borrowers 

who do not have their own agricultural land, who are widows, who have a big family and for 

those who are comparatively poor. These kinds of borrowers are riskier. Therefore, SCU needs 

to put more effort on this. Additionally, for borrowers who ask for a high amount of loans, SCU 

staff and VBC should work together closely and pay close attention when doing the loan 

assessment since they are risky.  

Based on the results from borrowers’ perspectives, this research recommends that SCU 

should improve the quality of financial literacy training to educate clients to use funds more 

effectively and increase their financial discipline. Since most borrowers do have the livestock 

and have their own farming land, SCU probably can provide them various training. For instance, 

how to increase livestock, vegetables, and crops efficiently. Furthermore, SCU and village 

banks should enforce the regulations firmly to force borrowers who have capacity to pay back 

their loan on time. SCU should make a standard guideline for staff and VBC about the 

conditions of loan restructuring and implement the standard strictly; anything outside of these 

conditions needs special approval. Additionally, village banks may group clients by age, 
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conduct risk assessment on different groups, then charge interests differently according to their 

risk.  

For the capacity building of SCU staff, we recommend that SCU should find qualified 

trainers to train them on different topics based on their needs. For instance, loan default 

prevention, leadership, communication, and accounting. Additionally, SCU may set up a 

coaching program internally that matches them between seniors and juniors so that they can 

learn from each other. This will improve staff’s capacity to ensure the ability to handle and 

solve critical problems since the village bank system is getting bigger and bigger in terms of 

the amount of the money and members. SCU, therefore, really needs to pay more effort and 

resources on staff capacity building for long term benefit. 

6.3. Further Research  

The researcher recommends the following areas for further studies:  

i).  Including more factors such as the amount of collateral, seasonal factor, household 

income, and credit officers’ characteristics. 

ii). Conducting a comparative study in another microfinance institution which is located 

in other parts of the country. 

iii). Conducting a comparative study for other microfinance institutions who do not work 

with village banks but give loans to clients directly. 

iv). This study is an explanatory study rather than prediction modeling. We simply want 

to identify what affect the default probabilities and leave future studies for building 

forecasting models.  
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8. Appendix 

Appendix 1: Correlation Matrix 

 
 

Appendix 2: Variance Inflation Factor 

Variable Symbol VIF 1/VIF 

Gender (male) GD 1.57 0.635029 

Age AG 1.4 0.711925 

Marital status (widowed) MS 1.53 0.654535 

Education EDU 1.34 0.743795 

Family member who earn the living FML 1.36 0.732819 

Employment status  ES 1.24 0.806712 

Expenses on festivals less than 1million LAK EFBM 1.1 0.912216 

Commute time to financial institution office CT 1.14 0.880514 

Agriculture land value ALV 1.52 0.655741 

No agriculture land holding  NAL 1.68 0.594189 

Loan size(ln) LZ 1.5 0.667015 

Loan period LP 1.46 0.685867 

Loan diversion rate more than 50% LDRFT 1.69 0.59236 

Agriculture loan ALP 1.57 0.637981 

Construction loan CLP 1.34 0.745503 

Additional income(remittance) AI 1.29 0.772555 

DF GD AG MS EDU FML ES EFBM CT ALV NAL LZ LP LDRFT ALP CLP AI LM TN LSPFM LAPFM

DF 1.000

GD -0.059 1.000

AG -0.022 -0.140 1.000

MS 0.123 -0.523 0.249 1.000

EDU 0.089 0.137 -0.253 -0.196 1.000

FML 0.070 0.105 0.175 -0.085 -0.086 1.000

ES 0.019 0.037 0.082 -0.083 0.318 -0.029 1.000

EFBM 0.153 0.088 0.135 0.037 -0.055 0.032 -0.018 1.000

CT -0.122 -0.004 0.017 0.021 -0.050 0.102 -0.122 0.005 1.000

ALV -0.194 0.067 0.148 -0.030 0.036 0.065 0.026 -0.104 0.017 1.000

NAL 0.207 -0.126 -0.074 -0.041 0.151 -0.198 0.139 0.015 -0.249 0.394 1.000

LZ 0.104 -0.122 0.015 0.026 0.133 0.096 -0.039 -0.054 0.064 0.054 -0.033 1.000

LP -0.024 -0.082 0.198 0.005 -0.011 0.052 0.085 -0.061 0.017 0.145 -0.069 0.461 1.000

LDRFT -0.085 0.012 0.052 -0.028 0.026 -0.121 0.001 0.000 0.017 0.090 -0.015 0.166 0.144 1.000

ALP -0.108 0.055 0.076 0.019 -0.065 -0.057 -0.080 -0.068 0.091 0.004 -0.172 -0.069 0.031 0.501 1.000

CLP -0.150 0.000 -0.012 0.009 -0.012 0.049 0.055 -0.065 -0.005 0.109 0.000 0.052 0.167 -0.369 -0.310 1.000

AI -0.003 -0.080 0.152 0.032 -0.132 0.320 -0.151 0.022 0.089 0.095 -0.121 0.024 -0.006 -0.244 -0.126 0.129 1.000

LM -0.031 -0.082 0.076 0.065 0.038 0.055 0.064 0.054 -0.013 0.029 0.062 -0.069 -0.009 -0.071 -0.005 0.053 0.077 1.000

TN -0.051 -0.185 0.191 0.115 -0.011 0.007 0.047 -0.064 0.013 0.151 -0.058 0.114 0.127 0.146 0.116 0.083 -0.051 0.017 1.000

LSPFM -0.076 0.031 0.020 -0.016 0.054 -0.069 -0.024 -0.074 0.159 0.098 -0.152 0.121 0.033 0.030 0.078 0.083 -0.010 -0.093 0.047 1.000

LAPFM -0.108 0.096 0.090 0.032 0.021 -0.136 -0.064 0.031 0.205 0.418 -0.450 0.135 0.154 0.113 0.107 0.035 -0.015 -0.046 -0.041 0.221 1.000
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Loan from moneylender LM 1.05 0.949456 

Training TN 1.18 0.845578 

Livestock LSPFM 1.12 0.891118 

Land size LAPFM 1.68 0.596693 

Mean VIF  1.39  

 


