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Abstract

Introduction: This study explores the contributions that informal credit provides to the financial needs of market vendors
in Gonzaga, Cagayan Philippines. The study examines preferences, financial behaviors, and demographic
characteristics through an analysis of 53 market sellers which offers comprehensive insights into the participation and
effects of informal credit

Methodology: In examining market participants' financial decisions, educational backgrounds, and diversity of
demographics, with a particular emphasis on how informal credit contributes to their financing activities, surveys and
correlation analyses were used.

Results and Discussion: Based on data gathered and analysis, informal credit is a major contributor to financial
generation and stability. It provides working capital and startup financing, which is especially important for businesses
that have been in start-up operation. It also highlights how flexible informal credit mechanisms are which enabling
market vendors to react quickly to changing consumer demands. Finally, informal credit is community-centric, building
trust and strengthening social networks.

Conclusion: The study stresses the special significance of informal credit in financing generation among market
vendors, in addition to its function in financial stability. It draws emphasis to how essential informal lending is for
supporting entrepreneurship especially in creating jobs, and maintaining the health of the small-scale economy. This
study establishes a foundation for a comprehensive knowledge of the function of informal credit in financial ecosystems,
that is, offering a factual understanding of the multifaceted connections between market sellers, microbusinesses, and
informal credit.

Keywords — informal credit, market vendors, finance generation, financial behaviors, startup financing,
entrepreneurship

I. INTRODUCTION

Small-scale entrepreneurship contributes much to the efforts of economic growth, job creation, and poverty reduction
within developing countries; this is according to the current studies in this field: "Small-scale entrepreneurship is a
mainspring of economic growth, job creation, and poverty reduction in developing countries" (Adjide & Dada, 2023;
Krysko, 2022; Shafiu, Manaf & Muslim, 2020). According to the World Bank Group, 2019, the contribution and the
potential SMEs make towards economic growth, generation of employment, and reduction of poverty in developing
countries is an expression of incomplete access to finance because of a general lack of collateral, credit history, and
financial literacy. Additionally, Kafouro et al. (2021) have found that firms in countries with stronger financial and legal
institutions are larger and have grown faster, supporting the view of the importance of supporting financial and legal
institutions in developing countries. According to Khan et al. (2020), they found the influence of financial development
and quality institutions on economic growth to be significant and progressive, more so in well-established countries that
have strong institutional structures. Hence, the subtle institutional frameworks are imperative in bringing out the
invaluable effects of financial intermediation on economic growth. Within the finance and growth literature, Beck et al.
(2014) reiterate that financial intermediation is important. Gazdar & Cherif, (2015) further outlined how a sound legal
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environment improves the prospects for financial intermediation, which in turn has positive implications on economic
prospects. Indeed, the nexus between financial intermediation and economic growth is very well established. Byrska et
al. (2019) discussed financial intermediation taking different perspectives and how it impacted economic growth.
Moreover, Yakubu et al. (2021) have proved the positive contribution of financial intermediation towards economic
growth in Tunisia, whereas Shapoval (2021) did this for Kenya. Moreover, Miba'Am (2018) found a positive long-run
effect on economic growth from the real interest rates and financial depth, providing supporting evidence to financial
intermediation as a determinant of economic expansion.

Attention to financial inclusion is very important in the reduction of poverty and driving economic development,
especially when this is facilitated through microcredit and small-scale financing. Literature has exposed the existence of
a positive link between financial inclusion and a reduction in poverty. For example, Erlando et al. (2020) proved with
strong evidence that financial inclusion leads to economic growth rates, hence a reduction in poverty. Similarly,
Gutiérrez-Romero & Ahamed (2021), highlighted the impact of financial inclusion on poverty reduction when the
broader indicators of financial development such as private credit are used. Empirical evidence on the claim about the
sizeable reduction in levels of poverty due to financial inclusion was more recently provided by Saha & Qin (2022)

Despite the vital role of MSMEs, formal financial institutions, such as banks and other intermediaries, seldom consider
lending to small-scale entrepreneurs because of requirements for a credit history, collateral, and others (Shihadeh et al.,
2019;, Hou et al., 2021; Xiang & Worthington, 2017; Bonfim & Dai, 2017; Al-Banna & Nurdany, 2022; Fraser et al.,
2015; Silver et al., 2015; Dong & Men, 2014; Anwar et al., 2019; Wu & Wang, 2021; Korolev, 2015; Sori et al., 2020;
and Langa & Govender, 2019). Hence, informal credit schemes have also flourished to provide enterprises that cannot
get formal financing with a source of funding. Therefore, how to address these barriers and promote greater access to
finance among MSMEs becomes an important agenda item for policymakers and researchers who aim to support the
growth of small-scale entrepreneurship and ensuing economic benefits.

The presence of small-scale entrepreneurs surely makes an economy thrive in the Philippines. Actually, the Philippines
has micro, small, and medium enterprises that account for roughly 99.5% of the total number of business enterprises in
the whole country (Laorden et al., 2022). Undoubtedly, it is during the pandemic that has resulted in the sharp decline
of demand and revenue for these small entrepreneurs (Shinozaki & Rao, 2021). Small-scale entrepreneurs are right in
the middle of reducing poverty and developing the economy through employment creation, income, and adding value.
Indeed, start-ups have very positive economic implications, including on the currency exchange rates in the country
(Akehira et al., 2022). Local public markets, best known by the name "palengke," have small-scale entrepreneurs who
sell their products; hence, they contribute a huge bearing in the economic environment of the Philippines.

These markets provide the essential servicing center for the distribution of goods and services, and at the same time,
provide sources of sustainable livelihood for good numbers of people. Resuello (2020) has further supported the fact
detailing the importance of palengke as an avenue to address issues on income inequality and contribute to sourcing local
revenues that build a resilient local economy in the Philippines.

Furthermore, Karasoy explains in 2021 how remittances had so much to do with the Philippine economy, stipulating that
"remittances increase aggregate demand, raise personal consumption, and thereby lead to an increase in income." To this
regard, it can be comprehended that such palengke activities, money circulation, and remittances each have serious
effects on the economic performance of the country as a whole. Despite the good contributions of market players to local
remittances, they were often subjected to problems, specially in financing their merchandises. Mentioned by Santos
(2019), it is indeed one of the most common sources of funding their entrepreneurial activities. More so, Linh et al.
(2019) highlight the great role informal credit plays in reducing poverty.

While informal credit schemes mean to provide entrepreneurship with the means of accessing capital, it also poses several
risks and challenges. Such phenomena include high interest rates, undependable repayment schedules, and a lack of
transparency and regulation. Sometimes, being unable to pay on time creates a debt trap for borrowers, which can have
greater implications on both their businesses and personal finances. Noticeably, these informal credit systems have their
inherent risks and challenges. Among the dominant risks that have been said to prevail are exorbitant interest rates,
undependable repayment schedules, and no transparency and regulation. Only adding to the risk of keeping them in a
debt cycle if they fail to repay the loans in good time, previously suggested by Lin et al. in 2019. Such situations may
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have serious consequences and can affect the business and financial quotients of both the investor and the entrepreneurs.
Furthermore, Akram et al. (2020) extend this aspect by portraying that although the informal sources provide loans
without much hassle and with lesser prerequisites, it also has major issues and problems regarding repayment and
transparency. This reliance on informal credit as a substitute for formal lending in rural areas has been supported by Lin
et al. (2019), who note that in areas where there is an underdeveloped formal credit market, entrepreneurs usually first
turn to informal credit. However, according to Kondratjeva & Chen (2018), research on the impact of informal credit,
especially in comparison with formal credit, is relatively an understudied empirical question. This, therefore, brings out
the need for further studies in order to have a clearer insight into the effects and risks of various informal credit
arrangements.

The figure below explains the conceptual framework of this study.

. informal Credit | ACcessibilty, B Contribution
Demographic Flexibility, y
: Engagement e to finance
Profile Personalization

Practices , Affordability generation

Figure 1: Conceptual Framework

To address these challenges, previous studies have explored the potential of social networks and relationships as a means
of providing access to financial resources. As the theory of social capital suggests, the establishment of social networks
and relations helps an entrepreneur tap various resources, from information and knowledge to funds. Social capital refers
to trust, norms, and networks that, according to literature, play an important role in credit availability. Sometimes, as (Li
et al., 2022; and Liu et al., 2020). underline, social capital can improve the economic efficiency and income, hence
contributing to credit availability.

More specifically, Tong et al. (2020) underlined the role of trust in improving the degree of cooperation among agents,
especially in the case of credit lending. This is in line with Saraf (2020), which was focused on trusting informal credit
despite the challenges which have to do with political violence and bad faith. While Cruz-Garcia & Peird-Palomino(
2019), underscore social trust remains a major driver of private credit, therefore showing the role of social capital in
accessing credit. This is further confirmed by Sivaraman (2021), which observed the role that social capital plays by
facilitating credit transactions within credit networks characterized by trust relationships.

Another underpinning knowledge that would address this issue is the practical need for informal credit. The study of
Nguyet, (2014) provides the empirical evidence on some hypotheses pertaining to the accessibility of small and medium
enterprises to informal credit. He highlights some, such as:

A solution for coping with seasonal fluctuations

In particular, MSMEs with seasonal demand businesses may want accommodation in their credit arrangements during
the low-revenue periods. Hence, due to local attunement, informal credit providers could take care of these fluctuations
better.

Seed Capital and Start-up Funding

The very early-stage start-ups and MSMEs will depend entirely on informal credit. The funding through such informal
ways can serve practical needs for seed capital or initial funding that will let the business establish itself before it
approaches the formal institutions.

Risk Mitigation
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For the MSME:s viewed as risky by the formal lenders, the informal credit way can be a way out.

The role of informal credit schemes in supporting "palengke" or market vendors is an area that has not received
comprehensive research. In their study, Munishi et al. (2021) were able to demonstrate the challenges that urban street
vendors face in their bid to access credit from formal financial institutions, indicating that detailed explanations lack
because of limited research in this area. Accordingly, Tran et al. (2016) documented that credit constraints reduce
household per capita consumption and informal credit can act substitute to mitigate the negative impacts of formal credit
constraints. The above findings suggest that informal credit systems might play an important role in supporting market
vendors who are challenged by gaining access to formal credit. Moreover, Tetteh et al. (2021) further emphasized the
pressing nature of needs concerning much more rigorous supply-side studies on nontraditional lending, running into the
informal forms of credit systems—against the limited accessibility of proprietary data. The indication is that there exists
a white space in the current literature on participation and influence that nontraditional lenders could have within the
financial landscape of market vendors, possibly including those who are informal credit providers. A model of an
informal credit scheme should, therefore, be designed to improve the availability and accessibility of credit to small-
scale entrepreneurs.

It is, therefore, this research contributes to the filling of the literature gap of inquiry into the possible design of an
appropriate informal credit scheme for small-scale entrepreneurs in Gonzaga Public Market. It attempts to contribute
information and insight into the financial needs and problems of small-scale entrepreneurs in the market and the
perceptions of and experiences with informal credit. This research will also aid in the building of some extension program
that the College of Business Entrepreneurship and Accountancy shall extend to the assistance it offers towards the
development of small-scale businesses in the market.

Statement of the Problem
The study generally aims to assess the contribution of informal credit to finance generation among market players in
Gonzaga, Cagayan. The study specifically seeks to answer the following questions:

1.  What is the profile of the respondents in terms of:

1.1 age

1.2 sex

1.3 marital status

1.4 educational attainment

1.5 number of years operating as market player

1.6 average market capitalization

1.7 average monthly income

1.8 nature of market activity

2. What is the informal credit engagement practices of the respondents’ in terms of:
2.1 number of years utilizing informal credit

2.2 amount of loan usually availed

2.3 interest rate

2.4 payment terms and schedule

3. What types of informal credit schemes do respondents frequently utilize?

4. What are the key factors affecting their choice of these schemes?

5. What is the extent of accessibility, affordability, personalization and flexibility of informal credit schemes?
6

What is the extent do the informal credit schemes contribute to the respondents’ financial stability and resilience?
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7. What is the extent in which informal credit schemes support finance generation?

8. From the perspective of credit scheme debtors, what are the potential risks and challenges associated with engaging
in informal credit schemes in Gonzaga, Cagayan,

Hypotheses:
1. Operational Experience and Financial Decisions

Hal: The number of years operating as a market player has a positive correlation with the amount of loan availed and
average market capitalization, meaning that operational experience influences its financial decisions.

2. Educational Attainment and Choice of Credit Schemes

Ha2: The market players with higher educational attainment choose informal credit schemes with low interest
rates and better payment terms compared to those with low educational attainment.

3. Accessibility and Affordability

Ha3: A positive relationship between the perceived accessibility and affordability of the informal credit
schemes, meaning that the greater the accessibility, the more affordable the schemes are considered to be by
those surveyed.

4. Financial Stability and Resilience:

Ha4: A positive correlation between the number of years of using informal credit and the extent to which such
schemes contribute toward financial stability and resilience among market players.

5. Finance Generation and Choice of Schemes:

Ha5: Market players will prefer informal credit schemes perceived to highly contribute to the generation of finance over
those perceived to contribute little towards generation of finance.

I[I. METHODS

Research Design
The methodology employed is, therefore, descriptive correlational using the mixed-methods approach in exploring the
dynamic function of informal credit in financing generation among market vendors.

Locale of the Study
The public market of Gonzaga represents the locus of this particular research aimed to spotlight market players involved
in different market activities within the designated locality.

Respondents and Sampling Technique

The study targeted respondents were drawn through purposive sampling, using criteria that best fit the research
objectives. The criteria for selecting the target respondents for this study are as follows: a response will be included in
the study only if he/she has used the informal credit facility at least once; have actively participated in market activities
for at least three years.

Data Collection Instruments and Procedures

Survey Questionnaires

Structured questionnaires included the collection of quantitative data on the profile of the respondents, forms of applied
informal credit schemes, factors that influence their choice, accessibility, affordability, and how informal credit
contributes to financial stability and resilience, and risks associated with informal credit schemes.

A five point Likert scale was used to collect data on the extent of use of different credit schemes by the respondents;
factors that influence their choice of credit schemes; extent of availability, flexibility, personalization and affordability
of credit schemes; extent of contribution of informal credit schemes to financial stability, resilience and finance
generations; and risks associated with informal credit schemes.
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Analysis of the Data/ Statistical Treatment

Descriptive statistics, involving frequencies and percentages, means, and standard deviations, were applied for the data.
Correlation analysis was done explicitly using Spearman's rho since the assumptions required under parametric tests
were not met, in trying to prove or disprove research hypotheses with respect to the testing of the correlation between
variables.

III. RESULTS

1. Respondents Profile

The respondents exhibit a relatively balanced distribution across various age groups, with a notable prevalence in the
43-54 age range. The majority of them is female (81.1%), married (75.47%). However, the distribution of educational
attainment reflects a diverse range of academic backgrounds. Notably, a significant proportion of individuals have
completed high school, both at the undergraduate (16.98%) and graduate (24.53%) levels. Additionally, there is
substantial representation from those with elementary education, including both undergraduate (24.53%) and graduate
(7.55%) levels. The sample also encompasses individuals currently pursuing college education, both at the undergraduate
(16.98%) and graduate (9.43%) levels. The majority of them (67.92%) does not have any other source of income, while
32.1% have some other source of income. A significant proportion of the sample falls in the lower income brackets:
below Php15,000; (47%) and Php15,000-29,999; (41%) and the majority of them has capital in the lower range, Php
1,000-27,500 (77%).

A significant majority of respondents, constituting 81.9% operate under formal business structures and diverse as to
types as market players, with Fish Vendors (22.64%), Fruit Vendors (16.98%), and Food and Beverages Services
(16.98%) being the most prevalent categories. Other notable market players include Peddlers (13.21%), Meat Vendors
(9.43%), and Vegetable Vendors (5.66%). More than half of the sample (52.83%) comprises businesses that have been
in operation for 5 years or less.

Table 1. Frequency Distribution and Percentage of Respondents Profile

Age Frequency | Percent
18-30 12 22.6
31-42 15 28.3
43-54 16 30.2
55 & above 10 18.9
Sex
Male 10 18.9
Female 43 81.1
Civil Status
Single 9 16.98
Married 40 75.47
Widowed 3 5.66
Separated 1 1.89
Educational Attainment
Elem Undergraduate 13 24.53
Elem Graduate 4 7.55
HS Undergraduate 9 16.98
HS graduate 13 24.53
College Undergraduate 9 16.98
College Graduate 5 9.43
With/out other source of income
No other source 36 67.92
With other source 17 32.1
Income (in Philippine Peso)
Below P15,000 25 47
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P15,000-29,999 22 41
P30,000-44999 3 6
P45,000 and above 3 6
Capital
P1,000-27,500 41 77
P27,501-54,000 10 19
P54,0001-80,500 1 2
P133,501-160,000 1 2
Formality Frequency | Percent
Formal 43 81.9
Informal 10 18.9
Market player type
Fish Vendor 12 22.64
Fruit Vendor 9 16.98
Food and Beverages Services 9 16.98
Peddlers 7 13.21
Meat Vendor 5 9.43
Vegetable Vendor 3 5.66
Dry Goods Merchant 3 5.66
Service/Repair Stalls 3 5.66
Groceries 1 1.89
RTW Merchant 1 1.89
Years of operation Frequency | Percent
5 years and below 28 52.83
6-10 12 22.64
11-15 7 13.21
16-20 2 3.78
above 20 years 4 7.54

2. Informal Credit Terms and Engagement

The majority of respondents (77.36%) have been utilizing informal credit for 5 years or less, a smaller but significant
portion has been utilizing informal credit for more extended periods: 11.32% for 6 to 10 years and another 11.32% for
more than 10 years. The distribution of loan amounts is varied, with a significant proportion (54.7%) availing loans of

Php10,000 and below. Other categories include Php10,001 to Php20,000 (20.7%), Php20,001 to Php30,000 (5.7%), and
above Php30,000 (18.9%).

A notable 41.51% of respondents face interest rates above 8%, while 39.62% experience the lowest rates at 4% and
below. Approximately 18.87% encounter rates between 4.01% and 8%.

The repayment schedules for informal credits show diverse preferences, the most prevalent choice among respondents

45.3%, opting for a weekly payment schedule. In contrast, 32.1% make daily installment payments, and a smaller
proportion of 22.6% choose to make monthly payments.

Table 2. Frequency Distribution and Percentages of Respondents Informal Credit Engagement Practices
Number of years utilizing informal credit | Frequency | Percent

5 years and below 41 77.36
6 to 10 years 6 11.32
More than 10 years 6 11.32

Amount of loan usually availed
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Php 10,000 and below 29 54.7
Php 10,0001 to Php 20,000 11 20.7
Php 20,0001 to Php 30,000 3 5.7

Above Php 30,000 10 18.9

Interest rates on credits

4% and below 21 39.62
4.01% to 8% 10 18.87

Above 8% 22 41.51

Installment payment schedule

Daily 17 32.1

Weekly 24 45.3

Monthly 12 22.6

3. Extent of utilization of informal credit schemes

The result reveals that informal individual creditors or lenders (e.g., 5-6 lending) and borrowing from relatives or
friends are frequently utilized credit schemes, with mean scores of 3.83 and 3.51, respectively. In contrast, informal
installment plans for consumer durable products (Hulugan) and rotating social capital (Paluwagan) are rarely utilized,
with mean scores of 2.51 and 2.13, respectively.

Table 3. Mean, Standard Deviation and Interpretation of Respondents’ Extent of Informal Credit Utilization

Informal Credit Schemes Std. Deviation | Mean Interpretation
Informal Individual Creditors (e.g .5-6 lending) 1.55 3.83 Frequently utilized
From Relatives/Friends 1.6 3.51 Frequently utilized
From Informal Organizations 1.9 3.02 Sometimes

Informal Installment Plans for Consumer Durable
Products (Hulugan)

Rotating Social Capital (Paluwagan) 1.59 2.13 Rarely
1.00-1.80 = Never utilized, 1.81-2.60=Rarely utilized, 2.61-3.40=Sometimes utilized, 3.41-
4.20=Frequently utilized, 4.21-5.00= Very frequently

1.65 2.51 Rarely

4. Factors that affect the choice of informal credit scheme

The results show that factors influencing the choice of informal credit schemes highlight that flexibility of repayment
terms is the most significant factor, followed closely by social networks and trust, speed of disbursement, anonymity,
and interest rates. Additionally, income volatility, proximity and convenience, collateral requirements, access to formal
financial institutions, and cultural practices all play substantial roles in shaping respondents' preferences for informal
credit.

Table 4. Mean, Standard Deviation and Interpretation of Respondents’ Perceived Factors that Affect their Choices of
Informal credit Scheme

Factors Std. Deviation | Mean | Interpretation
Flexibility of Repayment Terms 1.16 4.19 Significantly
Social networks and Trust 1.22 4.17 Significantly
Speed of Disbursement 1.3 4.08 Significantly
Anonymity 1.29 4.06 Significantly
Interest Rates 1.32 4.00 Significantly
Income Volatility 1.18 3.94 Significantly
Proximity and Convenience 1.15 3.91 Significantly
Collateral requirements 1.42 3.89 Significantly
Access to Formal Financial Institution 1.2 3.85 Significantly
Cultural Practices 1.42 3.72 Significantly
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1.00-1.80 = Not at all, 1.81-2.60=Slightly, 2.61-3.40=Moderately, 3.41-4.20=Significantly, 4.21-5.00 = Very
Significantly

5. What is the extent of accessibility, affordability, personalization, and flexibility of informal credit schemes?
The assessment of informal credit scheme attributes reveals that respondents find these schemes to be highly accessible,
very flexible and extremely personalized reflecting positive perceptions regarding accessibility, flexibility, and
personalization. However, respondents perceive the affordability of these schemes as moderate, indicating a balanced
but not exceptional affordability.

Table 5: Mean Standard Deviation and Interpretation of the Respondents’ Perception of the Extent of Accessibility,
Affordability, Personalization, and Flexibility of Informal Credit Schemes

Variables Std. Deviation | Mean Interpretation
Accessibility 1.10 3.99 Very Accessible
Flexibility 0.99 3.90 Very Flexible
Personalization 1.00 3.87 Very personalized
Affordability 0.97 3.11 Moderately affordable

6. Extent to which informal credit schemes contribute to financial stability and resilience.

The assessment of perceived informal credit schemes contribution to financial stability and resilience underscores that
respondents find these schemes to be significantly advantageous, with very significant contributions in supporting regular
financial obligations (e.g., bills) and influencing overall financial well-being. Particularly, these schemes also
significantly assist in areas such as covering unexpected expenses, maintaining financial stability during economic
downturns, funding business or income-generating activities, enhancing financial resilience, managing unexpected
medical expenses, investing in education and skills development for family members, building financial assets, and
providing a safety net during income loss or instability. The overall mean of 4.07 further signifies a positive and
significant perception of the overall benefits derived from informal credit utilization.

Table 6. Mean, Standard Deviation and Interpretation of Contribution of Informal Credit Scheme to Financial Stability
and Resilience

Indicators Std. Deviation Mean Interpretation

Covering up unexpected expenses, in general 1.26 3.91 Significantly
Maintain financial stability during economic 1.19 4.06 Significantly
downturns
Assist in funding business or income generating 1.14 4.04 Significantly
activities
Support in meeting regular financial obligations 1.1 4.21 Very
(e.g; bills) Significantly
Enhance overall financial resilience 1.12 4.08 Significantly
Help manage unexpected medical expenses 1.22 4.02 Significantly
Help in investing education and skills development 1.2 4.09 Significantly
for family members
Assist in building financial assets and saving for 1.03 4.11 Significantly
future
Providing safety net during times of income loss or 1.18 4.02 Significantly
instability
Influence overall financial well being and 1.16 4.17 Significantly
confidence in managing financial challenges

Overall mean 4.07 Significantly

1.00-1.80 = Not at all , 1.81-2.60=Slightly, 2.61-3.40=Moderately, 3.41-4.20=Significantly, 4.21-5.00= Very
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Reliability Statistics

Cronbach's Alpha N of Items

0.962

10

7. Extent to which informal credit schemes contribute to finance generation related to entrepreneurial activities.
Respondents perceive significant benefits associated with utilizing informal credit schemes for income-generating
purposes. Notably, informal credit is seen as significantly beneficial in starting or expanding a business and enhancing
the ability to diversify income sources and increase financial well. In contrast, slightly lower confidence is expressed in
the benefits of informal credit for investing in livelihood activities other than market activities.

Table 7: Mean and Interpretation of Contribution of Informal Credit Scheme to Finance Generation Related to
Entrepreneurial Activities

Indicators Std. Deviation | Mean Interpretation

Help in starting or expanding a business or 1.18 4.15 Significantly
income generating activity
Help in investing in livelihood activities (e.g 1.35 3.81 Significantly
farming, production, fishing, etc)
Enable in seizing opportunities for income 1.21 3.91 Significantly
generating ventures, such as participating in
local markets or trade activities
Help in purchasing essential tools, equipment, 1.24 3.96 Significantly
or inventory needed for income generation
Affect ability to diversify income sources and 1.19 4.17 Significantly
increase financial well-being

Overall mean 4.00 Significantly

1-1.80 = Not at all , 1.81-2.60=Slightly, 2.61-3.40=Moderately, 3.41-4.20=Significantly, 4.21-
5.00 = Very Significantly

Reliability Statistics

Cronbach's Alpha

N of Items

0.928

5

8. From the perspective of credit scheme debtors, what are the potential risks and challenges associated with

engaging in informal credit schemes in Gonzaga, Cagayan.
The assessment of perceive several significant risks associated with utilizing informal credit schemes shows that financial
mismanagement, interest rates, and repayment terms, along with worries about the lack of financial education are the
most concerned risks, while unreliable lenders and lack of transparency are noted as the least concerned risks.

Table 8. Mean and Interpretation Perceived Risk and Challenges associated with Informal Credit Schemes

Perceived risks of utilizing informal credit scheme Std. Deviation | Mean | Interpretation
Financial mismanagement 1.19 4.08 Significantly
Interest rates and repayment terms 1.17 4.06 Significantly
Lack of financial education and awareness 1.16 4.04 Significantly
Lack of legal protection and recourse 1.26 3.96 Significantly
Strained relationships with friends and family 1.29 3.96 Significantly
Social pressure and obligation 1.22 3.94 Significantly
Economic instability or external factors 1.27 3.91 Significantly
Over-indebtedness and its impact to financial stability 1.27 3.87 Significantly
Unreliable lenders and fraud 1.17 3.85 Significantly
Lack of transparency and documentation 1.26 3.81 Significantly
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1-1.80 = Not at all , 1.81-2.60=Slightly, 2.61-3.40=Moderately, 3.41-4.20=Significantly, 4.21-5.00 =
Very Significantly

IV: DISCUSSIONS
I: Profile Variables

Age Distribution

The even distribution observed across diverse age groups within the sample indicates a broad representation, reflecting
a diverse demographic profile. remarkably, the prevalence of individuals within the 31-54 age range implies that
individuals in this age range are actively participating in market-oriented roles, highlighting the adaptability and
suitability of market player occupations for those in the mid-career to later stages of their lives.

Sex and Marital Status

The high percentage of female respondents indicates a strong presence of women in market-oriented roles or businesses.
Considering the traditionally prevalent roles of women in family and household management, this demographic
composition suggests that women, especially those in married partnerships, may be actively engaged in utilizing credit
not only for individual business purposes but also for family-related financial needs.

Educational Attainment

The diverse educational backgrounds of market players and credit users, including various levels of high school
education, indicate a range of experiences that can influence financial literacy. Those with higher academic qualifications
may approach credit utilization more strategically, while individuals with lower level of school education may exhibit
varying financial literacy levels.

Income and Capital Distribution

The majority lacking an additional income source (67.92%) and falling in lower income brackets (below Php15,000;
47%) underscores potential financial constraints. The dominance of market players with lower capital (Php1,000-27,500;
77%) further highlights the need for accessible and flexible credit options as also highlighted by Liu et al. (2016) in their
study and the need for sustainable solutions to address the challenges faced by vendors, including access to financial
resources and business support as emphasized by Kirumirah & Munishi (2021).

Business Characteristics

The dominance of formal structures (81.9%) indicates that they are more certain of their occupations’ going concern that
drives them to operate formally. These findings oppose Holt & Littlewood (2014) and Shand et al. (2017) generalization
that the majority of market vendors are likely to be part of the informal sector, as indicated by the nature of their
businesses and their limited access to formal financial resources and training. This disagreement is attributed to the
sampling and inclusion criteria being used in this study where all market vendors were not given a chance to be selected
as respondents of this study.

Operational Duration
The majority of businesses (52.83%) being in operation for 5 years or less implies a relatively young business landscape.

I1. Informal Credit Engagement and Practices

The prevalence of respondents (77.36%) relying on informal credit for 5 years or less means that these individuals are
more power-driven by the need for immediate and specific coverage of financial needs as opposed to building long-term
credit relationships. This further supports the assertion emphasized by Barus et al. (2022) on the importance of informal
credit solutions in covering the prevailing financial needs of market vendors and MSMEs. This reliance upon informal
sources can generally be attributed to a lack of access to traditional sources of bank financing. This is very important for
informal credit in meeting immediate financial challenges.

The preference or practice of offering small sums of informal credit (Php10,000 and below) is influenced by the needs
and characteristics of borrowers and credit worthiness assessment by lenders as emphasized by (Hansen et al., 2019).

The observed fluctuation in interest rates within the informal credit market supports the argument by Chaudhuri &

Dastidar that provision of formal credit to informal lenders may raise the administrative cost, which, in turn, may increase

interest rates in the informal sector. This argument blends well with the focus that Gonzalez-Vega (2021) places on how
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credit-rationing behavior and interest-rate restrictions determine the interest rates charged in both formal and informal
credit markets. The effect of risk perceptions, nuanced by Ferrari et al. (2018), however, further problematizes this
agreement.

Diverse preferences for repayment schedules simply underline fundamental demands for flexibility in the frequency of
payments in credit arrangements. This agrees with the literature and especially the study by Serrano-Cinca et al. (2015),
which underscores the need for an understanding of the factors that influence repayment behavior and also advocates for
flexible repayment options as a means to mitigate default. The work also has a relation with the flexibility in financial
options available for entrepreneurs, which Ejiogu & Ejike (2020), presented. This underscores the need for creating
better access to financial services.

II1: Extent of Utilization of Informal Credit Schemes

The frequent use of individual money lenders, like the 5-6 lending system and credit from relatives/friends, over other
informal credit schemes, is influenced by their availability and versatility. These informal setups, that boast of
accommodating repayment choices, are really easy to accommodate the various needs of borrowers as emerging in
several works including Rahn & Anand in 2020. This is further supported by Kind et al. (2014); Adams et al. (2016),
and additionally, the reliance upon social relationships to meet financial needs, and the impact of financial strain upon
mental health further supports the need for accessible and versatile financial support, which these informal networks
afford. In identifying credit schemes often used, it becomes apparent that a recreation of these similar lines of financial
support is needed to increase their availability.

IV: Factors Affecting the Choice of Informal Credit

The choice to seek informal credits is largely influenced by factors such as social networks, trust, speed in disbursing,
anonymity, and the interest charged. Social circles build trust, which often will dictate the choices made since most
people depend on recommendations from trusted persons (Ayoo, 2022). The speed at which the informal creditors
disburse funds, especially in emergency cases, makes them more preferable to formal institutions. Anonymity is again a
key factor as the informal creditors would provide privacy in financial transactions. They provide confidentiality and
discretion that official institutions possibly do not. Meanwhile, interest rates play a big factor, and flexibility in
structuring terms by informal creditors attracts borrowers in search of personalized and flexible financial arrangements.
Such factors need to be understood for the adaptation of financial solutions that can be helpful in creating more
responsive and personalized interventions among the people involved in informal credit transactions and aligning with
their respective needs and preferences.

V: Accessibility, Flexibility, Personalization, and Affordability of Informal Credit Scheme

The assessment of informal credit schemes, as highlighted by Xu et al. (2021), emphasizes their high accessibility,
flexibility, and personalization, which are perceived positively. These findings underscore the strengths of informal credit
schemes in terms of accessibility and flexibility, which align with positive perceptions, while also acknowledging the
moderate affordability of these schemes.

The perceived flexibility and personalization indicate that informal credit adapts to borrowers' needs (Mao et al., 2018).
Customized terms, like flexible repayment schedules and lower collateral requirements, enhance the suitability of
informal credit for diverse financial situations.

However, the moderate affordability perception suggests considerations about borrowing costs. While informal credit
meets specific needs, associated higher interest rates or fees may affect overall affordability. Individuals may find these
schemes moderately affordable, emphasizing a trade-off between accessibility, flexibility, and cost considerations.

VI. Contribution of Informal Credit to Financial Stability and Resilience

The study's findings highlight the wider benefits of informal credit in promoting financial resilience. People, particularly
the market players, depend on these systems to help them deal with unforeseen financial difficulties such as downturns
in the economy, unplanned expenses, and medical bills. The study stresses that informal credit systems are essential for
supporting the stability and resilience of people's financial circumstances. This positive perception is reflected in the
overall mean rating of 4.07, which shows that these systems are seen as trustworthy mechanisms for fostering financial
resilience. These systems are essential to strengthening people's financial well-being, whether they are handling urgent
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financial demands or offering assistance during difficult economic times (Mao et al., 2018).

VII: Contribution of Informal Credit to Finance Generation

Respondents perceive significant benefits associated with utilizing informal credit schemes for income-generating
purposes, particularly in starting or expanding a business and enhancing the ability to diversify income sources, thereby
increasing financial well-being as highlighted by Barman (2022). This positive perception aligns with the notion that
informal credit can play a crucial role in facilitating entrepreneurial endeavors and income-generating activities,
especially for individuals with limited access to formal financial institutions.

Informal credit schemes are seen as significantly beneficial in supporting entrepreneurial activities, reflecting the
potential of these arrangements to provide financial resources for business initiation and expansion. The flexibility and
accessibility of informal credit may cater to the diverse financial needs of entrepreneurs, enabling them to pursue income-
generating ventures and contribute to economic development (Zafar et al., 2013). However, slightly lower confidence is
expressed in the benefits of informal credit for investing in livelihood activities other than market activities. This suggests
that while informal credit may be well-suited for entrepreneurial ventures, there may be perceived limitations in its
applicability to non-market livelihood activities.

VIII: Risks Associated with Informal Credit

The result of perceive risk of informal credit schemes reveals important issues such high interest rates, financial
mismanagement, and insufficient financial literacy which are in agreement with the studies of Serrano-Cinca et al. (2015)
and Kono & Tanaka (2019). People in developing nations tend to make informal arrangements since they have less
access to formal savings instruments. Because informal providers are not subject to strict rules, there are regulatory
differences between formal and informal providers that increase the risks (Co et al., 2017). Furthermore Chaudhuri &
Dastidar (2014). emphasizes how important interest rates are in determining the dynamics of informal loans, with
penalties being thought of as a way to bring rates down. These results have implications for the ways in which people
involved in informal credit arrangements need to be protected. These ways include considering ways to reduce the impact
of high interest rates, filling in the gaps in financial education, and more effectively regulating informal credit providers.

TEST OF HYPOTHESES
Operational Experience and Financial Decisions

Hal: The number of years operating as a market player is positively correlated with the amount of loan availed and the
average market capitalization, indicating that operational experience influences financial decisions.

The hypothesis suggests a positive correlation between the number of years operating as a market player and both the
amount of loan availed and the average market capitalization. The correlation analysis (N = 53) revealed significant
associations among operational years, loan amount, and capital. A significant positive moderate correlation was found
(r=0.415, p = 0.002*%), indicating that as operational years increases, so does the amount of loan availed. Moreover,
significant positive low correlation was also identified (» = 0.302, p = 0.028%*), suggesting that higher loan amounts are
associated with increased capital. On the other hand, no significant correlation was observed between operational years
and capital (r =-0.021, p = 0.883).

These results support Hypothesis 1, indicating a positive association between operational experience and financial
decisions, specifically in terms of loan amounts and average market capitalization.

The correlation analysis, conducted using Spearman's rho, is presented.

Operational Years | Amount of Loan | Capital
Operational Years | Correlation Coefficient 1.000 415" -.021
Sig. (2-tailed) 002 883
N 53 53 53
Amount of Loan | Correlation Coefficient 415" 1.000 302°
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Sig. (2-tailed) .002 .028
N 53 53 53
Capital Correlation Coefficient -.021 302° 1.000
Sig. (2-tailed) .883 .028
N 53 53 53

Educational Attainment and Choice of Credit Schemes as to Interest Rates

Ha?2: Market players with higher educational attainment chooses informal credit schemes with lower interest rates and
more favorable payment terms compared to those with lower educational attainment.

A significant negative low correlation was observed (r =-0.331, p = 0.015%), indicating that higher levels of education
are associated with lower interest rates. These findings suggest a significant association between education and interest
rates thus Ha2 is being supported. Market players with higher education levels are choosing schemes with lower interest
rates. The correlation analysis, conducted using Spearman's rho, is presented.

Educ | Interest rate
Educational attainment | Correlation Coefficient | 1.000 -331"
Sig. (2-tailed) .015
N 53 53

Accessibility and Affordability

Ha3: There is a positive relationship between the perceived accessibility and affordability of informal credit schemes,
suggesting that schemes perceived as more accessible are also considered more affordable.

The results of the correlation analysis support Ha3, which shows a positive relationship between perceived accessibility
and affordability of informal credit schemes. The findings indicate significant positive high correlations between
perceived accessibility and both flexibility (r = 0.839, p = 0.000**) and personal factors (r = 0.796, p = 0.000**),
suggesting that schemes perceived as more accessible are also associated with higher levels of flexibility and
personalization.

Additionally, there is a positive but comparatively lower correlation between perceived accessibility and affordability (r
= 0.353, p = 0.010%). This implies that informal credit schemes perceived as more accessible are considered more
affordable, supporting the hypothesis of a positive relationship between perceived accessibility and affordability. The
correlation analysis, conducted using Spearman's rho, is presented.

Accessibility | Flexibility | Personalization | Affordability
Accessibility Correlation 1.000 .839™ 796" 353"
Coefficient
Sig. (2-tailed) .000 .000 .010
N 53 53 53 53

Financial Stability and Resilience

Had: The extent to which informal credit schemes contribute to financial stability and resilience among market players
is positively correlated with the number of years utilizing informal credit.

A significant positive correlation was observed (» = 0.393, p = 0.004**), indicating that there is a positive relationship
between the extent to which informal credit schemes contribute to financial stability and resilience and the number of
years market players have been utilizing informal credit.

These findings support Ha5, which posits that the positive correlation suggests that as market players utilize informal
credit for a longer duration, there is an associated increase in the perceived contribution of these schemes to financial
stability and resilience. The correlation analysis, conducted using Spearman's rho, is presented.
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FSR | Credit years
Financial Stability and resilience (FSR) | Correlation Coefficient | 1.000 393"
Sig. (2-tailed) .004
N 53 53

Finance Generation and Choice of Schemes

Hab: Informal credit schemes that are perceived to contribute significantly to finance generation are more likely to be
preferred by market players over those that are perceived to have a lesser impact on finance generation.

There is a significant low positive correlation with Finance Generation and the extent of utilization of Individual informal
credit scheme (r=0.374, p = 0.006**), suggesting that as the perceived contribution to finance generation increases, the
more likely that the scheme being utilized.

In contrast, Friends and Relatives credit scheme show a very low positive correlation, but it is not statistically significant
(r=0.160, p=0.251). The mean of the extent of utilization is still relatively high, indicating also a frequent usage.

The results partially align with Ha5, that market players are more likely to prefer and frequently utilize informal credit
schemes perceived to significantly contribute to finance generation. The correlation for Individual Informal Lenders
reinforces this preference.

Informal credit schemes Finance Generation Extent of utilization (from
Table 3)
Correlation Sig.(2- (Mean) | Adjectival Rating
Coefficient tailed)

Individual Informal Lenders 374" .006 3.83 | Frequently utilized
Friends and Relatives .160 251 3.51 Frequently utilized
ROSCA (Paluwagan) 175 210 2.13 Rarely

Informal Installment (Hulugan) .057 .688 2.51 Rarely
Informal Organization Lenders 226 .103 3.02 Sometimes

The Limitation of This Study

The study focused mainly on a specific locality which may potentially limit its results generalizability to a broader range
of populations. Further, the data collected relies heavily on self-report and perceptions of the respondents. Data reported
might be over or under stated. The use of the structured questionnaire limits also the dept of responses pertaining to
informal credit participation.

Future Directions of This Study

Related studies may consider conducting comparative studies with mixed method approach across diverse cultural and
economic settings to better understand how informal credit practices vary and adapt. This approach can develop more
comprehensive and global frameworks on informal credit dynamics.

V. CONCLUSION

It is concluded by underlining the very important role that credit in the informal sector plays in generating
financing among market vendors and microbusinesses, and in the stabilization of their financial situation. The
empirical results give insight into the varied impacts of informal loans, especially on how it affects market
sellers' financial dynamics. Any reflective individual will come to understand that informal lending is very
important in the production of money, especially regarding providing working capital to market merchants.

The study puts much emphasis on the fact that informal credit application is frequently utilized more by those
entrepreneurs that have been in existence for five years or less. It emphasizes the important role that informal
lending plays as a reliable source of working capital, allowing firms to maintain their operating expenses, adjust
to changes in cash flow, and robustly conduct their day-to-day operations.
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Moreover, it becomes clear from the research how informal credit catalyzes development and growth of
microbusinesses, and in turn, serves as a catalyst for the creation of finance. The fact that market participants
with less capital frequently use informal finance emphasizes the importance of it to funding start and expansion
of business. This process increases ability of these enterprises to generate money in general through easing of
market entry and support of sustainable expansion.

Another important characteristic of these informal credit systems in the making of finance is the flexibility of
interest rates for loanable funds. This flexibility is manifested in the variation of interest rates seen in the
informal loan market, indicating that market sellers are able to adapt very fast due to a change in consumer
demand for their good or service. The flexibility will morph into a competitive advantage where market vendors
can adjust their price, inventory, and operating plans in real time, which greatly enhances their ability to create
financing.

Moreover, this community-based approach is another reason that strengthens informal credit's role in generating
funds for market vendors. The regular use of family, friends, and individual money lenders points to the
existence of relationships based on trust in local communities. Besides encouraging financial transactions, this
community-based approach reinforces social networks, joining a network of support in an effort to improve the
activities associated with generating financing. It shows that flexible conditions of repayment increase the
contribution of informal loans towards the creation of finance. Various preferences on the payback plan
harmonize with the variable streams of revenue by market sellers, and debts can be paid back without preventing
such enterprises from continuing to generate money.

In view of the study findings, it is recommended that it has to increase the access to informal credit, and each
sector has a role to enhance this. The government can develop platforms for matching entrepreneurs with the
informal lenders by crafting regulations to improve trust and confidence and offer tax incentives for better terms
on the lending operations. Moreover, through seed funding and supportive policies, the government can
facilitate community-based lending groups, integrate informal credit schemes into economic plans, and
establish a tested body to collect and analyze data about informal lending practices.

The educational sector can also support the same through incorporating financial literacy campaigns, holding
workshops, outreach and mentorship programs.

Researchers may conduct examination of the informal lending impacts, analysis of the effectiveness of
community-based lending networks, tracking of success from different initiatives, building evaluation methods,
and giving data-based recommendations to make informal credit schemes more effective.

Informal lenders and creditors must continue to be accommodating in their community-based lending practices
that are held by trusting relationships, enhance their services, provide indispensable working capital for
microbusinesses, and fine-tune their services based on the feedback from monitoring and evaluations.
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