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Abstract:

The high level of risk in rural areas and the lack of information infrastructure suggest that rural credit markets in
developing countries are likely to experience structural dysfunction. As a result, the majority of farmers, herders,
and rural residents face binding credit constraints. Although there is a general perception that rural financial
markets perform poorly, relatively little empirical evidence exists regarding the factors driving such conditions
and the impact of credit constraints on agricultural productivity. The primary objective of this study is to examine
whether households in the Libyan study area face credit constraints, using a direct elicitation approach based on
a structured questionnaire survey. A randomly selected sample was drawn from the study area, which was divided
into three regions. Households were classified as either constrained or unconstrained, and a binary probability
model (Probit Model) was applied to test the sociol-economic characteristics of rural households. The analysis
identifies whether credit constraints stem from loan quantity, interest rates, or other sociol-economic variables.
The methodological approach combines observable outcomes with qualitative survey questions, relying on
primary data collected through a field survey in the central region of Libya, stretching from Abu Qurayn in the
west to Bin Jawad in the east, and also including the Al-Jufrah area in south-central Libya. Findings from the
Probit model indicate that more than 55% of Libyan households in the study area are unable to access credit from
formal banks or obtain financial facilities from any other source. The most significant barriers to accessing
banking credit services were the existence of interest (riba), lack of collateral, and low income. For farmers in
particular, farm size, soil quality, and access to a permanent water source were determining factors. The
availability of a permanent water source increased the likelihood of obtaining loans from banks. Conversely, the
refusal to apply for loans involving interest rates strongly discouraged participation in credit services, as the
prohibition of interest was the most direct factor limiting households’ willingness to apply for such services,
despite their acute need. Furthermore, the study found a correlation between household heads engaged in livestock
rearing, their level of education, and the ownership of other assets, which increased the probability of applying
for credit services from various banks.
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Equivalently, in log-odds form:
In(1-PP)=B0+p1X1+--+pkXk
Where:
e P =probability of the event Y=1
e XI1,X2,...,Xk = independent variables
e [} coefficients measure the impact of each X on the log-odds.
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HH-gender* 0.5443 | "2 | 400 | 70010277 | 0811 | 0.963
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HH-marital status @ 0.18 0.00 | oO.
married 0.3331 1 1.83 7 299 0.689 1
HH-formal education 0.0243 0'8 0 2.66 O'g 0 0.006 | 0.042 7.1
HH montly income 0.0006 Oé) 0 1.67 O';) I 0.001 | 0.001 2%)%2
Farm productivity@ | ) 15370 | O- 1 599 [000] 40001 g0a2 | 1
increasing 045 4
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0.06 0.00 0. 11.39
2
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to 1

of x

(*) dy/dx is for discrete change of dummy variable from 0

(@) * is representing the marginal effect at a specific value
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1 MRP is water provide by made river project

2 Household assets measured in thousand Libyan Dinars

3 (@) is representing the marginal effect at a specific status ofx;
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