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ABSTRACT

MIIFC is one of the financial institutions operating in financial sector in Faryab province of Afghanistan. One of the
most important problems of financial institutions is the recovery of the loans from the borrowers. The purpose of this study is to
find the determinants of loan recovery in MIIFC micro finance institution. The statistical population of this research is the
borrowers of MIIFC micro finance institution, the sample size is 300 and the stratified random sampling technique was
employed. The study used both descriptive and inferential statistic, the quantitative method has been analysed by descriptive
statistic with statistical package SPSS (24) and empirical analysis is conducted by using binary logistic regression model to
stablish of all explanatory variables. The results show that from these variables, only economic and political situation, number of
loans taken, penalty of delay, gender and debt guarantee have a significant relationship with loan repayment. The marital status,
education level, age, monthly expenditure, loan utilization, literacy, income-increasing debt, relative location, type of loan, group
loan, amount of repayment, repayment period, interest rate on the loan, number of families, loan utilization training and pre-
loan purpose have no relationship with loan recovery.

Keywords- Loan recovery, financial institutions, economic factors, institutional factors, demographic factors, and loan
factors.

and adequate access to credit. The microfinance serves
poor, low-income people, self-employed entrepreneurs,
livestock holders, people who are entrepreneurs but do
not have access to capital, people in remote, isolated or
underserved communities and those who do not meet the
perquisites of formal financial institution, such as banks.
Microfinance institutions play an increasingly important
role in local financial economies and compete to obtain
customers and resources. They get rewards for good
performance and suffer loss for poor performance. Many
microfinance institutions have grown rapidly, serving
more customers and larger geographic areas, and
offering a wide range of financial services and products

l. INTRODUCTION

Financial institutions are poverty-reducing tools
used around the world, including Islamic countries, like
Pakistan, Egypt, Tajikistan, Indonesia. Bangladesh, a
Muslim-majority country that is one of the poorest
countries in the world is one of the country’s 30 years of
microfinance services that has reduced its poverty level
of this country today. Poor people in developing
countries do not have access to formal financial services
and the formal financial services are not available in the
rural and remote areas. Informal financial services such
as moneylenders provide financial services at highly

unfavourable terms and conditions (Osegge, 2012).

MFI is one of the tools used to alleviate poverty
around the world. Poor people are bankable and they
need adequate and timely access to financial services
and are not necessarily dependent on subsidized funds
because they are willing to pay services fee for timely

(Arp, Ardisa, & Ardisa, 2016). The organizational
structures and operating environments of microfinance
institutions can provide unique challenges. They may be
decentralized or too centralized, tend to be labor-and
transaction-intensive have concentration on risk in
certain regions or sectors due to their mission, and often
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operate in volatile and less financial markets.
Microfinance institutions are striving for financial
viability through cost-effective and efficient operations,
making effective risk management essential to achieve
better capital and cash management without undue risk
(Osegge, 2012).

Studies and reports show that microfinance
clients with better access to livelihoods tend to invest in
housing, health and education, thereby improving the
family’s overall quality of life. The impact of
microfinance in Afghanistan is considerable; according
to initial impact study conducted by IDS UK1, 72% of
microfinance clients reported improvement in their
economic situation; 64% female and 74% male
microfinance clients generated employment
opportunities. Nearly 45% of all microfinance clients
generated employment for others (Osegge, 2012).
According to Korankye (2014) lack of control causes
loan default. Control includes training of beneficiaries
before and after disbursement, interest rate, monitoring
of clients and proper loan appraisal.

Eno (2018) stated that credit appraisal, credit
risk control and collection policy is very important in
influencing loan recovery. In addition, it was
recommended that microfinance banks should ensure the
experienced and competent credit officers do that credit
appraisal, in order to body out those intolerable credit
risk at the earliest possible opportunity. However,
experiments over the years proved that inadequate credit
analysis and sound judgment of loans applications have
resulted loan defaults. The financial sustainability of
microfinance institution is a necessary condition for
institutional  sustainability. Therefore, a thorough
investigation of the various aspects of loan defaults,
source of credits and conditions of loan provision are of
great importance for both policy makers and
microfinance institution. Hence, this study was
undertaken to find the determinants of loan recovery in
Maimana Islamic investment and finance cooperative
microfinance institution.

1. MATERIAL AND METHOD

This study is categorized into applied research
and in terms of types of data. The study is a quantitative
approach and data is collected by questionnaires through
interviews with key informant interviewees. The
researcher used logistic regression model for analysing
the data. The logistic regression deals with loan
repayment performance which is factor (dependent)
variable and 21 explanatory (independent) variables
which are categorized in four main determinants of loan
repayment named as demographic, institutional,
economic and loan factors.

2.1 Research Population and Sampling

Sampling is a process by which a relatively
small number of individuals, objects or events is selected
and analysed to find out something about the entire

population from which it was selected Denning 2005(as
cited in (Mwangi, 2016).

Kothari (2004) defined the target population as
a complete set of individuals, cases, or objects with the
same common observe characteristics. Therefore, the
population for this study is 300 borrowers of Maimana
Islamic investment and finance cooperative. The
numbers of borrower’s data were collected from
borrowers’ profile of the institution. During data
collection process, borrowers have been classified as
defaulters and non-defaulters. Currently MIIFC
microfinance institution has 3500 borrowers.
2.2 Data Analysis Method

Walsh & Wigens (2003) asserted, the type of
data analysis tool depends on type of data, was the data
quantitative or qualitative. According to Wilson (2010)
to analysis quantitative data, frequency tables and
statistical software package should be used. In this study
the quantitative data has been analysed by descriptive
statistic after all the relevant data have been gathered
from respondents. The collected data were edited, coded,
and entered statistical package for social sciences SPSS
(version 24). This package has the incredible capabilities
and flexibilities of analysing huge data within seconds
and generating unlimited simple and sophisticated
statistical results including simple frequency distribution
tables, graphs, pie charts, percentages, cumulative
frequencies, binomal mean, medium, standard deviation
and other distributions. In additions, this study is
conducted the empirical analysis by using binary logistic
regression model to establish the effect of all four factors
on the level of loan repayment among customers of
MIIFC microfinance institution that deals with loan
repayment performance in total of 20 explanatory
variables included in this study.

The following regression model has been
formulated for this study:

Y=B0+B1X1+B2X2+B3X3+B4X4+...+BnXn

Where:

Y= loan repayment performance

BO= Constant

X1, X2, X3... Xn = independent variables such as
family size, loan size, etc

I11.  RESULT AND DISCUSSION

All 20 independent variables included in four
categories of loan repayment determinants regressed by
logistic regression. The result shows that five variables
(economic and political situation, number of loans taken,
penalty of delay, gender, and debt guarantee) out of 20
variables, have significant relationship with loan
repayment. The rest of variables have no significant
relationship with loan repayment.
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3.1 Questionnaire reliability

The reliability of the instrument, also referred
as accuracy is that if a measuring instrument used to
measure variable and trait made under similar conditions
at another time or place, It yields similar results; in other
words, it is a reliable or valid instrument that has the
same reproducibility (Hafeznia, 2010, p. 183).
Cronbach's alpha method was used to determine the
reliability of the questionnaire.

Table 1: Reliability Statistics
Cronbach's Alpha N of Items

809 26

As shown in Table 1, Cronbach's alpha
coefficient was obtained using SPSS24 statistical
software, which was 0.809 higher than (0.7) for all
variables, indicating optimum reliability of the
questionnaire. It should be noted that the range of the
Cronbach's alpha coefficient is between 0 and 1. The
closer the coefficient is to 1, the more reliable the
questionnaire will be.

3.2 Test Descriptive Statistics

The main objective of descriptive statistics is
summarizing, arranging and presenting information in a
clear and comprehensive manner, and if necessary
determining the relationships between the information
collected. In this part of the study, the researcher
attempted to further specifying, arranging and presenting
the collected data into tabular or graphical forms.

Table 2: Gender of respondents

Frequenc | Percen Valid Cumulativ
Percen
y t t e Percent
Male 236 78.7 78.7 78.7
Vg" Feg‘a' 64 213 | 213 | 1000
Total 300 100.0 | 100.0
gender of participeint
M male
B female

Figure 1: indicats the gender of paticipeint

3.2.2 Marital Status of Respondents
Data also shows that, most of the loan
borrowers are married and just 9% of them are single.

Table 3: Marital status of respondents

. Cumulati
Frequenc Percent P\e/f(,!zlei t ve
y Percent
Single 27 9.0 9.0 9.0

Valid | Married 273 91.0 91.0 100.0
Total 300 100.0 100.0

Marital state of participant

M single
M married

Figure 2: Marital status of respondents

3.2.3 Family member

The table below shows the number of members
in borrowers’ families. The mode of family members is
five members in a family.

Table 4: Member of family

7 5 o

g | |8 | g3

[ o U o S

D D @D [1°] QO

3 =1 3 ==

< ot P

1 1 3 3 3
2 1.3 1.3 1.7
3 55 18.3 18.3 20.0
4 23 1.7 1.7 27.7
5 69 23.0 23.0 50.7
Valid 6 61 20.3 20.3 71.0
7 22 7.3 7.3 78.3
8 48 16.0 16.0 94.3
9 4 1.3 1.3 95.7

10 13 4.3 4.3 100.0
Total | 300 | 100.0 | 100.0
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Mebmer of family

Figure 3: Indicts family member
3.2.4 Respondents’ Education
As the table below shows, 47% of respondents
are bachelors.

Table 5: Education level

Y o
= g o] o]
@ @ o < © 3
= 3 |ag | 3
3 < g3 Sy
D
. 94 | 313 | 313 | 313
educated

Collage 21 7.0 7.0 38.3

< | Bachelor | 141 | 470 | 470 | 853
o | Master/ 6 20 | 20 87.3
doctor
Witerate | 38 | 12.7 | 127 | 100.0
Total 300 | 100.0 | 100.0

3.2.5 Final Test Research Model Analysis
After identifying the effects of model variables

that represent the model's validity, in order identify the
factors affecting the accuracy of the model, the effect of
each variable is identified as below:

1. The economic and political situation variable
(B =-1.521),
Number of loans taken (.461),
Penalty of delay in loan repayment (2.157),
Gender (-1.772),
Debt guarantee (-17.449)
And the constant (C = 17.006),

IS N

All the figures analysed by 95% confidence
level and 5% error level.

Table 6: Final Research Model (Beta value)

Have you paid.fings for delaying X3 2157
repayment obligations?

Gender of participant. X4 -1.772
What kind of collateral did you X5 -
deposit against loan? 17.449
Constant C 17.006

Name

Variables Variables | B
What were the reasons for the X1 -1.521
repayment challenges?
How many times did you take X2 461

loan?

IV. CONCLUSION

According to the logistic regression output,
significant values of gender, debt, debt securities, debt
penalties, economic and security conditions are less than
0.05 and have significant effect on loan repayment,
supported by H1 research hypotheses. The other
variables do not have a significant effect on the
independent variable of loan repayment. Therefore, H1
hypothesis and research claim are rejected as follows:
Marital ~ status, education level, age, monthly
expenditure, loan utilization, literacy, income-increasing
debt, location, type of loan, group loan, amount of loan,
repayment time, interest rate of the loan, the family
member, education and the purpose of the loan before
receiving the loan.

Logistic regression analysis is performed to
identify repayment problem as a dependent variable and
among factors affecting variables of economic and
security conditions, number of times of loan, late
payment of debt, gender, and type of guarantee as 5
independent variables identified. In total, 300 samples
were included in the analysis and the complete model
was statistically significant (Wald = 119.69, df = 4, sig =
0.000, EXP (B) = 0.159). This model among the five
independent variables in this study was able to explain
between 34% and 62% of loan repayment changes. 63%
of people with difficulty in repayment were classified
correctly and 96% of forecasts for those with Problems
have not been correct and 92% of the predictions were
correct.

According to the outputs of the logistic
regression analysis, the results show that among all the
variables tested, economic and security challenges have
a negative impact on the loan repayment. This means
that if the economic and security challenges increase, the
loan repayment decreases by 1.5 and the guarantee. Debt
is also negatively correlated with loan repayment,
indicating that as loan conditions become easier to repay,
the repayment ratio will be reduced to 0.08. The gender
change from male to female will have a negative impact
on loan repayment, indicating a shift towards gender.
The man reduced the loan repayment ratio to 0.17 means
that women are less likely to encounter problems with
repayment of the loan. But the variables of the number
of times the loan is received and the delayed penalties
have a positive effect on the repayment of the loan for
example by increasing penalties, the repayment loan rate
increases by .461 and 2.157 units, respectively.
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